LUKOIL’S GREEN
STRATEGY

LUKOIL INTERNATIONAL MAGAZINE

RUSSIAN
BENCHMARKS
OF BLACK GOLD

GLOBAL ENERGY
VECTOR

No. 4, 2012

OIL OF RUSSIA

INTERNATIONAL MAGAZINE

No.4, 2012

FOCUS
ON EFFICIENCY
AND QUALITY

LUKOIL OVERSEAS:
PIONEER THAT VENTURED ABROAD

EDITORIAL
No. 4, 2012
FOUNDER

!
PUBLISHER
Oil Press
General Director: Maxim Gilinets
Executive Director: Sergey Dzhabelov
!
EDITORIAL STAFF
Chief Editor: Dmitry Gurtovoy
Editor: Vladimir Akramovsky
Writer: Maria Kukhtar
Correspondents:
NORTH-WESTERN RUSSIA: Sergey Nenashev
CASPIAN REGION: Vladimir Mishin
BENELUX: Yury Lavrov
Arts: Artyom Galochkin, Vesna Longton
Design and layout: Elena Arkhipova
Photo Editor: Yana Ageyeva
Photographs: (unless otherwise credited)
Yana Ageyeva, Sergey Arkhipov, Oleg Litvin,
Alexander Lyskin, Alexander Makarov, Alexander Polyakov,
Vitaly Savelyev, Georgy Timofeyev, Mikhail Zagulyaev
Cover: Vesna Longton
(see story on pp. 12-19)
!
Advertising Manager: Andrey Soldatov
Subscription Manager: Elena Rozhdestvenskaya
!
Editorial address: Bldg. 1, 3 Pokrovsky Blvd., Moscow,
109028, Russia
Mailing address: P.O. Box 230, Moscow, 101000, Russia
Telephone: + 7 495 627-49-04
Fax: +7 495 627-16-92
E-mail: editor@oilru.com
Web-site: www.oilru.com/or
!
Registered with the RF Federal Supervision Service
for Communication
Registration certificate PI FS77-33817
of October 24, 2008
!
Printed: Akvatinta
Simferopolsky Blvd., 15, Bldg. 5, Moscow, 113556, Russia
Translated: Interdialect+
Print run: 2000
Passed for printing: October 29, 2012
Price: open
All rights reserved, including right of reproduction
in whole or in parts in any form

DEAR READER,
FIFTEEN YEARS AGO, ON DECEMBER 4, 1997,
JSC LUKOIL became the first Russian oil company to
set up a specialized subsidiary company within its
corporate structure to manage overseas geological
exploration and oil and gas production projects:
LUKOIL Overseas Holding Ltd.
Since its inception the company has been LUKOIL’s second
biggest operating unit.
LUKOIL Overseas now incorporates several dozen companies
dealing with different lines of business. The holding company’s
subdivisions, located in 20 different countries, have over 4,000
employees whose mission is securing a planned growth of the
shareholder value of LUKOIL through a steady buildup of effective
reserves and oil and gas production volumes abroad, in priority
countries and regions of LUKOIL’s operations. At the same time,
the objective is to attain leading positions in terms of key performance indicators among transnational corporations that have
comparable production volumes and scales of business.
LUKOIL Overseas manages 27 geological exploration and oil
and gas production projects. Its key business principles – efficiency, competitiveness, investor appeal, balance of interests between
company shareholders, partners and employees and the public
and the authorities of the countries and regions where it maintains a presence – are and will be fully implemented in its current
and future financial and production activities. LUKOIL Overseas
operates in strict compliance with the international environmental, competiveness and transparency standards and contributes
heavily to LUKOIL’s shareholder value enhancement and its
consolidation as a major transnational corporation.
This issue of Oil of Russia focuses on establishment of LUKOIL
Overseas, its current and future projects.
In this issue you will also find material about various aspects of
the development Russia’s oil and gas industry, international
energy cooperation, technologies and innovations in the sector,
the history of the oil business in the country and much more.

Enjoy your reading!
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LUKOIL UPS STAKE
IN ISAB TO 80%
4 No 4, 2012 | Oil of Russia

LUKOIL has closed a deal to buy a 20 percent stake in the ISAB refinery in Sicily from Italy’s
ERG. The deal increases LUKOIL’s stake in the facility to 80 percent. ERG will hold the remaining 20 percent. The ISAB refining plants is one of the largest European industrial
complexes,both in terms of complexity and size,and is well positioned to meet the grow-

ing middle distillate demand in Europe (mainly kerosene and diesel fuel). The ISAB refinery,
with a Nelson complexity of 9.3, refines various crudes and straight run fuel oil. The Sicily
refinery has a capacity of approximately 320,000 barrels per day. It comprises two assets
united by a pipeline system and integrated into a single technological unit, three piers, stor-

age tanks of more than 4 million m3, a 99 MW power generation plant and other infrastructure. The refinery’s advantageous location enables LUKOIL to develop its downstream operations in Western Europe and gives an opportunity to process Russian crude in the region.
PHOTO: ERG
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15 BILLION CUBIC METERS
OF UZBEK GAS
6 No 4, 2012 | Oil of Russia

Accumulated gas production of LUKOIL in Uzbekistan has reached 15 billion m3.
Major part of this volume (about 95%) comes from the Khauzak-Shady field in the
Bukhara Region which makes a part of the Kandym–Khauzak–Shady–Kungrad
megaproject that is being implemented jointly with Uzbekneftegaz National

Holding Company. PSA for the project was signed in 2004 for a term of 35 years.
Commercial production of gas on the field started in November 2007 and as early
as one year after Khauzak–Shady has reached the design production rate of 3 billion
m3 of gas per year. Natural gas production under the South–West Gissar project be-

gan in December 2011 on the largest field of the block, Dzharkuduk–Yangi Kyzylcha.
Before that oil on the block was produced from South Kyzylbayrak and Koshkuduk
fields. Accumulated gas production of this project has reached 0.8 billion m3.
P H O T O : A L E X A N D E R M A K A R O V
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EVENTS, AGREEMENTS, MEETINGS

FACTS &
FIGURES
August 22, 2012:

ALEXANDER MAKAROV

LUKOIL has acquired ConocoPhillips’ indirect 30 percent
interest in Naryanmarneftegaz
(NMNG) and certain related
assets. ConocoPhillips
indirectly owned 30% in
NMNG. The acquisition brings
LUKOIL’s total ownership
interest in NMNG to 100%.
August 31, 2012:

September 4, 2012:

Corporate university of
LUKOIL Overseas was opened
in the Skolkovo School of
Management. The first group
of students includes 46 people:
28 from LUKOIL Overseas and
18 from other business units of
LUKOIL, including the
headquarters of the company.
Given that the program has
Executive MBA level; all
8 No 4, 2012 | Oil of Russia

participants are mid-level
managers with high leadership
potential, aged 30–45, with
pre-intermediate and higher
level of English fluency. The
objective of training is to form
leaders capable of effective
management of large international projects.

September 19, 2012:

In Sochi, LUKOIL President
Vagit Alekperov, Valery
Zerenkov, Governor of the
Stavropol Territory, and Yury
Tyrtyshov, Vice Governor and
Chairman of the Government
of the Stavropol Territory,
signed a Cooperation Agreement between the Company
and the regional Government.
As part of the Agreement,
LUKOIL will develop an action
plan in the area of energy
savings and enhancement of
energy efficiency of its power
plants, oil and gas production
sites, refineries and also of its
petroleum-product supply
companies, all in accordance
with the applicable legislation
of the Stavropol Territory.
September 26, 2012:

September 17, 2012:

The 3D seismic acquisition
survey, carried out by LUKOIL
Overseas is underway on East
Rapsodia and Trident blocks in
the Romanian Sector of the
Black Sea. Seismic operations

LUKOIL became the winner in
the “Filling Station” category
of a survey, “Loyalty Brand
2012”, conducted in Russia by
the international publishing
house “Reader’s Digest”.
Thirty-eight percent of the

are being carried out by
geophysical services provider
CGGVeritas, after it won the
respective tender, and will be
completed in November 2012.
The planned scope of the survey

respondents voted for
LUKOIL’s filling stations.
Thus, LUKOIL proved its Super
Brand status that is awarded to
those trademarks which rank
first for more than five times.

September 5, 2012:

LLK-International (a whollyowned LUKOIL subsidiary)
signed an agreement with the
Kaliningrad car manufacturer
Avtotor on the first filling of
the engines of GM, GM Dat
and Opel cars with its GENESIS FE 5W-30 oil.
CGGVERITAS

LUKOIL Overseas Holding has
discovered a new gas and
condensate field on SouthWest Gissar block in
Kashkadarya Region in the
southern part of Uzbekistan.
An exploration well drilled in
the mountainous terrain on
Shurdarye prospect has
encountered gas-saturated
carbonate formations of Upper
Jurassic age at the depth of
more than 3,000 meters. Well
testing resulted in the commercial flow rates of up to 650,000
m3 of gas and more than 70
tons of gas condensate per day.

the implementation of the
Strategic Partnership Agreement signed on March 29,
2005, specifically issues
concerning gas supply from
the LUKOIL fields located in
the Bolshekhetskaya Depression and in the North Caspian
Sea. The companies’ heads
confirmed the finalized
arrangements on the basic
principles of the strategic
partnership based on strict
observation of mutual interests
in the gas supply area.

will be up to 2,000 km2.
Therefore for the first time in its
history LUKOIL has begun
upstream operations in a
European Union member
country.

September 13, 2012:

In Moscow, LUKOIL President
Vagit Alekperov had a meeting
with Alexey Miller, Chairman
of Gazprom’s Management
Committee. During the
meeting the Parties discussed

LUKOIL–YUGNEFTEPRODUKT

CURRENT

September 28, 2012:

LUKOIL, as part of Venezuela’s
National Petroleum Consortium, has started production of
the first oil discovered at the
Junin-6 field in the basin of
the Orinoco river.
The oil-in-place of the Junin-6
block comes to around 53
billion barrels. At the early oil
stage the daily output will
reach 50,000 barrels, while the
peak production will be up to
450,000 barrels per day. The
contract was signed for 25
years with the possibility of a
fifteen-year extension.
October 2, 2012:

In Abidjan, the capital of the
Republic of Cote-d’Ivoire,
LUKOIL Overseas signed with
the government of the country
a production sharing agreement on offshore block CI-524
in the Gulf of Guinea. Block CI524 covering the area of 450
km2 with water depth ranging
from 800 to 1,500 meters
represents an eastern part of
block CI-401 which LUKOIL
Overseas has been exploring
since 2006. Operator LUKOIL
Overseas holds a 60% interest,
PanAtlantic (former Vanco)

has 30% and state-owned
PETROCI Holding has 10%.

October 4, 2012:
October 2, 2012:

LUKOIL completed construction of the Kharyaga–Yuzhnoye
Khylchuyu interfield oil
pipeline. The total length of the
pipe is 158 km, and its annual
capacity is 4 million tons. The
oil pipeline is designed to
transport commercial oil from
the “Sever-TEK” (Kharyaga)
terminal to the Yuzhnoye
Khylchuyu oil delivery and
acceptance station and
subsequently deliver oil to the
Yuzhnoye Khylchuyu–Varandey
interfield oil pipeline. The
commissioning of the line will
allow to reduce the payback
period for the Varandey
terminal construction due to
the terminal’s considerably
increased load. In addition, the
Company will be able to cut the
oil transportation expenses via
the Baltic Pipeline Transportation System. It will also relieve
the Kharyaga-Usa interfield oil
pipeline, as well as the UsaUkhta and Ukhta-Yaroslavl
trunk oil pipelines from some of
their load, as currently they are
being operated at full capacity.
October 3, 2012:

In Baghdad, LUKOIL President
Vagit Alekperov met in
Baghdad with Prime Minister
of Iraq Nouri al-Maliki, Deputy
Prime Minister for Energy
Hussain al-Shakhristani and

LUKOIL-Nizhnevolzhskneft
and Saipem SPA (Italy) signed
a contract for transportation
and installation of production
facilities as part of the

(IndustriALL), Lev Mironov,
Chairman of the Russian Oil,
Gas and Construction Workers’
Union (ROGWU), and Georgy
Kiradiev, Chairman of the
Council for International
Association of LUKOIL Trade
Union Organizations (LUKOIL
IATUO), signed an Information
Cooperation Agreement. As part
of the Agreement, the parties
confirm their adherence to the
principles of the UNO Global
Initiative, as well as to the
fundamental labor and environmental principles set forth in the
UNO Conventions and those of
the International Labor
Organization. The Agreement
seeks to improve the industrial
relations and development of
efficient approaches towards
production within the LUKOIL
Group organizations operating
on a global scale.

VITALY SAVELYEV

LUKOIL had won in similar
ratings by “Reader’s Digest”
from 2006 through 2011. The
study results were calculated
in Great Britain by the
independent marketing agency
Wyman Dillon Ltd.

Minister of Oil Abdulkareem
Luaibi. During the talks, the
parties have stressed significant progress achieved in the
implementation of West
Qurna-2 mega-project where,
among other advances,
development drilling and
construction of key production
facilities (central processing
unit, export pipeline and gas
turbine power plant) continue
at full pace. The parties have
also discussed plans for the
implementation of the
geological exploration project
on Block 10.

infrastructure development at
the Vladimir Filanovsky oil
field in the Northern Caspian
Sea. The agreement provides
for transportation and
installation of an ice-resistant
fixed platform LSP-1, a central
processing platform, riser
block platforms and a living
quarters module, all connected
via catwalk bridges.
The operations will be
conducted during the periods
from March to September of
2013 and 2014.
October 4, 2012:

In Moscow, LUKOIL President
Vagit Alekperov and Jyrki Raina,
General Secretary of the
IndustriALL Global Union

October 9, 2012:

Government of the Republic of
Iraq has approved the exploration, development and
production contract for Block
10 located in Di-Kar and
Mutannah provinces.
In June 2012, as a result of a
licensing round a consortium
including LUKOIL Overseas
(subsidiary of LUKOIL) and
INPEX Corporation of Japan
was awarded rights for Block
10 covering the area of 5,500
km2. LUKOIL Overseas as
operator of the block will have
a 60% share in the project and
INPEX will hold the remaining
40%. South Oil Company will
represent Iraqi authorities in
the contract. !
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PIONEER THAT
VENTURED
ABROAD
In December 2012, LUKOIL Overseas, operator of LUKOIL
foreign upstream projects, celebrates its 15th anniversary
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PAVEL BOGOMOLOV,
CHIEF EDITOR OF PETROLEUM NEWS

P

ERHAPS, IT IS ONLY NATURAL THAT
THE PRIVATELY OWNED ENERGY GIANT
called JSC LUKOIL, Russia’s first company
to run the fuel and commodity business in
a new way, was the pioneer, and a very
successful one, in one more sphere. It
rightly earned the name of pioneer of new
approaches by Russian oil producers to business projects
outside the Russian Federation. In other words, it
developed a brand new model of investment projects
and began to implement it not only at home but also in
former Soviet republics and other countries.

LUKOIL

THE WIND OF CHANGE

Speaking of the USSR, no one had ever implemented projects on a
“well to wheel” basis. Until the 1990s, this was out of the question.
In the Gosplan era, with distribution of related functions among a
dozen or so ministries and departments, no one thought about an
all-bracing business line: from seismics somewhere in the tundra
to a cup of coffee for the driver at a fuel filling station. Nor could
the tasks of “commodity-driven expansion” abroad be concentrated in one and the same hands. In any case, this was not discussed
on the “sixth of the world’s land surface.” Moreover, outside the
USSR, too, the Soviet oil producers who wished to “speak in other
languages” were held back by dogma. They had no advanced ideas,
consonant with the wind of globalization, for creative, bold entry
on to foreign upstream markets and their dynamic development.
Overcoming the legacy of “pussyfooting” and, at the same time,
retaining the best of the experience gathered in Soviet times (conceptual scope, long-term planning, broad logistics coverage and a
striving to share honestly with partners), LUKOIL created, indeed,
at its very inception, a department for developing new regions.
Then this mechanism was called the department for foreign projects. In the fall of 1996, the main department appeared for offshore
and foreign projects of JSC LUKOIL. These were pilot approaches
to a future scheme for management coverage of everything relating to upstream outside of the Russian Federation. And, finally, on
December 4, 1997, the company LUKOIL Overseas Holding Ltd.
(LUKOIL Overseas) was established and registered to improve management of overseas geological exploration and production assets.
By that time, the newly established LUKOIL Overseas already had
8 projects in 4 countries.
The significance of these figures is perceived much deeper in consideration of the geopolitical factor at the quite tough turn of the
20th and 21st centuries. On the one hand, the LUKOIL management
notes that, for all its status, the fuel and energy giant that was born
in Siberia remains outside politics, both domestic and global. Yet
politics cannot but impact on the course taken by Russian oil exports. Over a quarter of a century, customs bottlenecks, tariff disputes, all sorts of embargo, price conflicts and transit jams have occurred repeatedly. Flows of crude hydrocarbons and refined products have been blocked on a number of routes: the Baltics, Belarus,
Ukraine, the Caucasus. The Georgian and both Chechen wars involved energy problems in Eurasia and difficulties in laying corridors for exporting hydrocarbons from the Caspian region. And it
Oil of Russia | No 4, 2012 11

was to be expected that, despite the short-sighted resistLUKOIL OVERSEAS TODAY IS:
ance on the part of the Russian
opposition in the 1990s, the
domestic fuel and energy com" 28 projects in 13 countries;
plex, not confining its course
" proved hydrocarbon reserves of 1.4 billion
to geographical location of upbarrels of oil equivalent;
stream and downstream facilities exclusively “close at
" daily production of 220 thousand barrels of
hand,” moved abroad.
oil equivalent;
Observers noted even then
" 4000 full-time employees in addition to conthat the Russian oil sector retracting and subcontracting firms and organizafused to define industry patritions;
otism merely as parochialism,
a narrowly single-vector
" 80 young specialists, recruited in 2012 alone;
growth of the infrastructure
" 29% of young workers under the age of 30;
on the territory of the Russian
Federation alone. On the con" the fully implemented target share of univertrary, LUKOIL, and later other
sity graduates with experience of 3 years on the
industry players, took up a
staff –10%.
new challenge (later set out in
Source: LUKOIL
the country’s Energy Strategy
up to 2030). The objective is
In 1998, with the participation of the new holding company, exto increase substantially the share of overseas production projects
ploratory drilling began at the Shah-Deniz offshore structure in
in the portfolios of Russian companies. In relation to LUKOIL
Azerbaijan’s sector of the Caspian. Soon, a huge field was discovOverseas, the aim set for the end of the current decade is a miniered there, with reserves of 1.2 m3 of gas and 240 million tons of
mum of 25–30% of the corporate volume. It should be added that
this objective is, in general, being successfully met, especially with
gas condensate. This and certain other discoveries or confirmation
respect to gas. What does this mean in practice?
of these and formation of entire regions of presence of LUKOIL
At least that, tomorrow, LUKOIL’s supply obligations to someOverseas have not gone unnoticed by foreign investors. Reciprocal
where in Europe, the United States or China, especially in conflict
interest among foreign shareholders has increased, alongside a
situations, might be covered not necessarily from Siberia and
growth in demand for activization of transborder financial flows
Timan-Pechora but from abroad, i.e., Central Asia, Iraq, West
and also for creation, on the distant approaches to Russia, of “proAfrica and South America. Experts and leading media have alfessional sifting teams” for initial analysis and selection of the busiready recognized this possibility. In any case, the idea of the Kremness proposals and projects coming in from everywhere. Against
lin striving to suffocate oil consuming countries is being replaced
this quite symptomatic background, in 1999, LUKOIL Overseas
by something else. A new interpretation of the Moscow’s role as
opens offices in London, Nicosia and Amsterdam.
one of the energy arbiters is coming to the fore, be it sometimes
painfully. An understanding is growing, especially since the St PeA LEAP INTO THE UNKNOWN
tersburg G8 summit, that now the overseas business platforms,
EVERY YEAR
too, of the Russian majors are positively orientated on providing
In December 2000, Andrey Kuzyaev became President of LUKOIL
good insurance and guaranteed support for the fuel and energy
Overseas and this was more than just “one of many facts” from the
balance in the world. Is this not, one might ask, a partnership way
HR chronicles of the operator of overseas upstream projects esof thinking that is emphatically peaceful and turned to the new retablished within the structure of the Russian oil giant. You will
alities of globalization? It is this, as you can see, that is inherent in
learn much from looking at even a seemingly brief career CV of
the management of the Russian fuel and energy complex and
this exceptional man from the Urals town of Perm. Kuzyaev’s apthose that handle it in government offices.
pointment was a sure sign that LUKOIL’s overseas course would
…Yet exactly how, you will ask, right from its inception, did the
most likely become, without exaggeration, contemporary, dyJSC LUKOIL “daughter” have a, though modest, quite weighty
namic and emphatically market-orientated. And most important,
block of assets abroad? The secret is that Russia long since pinorientated not so much on grandiose plans as on the ultimate busipointed the priority destinations on the oil map for later, in the
ness result. Let us take a look at least at one paragraph of this brilmarket era, priorities in view of existing projections, proven reliant, major industry leader’s biography:
serves and discussed routes. In I. Lukin’s book Pochyotnaya Vakhta
Kuzyaev graduated from Perm University with distinction in
(The Shift of Honor), one veteran of LUKOIL Overseas, Shamil
Industrial Planning. He worked as an economist at the KommuGainanshin, speaks of this: “Many projects that were launched latnar plant, and then as an associate in the Political Economics Facer were conceived then in Iraq, and in Kazakhstan, and in Egypt. The
ulty at his alma mater. In 1991, as an associate in the Political Ecofirst three years I engaged in development of projects for the assets
nomics Faculty, this time of Moscow University, he was inspired
of Karachaganak, Kumkol and West Qurna-2. For a long time, there
by the idea of setting up a commodity exchange in Perm. Just one
weren’t too many projects. It is now that there are so many of them!”
year later, it became one of the top five in the Russian Federation
We should add that there really are a lot of them now – 28 projand has developed subsidiaries. According to the idea of Kuzyaev
ects in 13 countries!
and his team, they were combined into a holding company – the
12 No 4, 2012 | Oil of Russia
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In 2005, LUKOIL Overseas acquired blocks of shares in operatPerm Financial and Industrial Group. One point in the 1995 agreeing companies of projects in Kazakhstan – Karakuduk, Northern
ment between LUKOIL and the Perm Region was establishment of
Buzachi, Arman (Mangistau Region), and Kazakhoil Aktobe (the
a company to meet the Region’s demand for petroleum products.
Alibekmola and Kozhasai blocks, Aktyubinsk Region). The same
The authorized capital of CJSC LUKOIL-Perm is formed on a paryear, in Iran, during exploratory drilling, the Azar oil formations
ity basis: 50% – LUKOIL and 50% – PFIG. Thus, in 1995, the 30were discovered, this being one of the biggest discovered in the last
year old President of PFIG, Andrey Kuzyaev, became CEO of JSC
ten years. In Uzbekistan, an agreement was signed on an alliance
LUKOIL-Perm.
made up of the National Holding Company (Uzbekneftegaz),
…Let us go back, however, to the year 2000. Under Kuzyaev
LUKOIL Overseas, Petronas Carigali Overseas (Malaysia), the Ko(who had, by that time, thrice been elected Deputy to the regionrea National Oil Corporation (South Korea) and the CNPC Interal Legislative Assembly), the LUKOIL Overseas corporate center
national (China) for exploring and developing hydrocarbon rewas opened in Moscow and, what is more, the company’s geoserves in the Uzbek part of the Aral Sea. By then, too, LUKOIL Overgraphical coverage began expanding. Assets of the Canadian
seas had advanced from Colombia to Venezuela by signing an
Bitech Petroleum were acquired and the deal resulted in LUKOIL
agreement with the government-owned company PDVSA on asOverseas joining a project to develop the WEEM oil structure in
sessing the reserves of the Hunin-3 block in the Orinoco belt. RunEgypt. The project is being implemented in the Eastern Desert (in
ning forward somewhat, let us note that the Russians were the first
the Hurgada area) and, within the scope of this project, producto certify their block of heavy oil. Moreover, 2005 saw completion
tion has been increased many times over. The next step was startof the purchase and absorption of the company Nelson Resources
up of the Tengiz-Novorossiysk oil trunkline of the Caspian Pipeline
Ltd., which owns production assets in the western part of KazaConsortium (CPC), stretching about 1,600 km across the CIS, with
khstan, as well as an option for the Jambay South-South Zabua pipe diameter of 1020 mm and a through capacity of up to 36 milrunye exploration block in Kazakhstan’s sector of the Caspian. This
lion tons. It is through the CPC that the larger part of the oil prowas LUKOIL’s biggest ever transaction, worth $2 billion.
duced by LUKOIL Overseas in Kazakhstan is efficiently exported.
The LUKOIL Overseas business onslaught in West Africa took
In 2002, the company crossed the Atlantic to the Americas,
place in 2006, when the company joined four offshore geological
concluding an agreement in Colombia with the national oil and
exploration projects on the ocean shelf of the Gulf of Guinea – CIgas company Ecopetrol for joint geological exploration and pro101, CI-401, CI-205 (Cote d’Ivoire) and Cape Three Points Deep
duction of oil at the Condor block in the Llanos Basin. The block,
Water – CTPDW (Ghana).
located in the foothills of the EastThe decision on the part of
ern Cordilleras, at a height of up to
LUKOIL to explore the wealth
2200 meters above sea level, was One of LUKOIL Overseas’ aims is to substantially
of this continental incline
explored by LUKOIL Overseas usand ocean shelf was, in itself,
ing deep drilling into the Medina increase the share of overseas production projects
a sensation for the global oil
structure and confirmed the exis- in the portfolio of LUKOIL, and this objective is being
and gas community. For the
tence of an oil reservoir. Subsefirst time ever in the history
quently, however, for a number of successfully met
of the Russian oil industry, a
reasons, it did not justify the oil
large-scale program was subsequently implemented on these secproducers' high expectations. Even so, this was the first discovtors of superdeep drilling at depths of up to 3,000 meters. During
ery of crude oil made by Russians in the Western Hemisphere.
the exploration, over Christmas 2011, the very promising IndeAgain in 2002, LUKOIL Overseas opened offices in the capitals
pendence structure was discovered in the Cote d’Ivoire waters. Reof Uzbekistan, Colombia, Egypt and Kazakhstan. A year later, an
turning to 2006, it should be noted that, in Uzbekistan, production
agreement was signed and came into effect with the Norwegian
drilling was launched on the Hauzak contract sector. In Azerbaicompany NorskHydro for joint exploration of the Anaran block in
jan’s sector of the Caspian, commercial production of hydrocarbons
Iran. In addition, base documents were signed with the Kazakhstan
began at the already mentioned Shah Deniz field. The gas prooil company Kazmunaygaz for joint work on the offshore blocks of
duced there is exported by an international consortium along the
Tyub-Karagan and Atashsky in Kazakhstan’s sector of the Caspian.
Baku-Tbilisi-Erzerum Southern Caucasus pipeline, while liquid hyAnother successful year was 2004: LUKOIL Overseas won a tendrocarbons take the Baku-Tbilisi-Jeihan oil pipeline.
der to explore and develop gas and condensate reserves in the Rub
In 2007, in Uzbekistan, within the scope of implementation of
al-Hali desert in Saudi Arabia. Block A started the project up, rethe Aral project, 2D seismic exploration work began and the Westsulting in discovery of the Tuhman and Mushaib gas fields. Moreern Aral gas field was discovered on the contract territory. The
over, in 2004, a document was signed with the Petroleum Ministry
Hauzak-Shady gas field in the Bukhara Region was started up in
of Iraq on cooperation and mutual understanding, disclosing the
the same Central Asian state. It had been built from scratch under
objectives of training and advanced training of personnel for the
the difficult conditions of the Kyzylkum desert. In a very short
industry, as well as humanitarian aid in reviving the country’s intime, the field reached the production level of 4 billion m3 of gas
frastructure, which had been destroyed during the wars. In
Tashkent, meanwhile, an agreement was signed and, at the same
a year. A little later, in 2008, LUKOIL Overseas joined the South
time an environmental audit was launched on the KandymWestern Gissar project in Kashkadaryinsky Region of Uzbekistan,
Hauzak-Shady-Kungrad gas project, which became one of LUKOIL
providing for comprehensive development of the fields here and
Overseas’s most significant and effective undertakings in Central
substantially increasing the volume of oil produced. Production
Asia and, indeed, in the world. At the same time, LUKOIL Overof natural gas was also launched here.
seas opened offices in the capital of the United Arab Emirates –
For the company, 2009 was a real leap forward in the most posDubai, in Teheran and also in Aktau, which is called the “sea gates”
itive sense: LUKOIL Overseas won the tender for developing the
of Kazakhstan.
West Qurna-2 field in the Basrah province (Iraq). This is the world’s
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biggest undeveloped oil structure. Many experts predict that development of the reserves here will produce up to 95 million tons
of oil a year for 13 years! This is quite comparable with two LUKOILs
operating simultaneously in the world, so great is the potential of
Iraq’s oil reservoir. Also in 2009, at the request of Venezuela, which
is interested in combining the forces of all five Russian companies
wishing to operate in the country, a National Oil Consortium was
formed, with participation of LUKOIL Overseas. It was this Consortium that launched development of the huge Hunin-6 field in
the Orinoco heavy oil belt mentioned above. A year later, good news
came from Egypt: LUKOIL Overseas acquired a stake in the WEEM
Extension project. Commercial reserves of oil were discovered in
the sector and production was launched.
At the end of 2010, celebrating a decade of working with
LUKOIL Overseas, Andrey Kuzyaev talked with pride about the
company’s achievements. In that momentous year for Kuzyaev,
LUKOIL Overseas extracted 5.4 billion m3 of natural gas, this accounting for a quarter of all the gas produced by LUKOIL, and almost 5 million tons of oil – 5% of the LUKOIL total. The investment
program amounted to almost $1 billion. For the first time since the
company’s inception, its net profit topped investments, reaching
almost $1.1 billion. Confirming the high figures provided by the
CEO of LUKOIL Overseas, very significant information arrived from
Central Asia. A new discovery was made within the scope of the Aral geological exploration project in Uzbekistan, where drilling of
the first well to a depth of 3,300 m on the Western Aral structure
produced a gas flow with a total yield of about 600 thousand m3 a
day. At the same time, neighboring Kazakhstan confirmed its leading role within the hydrocarbon of LUKOIL Overseas. The biggest
state in the region, remaining the chief production base of LUKOIL
Overseas, became the epicenter of production of 4.4 million tons
of oil and gas condensate, plus 2.2 billion m3 of gas.
Good news arrived at the beginning of 2011 from Southeastern Europe: LUKOIL Overseas won the tender for exploring and
developing the Black Sea offshore blocks of Est-Rapsodia and Trident in Romania. The blocks, with an area of about 2,000 km2, are
located at a depth of 90 to 1000 m, 60-100 km from the closest
town, Sulina. The same year, LUKOIL Overseas became the operator (i.e., not just a shareholder) of three offshore exploration
projects. These are, first, the Est-Rapsodia and Trident mentioned
above, and the Hanoi Trough-02 in Vietnam and the SL-5-11 in
Sierra Leone. A year later, the active phase began of developing
the West Qurna-2 – production drilling and installation of the key
facility: an oil treatment unit. It became clear that total invest14 No 4, 2012 | Oil of Russia

ments in this mega project would reach up to $30 billion. This is
not counting the funds invested in Block 10, again in Iraq, which
LUKOIL Overseas recently won in fierce competition with three rival consortia (with two claimants each). On the sector, where the
Japanese company Inpex is the minority partner of LUKOIL Overseas, a considerable synergetic effect is anticipated from proximity to the West Qurna-2 block.

MORE AND MORE PARTNERS

As Andrey Kuzyaev noted in an interview for the authoritative industry bulletin Nefte Compass (an Energy Intelligence publication), exploratory projects in Iraq involve a multitude of risks, but
these are offset by the high chance of making discoveries of commercial reserves on Block 10 mentioned earlier. Operating actively
only a hundred kilometers away, at West Qurna-2, LUKOIL Overseas is convinced that synergetic “pluses” might appear in the
medium-term future. Fortunately, the geological “portraits” are
also similar. Another major incentive, in the opinion of the LUKOIL
Overseas CEO, is the fact that the company is striving precisely for
long-term presence in Iraq. According to the Russians’ service contract for West Qurna-2, though, in seven years’ time, the rights of
the block’s operator will transfer to the Iraqi side but, in general,
LUKOIL Overseas would like to maintain its operational activity in
this country. It will be helped in this by its enormous experience
gathered already on different continents.
The President of LUKOIL Overseas was also asked about why
the Japanese were chosen as partners in the new Iraqi project. According to Kuzyaev, Japan is one of the biggest consumers of oil
from the Middle East. Already in the medium-term future, it will
become one of the main buyers of crude oil from Iraq. The Japanese, by the way, have also taken an interest there in the Nasria field
and have held preliminary talks with Baghdad. Taking this into
account and endeavoring to consolidate its alliances, LUKOIL
would like to see Inpex among its strategic partners.

FOCUS

LUKOIL (X2)

governments of Ghana and Cote d’Ivoire. They have
learnt a lot about us, visited our production base facilities in Russia, and seen our technological potential.
Mutual trust has grown. That is why we decided to assume the role of operator… At the same time, we decided that our competence in deepwater geological exploration and drilling would be increased in Houston
– one of the world’s leading centers of the industry.”
“One way or another, we believe,” the LUKOIL Overseas CEO went on, “that the efforts involved in opening
a new office in the United States might last a long time,
up to a year. And we wanted to speed up the process. In
addition, no longer being the operator of our joint
blocks in West Africa, Vanco no longer had reason to
maintain the entire oil service staff of its branch. While
for us, on the contrary, all these people were important:
after all, they had unique knowledge and experience. So
we proposed to Vanco that we buy its subsidiary and
create, on its basis, our own service company for managing deepwater geological exploration projects.” “How
much did this transaction cost?” Kuzyaev was asked.
“About $10 million,” was the answer.
Moving on to Southeast Asia, the top manager stated that the wells drilled in Vietnam had been dry, so
the period of geological exploration had been extended and the Russian investor’s approach in general to these projects had been expanded in target
terms. Previously, only oil had been sought there, but now atNow, following the Vladivostok APEC summit and successful
tempts to find gas had been added.
conclusion of Moscow’s chairmanship in this organization, the
So here we have another address of the growing business pres“drift” of the world oil and gas importing markets from North
ence of LUKOIL Overseas. Breakthrough news was received from
America and the EU to the Far East is becoming increasingly clear,
Norway, where the opening ceremony of the LUKOIL Overseas ofso it is time for marketing changes. In a word, connection of comfice was held on September 6, 2012.
panies from Pacific Region countries to the plans of the Russian
The Russian debutante in Scandinavia, the media rushed to anfuel and energy giant in Iraq are doubly justified.
nounce, joined three alliances: with two Norwegian companies –
At the same time, the significance of the Atlantic and its shores
Det Norske and North Energy, and with the Swedish Lundin. This
in both hemispheres is in no way decreasing for the global course
was done in order to participate in the 22nd license tender round
followed by LUKOIL Overseas. Moreover, the African region of the
announced by the Norwecompany’s presence (Ghana, Cote
gian government. 84 blocks
d’Ivoire and Sierra Leone) might,
are being put up for tender,
judging from statements made by The African region of the company’s presence might,
72 of them in the Barents Sea
officials, be supplemented in the
future by new licensed assets in judging from statements made by officials, be supple- or, to be more precise, in the
central and western parts of
North and South America. So mented in the future by new licensed assets in North
its navigation area under
would it not be more convenient to
Oslo’s jurisdiction. The deadmanage this “bunch” of Atlantic and South America
line for submitting applicaprojects not from several points but
tions is December 4, and it is planned to issue the licenses to the
from some single logistics center known within the industry,
winners in the spring of 2013. The companies in the above conmoreover, for its advanced role? So, surely, offices in tropical
sortia are participating on a parity basis, with LUKOIL Overseas
countries could be maintained by a minimum staff.
being the operator in one of them. Beginning from the end of next
The President of LUKOIL Overseas was recently asked why they
year, LUKOIL intends to invest an annual $100 million in geologhad decided to buy the Vanco Services company in Houston and
ical exploration in the Norwegian sector of the Barents Sea. It is
why they had, at the same time, assumed the rights of operator
not out of the question, however, that the company might, in the
of West African offshore projects where they were previously mafuture, acquire existing, already operating and profit-generating
jority shareholders but not operators. “When we joined these projreserves on the shelf belonging to this northern country.
ects six years ago, we were not yet known in the region and the govNor is it by chance that LUKOIL Overseas is already preparing,
ernment authorities of those West African states were not aware of
at the top of the European Arctic, for the next, 23nd round, to be
our capabilities,” Kuzyaev answered frankly. “Including how skillheld in 2014 – 2015. The tender will offer blocks in the southern
fully we manage exploration projects. Besides, our partners in Vanpart of the so-called grey zone of the Barents Sea. The Russian comco insisted on being the operators until drilling of the first well was
pany does not, by the way, fear financial losses from this program.
completed. Well, the first wells have now been drilled and we have
After all, one of the sectoral “pluses” in Oslo is that the government
established good relations with national companies, as well as the
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returns to investors up to 78% of the exploration costs,
including exploratory drilling. True, the tax burden in
Norway is one of the highest in the world, but it is quite
comparable with that in Russia: in Scandinavia, taxes
stand at about 75% of revenues, and in Russia – 70%.
“Yet, at the same time, no one in Moscow makes compensation for exploration costs,” explained Andrey
Kuzyaev. “It is obvious that, in Norway, this is an incentive and a bonus.” Under these conditions, there is
no excluding establishment of a consortium between
LUKOIL and the government-owned company Rosneft, which has, in recent years, leapt into the leading
position in terms of the volume of crude oil produced
in the Russian Federation. Such a partnership alliance
will be quite realistic once Rosneft passes through the
strict qualification procedures in Oslo.
“Our priority aim is the new areas that will be
drawn into the industry coverage from the ‘grey zone,’
the President of LUKOIL Overseas sums up. “We
would like to have a whole portfolio of different geological exploration projects here. Yes and, overall, we
consider the shelf of the Arctic seas as our long-term
prospect.”

The September morning in the Moscow area was unusually sunny. The transformed surroundings of the
village of Skolkovo were reminiscent of the contours of
a newly laid out construction site, demonstrating above
all that, like California’s Silicon Valley, an entire conglomerate of architecturally outstanding buildings,
laboratories and hostels, called on to serve science, is
going up here. Though science here, unlike the Silicon
Valley, will mean more than just computer and electronic sciences: here it will be multi-profile and, so to
say, multi-disciplinary, at the intersection with the education system, meeting the best international standards, moreover. The manager training center, including for a very prestigious certified MBA program, has
already been built here. And, in general, the Skolkovo innovation
complex should become the biggest student and postgraduate campus and, at the same time, experimental platform for both new economic policy and modernization of the entire cycle in the training
of top, leadership level specialists. On the territory allocated for this,
special conditions will be created for research, including for creation
of energy, energy-efficient and energy-saving technologies, as well
as nuclear, space, biomedical and computer developments.
…The barrier lifted instantly before the vehicle carrying the
President of LUKOIL Overseas – and now the footsteps of today’s
visitors to the Moscow School of Management resound on the
stairs leading to one of the auditoria on the second floor. These
are LUKOIL Overseas President Andrey Kuzyaev and head of a personnel department of the parent company JSC LUKOIL Yury
Pikhtovnikov. The school’s Rector Andrey Volkov accompanies
them to a meeting with one of the international contingents of the
new intake of students. Yet, imagine, these are no ordinary students, from a multitude of different professions; nor have they
been called by chance to meet the captains of the Russian oil industry. Before the presidium of this unusual introductory meeting sit, at extended “adult” desks, people who have already
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LUKOIL OVERSEAS

INVESTMENT IN HUMAN
CAPITAL

worked for LUKOIL for a long time. Indeed, it is not professors but
bosses from work who will get together this sunny morning,
though on “neutral” territory, to talk with their subordinates, for
whose further training the company has paid Skolkovo a considerable amount. But it is worth it: the management school is seeing the launch of an ambitious initiative to combine science, higher education and business: the so-called LUKOIL Overseas Corporate University is opening here.
The first intake of 46 includes 28 from LUKOIL Overseas and 18
from other LUKOIL units, including the headquarters. Considering
that the program has Executive MBA status, the entire audience is
made up of middle-level managers with high leadership potential,
aged between 30 and 45, with a pre-intermediate or higher knowledge of English. The task is to foster personnel capable of managing international projects. The study program of the course has
been drawn up accordingly to include such fundamental topics as
management of operating companies, strategic decision-making,
financial management, risk analysis and gradation, adaptation to
extraordinary situations, management of innovative technological
development, strategic communications (PR, GR, contacts with
stakeholders, negotiation, corporate social responsibility). The
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tion! So the young shift of managers and directors are already
study course is broken down into 8-week modules plus one more
guaranteed work at least for a decade and a half in the future.
graduation module (defense of study projects actually implemented within the activities of companies). Each module contains two
“Having once chanced on Skolkovo,” Kuzyaev says, “I realized
parts – theoretical (lectures) and practical (presentations by experts
that this was precisely the place where such high benchmarks could
from LUKOIL and big transnational oil and gas corporations).
and should be achieved. The management school impressed me
Considering that the first 5 modules are taught in English, with
greatly. We could argue a long time about the interconnection besimultaneous interpretation into Russian, whereas the last 3 modtween form and content but, in any case, the form, the very atmosules are in English without translation, the program includes lesphere and style of instruction are very important. On this campus,
sons in English. There will be multi-level tests (introductory, inwe see that its founders and creators had the best global standards
termediate and graduation), as well as highly intensive group lesin mind. Discussions with the rector and his managers convinced me
sons using the deep immersion approach. The course lasts 13
that the aims of Skolkovo and LUKOIL Overseas in general coincide.
months, without holidays. It may include short internships at maThey want to become the world’s best business university and we
jor international oil companies. The lecturers include scientists
want to become the master unit in the LUKOIL system, to help transand experts from the Academy of the National Economy under the
form it into a transnational company. The proximity and even idenGovernment of the Russian Federation, the Russian School of Ecotity of these strategic goals are precisely what constitutes the basis
nomics, the Massachusetts Institute of Technology (MIT), Oxford
of our partnership. Cooperation with LUKOIL will mean, for SkolkoUniversity, Columbia University, the University of Chicago, the
vo, a serious chance to create a qualitatively new Russian education
University of Hong Kong, the Kellogg School of Management and
cluster for top managers not with some abstract ‘pie in the sky’ caother leading Russian and foreign higher educational establishreer future but specifically for energy companies.”
ments and business schools.
In a word, everything possible will be done for the new Moscow
The LUKOIL Overseas corporate order at Skolkovo is a harmoarea special course to change the LUKOIL hopefuls for the better
nious extension of the LUKOIL “Leader” program. In other words,
and turn a group of students not only into holders of an Executive
it embodies the dream of the company’s founders of a full-scale perMBA certificate but also a “team of winners,” united by common
sonnel filter that would quickly idenideas. After all, class-mates
tify future top managers with general
often manage major comdirector potential. For instance, some Over the last decade, LUKOIL Overseas has multiplied
panies together some years
gifted engineer or economist, already
later. Yes, LUKOIL has
most
of
its
indicators
tenfold
and
is
to
treble
them
the head of a branch department,
made a substantial investwants to go up the career ladder. Yet again over the next ten years
ment in this educational
the difficult startup of the program at
project but no one here
West Qurna-2 showed that ambition alone is not enough. The peowould want to think of the new students beneath the Skolkovo
ple sent there often had experience, organizational abilities and
arches as “faceless investment units.” The individuality and restrength of will. Yet, as a rule, they lacked the competence to work
quirements of each are beyond doubt. At the same time, in taking
in the new environment and adapt to it. So the entire thrust of the
their desks, members of the LUKOIL Overseas management team
Skolkovo initiative is precisely to raise “intellectually” specialists alof tomorrow should realize that they constitute human capital oriready in possession of diplomas, personal qualities and willpower,
entated on obtaining a quality end product with a substantial valto develop these young colleagues to the level of leading complex,
ue added. And this would be impossible without a lively, curious
echelon, upstream projects anywhere in the world.
spirit of true competition between comrades on the course or without meticulous comparison of their weekly ratings and thorough
Over the last decade, LUKOIL Overseas has multiplied most
examination selection.
of its indicators tenfold and is to treble them again over the next
“The anticipated growth of LUKOIL Overseas over the next ten
five years. In other words, LUKOIL Overseas will account for 25%
years,” Kuzyaev says, “is about $40 billion in investment. It is already
to 30% of the total LUKOIL Overseas production. Moreover, about
clear that, without a well-tuned system of project management, even
40% of the aggregate corporate financial EBITDA will derive from
hard work by the teams will suffer from departures from the planned
international projects. LUKOIL Overseas teams currently number
budget value, timelines, efficiency and other key benchmarks – de3,500 employees but, by 2018, the staffing list will hold 8,000 popartures up to loss of 30% of the invested resources. In other words,
sitions. And the best of these employees will not just work within the scope of international upstream programs but also manage
$12 billion worth of unjustified additional risk merely as a result of
them in the full sense of the word. On what grounds is this forethe leaders being unprepared and lacking competence, of a shortage
cast based? The answer is simple: in the majority of the overseas
of teamwork on their part. Such are the losses that will threaten us
projects, it is precisely LUKOIL Overseas that is the operator comif we fail to develop the management system, adopt world standards
pany and LUKOIL will be responsible for planning, human reor create a stratum of competitive managers. Once we decided to see
sources and logistical support, procurement and so on. These
how many people were engaged in managing the LUKOIL Overseas
same business leaders, apart from managing their subordinates,
company in Moscow and elsewhere, including the functional adwill supervise the work of 23,000 colleagues from engaged comministrative links and regional branches. It turned out to be 70 peopanies. Yet that is not everything: the graduates of the Skolkovo
ple who, in fact, manage a capital of $50 billion. I am convinced that
course will also have to manage a big segment of foreign profesthis team needs new blood all the time: as the scale of the company’s
sionals. It is already known that, in five years’ time, i.e., at the
operations grows, we will need new people. That is why we are pinpeak of most of the projects, about 30,000 employees of conning so many hopes on the ‘Skolkovo recruits.’ I truly envy these feltractor and subcontractor firms will be working under LUKOIL
lows and wish them every success. May they take advantage of this
Overseas requests, orders and contracts. Making a total of 60,000
unique opportunity, step into the future and become a golden fund
people in different parts of the world. A truly gigantic organizafor the Russian and international oil business.” !
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MARKETING

FOCUS ON EFFICIENCY
AND QUALITY
Oil of Russia magazine talks to Vadim Vorobyov, LUKOIL Vice-President
for Petroleum Product Sales Coordination

I

N RECENT YEARS, LUKOIL
HAS BEEN INTENSIVELY
INCREASING its presence in
the petroleum product retail
sale sector. The LUKOIL
Group sales network as of January
1, 2012 covered 26 countries,
including Russia, CIS and European countries (Azerbaijan,
Belarus, Belgium, Bulgaria,
Croatia, Cyprus, the Czech
Republic, Estonia, Finland, Georgia, Hungary, Italy, Latvia, Lithuania, Luxembourg, Macedonia,
Moldova, Montenegro, Poland,
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Romania, Serbia, Slovakia,
Turkey and Ukraine), as well as
the United States, with 183 oil
tanks farms with an aggregate
reservoir capacity of 2.7 million
m3 and about 6,000 gasoline
filling stations (including franchises). Having fulfilled the task
of intensively building up
the network of filling stations,
the Company’s main objective
in the sphere of retail sales
is now to reach a new level
of efficiency in the work of the
sales network.

OLEG LITVIN (X2)

STRATEGY

Q: How would you assess LUKOIL’s performance in
petroleum product sales over the last five years?
A: Looking back over the last five years,
LUKOIL’s retail network in Russia has grown
by 650 facilities (42%) since 2006. Let us
recall that, in 2006, our Russian sales network consisted of 1,500 filling stations, the
average daily volume of sales was 7.2 tons a
day and the aggregate volume of retail sales
amounted to 4 million tons. Today, our network in Russia consists of 2,150 filling stations. In 2011, we doubled the volume of retail sales compared to the result five years
ago, by selling 8 million tons of petroleum
products. Let me note the substantial leap
forward in terms of the efficiency of the
sales network’s operations – the 40% rise in
the number of the network’s facilities
brought a doubling of sales volumes.
In 2005–2011, investments in the Russian network amounted to nearly 77 billion
rubles, about 70% of this going on construction and acquisitions. This structure of
investments fully complied with the goal of
developing the Company’s business during
the above period – the Strategy of Intensive
Growth.
The Company’s overseas sector also
demonstrated substantial growth. In 2006,
the network consisted of 1,860 filling stations, with an average daily sales volume of
5.5 tons a day and a total volume of retail
sales amounting to 3.7 million tons. Since

2006, our network of filling stations has
grown by 1,500 facilities to a total of 3,360
gasoline filling stations in countries of Europe, the Baltics, the CIS and the United
States. The sales volume for 2011 stood at
7.4 million tons.
In 2005–2011, investments in the overseas sales network amounted to approximately $3.1 billion. At the same time, the
investment structure was 50/50 in construction and acquisition/reconstruction
and supporting investments.
We have virtually fulfilled the task of
building up the number of facilities of the
sales network both in Russia and in the
overseas sector. Our main goal today is to
provide for a rapid rise in the volume of
sales and growth of average daily sales, that
is, it is a matter of increasing the efficiency
of the sales network.

‘‘

In 2011, we doubled the
volume of retail sales
compared to the result
five years ago, by selling 8 million
tons of petroleum products

Q: Were LUKOIL’s expectations on the Russian and
overseas fuel markets in 2011 justified? What are
the Company’s benchmarks for 2012?
A: In general, the operations of the business
sector in 2011 may be assessed positively.
The subsidiaries achieved the targets set for
them by the Company’s management with
respect to both retail sales and the business’
profitability.
The aggregate volume of sales of petroleum products (and gas products) by petroleum product supply organizations in the
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The main reason for such a conservative
approach consists in the need to optimize
the sales network, meaning that inefficient
filling stations need to be shut down. Accordingly, in view of the plans for opening
up and closing down filling stations in
2012, the number of operating filling stations should fall somewhat in relation to
both Russian and overseas companies.
Q: What is the current scope of the Company’s
sales network in Russia and abroad? Which regions, in your opinion, have the greatest potential
for further development of the LUKOIL sales network?
A: LUKOIL is Russia’s biggest oil company in
terms of the number of gasoline filling sta-

LUKOIL (X2)

Russian Federation during 2011 amounted
to 11.4 million tons, which is 6% more than
in 2010. The volume of sales of petroleum
products through the Company’s retail network of gasoline filling stations amounted
to 8.4 million tons, this being 18% more
than the 2010 sales volume. The target for
retail sales volumes of petroleum/gas products was exceeded by 13%.
The average daily sales in 2011 amounted
to 11.7 million tons per day, compared to
10.3 million tons per day in 2010. The target
for average daily sales through one filling station for the group of petroleum product supply companies was also exceeded by 13%.
The volume of investment in developing
the Russian sales network in 2011 amount-

ed to 7 billion rubles. Seventy new filling
stations were started up and 35 existing filling stations were renovated.
The plan targets set by the management for the overseas petroleum product
supply sector in 2011 were also met: the
volume of retail sales amounted to 6.6
million tons of petroleum products or
+5% over the 2010 level and +2% above
that of the plan. The average daily sales
volume amounted to 6.8 million tons per
day, or 5% above the 2010 level and 2%
above plan.
The 2011 investment budget of $116
million for development of the overseas
sales network was successfully implemented to start up 18 new filling stations and
renovate 80 filling stations.
In budgeting for 2012, we approached
determination of the targets quite pragmatically: retail sales in 2012 were planned
at the 2011 level of 8 million tons for Russian petroleum product supply companies
and 6.6million tons for the overseas block.
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The volume of sales of
petroleum
products
through the Company’s
retail network of gasoline filling stations amounted to 8.4 million tons,
this being 18% more than the 2010
sales volume

tions. We operate in 59 regions of the Russian Federation, from Kaliningrad to Novosibirsk, managing more than 2,000 filling
stations. The Company is represented in 23
countries of Europe, the Baltics and the
CIS, and in the United States. The network
of filling stations of the Company’s affiliates operating outside the Russian Federation includes, in aggregate, more than
3,400 facilities.
In Russia, we are most widely represented in the Perm Territory, the Nizhny Nov-

gorod and Volgograd regions and the Republic of Komi. In these regions, the Company has historically held very strong positions. The most promising regions for further development of our network in Russia
are Moscow and the Moscow Region, St. Petersburg, the Sverdlovsk Region, the
Krasnodar Territory and the Rostov Region,
primarily Rostov-on-Don. Our strategy in
Russia is to create, in the medium term future, a retail network providing for sale of
the entire volume of gasoline produced by
Russian refineries of the LUKOIL Group.
The regions of the Company’s traditional presence abroad are Romania and Bulgaria. In these countries, our network is operating successfully in synergy with the
Petrotel and Burgas refineries. In Bulgaria,
including franchises, we have 220 filling
stations and 20% of the market. In Romania, including franchises and leased facilities, we have 330 filling stations and 20% of
the market again.
The regions that we consider to be the
most promising for developing the retail
business abroad are the Balkans, Turkey
and the Benelux countries. For instance,
further development of the CODO network in Belgium, Holland and Luxembourg will provide additional synergy with
the Company’s refining capacities in the
Netherlands (the Zeeland Refinery). In
the Balkans, modernization of the sales
network, development of wholesale supplies and target construction of gasoline
filling stations will also strengthen the
synergy with the Company’s refineries in
Romania and Bulgaria.
Our plans also include further development and optimization of the Company’s
sales network in Turkey, in the regions of
the Mediterranean and the Black Sea. At
the same time, the task of optimization is a
current one not only for Turkey but also for
other operations areas where we have acquired assets. Block acquisitions initially
presuppose existence of a network of both
highly efficient and extremely inefficient
filling stations. We endeavor to close down
such inefficient assets.
In Europe, the Baltic states and the CIS
countries, one of our chief tasks is to create
a premium sales network offering a full
range of services for consumers.
Q: At filling stations in Russia, LUKOIL sells Euro3, Euro-4 and Euro-5 standard fuel. At the same
time, Euro-4 is to be introduced as the official standard in Russia from 2015, and Euro-5 from 2016.
What was behind the Company’s early marketing
of these grades of fuel?

STRATEGY

A: Observance of high environmental standards is a vital aspect of the Company’s operations. In the age of oil and gas, when alternative sources of energy have not yet become universally available and the main
source of energy is hydrocarbon feedstock,
a substantial share of the responsibility for
maintaining the environmental balance in
the country is borne by the oil and gas companies. LUKOIL is fully aware of this responsibility and does its best to make the
entire well to wheel chain environmentally
friendly.
At the same time, our efforts to improve
product and service quality are reflected in
consumer preferences on the fuel market.
The high quality and environmental friendliness of the products do, indeed, help to
make the LUKOIL brand increasingly popular among motorists. Over the last 5 years,
for example, we have observed a steady
growth of the volume of fuel retail sales
through the retail network of our sales organizations. The capacity of the retail mar-

ket in the Russian Federation has grown by
16% since 2008, whereas LUKOIL sales
through filling stations have gone up by 38%
(the volume of fuel sales through 1 LUKOIL
filling station per day has risen by 19%).
It is the introduction of the Technical
Regulations on the “Requirements on motor and aviation fuel, diesel and marine fuel, fuel for jet engines and furnace oil,” approved by resolution of the Government of
the Russian Federation of February 27,
2008 that explains precisely why we are
putting new fuels on the market with improved environmental characteristics.
LUKOIL’s refineries in Russia have been
producing Euro-3 gasoline and Euro-4
diesel fuel since 2004. Euro-5 diesel fuel
has been produced since 2007 and, in July
2012, we started producing Euro-5 gasoline at all the Company’s refineries in Russia. So today, even before the new standards come into effect, the quality of the
Company’s fuel complies fully with the
highest European standards.

In the 2000s, LUKOIL invested substantial amounts in upgrading its refining capacities in
order to provide for production
of high quality motor fuels
meeting the Euro-5 standard,
including startup:
• at JSC LUKOIL-Ukhtaneftepererabotka of a light naphtaisomerization unit with a capacity of 120 thousand tons per
year and a hydrodewaxing unit
for diesel fuels with a capacity
of 850 thousand tons per year;
• at JSC LUKOIL-Volgogradneftepererabotka of a reforming unit with a capacity of 1.0
million tons per year, an isomerization unit with a capacity
of 390 thousand tons per year,
a diesel hydrotreating unit with
a capacity of 1.4 million tons
per year;
• at JSC LUKOIL-Permnefteorgsyntez of the Russian Federation’s first hydrocracking unit
for vacuum gasoil with a capacity of 3.5 million tons per year,
and an isomerization unit with
a capacity of 470 thousand tons
per year;
• at JSC LUKOIL-Nizhegorodnefteorgsyntez of a reforming
unit with a capacity of 1.0 million
tons per year, an isomerization
unit with a capacity of 400 thousand tons per year, a catalytic
cracking complex comprising a gasoil hydrofining unit, a catalytic cracking unit and a
hydrogen fluoride alkylation unit. In addition, diesel hydrotreating units with an aggregate capacity of 4.6 million tons per year
have been upgraded.
The total investments made from 2000
to 2010 in modernizing the refining capacity of the LUKOIL Group amounted to 115
billion rubles. As a result, the refineries of
the LUKOIL Group are today the best technically equipped of all refineries on the territory of Russia.
All the Company’s refineries are currently producing Euro-5 standard diesel fuel and gasoline. The switch over to Euro-5
gasoline helps sizably reduce harmful emissions into the atmosphere from motor transport and virtually nullify emissions of sulphur oxide, which has an adverse effect on
the environment.
Large-scale projects are now being implemented at LUKOIL Group refineries to
increase conversion ratio and production
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of light petroleum products further. In particular:
• at JSC LUKOIL-Nizhegorodnefteorgsyntez, in 2015, it is planned to start up
the second catalytic cracking complex,
which will allow production of Euro-5 gasoline to be raised to 1.2 million tons per year.
The investments in the project will total 23
billion rubles. It is also planned at this refinery to build a complex for heavy still bottoms processing based on the VTB hydrocracking process with a capacity of 4.8 million tons per year, to be started up in 2018.
This project will phase out high sulphur furnace oil production and increase production of Euro-5 diesel fuel by 2.4 million tons
per year, and of Euro-5 gasoline by 0.5 million tons per year;
• at JSC LUKOIL-Volgogradneftepererabotka, construction is under way of a
complex for deep refining of vacuum gasoil,
to be started up in 2016. This will increase
production of Euro-5 diesel fuel by 1.8 million tons per year, and of Euro-5 gasoline by
0.6 million tons per year;
• at JSC LUKOIL-Permnefteorgsyntez, a
delayed coking complex is being built to
transfer to zero fuel oil production and increasing the output of Euro-5 diesel fuel by
1.0 million tons per year.
In 2006, a project was successfully
launched for putting Russian EKTO premium motor fuels on the market. EKTO gasoline and diesel fuel are now produced on
the basis of fuels meeting the Euro-5 requirements. LUKOIL was the first company
in Russia to bring out European quality
gasolines and diesel fuel with improved performance and environmental charateristics.
The geographical coverage of the project is expanding. In 2006, 98 filling stations of petroleum product supply companies in Moscow, St. Petersburg and Nizhny
Novgorod were taking part in the project.
In 2011, the number of filling stations in
the Company’s operating areas selling EKTO products reached 960 for gasoline –
half of LUKOIL’s existing filling stations.
For diesel fuel, the number of filling stations selling EKTO products amounted to
1085, that is more than half of LUKOIL’s
filling stations.
Since the project was launched, the volume of EKTO gasoline sales has increased
eleven-fold. Sales of EKTO diesel fuel have
gone up ninety-fold. In 2011, 1.6 million
tons per year, of EKTO gasoline were sold,
with the tendency remaining for sales of
EKTO Plus and EKTO Sport to rise. As for
EKTO diesel fuel, 1.3 million tons per year,
were sold.
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Quality is both our slogan and our strategy. And LUKOIL guarantees quality control
all along the supply chain: all our affiliates,
both refineries and petroleum product suppliers, are certified according to the OHSAS
(environmental),
ISO
18001:1999
14001:2004 (health and safety) and ISO
9001:2000 (management) international
standards.
Q: What opportunities do you see in the gas engine fuel segment?
A: We see the main prospects for sales of gas
engine fuel in the public transport sector.
Private cars have gasoline engines. Over the
next ten years, no alternative to gasoline as
the main engine fuel is likely to appear. In
this respect, Russia is following the US
trend: from 90% of road vechicles using
gasoline in 2010 to 85% by 2021. An increase in use of diesel is engendered by SUVs, MPVs and PickUps, which will account
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From 2012 to 2021, it is
planned to invest $2 billion in Russian petroleum product supply companies, over
50% of which will go on renovation
and development of existing assets,
about 25% on maintenance and
25% on new construction

for a maximum of 20% of new vehicles.
Over the next decade, the priority line of car
development will be the hybrid engine
(electricity plus gasoline or diesel fuel).
As for LPG sales through LUKOIL filling
stations, it accounts for 1% of the total retail sales of engine fuels in the Russian Federation and 13% for overseas companies.
LUKOIL has nearly 160 LPG and multipurpose filling stations in Russia and 1313
abroad. Over the next ten years, we plan to
bring the number up to 200 in Russia and
1337 abroad.
Q: What is your opinion about the future prospects
for developing the non-fuel business at LUKOIL filling complexes?
A: Given the anticipated drop in the margin
on petroleum products, development of the
non-fuel products and services is one of the
key opportunities for making our filling stations more competitive.
Over the last five years, despite the negative consequences of the economic crisis,
sales of non-fuel products and services have

increased substantially. LUKOIL is introducing best world retail practices at its filling stations, the result being more efficient
retail business.
Our vision of the filling station of the future is either one providing a full range of
services (and we propose to work on identifying the most economically effective set
of services individually for each facility) or
an automated filling station.
Q: Which long-term goals have been set for the
LUKOIL Group sales companies under the Company’s Strategic Development Program for
2012–2021?
A: As I have already mentioned, the task of
intensive growth in the number of sales
network facilities is virtually fulfilled. So
the Company’s management has set the
business sector a new strategic target: to
provide for sustainability and competitiveness of the petroleum product sales business by monitoring sales outlets’ rate of return and improving the mechanisms for
cost regulating management and preventive measures implementation to minimize
business risks and achieve the targets and
objectives set for the business sector organizations.
From 2012 to 2021, it is planned to invest $2 billion in Russian petroleum product supply companies, over 50% of which
will go on renovation and development of
existing assets, about 25% on maintenance
and 25% on new construction. Startup is
envisaged of 188 new filling stations, mainly in the regions of priority development:
Moscow and the Moscow Region, Yekaterinburg and the Sverdlovsk Region, the
Krasnodar Territory and Rostov-on-Don.
In the 2012–2021 period, it is planned to
invest $1.3 billion in the overseas block, including 32% in renovation and development of existing assets, 57% in maintenance of the network and 11% in new construction. The plan is to open 101 filling stations in priority development regions.
Given the drop in the market margin for
petroleum products and the aggressive
marketing policies of vertically-integrated
companies, it will not be possible to provide
for sustainability and competitiveness of the
sales business without implementing a robust client-orientated policy and strengthening relationships with the end consumer:
expanding the range of products and services provided to customers, ensuring a
high standard of services and customer
support. These are, indeed, the key spheres
of the strategy of our business sector for
2012 2021.
— Vladimir Akr amovsky
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POWER GENERATION

ALEXANDER LYSKIN

A LOAD TEST

Oil of Russia magazine talks to Denis Dolgov, LUKOIL Vice-President
for Power Generation

E

XACTLY A YEAR AGO,
we carried a public
statement by Denis
Dolgov, head of the
LUKOIL Power Generation business sector, about
LUKOIL’s expansion program into
the electricity sphere. Today,
Denis Dolgov tells readers about
the initial results of program
implementation, the achievements and setbacks of energy
companies, and also about potential ways of resolving problems
that arise.

Q: What significant events have occurred in the development of LUKOIL’s energy business since
then?
A: Indeed, there has been a whole series of
major events in the activities of the Power
Generation business sector over the last
year. Let us begin with the fact that, since
January 1, 2012, we have been operating
within the framework of a target ownership
and management structure of the business
sector that was set by the LUKOIL Board
back in 2008. All our restructuring plans
have been fulfilled.
Among the most significant events of
2011, I would like to mention the visit, on
October 5, 2011, to Krasnodar by the then
President of the Russian Federation, Dmitry Medvedev, who ceremonially started up
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the gas turbine at CCP-410. It was a great
honor for us that our facility was started up
by the country top leader and this emphasizes its social and economic significance
not only for the Southern Federal District
but also for the Russian Federation as a
whole.
I would also like to mention launch of
the solar photovoltaic power plant in April
2012 at the LUKOIL Neftochim Burgas Refinery in Bulgaria. This is the first full-scale
LUKOIL project in the alternative energy
sphere that has been fully implemented at
the Company’s own expense.
Another significant event was completion, in September last year, of a transaction
to acquire an operating 40 MW windfarm,
also in Bulgaria. The windfarm is owned by
LUKERG Renew, a joint venture of JSC
LUKOIL-Ecoenergo and the Italian company ERG Renew.
Q: What are the business sector’s overall performance indicators?
A: I would like to note two indicators. Electricity production is growing thanks to the
commissioning of major new generating facilities. During the first half of 2012, we produced 27% more electricity than during the
same period a year ago. Quite an eloquent
figure. Even so, the electricity prices were
set by the tariff regulator at such a level
that, despite the rise in production, we are
anticipating a fall in our income by 5% compared to the first half of 2011.
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Q: Which lines of the business sector’s activities
(generation, transportation, sales) do you believe
are in need of priority development?
A: Above all generation: it is planned to start
up major new electric power plants requiring substantial investment. They will determine our strategy for the long term. At the
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During the first half of
2012,LUKOIL’spowergeneration sector produced
27% more electricity than during the
same period of a year ago

legislative level, mechanisms have been created for such projects for recouping investments in the form of capacity delivery
agreements (CDA).
It is within the scope of CDA-facility
construction that the latest technologies
and equipment are used. In particular,
combined cycle technology deserves mention. The key performance indicators of
combined cycle units are much better
than those of generation facilities built in
Soviet times. Startup of new generating
capacities should improve the economic
efficiency indicators of the business sector. Our main task in relation to generation is to implement current CDA projects
with the design parameters and by the set
deadlines.

Q: Please tell us how their implementation is going.
A: All our major CDA projects are currently
at the stage of active implementation. In Astrakhan, for instance, alongside the Tsentralnaya boiler unit, preparatory installation works are in full swing and generating
and process equipment has been brought
on site for CCP-235. Thanks to web-cameras set up at the facility, we can observe
virtually in real time how the work is going,
everything that is happening on the site.
In the fall of this year, we launched construction of a 135 MW CCP in Budyonnovsk: we have already received all the permits and hope to start construction and installation work in September.
Q: Which electricity generation projects will be the
Company’s priority for the coming year?
A: In addition to those already mentioned,
there is another priority project for the near
and medium-term future, for which we received implementation approval not so long
ago. This is construction in Perm of a power center on the grounds of the Permnefteorgsintez Refinery. The tender, permission
and all other documents are currently being
drawn up. We hope that, by the end of
2012, this project will enter the active implementation phase.
Q: Could you tell us a few words about the development prospects and new tasks for JSC LUKOILEnergoengineering, JSC TD Energoservis, JSC
LUKOIL-ENERGOSETI, JSC LUKOIL-TsUR?

A: LUKOIL-Energoengineering is a service
company set up within the business sector
for managing investments. It is responsible
for the key tasks of utilizing investment resources and starting up facilities, including
major ones that determine development of
the entire business sector. So the company
bears serious responsibility. I keep a personal eye on its operations. It has a strong
team of top-notch professionals who, I believe, are capable of coping with the complex tasks set for the company.
TD Energoservis is our service and sales
company that buys electricity on the wholesale market and supplies it to LUKOIL companies at retail market rates. Within the
framework of the business sector, this is the
most profitable unit. The main tasks of the
Energoservis Trading House are connected
with ensuring that all the capacity it contracts is supplied and with development of
supplies for outside, solvent consumers.
LUKOIL-ENERGOSETI is also a service
company for the network and electrical
equipment of LUKOIL Group companies,
i.e., it is focused on internal service. We do
not plan any outside work for LUKOIL-ENERGOSETI, which will grow in step, as they
say, with the companies it serves.
LUKOIL-TsUR (Mode Control Center) is
another service outfit set up for implementing, on the wholesale market, a unified sales policy of electricity and capacity
producers. Much depends on the Center’s
efficiency. It is not enough just to generate
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LUKOIL-ECOENERGO
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IN 2011, LUKOIL-ECOENERGO was set up to handle alternative energy development projects.
The company is focused on operating existing hydropower assets in Russia and developing renewable energy
projects in Eastern European countries

electric power; it has to be efficiently placed
on the market, sold to consumers and generate income. LUKOIL-TsUR is thus responsible for the efficient operation of our generation facilities on the wholesale market.
Q: How, in your opinion, do energy companies influence LUKOIL’s public image in Russia?
A: On the whole, the people of Russia hardly think high of the nation’s energy sector.
Unfortunately, there is a constant conflict regarding tariffs and the activities of management companies in this sector of the Russian
economy, and this does nothing to improve
the image. Using the example of the Southern Federal District (SFD), however, I would
like to note that, since LUKOIL arrived on the
electric power scene, confidence in energy
suppliers has grown considerably. The image
of our Company in the SFD is at a very high
level. Why is this? In recent years, we invested heavily in power plant reliability enhancement. Despite the fierce frosts of last
winter (the coldest since the 1950s), we provided an uninterrupted supply of electric
power and none of our consumers froze, be
they private houses or apartment blocks, social or industrial facilities.
In Astrakhan, the main heat supplier is
our company LUKOIL-TTK. Not only did we
not allow a single incident in fulfillment of
our heat supply obligations, we also helped
in emergencies at other resource-supply organizations that either lacked sufficient reserve fuel or where something happened.

LUKOIL’s impeccable work in its new
business did not go unnoticed in the SFD, as
is also confirmed by collective communications from consumers whenever a rumor
goes round that the Company intends to
withdraw from the unprofitable business.
Q: What is your opinion of the government’s energy policy?
A: The current public energy policy has not
been well thought out or become entrenched. How is this manifested? The rules
of the game are often changed, above all the
legal and regulatory framework. Many of
the issues and problems that have accumulated in the Russian energy sector are left
unresolved for years on end.
Take, for example, default on payment.
Consumers can get away with not paying
for years for electricity supplied to them. No
decisions are taken to modernize existing
grids, both for heat and for electricity. I believe a heap of problems has piled up that
need immediate action on the part of the
government at the legislative level. Moreover, what is particularly alarming is the
fact that the deadline for resolving these issues is totally unknown. So government
policy in the industry could be a lot better.
Q: How does LUKOIL plan development of its electricity sector in light of the unstable legislative
framework and tariff constraints?
A: The planning system in our business sector
is the same as in the other business sectors in
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LUKOIL’S POWER GENERATION SECTOR
Summary data

2009

2010

2011

Installed capacity of combined heating plants, MWh

2,967

4,384

3,524

297

295

295

9,819

14,343

12,382

Installed capacity of hydropower plants, MWh
Installed heating capacity, Gcal/h
Installed capacity of boiler plants, Gcal/h

2,027

2,028

1,909

Electricity output, mln KWh

13,137

14,638

12,703

Heat production, th. Gcal

15,072

15,310

15,194
Source: LUKOIL

which LUKOIL operates. Even so, we do have
our own specifics. These are connected,
above all, with the electric power business in
Russia being under government control
through tariff setting. Long-term planning is
based on the development program drawn
up by us and then approved by the Company’s Management Board and Board of Directors for a ten-year period. We have such a
program in place at the moment, called
“12–21.” It sets out the investment volumes,
project profitability and rate of returns. The
constantly changing rules in the electricity
sector do, of course, have an adverse effect on
our operations and the plans have to be modified accordingly. Suffice it to note just the
single fact that the wholesale and retail market rules have repeatedly changed in the
country over the last two years.
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The Russian electricity business possesses special features. This is manifested primarily in tariff regulation by the government. I must mention that the promises of
a 100% liberalization of the country’s market have never been fulfilled. Previously,
during the reform of RAO UES, we were
told that, from January 2012, the market in
Russia would be completely liberalized but
this did not happen. The regulated market
share is still 25%. This has a negative effect
on planning and reflects adversely on the
entire sector’s profitability.
Q: Is LUKOIL, as a major investor, satisfied with
the model of the electricity and capacity market
in Russia?
A: I think that, as a major investor, the Company is not satisfied with the current mod-

el but we are not sitting on our hands. We
are aware of the existing problems, and we
often reach out to the top executive and legislative authorities, focusing the attention
of responsible persons on the problems, and
we hope that there will be changes in the
near future. At meetings in the Energy Ministry to which we are invited, we actively
present our positions on the issues at hand.
We are members of partnerships and organizations set up in the Russian electricity sector and regularly collaborate with the
NP Market Council, NP Electricity Producers’ Council and other organizations. When
regularly attending all conferences and
meetings held, we raise the pressing problems we have already mentioned. Unfortunately, these organizations today lack the
influence to get things going but we hope,
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and that of how up-to-date the equipment
and technologies used in the sector are. For
young people, these are the two key factors
in choosing a future profession, as is confirmed by a number of HR agency studies.
Such a position naturally complicates fulfillment of the large-scale tasks we are facing. Yet I do not believe the situation is hopeless. The approach needs to be changed and
individual work with personnel intensified.
A special standing working group for personnel has been set up within the Company
to implement the best proposals.
Q: How do you see the renewable energy prospects?
A: In 2011, a separate company, JSC
LUKOIL-Ecoenergo, was set up to handle alternative energy development projects. The
company is focused on two lines of business: operating existing hydropower assets
in Russia (we have four hydropower plants)
and developing renewable energy projects
in Eastern European countries.
The priority tasks in developing alternative energy have been fulfilled. In Bulgaria, we are managing the operation of an acquired windfarm, have built and started up
a photovoltaic power plant. In Romania, a
project is also being implemented for purchasing a windfarm: a suitable asset has
been selected and is currently undergoing a
due diligence. We hope that soon, in early
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within the scope of noncommercial partnerships, to gain a high lobbying weight so
as to, first of all, draw the government’s attention to our problems and then proceed
to actively resolving them.
Q: What are LUKOIL energy companies doing to resolve HR problems? How can the best employees
be attracted and retained?
A: Fairly recently, a conference was held at
the Company’s headquarters chaired by
LUKOIL President Vagit Alekperov. The conference was dedicated to HR issues, to fulfillment of our programs for attracting and
retaining personnel. To briefly sum up my
own speech at the conference, I can note
that the electricity sector today is one of the
least attractive industries in the Russian
economy, both from the salary point of view

It is planned to start up
major new electric power plants requiring substantial investment. They will determine our strategy for the long term

fall, we will submit this project for consideration to JSC LUKOIL’s management.
This will complete the initial stage in the
development of alternative energy sources
within the Company. Then we must halt all
investments in this sphere for a while in order to see how efficient the facilities are and
what returns alternative energy projects
bring. It is important to assess the extent to
which the indicators actually received comply with those set in the projects. The data
obtained need to be weighed and then a decision taken on further development of this
line of our business.
Even though special incentive mechanisms have been created in the countries of
Eastern Europe, alternative energy companies are highly sensitive to market conditions. In the Russian Federation, despite the

tremendous potential of wind, solar and
small hydro power, no such projects are being developed. The reason is that the country has no legislative framework acting as
an incentive to making investments in alternative energy and guaranteeing returns
on investments.
Q: The LUKOIL energy companies in the South of
Russia and these supplying power to oil fields
throughout the country today operate virtually independently of one another. Will contacts be established between them?
A: Yes, from the viewpoint of operating procedures, they are independent. The Southern Federal District is, for us, primarily a
center for production of thermal and electric
power, while Western Siberia, Yamal, the
Pre-Urals region and the Perm Territory are,
of course, primarily major energy consumption centers. Even so, within the scope of the
business sector, we have already organized
active collaboration between companies.
Above all, let me note the personnel rotation
that took place in 2009–2010: employees
from the Pre-Urals area were sent to our
southern production centers. Middle level
personnel continue to be transferred from
one region to another quite frequently. We
also hold a variety of competitions and
events for exchange of experience. Contacts
are also established through our corporate
newspaper Energovector.
Q: What can you say to the work teams of the business sector?
A: I would like to wish them stability and
confidence in the morrow. This applies even
to the problems that need resolving at the
level of the executive and legislative authorities, at the level of the country’s leaders, because practical implementation of
their decisions will be up to us. As they say,
“it’s the squeaky wheel that gets the
grease.” Nothing will change for a long time
unless we are active and insistent. So everyone should discharge his/her obligations at
the workplace as best as possible, do this
well, on time and efficiently. Then the situation will change.
Moreover, our main tasks consist, of
course, in making the Company’s energy
business in general more efficient. If everything with respect to efficiency and economics is OK, everything will be in order in
our work teams and there will, indeed, be
confidence in the morrow.
I would like to wish the work teams of
our business sector achievement of the
strategic goals and fulfillment of the tasks
set.
— Maria Kutuzova
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TURKEY

LUKOIL’S
TURKISH
MAIN LINE
The Russian oil giant is continuing its successful
implementation of fuel projects in Asia Minor

VLADIMIR MISHIN

LARGE BUT DEPENDENT ON
ENERGY SUPPLIES FROM ABROAD

HE POTENTIAL FOR
RUSSIAN-TURKISH
ECONOMIC LINKS is
impressive. The
experts predict
that, in a few years’ time, the
mutual trade turnover between
Russian and Turkish government- and privately-owned
companies will reach the $100
billion mark.
The key element in the RussoTurkish business cooperation is
the energy sphere. This involves
both deliveries of petroleum
products and natural gas from
Russia to Turkey and cooperation
in nuclear power and a number of
other areas.
A substantial contribution to
expanding and deepening the
energy cooperation between
Russia and Turkey is made by the
Russian energy giant, oil company LUKOIL, whose subsidiaries
have been operating on the
Turkish fuel market for several
years already.

At the beginning of the 21st century, the
Turkish economy is developing dynamically. In 2000, for instance, Turkey’s per capita Gross Domestic Product (GDP) stood at
$8,000, whereas by 2011, it had reached
$14,500 (a rise of 81.3%). In absolute
terms, Turkey’s GDP 2011 amounted, according to the International Monetary
Fund, to $1.074 trillion, demonstrating an
increase of 10.8% year-on-year, compared
to 2010.
Turkey’s GDP growth is inevitably entailing a rise in energy consumption in the
country, through supplies from abroad,
moreover. According to the International
Energy Agency (IEA), for example, the total
energy consumption in Turkey in 2011
amounted to 114.1 million tons of oil equivalent, whereas it produced only 33.3 million tons of oil equivalent itself. In other
words, last year Turkey covered only 29.2%
of its domestic energy consumption with its
own resources, while having to import
70.8% of the energy resources used. Turkey
is currently virtually 100% dependent on
imports of petroleum products: in 2011, according to the International Energy Agency,
19.4 million tons of gasoline, diesel fuel,
kerosene and other petroleum products
were imported into the country.
There is similar situation on the Turkish
fuel market in relation to natural gas: in
2011, according to IEA data, Turkey consumed 36.7 billion m3 of gas, of which 36.1

T

28 No 4, 2012 | Oil of Russia

billion m3 were supplied from abroad (almost 72% of the total volume of Turkish gas
imports consisted of Russian natural gas).
In Turkey, 51% of the gas consumed is
used in thermal power plants (TPP) and
49% for domestic purposes. In 2011,
Turkey’s thermal electric power plants generated 170 billion kWh of electricity, or
74.7% of the total electricity produced in
the country. In 2019, Turkey plans to start
up the first power unit at Akkuyu, the first
Turkish nuclear power plant, which, in
2022, should reach its design capacity of
4.8 GW. The Akkuyu Nuclear Power Plant,
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tor vehicles in the country did not produce
a linear rise in sales of products at Turkey’s
gasoline filling stations.

THE CRISIS IS NO OBSTACLE
TO SUCCESS

LUKOIL EURASIA PETROL

LUKOIL Eurasia Petrol and other subsidiaries of JSC LUKOIL operating in Turkey
provide quality fuel for owners of various
types of motor vehicle, as well as ships
transporting both cargo and passengers on
the Mediterranean, Black, Aegean seas and
the Sea of Marmara.
Turkey is a country with a dynamically
growing economy that is helping raise the
welfare of the population. As a consequence, in Turkey, despite the global economic crisis, growth was demonstrated last
year in the number of vehicles on the roads
by almost a million or 6.7%.
On the other hand, however, the crisis
did “modify the operating system” of cars,
buses, tractors and other vehicles in Turkey,
making it more rational, economical and
careful. As a result, in spite of the increase
in the number of vehicles, no similar growth
was demonstrated in Turkey in the total
sales of petroleum products during the crisis period (compared to 2008).
The aggregate consumption of gasoline
in 2011 amounted to 2.47 million m3 compared to 2,715 million m3 in 2010 (a 9% fall
in consumption) despite the fact that 50.4%
of Turkey’s vehicles are passenger cars
which are the main “consumers” of gasoline.
As for diesel fuel, in 2011 Turkey consumed 16,654 million m3 and 16,303 million m3 in 2010 (a rise of 2.2%).
The crisis years have seen an even more
substantial drop in consumption in Turkey of
black oil and furnace fuel – by 59%. Such a
sharp drop in the interest of Turkish consumers in black oil and furnace fuel is connected, of course, not only with rational use
of energy resources by the population but
primarily with the fact that natural gas is being used more and more actively on Turkey’s fuel market.
Given the negative dyDuring the crisis
namics of consumption on
years in the world
Turkey’s fuel market from
2008 through 2011, however,
economy, in Turkey
and, as a consequence, the
growing competition beLUKOIL successfully
tween energy companies opcontinued its policy erating in Turkey, LUKOIL
managed, during
of flexible response subsidiaries
the crisis period, to retain
their worthy position on the
to the global ecocountry’s fuel market, stretchnomic challenges
ing across Asia Minor.

which Russia is building for Turkey, will
generate up to 33 billion kWh of electricity
per annum. Even so, the Akkuyu NPP will
not resolve all Turkey’s energy problems, as
the country’s consumption level is forecast
to rise to 580 billion kWh by 2020. In other
words, considering the specific weight of
TPPs in electricity generation in Turkey, gas
consumption in the country will grow and
is forecast to reach 63 billion m3 in 2020.
The dynamics of motor fuel consumption in Turkey are more complex, being determined primarily by the stable increase in
the number of road vehicles in the country.

Indeed, in 1995 there were 5
million vehicles in Turkey,
whereas the country’s cars,
trucks and buses, etc. numbered over 16 million in 2011
(a rise of 220% over 15
years). It should be noted
that, last year, Turkey itself
produced 1 million motor vehicles, but the global economic crisis also affected the
dynamics of motor fuel consumption in Turkey. The stable rise in the number of mo-
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LUKOIL EURASIA PETROL’s headquarters in Istanbul

SUCCESS COMES TO THOSE
WHO DESERVE IT
“The acquisition of major sales assets in
Turkey is increasing our overseas retail network immediately by 18% and constitutes a
major element in the Company’s downstream strategy on the Black Sea and
Mediterranean markets for bringing our Anatolia and the Black Sea, the Aegean Sea,
products with a high value added to the end the Mediterranean, Western Anatolia and
consumer,” LUKOIL President Vagit Southern Anatolia.
In order to optimize the production acAlekperov stated in 2008.
During the crisis years in the world econ- tivities of LUKOIL subsidiaries in Turkey, the
omy, in Turkey LUKOIL successfully contin- number of LUKOIL filling stations in many
ued its policy of flexible response to the provinces of the country has been reduced
from a total of 723 (on Januglobal economic challenges.
ary 1, 2010) to 586 (on JanIn particular, during this periuary 1, 2012) that are operod, some of LUKOIL subsidiaries, The “well to
more efficiently. The
including LUKOIL Eurasia Petrol,
wheel” principle, ating
forecast of the number of
were reshuffled to optimize their
LUKOIL filling stations in
management structures and op- which underlies
Turkey for 2013 is 580. The
erating processes.
staff numbers at the CompaFor instance, the regions of the operation of
ny’s head office in Istanbul
the Black Sea and the Mediter- LUKOIL, is thus
were also cut during the criranean were combined within
the regional management struc- fully implemented sis years (by 12%).
ture. As a result, the distribution at its filling
Despite the drop in the
of gasoline filling stations by renumber of LUKOIL filling
gion and use of manpower at stations in Turkey
stations in Turkey, however,
LUKOIL filling stations were
the average daily fuel sales
streamlined. In particular, the powers of at each of the Company’s gasoline filling
field personnel were expanded and the op- stations in 2011 reached 1,630 tons of
erating processes at filling stations were op- diesel fuel and 158 tons of gasoline (1,788
timized.
tons in total). Sales forecasts for 2013
There are currently LUKOIL subsidiaries stand at 1,684 tons of diesel fuel and 136
operating in six regions of Turkey. These are tons of gasoline, totaling 1,820 tons of mothe regions of the Sea of Marmara, Central tor fuel a day.
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LUKOIL Eurasia Petrol achieved sustainable success during the global economic crisis thanks to a series of programs recently
implemented by LUKOIL.
First, in order to improve the quality of
client service at filling stations, 5,000 personnel underwent special professional
training. Second, the operating processes at
the filling stations were optimized (online
systems being used to monitor sales, fuel
levels in tanks and so on). Third, LUKOIL
Eurasia Petrol and JSC LUKOIL-Inter-Card
together presented, in 2010 in Turkey, the
first LUKOIL overseas loyalty program for
filling stations customers. For LUKOIL,
Turkey is one of the priority regions for development of the fuel retail business, which
is why it was so important to launch implementation of the first overseas customer incentive program precisely here. As a consequence, the commercial results and the experience gained during loyalty program implementation will be of fundamental significance for all LUKOIL subsidiaries operating on the fuel retail markets of Europe,
Asia and America.
Within the scope of the program, loyalty
cards are distributed for LUKOIL filling station customers in Turkey, gift cards are in-
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ALEXANDER TERLETSKY, General Director of LUKOIL Eurasia Petrol, is giving an interview to Turkish
journalists at the opening ceremony of LUKOIL’s new filling station

troduced, launching of other types of cards
is planned, and price cut campaigns are
conducted that increase the popularity of
the program and attract new customers to
LUKOIL filling stations.
The broad scale introduction of the customer loyalty program promises to increase
the volume of sales at Turkish LUKOIL filling stations of gasoline, diesel fuel and motor oils, the prices of which are very dynamic in Turkey, and, as a consequence, to
bring the Company substantial economic
benefits.
Achievement of the cost-effective operation of JSC LUKOIL subsidiaries in Turkey
is also promoted by supplies of LUKOIL petroleum products to the Turkish fuel market. These are delivered to the Turkish
ports of Izmit, Samsun, Nora, Hatay, and
Mersin from LUKOIL refineries in Volgograd, Odessa, Burgas and Sicily. The
choice of refinery and the petroleum product delivery schedule are determined by
economic feasibility, optimal logistics and
other factors. Considering that, at the beginning of 2011, Turkey adopted European
motor fuel standards, high quality gasoline
and diesel fuel are supplied to the Turkish
domestic market.

LUKOIL Eurasia Petrol
achieved sustainable
success during the global
economic crisis thanks
to a series of programs
recently implemented
by LUKOIL

ADVANTAGES OF VERTICAL
INTEGRATION
LUKOIL is to build a new refining complex at
the LUKOIL Neftochim Burgas refinery in
Bulgaria. The cost of the project is estimated at $1.1 billion and start-up of the complex is scheduled for 2015. The complex will
help increase production of Euro-5 quality
diesel fuel by 1.2 million tons a year and
phase out production of high sulfur fuel oil.
The “well to wheel” principle, which underlies the operation of LUKOIL, is thus fully
implemented at its filling stations in Turkey.
In 2009, LUKOIL refineries supplied
Turkey with 340 thousand tons of petroleum products; in 2010 – 330 thousand tons;
in 2011 – 300 thousand tons (another 50
thousand tons were received from other
producers).
Timely delivery of LUKOIL petroleum
products to Turkey is ensured by LITASCO
(the supplier) and Palmali (the carrier).
Batches of petroleum products of up to 1012 thousand tons are delivered to Turkey by
Palmali tankers, whereas tankers of the requisite deadweight operating on the world
sea carrier market are chartered for larger
volumes of gasoline, diesel fuel and other
petroleum products from LUKOIL refineries.

LUKOIL has nine of its own terminals for
rapid and quality unloading of LUKOIL petroleum products at Turkish ports. In 2009,
their tank farms had an aggregate capacity
of 270 thousand m3 and, in 2010, this was
increased by 4.6%, to 282.5 thousand m3.
Other components of LUKOIL’s work on
the Turkish fuel market are the bunkering
business and sale of liquefied natural gas to
consumers.
According to the forecasts, this year
LUKOIL will bunker 1,100–1,300 vessels of
various types at anchorage in Istanbul and
the ports of the Izmut Bay (Sea of Marmara) and will sell about 60 thousand tons
of petroleum products here.
As for the work of the LUKOIL subsidiaries on the very promising Turkish gas
market, the capacity of which, despite development in the country of the nuclear and
alternative electric power sectors, is likely
to grow by 70% by 2020, the Company’s
main goal here is to ensure stable and
steady growth of gas sales to Turkish consumers. To this end, LUKOIL Eurasia Petrol
has drawn up a strategic plan envisaging expansion of the LUKOIL terminals in Turkey
(the five current storage facilities have a capacity of 7.65 thousand m3 of LNG), optimization of logistics and an increase in marketing activities.
The important bilateral agreements between Russia and Turkey and creation of the
Russian-Turkish summit-level Cooperation
Council provide convincing evidence that
further cooperation between the two states
will be effective and bring both countries
and their peoples tangible new benefits,
above all in the energy sphere, where the
Russian oil major LUKOIL is already operating so successfully in Turkey. !
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Steel artery
to Varandey
LUKOIL brings into operation the new
Kharyaga-Yuzhnoye Khylchuyu oil pipeline

I

N THE FALL OF 2012, THE
KHARYAGA–YUZHNOYE
KHYLCHUYU OIL PIPELINE,
construction of which was
launched in 2010, began
operating with an annual capacity
of 4 million tons. The pipeline is to
play an important role in improving the oil logistics of the Company’s Timan-Pechora oil fields.
The oil arriving from the Kharyaginskoye
field to the Varandey sea terminal is expected to increase its export volumes to 5.8
million tons per year.
The pipeline linking the field with the
tank farm of the Varandey export terminal
is about 158 km long, following the economically optimal route. The crude oil, un32 No 4, 2012 | Oil of Russia

der a pressure of 63 atm and at a temperature of 70°C, will be transported to the tiein point along the existing Yuzhnoye
Khylchuyu–Varandey pipeline.
Environmental safety was the focus of attention during construction. For instance,
no channels were dug for crossing spawn-

LUKOIL

VLADIMIR IGOREV

ing rivers: the pipeline crosses water bodies
by bridge or on braces. In order not to disturb the permafrost layer, a system for thermostabilization of the soil was envisaged.
The oil pipeline is fitted with a multistage
leak detection system. Checks will be made
that the pipeline is in working order in summer by helicopter and in winter by snowmobile.
Construction of the facility will help resolve a whole series of major problems.
First, to transport oil from the LUKOIL-Komi Inzyrey and Kharyaga fields directly to
the Varandey terminal for loading onto
tankers for export.
Second, the Kharyaga-Yuzhnoye Khylchuyu pipeline will make it possible to use
the sea route for exporting the oil, thus cutting the Company’s costs of transporting oil
via the Baltic Pipeline System (BPS). The
fact is that it is cheaper to transport oil
through Varandey to Rotterdam than along
the Baltic Pipeline System via Primorsk.
Moreover, traders estimate that delivery of
4 million tons of oil (this being the throughput capacity of the Kharyaga–Yuzhnoye
Khylchuyu pipeline) via the Transneft
pipeline system cost LUKOIL approximately 4 billion rubles a year, whereas it cost
roughly 5.5 billion rubles to build LUKOIL’s
new northern pipeline (not including erection of auxiliary facilities). This pipeline
project is thus expected to pay for itself relatively quickly.
Startup of the new “steel artery” will also help lift part of the load from the Kharyaga–Usa and Ukhta–Yaroslavl interfield oil
pipelines, which have been operating at full
capacity.
Finally, the operation of the new pipeline
will help reduce the payback period of the
Varandey terminal itself, thanks to the substantial load increase.
Let us recall that the Varandey export
terminal, located beyond the Arctic Circle in
the northern part of the Timan-Pechora oiland gas-bearing province, has been set up
in the Barents Sea, 22 km from the shore.
The sea is 17 m deep here and the structure
of the jetty itself, weighing 11,000 tons, rises to a height of over 50 m. It accommodates living quarters, a mooring and cargohandling facility with a loading arm and helipad. Two strings of the pipeline stretch
from the shore, bringing an annual 12 million tons of oil for loading onto tankers.
LUKOIL’s Varandey fixed offshore ice-resistant export terminal has been recorded in
the Guinness Book of Records as the northernmost year-round operating oil terminal
in the world located at 69°03’11” North. !
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New quality benchmarks
LUKOIL’s Volgograd Refinery goes ahead with its capacity upgrade
and buildup program

MARIA KUKHTAR

C

The new DHT unit is a special facility at the
Volgograd Refinery. It will have a capacity of
3 million tons of high quality diesel fuel a
year. Once it came on line, JSC LUKOIL-Volgogradneftepererabotka began producing
diesel fuel in accordance with the requirement of the Euro-5 standard, which stipulates
a sulphur content of no more than 10 ppm.
The first DHT unit, with a capacity of 1.4
million tons per year, was started up in December 2000. Initially, the plans for further
development of LUKOIL–Volgogradneftepererabotka envisaged construction of a
second DHT unit with a similar capacity.
The increasingly stringent environmental
requirements and the changing market situation compelled the company’s management, however, to double the capacity of
the second unit. As a result, environmentfriendly grades of diesel fuel now account
for 100% of the company’s output.
The new facility is an important component of the company’s process scheme. The
project provides for including gasolines and
light coking gasoil in the feed stream. These
fuels will be hydrotreated by the new unit on
the catalyst bed together with diesel fuel.
The DHT unit design provides for dividing the reactor block into two sections, that
is, installing two reactors in fact, to make
the process more flexible from the point of
view of productivity and to allow the catalyst to be replaced periodically without
shutting down the entire facility.
Startup of the new high-tech facility will
not harm the region’s environment. All the

OLEG LITVIN

ONSTRUCTION AND
STARTUP of the
diesel hydrotreating
(DHT) unit will
allow LUKOIL-Volgogradneftepererabotka to produce only environment-friendly
grades of diesel fuel.

hydrogen sulphide that forms during the
hydrotreating process will be sent to the active sulphur production unit. Currently,
about 8 tons of sulphur are produced a day
but this figure will later rise to 30–35 tons.
The present capacity of the nature protective unit will allow all the hydrogen sulphide to be processed into free sulphur.
The new DHT unit will have a distributed
control system and an independent fire protection system, allowing the process to be
controlled from a single control center and
the production process to be automated to
the maximum. The high level of automation
and process protection will minimize use of
manual labor.

In terms of its parameters and design,
this equipment is undoubtedly unique for
LUKOIL-Volgogradneftepererabotka.
The new facility has a number of specific features that set the company’s personnel
complex technical tasks. At the same time,
the technology of catalytic reactions at high
pressures and temperatures, constituting
the basis of the hydrotreating process, is
well known and developed to perfection by
the workers and engineers of LUKOIL-Volgogradneftepererabotka.
The launching of the second DHT unit has
consolidated LUKOIL-Volgogradneftepererabotka’s position as the leading producer of
fuel and lubricants in the south of Russia. !
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UKOIL’S SCIENTIFIC
RESEARCH AND DESIGN
complex – JSC LUKOILEngineering - includes
five regional scientific
research and design institutes
(NIPI) in Volgograd, Tyumen,
Perm, Ukhta and Kaliningrad. The
oldest of these, the Ukhta PechorNIPIneft, is celebrating its 75th
anniversary this year. Within the
framework of LUKOIL, this NIPI
provides scientific and design
support for the entire production
cycle, from geological exploration
to production, in the Timan-Pechora oil- and gas-bearing province,
and carries out scientific research
work geared to the Company’s
innovative development.

R&D

THE INTELLECTUAL
CENTER OF
TIMAN-PECHORA
Oil of Russia magazine talks to Alexander Danilenko,
Deputy General Director of JSC LUKOIL-Engineering
and Director of its subsidiary PechorNIPIneft in Ukhta
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Q: In 2012, PechorNIPIneft is 75 years old. What
historical contribution has PechorNIPIneft made
to the development of the Timan-Pechora oil and
gas bearing province?
A: PechorNIPIneft is, indeed, one of the oldest design institutions in Russia. It was set up
on October 26, 1937 as a design and survey
bureau, later to become an institute. It was
our institute that, for decades, was responsible for issuing the design and technological
documentation determining the strategy of
search and exploration for hydrocarbon raw
materials, provided engineering support for
development of oil and gas fields and developed nature protection measures.
In general, it turned out historically that
our institute has been, right from the start,
the intellectual center of the oil industry development in Komi and the Nenets Autonomous Area.
From 1940 to 1960, it was PechorNIPIneft
that designed the key facilities of Yaregsky oil
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PECHORNIPI NEFT

mines, the Ukhta refinery and the Ukhta ther- other 3 applications have been submitted to its personnel. The Institute was immediately
set the strategic task of providing design and
mal electric power plant. The Institute devel- Rospatent registration agency.
oped the technology for obtaining thermal furLargely thanks to the scientific research technological support for developing the new
nace micronex and prepared the design docu- work of our Institute, the region has become oil-production regions.
As a subdivision of LUKOIL-Komi, Pementation for oil-black plants near Ukhta. Spe- an effective testing ground for running procialists from our Institute participated in draw- gressive engineering and technical solutions chorNIPIneft received an enormous batch of
ing the design documentation for construction on an industrial scale in the oil industry. contracts for design documentation for oil
of the Ukhta Engineering Plant, the design of Many engineering problems of the Timan- field facilities construction, erection of facilithe world’s first above-ground gas pipeline on Pechora region were first resolved by the In- ties for treatment and transportation of oil,
supports, from Voyvozh to Ukhta, the designs stitute’s specialists, and not just in the oil in- and social facilities. The Institute was reborn
for planning and development of the town of dustry alone. After all, PechorNIPIneft ex- as a comprehensive R&D institution, capable
Ukhta itself, of the Yarega and Voivozh settle- perts also designed all the production bases, of providing the highest quality scientific and
ments, and the design of the Republic of Ko- on-site roads, external power, heat and wa- design support for the entire production cycle
mi’s first television center.
ter supply systems for the fields and for Usin- from geological exploration to production,
PechorNIPIneft designers took a direct sk itself. Only in 1987, in view of the increase and also of conducting scientific research
work promoting the Company’s
part in drawing the design
innovative development.
documentation for facilities at
In 2009, when the LUKOIL scithe Zapadno-Tebukskoye, Pashentific design complex was reorninskoye, Usinskoye, Vozeyskoye
ganized, Pechor-NIPIneft, togethand Kharyaginskoye fields and
er with the Company’s other rethe design of the Usa-Ukhta trunk
gional design and research instioil pipeline.
tutes, became part of the unified
The oil of many of the Timanstructure LUKOIL-Engineering.
Pechora fields is highly viscous
Considering the tremendous exand has a high solidification temperience PechorNIPIneft had acperature, a high paraffin and hycumulated, this branch, in particdrogen sulphide content and our
ular, was assigned the role of proresearch institute worked activefile center for developing techly to find the optimal technolonological solutions in the sphere
gies for these fields. In particular,
of thermal enhanced recovery
thanks to PechorNIPIneft, a high
methods, production of high-vistemperature head technology
cosity crudes and oils with a high
was developed and implemented
PECHORNIPINEFT IS ONE OF THE LEADING research and development institutes
hydrogen sulphide content.
for oil mining and surface extracin the Russian oil and gas industry
tion of the highly viscous crude of
the Yaregskoye and Usinskoye fields.
in the demand for designing of production Q: Which of the Institute’s recent achievements
The PechorNIPIneft team has successful- facilities, did the Institute stop designing would you emphasize in particular?
ly resolved problems of producing high- housing and could concentrating exclusive- A: The Institute has fulfilled a multitude of
projects: major feasibility studies, technologparaffin oils under the conditions of the Bol- ly on the oil and gas sector.
shezemelskaya tundra, constructing various
It must be admitted that the Institute suf- ical workflows for developing fields and deoil production facilities and pipelines on fered difficult times in the late 1980s and ear- signs for construction and upgrading oil fields
multi-year frozen ground, in particular at ly 1990s. This was a period of real crisis in oil infrastructure facilities for LUKOIL-Komi and
the Kharyaginskoye field. The Institute has production caused by both the reconstruction other companies located in the Timan-Pedeveloped various means and methods for of the sector and recovery of the “mature” chora province.
The most significant of the Institute’s projlateral well drilling, designs and schemes for fields main reserves. The scope of construcdeep-pump equipment. Also developed were tion, wells repair work and stimulation oil ects have been the following: process flow
a technology for transporting high-paraffin dropped. There was a sharp decline in the sheet for development of the Usinskoye field
crude oils and methods for providing equip- crude production in the region. Accordingly, of Permo-Carboniferous formation using
ment with anti-corrosion protection and a there was also a sharp drop in the scale of sci- steam treatment and a flow sheet for a unit
extensive field research was carried out in entific research and design work performed to treat heavy crude at the Usinskoye field; a
feasibility study of investment in integrated
the form of geocryological surveys of prom- by the Institute for the oil sector.
ising operating areas.
For restoration of its positions, our Insti- development of the Yaregskoye oil field and
PechorNIPIneft has also always provided tute is largely beholden to LUKOIL, which titanium deposit; technical and economic
one of the country’s best schools for develop- came to the Republic of Komi in 1999. After proposals for integrated use of the Yarega hyment and construction design for fields lo- all, the Company, with its serious plans for de- drocarbon raw materials involving recovery
cated in the north. The Institute’s scientific velopment of the northern part of the Timan- of rare-earth metals.
and technical developments have been estab- Pechora province, breathed new life into the
I would also note the engineering worklished by more than 230 author’s certificates region’s oil industry.
flows for working the Kharyaginskoye highThe Company invested substantial funds paraffin oils reservoir, as well as the unit for
and 52 patents to inventions. In 2011 and
2012 alone, 5 patents of the Russian Federa- in developing the material and technical fa- treating high-paraffin and high viscosity
tion have been received for patents and an- cilities of the PechorNIPIneft and in training crude oils of the Kharyaginskoye and UsinOil of Russia | No 4, 2012 35
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skoye fields, design documents for developing the Bayandyskoye and Vostochno-Lambeyshorskoye reservoirs of crude oil with a
content of hydrogen sulphide over 10%. At
the same time, the design for developing
fields using a method for removing hydrogen
sulphide from oil invented and patented by
the Institute’s was positively assessed by of
State Expert Evaluation Department. This
made it possible to commission these fields
into production without significant capital
investments.
Together with NPF Izmeron, PechorNIPIneft specialists developed technological
workflows and project design documents
package for a complex of downhole equipment for flush and mechanized means for
producing oil with anomalously high hydrogen sulphide content. The equipment is currently undergoing on-site tests.
The system for transportation and treatment of crude oil by JSC LUKOIL-Komi, envisaging an increase in the through capacity of the Kharyaga-Usinsk oil pipeline; the
Tedinskoye-Ardalin, Yuzhno-Shapkino-Kharyaga and Kharyaga-Severny Vozey oil
pipeline designs – all these projects were also carried out by our efforts.
In the sphere of designing field development, PechorNIPIneft has made several steps
over recent years to introduce new technologies. In particular, these included introduction of 3-D design of field facilities, electronic archives and databases of standard pipeline
elements, construction elements and equipment parts. As of today, the database contains
over 25,000 standard elements, this allowing
the time for developing design documentation to be cut and its quality improved.
On the basis of the Regional Data Processing Center technical resources, the Institute’s
engineers have set up a computer cluster capable of performing calculations on 64 cores.
The cluster is currently being used for calculations connected with three dimensional hydrodynamic model-building of oil reservoirs. This
cluster is 10–15 times more productive than
that of the workstations used previously.
I would like to note that the Institute’s scientific developments have repeatedly been
highly appraised at all-Russia and international exhibitions and conferences. As a result,
PechorNIPIneft is today conducting scientific
research work relating to the processes involved in production, transportation and
treatment of oil for fields of JSC Turgai-Petroleum (Kazakhstan) and a proposal has been
received from JSC Ukrneft for introduction of
pumps developed and patented by the Institute for production of high viscosity crude oil
at the fields of NGDU Akhtyrkaneftegaz.
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Q: One of the “pearls” of the oil industry in the Republic of Komi is the Yaregskoye field, the only one
in the world where crude oil is produced by the mine
method. What technological tasks has the Company set for PechorNIPIneft relating to this field?
A: This field is of strategic importance for both
LUKOIL and the Republic of Komi as a whole.
Yarega is unique not only in its reserves and
the oil reservoir engineering technology but
is also one of the biggest explored reserves of
titanium in Russia.
All the Republic of Komi’s major fields
have been discovered, of course, and are long
since under development. The Yaregoskoye is
the region’s oldest field (discovered in 1932),
yet its unutilized potential is tremendous.
That is why the Company attaches such hopes
to the Yaregskoye field. LUKOIL is planning to
increase crude oil production almost five-fold

‘‘

Itturnedouthistoricallythat
PechorNIPIneft has been,
right from the start,the intellectual center of the oil industry developmentinKomiandtheNenetsAutonomous Area

by 2023–2024 by using new and improving
tested technologies.
The main spheres of further advancement of the thermal mine development
method consists in increasing the length of
underground wells from 300 to 1000 meters, mechanizing mine working, automating production processes, transferring from
underground to surface treatment of the oil
and building new mines with minimum
mine works.
On the Lyaelskaya area of the Yaregskoye
field, which was not previously subjected to
mine development, Steam Assisted Gravity
Drainage (SAGD) technologies are being tried
out. The essence of this technology consists in
drilling a pair of lateral wells in one vertical
plane, the upper one being the steam injection
well and the lower serves for production. Calculations have shown that the oil recovery rate
using the SAGD technology may reach 60%.
This technology derives from the single
horizon system of thermal mine development. In 1977, Canadian specialists came to
Yarega to study the experience of high-viscosity crudes development. On the basis of
the thermal mine development at Yarega, an
oil mine using the single horizon system was
built at the Atabasca field in the province of
Alberta. Subsequently, on new sites of the

Surmont field, pairs of lateral wells were
drilled from the surface, using an improved
single horizon system technology producing
high-viscosity crude oil.
For the Yaregskoye titanium deposits lying below the main oil reservoirs, PechorNIPIneft developed for LUKOIL designs
for drilling in an experimental sector for
mining titanium ore and pilot production of
titanium coagulating agent. Titanium coagulator is a new, innovative, highly efficient
chemical reagent for treating drinking quality water and purifying industrial and domestic waste water. The studies undertaken
show its advantage over the aluminum coagulant currently used for treating water. It
is planned to complete construction of the pilot sector for mining titanium ore and producing titanium coagulant in 2013.
Q:Timan-Pechora is quite a mature oil production region. How do you perceive the future prospects for
the oil industry in this area?
A:` According to official quantitative assessments the Timan-Pechora ranks fourth in
the Russian Federation in terms of initial hydrocarbon resources and third in terms of explored reserves. So far, over 240 hydrocarbon fields, most of them crude oil, have been
discovered here. A significant proportion of
the discovered fields and promising territories of the province are located in unallocated subsoil reserve fund, which is distinctive
feature of this region.
The fund of discovered and prepared
structures includes over 200 promising areas
where discovery of dozens of fields is forecast.
The tremendous potential of the TimanPechora province is evidenced not only by the
high proportion of unexplored hydrocarbon
resources but also by the results of exploration and prospecting work carried out in recent years. For instance, according to the results of the scientific research performed by
PechorNIPIneft alone six new fields have
been discovered within JSC LUKOIL-Komi
over the last five years. Some of these are
quite large and high-yield fields and the corroboration factor of the assessments made by
the Institute is over 90%.
Timan-Pechora’s beneficial geographical
location, the possibility of reaching the coast,
the existing infrastructure here, the system of
transportation pipelines, the availability of
highly educated personnel and the subsoil
wealth make it one of the regions with the
greatest investment appeal and the best oil
production development prospects in Russia.
The work of our scientific design institute, I
am sure, will help in effectively realizing this
tremendous potential. — Igor Vladimirov
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OIL & LUBRICANTS PRODUCTION

LLK-INTERNATIONAL:
ORIENTATED ON SUCCESS
LUKOIL oils are confidently taking over the world market for lubricants

ANASTASIA RYBALCHENKO

T

EXPANDING HORIZONS
In developing the business of sales of
LUKOIL finished oils produced in Russia,
the Company traditionally focuses on the
most capacious markets of neighboring
countries – Ukraine, the Republic of Belarus
and Kazakhstan. In 2011, the geographical
coverage expanded through supplies to
Afghanistan and Mongolia. It is noteworthy
that the development strategy in each new
country of presence is based on profound
analysis of the market and an individual approach. “We endeavor to take into consider-

VLADIMIR ARKOV

HE COMPANY’S BASE
AND MARINE OILS
are now supplied to
all continents and the
geographical coverage of market presence by finished oils is expanding by the
year. The Company does not
conceal its ambitions: in seven
years, sales of LUKOIL finished
oils should rise five-fold, thereby
increasing the market share in
Europe, the Middle East and
Central Asia.
ation all regional specifics:
economic, cultural, religious
and legislative. Otherwise
business will not succeed,”
says Deputy General Director
of LLK International Alexey
Strelchenko. It is just such a
detailed approach that has
helped the Company achieve
historically maximum sales
volumes of finished oils –
during 2011, this indicators
rose by 50% year on year.

LLK International’s
strong positions on
the market strengthen
its competitive advantages when negotiating with potential
clients operating similar equipment

The rise in sales volumes is
largely a result of expanding
the client portfolio. According
to head of the Export Sales Division of LLK International Roman Milash, last year the Company concluded an agreement
on supplies of locomotive oils
for Kazakhstan Railways General Electriс locomotives, replacing a serious and strong
competitor – Shell. The Company is also supplying aviation
Oil of Russia | No 4, 2012
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The Company’s production of finished bled and supplies to the domestic market
oil to Uzbekistan and Turkmenia. Other
achievements include opening of Central oils at the Romanian Petrotel plant is geared quadrupled.
Asia’s first mono-brand store, in Bishkek, and to Eastern Europe. The main consumers of
Turkey, with its population of over 73 milsuccessful cooperation with Kazakhstan hy- this plant’s lubricants are located in the lion and geographical proximity to the
permarkets and vehicle maintenance garages. Czech Republic, Hungary, Serbia, Mon- LUKOIL Group’s raw material sources, is one
tenegro, Greece, Bulgaria, of the absolute priority overseas markets. SimHaving proved their effectiveMoldavia, Ukraine, Bosnia ilarly to the business structuring system in
ness in Kazakhstan, programs
and
Herzegovina.
The Russia, the Company here combines direct
for working with maintenance LLK International is
launch of new blended oils sales to major final consumers with sales
garages have now been laun- the only Russian
production in 2011 is making through dealership networks. Tenders have
ched in Kyrgyzia and Armenia.
it possible, in step with mar- been won and direct supplies of LUKOIL luThis year, the list of the producer supplying
ket trends, to develop sales of bricants have already been launched to entermain achievements has been
base oils not only in high-margin
products, grad- prises in the priority branches of industry. In
supplemented by contracts for
ually replacing the historical the transport sector, these are iZULAS (the
filing the General Motors Pow- bulk (by tanker or
of the business municipal underground railway system) and
er Train Uzbekistan vehicle enrailtank cars) but also orientation
on large volumes of low-mar- TCDD (railways); in the coal industry and exgine production plant in
gin products.
Tashkent and the Chance vehi- in flexi-tanks
traction – the companies Tki Cli, CSR, Eldemir
cle assembly works JSC AgroThe most substantial suc- and Bektaslar Gubrecilik, and in the power inmashHolding in Kustanai (Kazakhstan). Suc- cesses have, however, been achieved by the dustry – ilken Enerji. For Turkey’s railways,
cessful trials at JSC TNK Kazkhrom of the EN- Company’s Turkish subdivision – LLK Eura- LLK-Eurasia is virtually the exclusive suppliRC Group (of LUKOIL GEYSER and LUKOIL sia. Since 2009, after LLK International took er of oils; supplies have also begun to the TurkAVANGARD) and at Ivolga-Holding (of control of the Akpet plant for production and ish locomotive manufacturer Tulomsas.
LUKOIL AVANGARD ULTRA and LUKOIL packaging of motor oils, production at this
Acquisition of the oil-blending plant in
VERSO) resulted this year in LUKOIL product plant has more than trebled, exports dou- Turkey allows LUKOIL lubricants to be prosupply contracts, replacing Shell and Fuchs lubricants. Pilot supplies of oil are going to the
biggest enterprise in Kazakhstan’s mining and
metallurgical sector – JSC Arselor Mittal
Temirtau, as well as the oil production company Buzachi Operating Ltd.
Tyumen branch
“The Company’s deserved prestige among
of LLK-International
Perm Refinery
major industrial enterprises in the region alBogadinsky, Tyumen Region
417 thousand
lows it not only to expand cooperation with ex29 thousand tons
tons
isting business partners. LLK International’s
strong positions on the market strengthen its
competitive advantages when negotiating with
LLK Finland Oy
potential clients operating similar equipment,”
Hamina (Finland)
says Robert Sagatelov, head of the finished
28 thousand tons
oil sales department. One such scenario consists in supplies of oil for Evolution series
ТE33А locomotives for GUP Tokhi okhani
Nizhny Novgorod
Tochikiston (Tadjik Railways) by the KazaRefinery
khstan JV General Electriс – Lokomotiv
233 thousand tons
Kurastyru zauyty. The success of the contract
for supply of LUKOIL locomotive oils was
made possible largely thanks to work perVolgograd
formed in previous years to obtain approvals
Refinery
and conduct operating trials on General Elec501 thousand tons
triс locomotives in Kazakhstan.
TOTAL:

LUBRICANT PRODUCTION AT LUKOIL GROUP
REFINERIES IN 2011

OVERSEAS SPRINGBOARDS
Development of sales of finished oil manufactured abroad is today managed from
three of the Company’s main production
and commercial centers – Finland, Romania
and Turkey. The oil-blending plant in Finland acquired within the scope of purchase
of the company TEBOIL is the supply center
for Scandinavia and Northern Europe.
Some oil from this plant is also supplied to
Russia and Kazakhstan.
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LLK Lubricants
Romania S.R.L.
Ploesti (Romania)
15 thousand tons

LLK EURASIA
Istanbul (Turkey)
15 thousand tons

Mixing of lubricants
from ready-made
components
87 thousand tons

Full-cycle lubricant
production
1,151 thousand tons
Source: LUKOIL

moted not only on the Turkish market, but also to a number of countries of the Middle East
and North Africa. The over 30 million population of Iraq, which neighbors on Turkey, is
the second on the list of priority sales market
in this region. The Company’s products first
appeared here in 2009 and, in 2012, it plans
to occupy a 4% overall share of the market.
The Company’s sales volumes are growing
confidently in other spheres, too. The geographical coverage by supplies grew once
again this April, when the Company started
actively developing the lubricants market of
the People’s Republic of Bangladesh.
The geographical coverage by supplies of
LUKOIL marine oils has been on a similar
scale over the last three years. As of today,
the LLK Marine supply network covers about
600 ports in 62 countries. It should be noted that LUKOIL-NAVIGO oils are a premium
segment product and are positioned in the
same price range with world leaders. One of
the main indicators of the brand’s premium
status is the number of fillings of the most
advanced and big vessels being built. During QUALITY AND SERVICE
2011 alone, LLK-Marine won the right to It is important that the growth of the Comprime a 71 super-vessel at ship-building pany’s global presence is measured in terms
wharfs in China, Korea, Turkey, Romania, not only of volume but also of quality level.
Russia, Japan, Germany and Ukraine. Dur- As Vsevolod Shirinkin, head of the departing the first quarter of 2012, tenders were ment for sales of base oils and raw petrolewon for supplying oil for another 36 ships.
um products, asserts, this year, LLK InterAs for base oils: up to 2008, they were national was awarded “A” status in the base
mostly supplied only to Europe, whereas to- oil supplier rating under the Chevron international classification. One
day they go to North and
more example of the Company’s
South America, Africa and
success as a supplier of highEurasia, a total of 35 coun- The next sphere of
quality base oils was the official
tries (including Argentina,
expansion for the
invitation from the Argus Media
Ecuador, Columbia, Cuba,
agency for LLK International
China, the USA, Korea, Company’s ready oils
representatives to participate in
Vietnam, Singapore, Thaithe thematic conference held in
land, India, Sudan, Israel will be the rapidly
Houston this last May. Alexey
and others). It is notewor- developing countries
Strelchenko spoke about his vithy that LLK International
is the only Russian produc- of Southeast Asia
sion of the prospects for proer supplying base oils not
duction of base oils in Russia
only in bulk (by tanker or railtank cars) but and shared the Company’s achievements in
also in flexi-tanks. Initially, this project was the logistics sphere. “Particular attention
intended for supplying LUKOIl Group was focused on aspects of quality, since, in
needs for production of oil containers but, in terms of this indicator, LUKOIL base oils are
time, it grew into a separate business. Ship- way ahead of the output of other Russian proments go through three terminals: the ports ducers,” Alexey Strelchenko noted.
of Svetly (Kaliningrad, on the Baltic Sea),
One more secret of the Company’s success
Theodosia (Ukraine, on the Black Sea), and consists in the excellent and global service it
Novorossiysk (Russian Federation, on the provides. In particular, sale of premium prodBlack Sea). LLK International has for a few ucts is supported by the high quality of servyears now been concluding long-term con- ices and professionalism of the distribution
tracts for supply of base oils with world- network’s operation. “Today, LLK Internarenowned companies, including Chevron, tional distribution on the territory of KazaAfton, Petronas and others (among them khstan, Ukraine, the Republic of Belarus, the
state-owned companies from Middle East countries of Central Asia and the Trans-Caucountries).
casus is one of the most competitive compared

VLADIMIR ARKOV
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to other Russian companies. We
are completely satisfied with the
quality of our dealers’ work. They
truly bend their efforts and resources to build up a long-term
business, construct new, modern
trade outlets, service stations and
oil replacement points, decorated
in the LUKOIL corporate style,”
asserts Roman Milash.
The new stage in the promotion
of LUKOIL oils in the countries of
Central Asia is based on plans to
conduct, in conjunction with its
dealers, marketing events to develop the “B2B” and “B2C” segments.
At the beginning of the year, an individual plan was approved for
each country. Yet one common accent is made in the joint work –
serous advertising support for sales
of the LUKOIL AVANGARD and
LUKOIL LUX groups of oils.

WITH AN EYE ON CHINA
The development strategy for LLK International’s overseas activities presupposes a rise
in the level of distribution and a further increase in the company’s presence on traditional markets in the countries of Europe, the
Middle East, and Central Asia. The next
sphere of expansion for the Company’s ready
oils will be the rapidly developing countries of
Southeast Asia, with the key focus on China.
According to official statistics, China today
imports 2.7 million tons of base oils a year. At
the same time, China itself produces 8.3 million tons of lubricants. Over the last decade,
the demand of the Chinese market for lubricants has grown by 7%. Last year, 7.1 million
tons of lubricants were consumed, against 6.8
million tons in 2010, this largely being explained by the rapid growth of the motor industry. There are now over 100 million cars in
the country and global car-manufacturers
(including VW and Ford) continue to build
new car plants throughout China. This is why
the Chinese market is a priority for LLK International. The first batch of LUKOIL oils was
shipped to Chinese consumers at the beginning of May this year and, at the end of the
month, official distributors for LLK International in China and neighboring Mongolia
were approved by the dealership committee.
“China is a complex market, characterized
by a high level of competition,” Alexey
Strelchenko notes, “But that does not scare
us off. Our experience of consistent building
up of the LUKOIL international oil business
gives us confidence that we can cope with all
the tasks we encounter.” !
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ANNIVERSARY

THE OIL OF THE
AMBER LAND
September 2012 marks 40 years since
the establishment of Kaliningradneft, the state-owned
enterprise reorganized as and renamed
LUKOIL-Kaliningradmorneft in 1995

VLADIMIR IGOREV

T

HE KALININGRAD
REGION – THE WESTERNMOST REGION
OF RUSSIA – is an
exclave that has no
common land or sea border with
the rest of the country. Despite
relative small volumes, oil production plays a major role in the
economy of the Amber Land. The
proximity of European markets,
the existence of a well-developed
transportation infrastructure, low
production costs and high quality
of crude oil provide a very sound
basis for successful petroleum
operations. The region’s leading oil
producer is LUKOL-Kaliningradmorneft, providing more than 98%
of its oil. This year marks the
company’s 40th birthday.
ON AND OFF SHORE
Predictions about commercial oil reserves
in the Baltic region began to be made in the
first half of the 20th century, but it was not
until after World War II that Soviet scientists provided a scientific basis for the existence of an oil- and gas-bearing potential in
the Baltic Region and, specifically, in the
Kaliningrad Region. In 1951, regular geophysical surveys began, with drilling of key,
parametric, and prospect wells.
An oil production enterprise was established when commercial oil fields were discovered onshore in the Kaliningrad Region
40 No 4, 2012 | Oil of Russia

in the late 1960s. The largest field discovered by the Kaliningrad exploration company was the Krasnoborskoye oil field, 36
km east of Kaliningrad. Further exploration
was successful, discovering Zapadno-Krasnoborskoye, Severno-Krasnoborskoye, Malinovskoye, Ushakovskoye, Deyminskoye
and other fields. The reserves were not
large, but the quality of oil was high and
production costs potentially low, therefore played a huge role in the efforts that led to
the USSR Ministry of Oil Industry decided the discovery of the field.
In the early 1990s, work was started to into focus on tapping the oil resources of the
Amber Land, so an oil production company, stall an offshore drilling rig there, but the
Kaliningradneft, was established on Sep- collapse of the Soviet Union caused a crisis
of the country’s industries, so the offshore
tember 8, 1972.
Commercial development of the Kras- drilling platform construction was delayed.
noborskoye field began on February 7, The project was revived in 1995, when
1975, and the first train carrying oil was LUKOIL-Kaliningradmorneft was estabsent from the Kaliningrad Region on Feb- lished. As more field data were available,
ruary 14. About 35 million tons of oil have one of LUKOIL’s research and design instibeen produced in the Region’s onshore tutes, LUKOIL-VolgogradNIPImorneft, updated the Kravtsovskoye field
fields since 1975. Many
development plan and conwells there flowed for a
ducted a project feasibility
long time, and some are Kaliningrad specialstudy for it, which provided
flowing to this day.
the Kaliningrad oil company
In the 1970s, geologists ists are making a
with an efficient field facilibegan to think about ex- major contribution to
ties development concept.
ploring offshore areas. AcOil production began in
tive oil prospecting com- building oil producJune 2004. The operation inmenced in 1976, when tion platforms for
volved the use of a fixed icePetrobaltic was established,
resistant platform (D-6) –
as an international entity Caspian offshore
first Russian-designed
involving the Soviet Union,
projects implemented the
and Russian-built oil producPoland, and the German
tion platform operating in a
Democratic Republic. It had by the Russian oil
Russian offshore oil field.
become obvious that Kalinindustry leader
The expected full life of the
ingradneft’s prospects defield is 30–35 years. As of
pended on developing offshore petroleum resources of the Baltic. The June 2012, more than 5.5 million tons of
largest oil field of the Baltic was discovered crude oil had been produced. The sea depth
in 1983. The field, located 22 km west of the in the field’s location is 25–35 meters, the
Curonian Spit, was named Kravtsovskoye, target formation depth averages 2,160 meafter Soviet geophysicist Boris Kravtsov, who ters. Recoverable oil is estimated at 9.1 mil-
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lion tons. This is a zero-discharges offshore
operation, which means that all industrial
and household waste is taken to the shore
for treatment and disposal.
A subsea pipeline 47.3 km long takes formation fluid (a mixture of crude oil, associated gas, and water) from the platform to
the onshore oil-gathering station at Ro-

manovo where it is separated and treated to
marketable standards. Treated oil is
pumped by a buried onshore pipeline to an
oil terminal in Izhevskoye, then shipped by
tanker to the market.
In addition to the D-6 offshore operation, LUKOIL-Kaliningradmorneft is currently developing 26 onshore fields in the
region, all of them small in reserves, but better than most
fields in Russia in terms of oil
quality.

DRIVING GROWTH
AND DIVERSIFICATION
Throughout the 40 years of its
history, oil production has been
a key business area for the Kaliningrad oil company, but not the
only one. Its special geographic
location led to a diversification
of operations in the 1990s. During that period, the company established services, marketing,
and transportation units and facilities, including an integrated
oil terminal, a gas-bottling
plant, a petrol station network, a
steel-work plant, etc. The steelwork plant manufactured Russia’s first fixed ice-resistant oil
production platform – for the D6 field. Later it manufactured an
offshore oil-loading facility for

LUKOIL’s terminal in Varandey in the Barents Sea shore and a production platform for
the Korchagin field in the Caspian.
Later, some of those facilities were reorganized as LUKOIL subsidiaries with a legal
entity status. For example, the petrol station
network was made part of LUKOIL-SeveroZapadnefteprodukt, a product retailing
subsidiary, and the oil terminal became part
of LUKOIL-Trans, a subsidiary for transshipment, transportation, and storage of oil
and refined products in Russia. Such structural optimization helped LUKOIL-Kaliningradmorneft to focus on oil exploration
and production, its primary mission.
In 2011, the company produced more
than 1.1 million tons of oil: 503,163 tons
was produced onshore, and 615,165 tons,
offshore.
Depletion rates of oil fields in the Kaliningrad Region are as high as 80% of initial
reserves. Exploration maturity averages
60% for onshore hydrocarbon resources and
20% for offshore resources. Gradual depletion of fields invariably results in declining
production. The hopes and prospects of
LUKOIL-Kaliningradmorneft depend on further exploration and development of offshore fields in the Baltic. The onshore infrastructure built for the Kravtsovskoye operation will save a lot of investment when new
commercial reserves are discovered offshore. Tapping about 36 million tons of hydrocarbon resources prepared for development in the Russian sector of the Baltic is an
important reserve replacement priority for
LUKOIL. With new offshore oil resources developed, LUKOIL-Kaliningradmorneft may
increase annual oil production to more than
2.5 million tons.
When it joined LUKOIL in 1995, Kaliningradmorneft brought valuable offshore
field development expertise and experience
of offshore operations not only in the Baltic;
its specialists had developed offshore fields
in the Arctic and in tropical seas in southern
Vietnam in the 1980s. Construction and installation of the D-6 platform and the offshore operation in the Baltic provided
LUKOIL with invaluable experience of developing offshore fields in Russia. The
Baltic operations provided LUKOIL with
skilled personnel for future offshore projects. Kaliningrad specialists are making a
major contribution to building oil production platforms for Caspian offshore projects
implemented by the Russian oil industry
leader; the Baltic environment-friendly and
ecological monitoring experience is being
successfully applied in the Caspian operations of LUKOIL. !
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A

t the Ust-Luga sea
port, an oil transshipment terminal with a design capacity of 30 million
tons has been started up.
The oil transshipment terminal is the end point of
the second section of the
Baltic Pipeline System
(BPS-2). Full scale operation of the system and the
oil transshipment terminal will allow Russian oil
companies to improve
their logistics flows and
cut operating costs of
transporting oil for export
to European countries.
The BPS-2 pipeline runs
from Unecha (Bryansk
Region) to Ust-Luga with
a branch to Kirishi via the
Bryansk, Smolensk, Tver,
Novgorod and Leningrad
Regions. In the initial
stages, the capacity of the
BPS-2 will be 30 million
tons of oil per annum.
BPS-2 is called on to diversify the route for exporting Russian crude oil
and to reduce transit risks
during its transportation
to foreign markets. At the
second stage (preliminarily on 2013), it is proposed
to increase the systems
through capacity to 50
million tons of oil per annum. It will cost an estimated 130 billion rubles
to build the BPS-2, including about 98 billion rubles
during the first stage.

Oil production on the rise
Over the first nine months of 2012,
production of oil with gas condensate
in Russia amounted to 386.6 million
tons, which is 1.3% higher than the
indicator for the same period last year.
Gas production, however,
declined between January
and September to 477.62 billion m3, a fall compared with
the same months last year by
2.7%, according to data from
the Central Dispatching Department of the Fuel and Energy Complex.
In January–September
2012, production of oil with
gas condensate rose by 1.3%
compared with the same period of 2011, to reach 386.6
million tons, the Central
Dispatching Department of
the Fuel and Energy Complex advises.
Of the oil companies, it
was Rosneft that produced
most crude oil between January and August: a rise to
87.46 million tons of oil. It
was followed by LUKOIL
with 63.31 million tons, TNK-BP with 54.79 million tons, Surgutneftegaz (45.93 million tons),
Gazprom Neft (23.60 million tons), Tatneft
(19.68 million tons), Slavneft (13.41 million
tons), Russneft (10.42 million tons), and Bashneft (11.53 million tons).
According to data from the Central Dispatching Department of the Fuel and Energy Complex,
over the first nine months of this year, supplies
of crude oil for refining in Russia went up by 2.8%
to 197.78 million tons.
In 2011, Russia produced 511.43 million tons
of oil, which was 1.23% more than in 2010,
whereas exports fell by 2% to 242.08 million
tons. The Ministry of Energy of the Russian Fed-

eration anticipates that, in 2012, production of
oil in Russia will reach 514 million tons (a rise
of 0.5%).
In January–September 2012, according to the
Central Dispatching Department of the Fuel and
Energy Complex, production of gas in Russia
amounted to 477.62 billion
m3, which is 2.7% down on
the same period last year.
At the same time, the
biggest gas producer, Gazprom, cut its production over
the nine-month period by
5.8%, to 352.072 billion m3.
The biggest independent gas
producer in the country, NOVATEK, produced 37.479 billion m3 during the given period. Gas production by oil
companies amounted to
49.53 billion m3.
Over the nine month,
Russia’s gas exports fell to
135.6 billion m3 (– 6.4%). At
the same time, deliveries of
gas by pipeline to countries
outside the former Soviet
Union amounted to 82.26
billion m3 (–1.1%), and to
the said former republics
with 42.55 billion m3 (–16.9%). Moreover, gas
deliveries from Central Asia reached 24.459 billion m3. Export of liquefied natural gas (LNG) to
the Asia-Pacific Region countries amounted to
10.79 billion m3 (a rise of 361.4 billion m3).
Last years, 670.54 billion m3 of gas were produced in Russia, this being 3.1% more than in
2010. The Ministry for Economic Development of
the Russian Federation forecasts a total volume
of gas produced in 2012 reaching 697 billion m3,
or 4.2% more than in 2011. The anticipated export volume this year is 211.8 billion m3
(+11.8%), with deliveries of liquefied natural
gas to the Asia-Pacific Region possibly amounting to 10 million tons.
ALEXANDER POLYAKOV

THE NEW BPS-2
TERMINAL
STARTS UP

ROSNEFT JOINS THE CANADIAN EXXONMOBIL PROJECT

ITAR-TASS

R
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osneft has completed accession to the ExxonMobil
project in Canada at the Harmattan sector of the Cardium
seam on the territory of the
Western Canadian basin in the
province of Alberta.
The companies agreed earlier
to the American partner join-

ing the shelf projects of Rosneft, which will receive a stake
in ExxonMobil’s overseas projects. In Canada, for instance,
RN Cardium Oil Inc., which is
an independent subsidiary
company of Rosneft, receives
30% of ExxonMobil’s share of
the Harmattan sector of the

Cardium seam on the territory
of the Western Canadian basin
in the province of Alberta.
The Cardium seam is one of the
most promising and high demand assets, consisting of hardto-recover reserves of oil, and
ExxonMobil holds substantial license sectors in the given area.

INDUSTRY UPDATE

GAZPROM (X2)

TWO MAJORS JOIN FORCES ON THE SHELF

R

osneft and Gazprom have concluded
an agreement on cooperation in creating and making joint use of an infrastructure for developing shelf fields. In accordance with the agreement, both compa-

nies will develop business partnership in
the search for the most effective methods
and solutions for increasing geological
knowledge of Russia’s continental shelf,
developing and replenishing its resource
base by combining their technical and financial potentials.
The parties are also implementing a systemic long-term business strategy for industrial, infrastructure and socio-economic development on the basis of creating
high-tech production facilities for geological exploration, prospecting and production of hydrocarbon raw materials, developing fields on the continental shelf and
creating a transport and energy infrastructure.

TNK-ВР LAUNCHES
GAS PRODUCTION
IN VIETNAM

T

he government of the
Russian Federation has
developed a unified
methodology for granting
export duty benefits as incentives to production at
fields of hard-to-recover oil.
The discount for fields in
Eastern Siberia and in the
north of the country will
reach up to 50% of the
standard rate. Introduction
of these discounts, in conjunction with reserves replacement tax benefits, will
bring an extra $300 billion
into the federal budget and
allow the oil companies to
accelerate development of
new fields.
The government decided to
almost halve the tax burden of export duty on oil
from new fields in Eastern
Siberia.
The favorable regime will
embrace new fields in the
Krasnoyarsk Territory, the
Irkutsk Region and the Republic of Sakha (Yakutia),
as well as fields in the Yamal-Nenets and Nenets Autonomous Areas. In addition, fields with reserves of
over 10 million tons and
production as of January 1,
2013 of less than 5% of existing reserves, that is,
where industrial production

is not yet conducted on a
large scale, will also enjoy
the benefits.
The benefits will be granted
for a specific volume of oil
and the duty rate for this oil
will be 45% of the price in
excess of $50 per barrel,
that is, almost half. At the
same time, account will be
taken of the projects’ economic profitability reaching
16.3% of their internal rate
of return. This means, the

Irkutsk Region and the
Krasnoyarsk Territory from
2017 to 2022.
The reduced tax burden will
bring the profitability of new
projects to an acceptable level, stimulates an increase in
extraction and active development of a company’s green
fields and this, in turn, will
provide an impetus to development of the economy of
the region. The new methodology will allow investors to

export benefits will be withdrawn when they reach this
indicator.
In addition, the government
has prolonged the term of
the beneficial reserves replacement tax rates for oil
from fields in Yakutia, the

plan effectively long-term
multi-billion capital investments and, ultimately, will
become the deciding factor
behind positive investment
decision to develop new
fields that are unprofitable
under today’s tax conditions.

BP

NEW EXPORT DUTY AND TAX BENEFITS

A

subsidiary company of TNK-ВР,
TNK Vietnam, has launched production on the Lan Do sector, the second field of Block 06.1, located on
Vietnam’s shelf.
The installed capacity of the Lan Do
platform is 5 million m3 of gas a day.
Gas extraction of up to 2 billion m3
per annum is anticipated at the
project.
The Lan Do field development project was launched in 2010 and entered its active phase at the beginning of this year. In April 2012,
drilling was completed; in July a
pipeline was laid and, in October, installation work has been completed
and hydrodynamic research carried
out at wells, during which design gas
flow was obtained.
Production is being carried out using the existing infrastructure of
Block 06.1: two vertical underwater
wells drilled to a depth of 185 meters, linked to the Lan Tai platform
by 28 kilometers of 12-inch diameter pipes.
Let us recall that TNK-BP, half of
which belongs to the British company
BP, acquired 35% of Block 06.1 from
BP and became its operator in 2011.
The Lan Tai field of Block 06.1 has
been under development for several
years already and it’s the biggest supplier of gas in Vietnam.
Oil of Russia | No 4, 2012 43

RUSSIAN ENERGY

ANALYSIS AND PROGNOSIS

RUSSIAN BENCHMARKS
OF BLACK GOLD

ALEXANDER MAKAROV

The Russian crude
oil brands and their future
on the global markets

ANNA ANNENKOVA,
SENIOR ANALYST,
BARREL INVESTMENT COMPANY

C

URRENTLY TRADED
AT THE GLOBAL
MARKETS are three
oil markers and
several dozen “regular” brands, of which Russia
accounts for six: Urals, Siberian
Light, Sokol, Vityaz, REBCO and
ESPO. However, two brands –
Urals and ESPO – stand good
chances for getting marker status
in the foreseeable future.
OIL RECIPE OF SUCCESS
Needless to say that the chemical properties
of crude oil delivered to the global markets
varies depending on the region and even a
field where it was produced. Therefore, in order to distinguish between various crude oils
they were divided into brands with gravity
and sulfur content being the major criteria.
Hence, the lower are the gravity and sulfur
content the higher is the quality of a crude oil.
Each oil-rich country features its own
one or several brands of “black gold”. Nor44 No 4, 2012 | Oil of Russia

mally a brand is tied to an oil field (or a cluster of similar oil fields) if such crude goes
straight to export. In case crude oils from
several fields are mixed in a pipeline to be
sold as a blend the brands are tied to either
a pipeline or a port.
It has been a common practice worldwide to use primary benchmarks or marker oils as a pricing basis for all other grades
(by means of premium or discount). Dominating the global oil markets are Brent and
WTI, which are traded at InterContinental
Exchange (ICE) in London and New York
Mercantile Exchange in New York accordingly. In should be noted though, that while
WTI used to trade at a premium to Brent
(about $1/barrel), in 2010 the USA markets
were invaded by the Canadian “synthetic”
crude oil and the situation changed dramatically – now WTI trades at a significant
discount to Brent with the spread exceeding
$10. The third primary benchmark is Dubai
Crude that has a vast spot market and is
used as a yardstick against which all export
brands from the Persian Gulf are priced.
As such, currently traded at the global
markets are three oil markers and several
dozen “regular” brands, of which Russia accounts for six: Urals, Siberian Light, Sokol,
Vityaz, REBCO and ESPO.
The major Russian oil brand is Urals –
the export blend, which is still used for pric-

ing bulk of the Russian “black gold” going
to the global markets. This brand is a marriage of the heavy sour crude oil from the
Urals and the Volga Regions – mostly
Tatarstan and Bashkortostan (with sulfur
reaching 3%) – and Siberia Light produced
in the Khanty-Mansiysk Autonomous Area
(sulfur content 0.6%).

QUALITY AS TOP PRIORITY
Because of the presence of the sour crude
Urals is not highly regarded in terms of
quality. And it is discounted to Brent (normally at $1–2 per barrel). Naturally, neither
Russian government nor Russian oil companies are happy about that – they lose billions in dollars each year owing to such discount. At first, they attempted to solve it by
splitting heavy crude oil from the Volga regions and the light crude from the KhantyMansiysk Autonomous Area to introduce
Siberian Light, a new brand for the global
markets. With the quality as high as the
Brent’s Siberian Light could have helped
avoid discount losses.
However, that option turned out to be
technically unfeasible due to the absence
of the alternative pipeline capacity. Another option was to use the railway for the
new brand transportation (RITEK firm
even gave it a try) but at the current railway tariffs the price would be likely to hit
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the ceiling. As such, a decision was made
to either improve the quality of the heavy
Volga crude oil or exclude it completely
from the export stream and refine it on
spot. As a result of this quest in 2005 an initiative was launched at the federal level to
build a cluster of refineries and petrochemical plants in Tatarstan, and in 2011
JSC TANECO (Nizhnekamsky refinery)
added 7 million tons of capacity to the existing 9 million tons of JSC TAIF-NK. Moreover, in June 2012 the top management of
JSC Tatneft (which owns 91% of TANECO)
confirmed that, subject to the RF Government support, the capacity of the new refinery complex might be increased from 7
to 14 million tons.
Therefore, in the middle term the quality of the Urals blend may be significantly
improved to become equal with
a dedicated trade floor for
Brent benchmark. More importhis brand and helping it
tantly, the improved Russian In the middle term
acquire an independent
brand may, with time, “deprice status. Although this
throne” the North Sea crude. the quality of the
still has several
The fact is that as a result of the
Urals blend may be project
years to go (the Rotterdam
North Sea oil fields depletion
terminal is scheduled for
(the peak production rate was significantly imcommissioning in 2015)
achieved in 1984) the Brent’s
proved to become
Platts already regards
share on the global market
Urals the second best (after
dwindles and it becomes in- equal with Brent
Brent) brand traded on the
creasingly distant from the acEuropean market.
tual situation on the trading benchmark
As for Siberian Light
floors. The Urals’ production
rate remains high and this brand may, sub- and REBCO – they were both designed to
ject to the quality improvement, substitute resolve the so called “Urals problem” as
mentioned above. However, Siberian Light
Brent in the benchmarks’ group.
The Russian transportation companies has been in rather scarce supply on the
are working to make it happen – Summa global markets due to the absence of the alCapital Group plans on building, with ternative ways of transportation.
Another attempt to boost the Urals price
Transneft’s support, a transshipment terminal for Urals in Rotterdam thus establishing was the introduction of REBCO (Russian

Export Blend Crude Oil), which was close to
Urals in terms of the composition but meant
exclusively for open trade, also failed. The
new brand was first offered at NYMEX
(CME Group) in 2006 to meet poor demand
and now is traded out of formality rather
than commercial considerations.
Development of the Sakhalin oil and gas
fields added two more brands to the Russian crude product range – Sokol (Sakhalin1) and Vityaz (Sakhalin-2). However, these
brands are primarily supplied to the AsiaPacific Region and, therefore, not offered at
the Western Europe markets. It explains
why the Urals, Siberian Light and REBCO
prices are directly depended upon the Brent
quotations while Sokol and Vityaz prices
are driven by Dubai Crude.
The quality of the two new brands is
rather high – Sokol is the best Russian crude
oil. The more so, it tops Brent and WTI not
to mention Dubai Crude. Despite all that it stands very poor
SPECIFICATIONS OF RUSSIAN OIL BRANDS AND GLOBAL OIL MARKERS
chances to become a new global benchmark because the
Crude
Oil fields
Density, API
Sulphur content, %
Price settlement point
Sakhalin crude production and
Sokol
Sakhlin-1 Project (Russia)
39.7
0.2
DeKastri Port (Khabarovsk Territory, Russia)
export volumes are clearly too
small to make it an equal rival to
WTI*
West Texas (USA)
39.6
0.4–0.5
Cushing (Oklahoma, USA)
the current leaders. Besides,
Brent*
North Sea
38.0
0.45
Sullom Voe Terminal (Shetland Islands, UK)
there is a new brand, also RussSiberian Light Khanty-Mansiysk
35.5
0.6
Tuapse Port (Krasnodar Territory, Russia)
ian by the way, that may chalAutonomous Area (Russia)
lenge the “big three” domination. This brand is ESPO.
ESPO
Eastern Siberia (Russia)
34.8
0.62
Kozmino Port (Primorsk Territory, Russia)
0

Vityaz

Sakhalin-2 Project (Russia)

34.6

0.22

Prigorodnoye Port (Sakhalin, Russia)

Urals

Western Siberia, Ural
and Volga region (Russia)

31.5

1.2–1.3

Ports of Novorossiysk , Primorsk (Russia)
and Rotterdam (Netherlands)

REBCO

~Urals

~Urals

~Urals

Primorsk Port (Leningrad Region, Russia)

Dubai Crude*

Persian Gulf (UAE)

30.4

2.1

Port Rashid (Dubai, UAE)
Source: LUKOIL

ESPO: NEW HORIZONS
ESPO (Eastern Siberian Pipeline
Ocean) is the youngest Russian
crude oil brand, it first appeared
on the global markets in late
2009. It is produced in Western
and Eastern Siberia and moved
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if inclusive of the volumes transported by
sea from Kozmino.
In 2010, the share of ESPO at the AsiaPacific Region market was about 1.5% but
the commissioning of the branch pipeline to
China helped increase this share to 3%. In
other words, it took ESPO brand only two
years to win a solid standing in the Asian
markets.

ALEXANDER LYSKIN

via ESPO pipeline to the Far East of Russia
(port of Kozmino, Primorsky Area). Never
getting blended with the heavy crude from
Tatarstan and Bashkorostan it is therefore
better than Urals.
As such, the new brand has been increasingly well received in the Asia-Pacific
Region, where ESPO is primarily supplied
to. While the first batch was sold (in De-

cember 2009) with a $0.5 discount to Dubai
Thus, ESPO is likely to continue succeed(the benchmark for ESPO price determina- ing on the global markets because of its adtion) in early 2011 the Eastern Siberian vantages over the crude oil from Persian Gulf.
crude oil was traded with a premium of First, ESPO quality is better than that of both
$2.2 to Dubai. The sales areal has been rap- benchmark Dubai and fairly popular Oman –
idly expanding as well, and
it is sweater, which benefits rejust in several months after
fineries because desulfurizathe ESPO debut on the mar- It would be safe to
tion is a complex and costly
ket it was welcomed in the
process driving the fuel prices
most of the Asia-Pacific Re- assume that ESPO
upwards. Second, ESPO is
gions countries and USA.
has come very close closer in terms of transportaBulk (80%) of ESPO is
tion time and distance, which
purchased by oil traders with to becoming a new
is good for price. It takes a Midone third of it by companies
dle East crude 2-3 weeks to
benchmark in the
associated with G. Timreach a buyer as opposed to
chenko (Gunvor, Warly In- Asia-Pacific Region
the Eastern Siberia crude,
ternational, IPP). The direct
which can be delivered within
market
consumers (which account
3-5 days. A better delivery time
for over 20% of deliveries)
means higher flexibility of the
include BP, Shell, Chevron, Nippon, Total, Russian deliveries. Third, it is clearly to ESPetronas, PetroVietnam. The Russian ex- PO’s advantage that the Asia-Pacific Region
porters include Rosneft, Surgutneftegaz, countries are striving to diversify their oil imGazprom and TNK-BP.
ports. All that gives reasons to believe that
In 2011 Russia began supplying ESPO to the Russian share in the oil imports by the
China via a branch from ESPO pipeline in largest countries of the Asia-Pacific Region
the vicinity of Skovorodino. Under the bi- may reach 15-20%.
lateral agreement between Russia and ChiIn view of the forgoing it would be safe
na the former shall deliver 15 million tons to assume that ESPO has come very close to
of crude oil per annum during 20 years be- becoming a new benchmark in the Asia-Patween 2011 and 2030. This is about 8% of cific Region market. According to the globthe current Chinese exports or nearly 10% al market rules to accomplish that goal Rus46 No 4, 2012 | Oil of Russia

sia should be able to comply with two primary criteria: sustainability of deliveries
and relatively high sales. As for the first criteria – pipelines are by far more reliable
means of transportation than tankers, especially in light of the fact that ESPO
pipeline does not cross any borders thus effectively excluding any transit-relating
problems (for instance, the Ukrainian gas
transit standoff). Of course, one should not
completely rule out the possibility of the
pipeline accidents, which (according to the
third party technical supervision reports
outlining numerous regulatory violations
during the ESPO pipeline construction) appear quite probable. Anyway, I want to believe that any accident would be repaired as
soon as possible to resume crude oil movements via the Eastern Siberian pipeline
(such repair will, no doubt, include environmental impact mitigation).
As for the second criteria, to become a
benchmark any brand should have at least
10% of the market. The estimated capacity
of the Asia-Pacific Region market, where
major buyers include China, Japan and
South Korea, is 520–550 million tons.
Hence, volume of the benchmark deliveries should be at least 50 million tons.
Platts are sharing these views – they even
say that 30 million tons would do providing
there are no drastic changes in quality. In
any case, 50 million tons should be used as
a base case scenario coupled with the fact
that the Asia-Pacific Region market is gradually growing.
And ESPO sales can reach this critical
threshold because Transneft intends to
commission the second phase of ESPO
pipeline (ESPO-2), expand the transshipment capacity of Kozmino terminal from 15
to 30 million tons per annum and increase
the throughput capacity of the pipeline section between Tayshet and Skovorodino
(ESPO-1 Expansion) to 50 million tons. It
should be noted though that the required
linefill volumes would not be available till
2014 when the major ESPO supplier Vankorskoye field currently producing 15 million
tons is scheduled to reach the designed production rate (25 million tons). It is only after that when Russia will be able to formally nominate ESPO for benchmark.
It means that the Russia’s third attempt
to establish the internationally recognized
crude oil brand may finally be successful. It
is now imperative that Russia does not miss
this chance and works consistently to secure
the required crude oil exports volumes and
takes reasonable approach towards trade
with its eastern neighbors. !

RUSSIAN ENERGY

REGION

GAS TREASURE-TROVE
AT THE ENDS OF THE EARTH

WINTERSHALL

Oil of Russia magazine talks to Dmitry Kobylkin, Governor
of the Yamal-Nenets Autonomous Area

I

T WOULD NOT BE AN
EXAGGERATION to say that
the Yamal-Nenets Autonomous Area (YNAA) has played
a decisive role in the Russian
oil and gas industry. The YNAA
accounts for 90% of Russian total
natural gas production and holds
promise as an oil producer as well.
Scientists and economists believe
the importance of the Yamal
resources will grow increasingly
in the near future.

Q: What do you think about the current situation
in the Yamal oil and gas industry?
A: To my mind, the Yamal oil and gas industry is today in very good shape. The fuel and
energy complex is regaining momentum.
We have unique agribusiness and dynamically evolving small businesses, industrial
parks and innovative investment projects
for the tourism and many other industries –
we have made very good progress there. We
are rightfully taking credit for a lot of
things. Yet, Mother Nature did it for us: hydrocarbons have been, are and, judging by
the proved reserves, will be for many years
to come Yamal’s best and irreplaceable asset. However oil and gas are the nation's
strategic interests.
This year we are celebrating the 50th anniversary of the discovery of the first gas
well in the Tazovsky District. During all
these years the Nadym–Pur–Tazovskoye interstream area has been the heart of gas
production in Yamal and Russia as a whole.
I mean a cluster of the giant fields discovered in the 1960s – early 1970s: Medvezhye, Urengoy, Yamburg and, as of 2001,
Zapolyarnoye. But their days of glory and
high production rates are long gone. The
oldest field – Medvezhye – is approximately 70% depleted, with the others close be-

hind. Nevertheless the current aggregate
production rate of these four fields is 320–
350 billion m3 of gas, which is roughly a half
of the total national production. And they
will continue to be productive for about the
next 30 years. However, we need to look into the more distance future.
This fall, Yamal will see a truly historical
event – the commissioning of the Bovanenkovskoye gas field with an estimated capacity of 140 m3 per year or a quarter of the
overall gas production. Bovanenkovo is the
first startup project of the sweeping program for development of the Yamal Peninsula and the adjacent Arctic shelf both of
which contain trillions of cubic meters of
gas, billions of tons of crude oil and condensate. So it is going to be a real milestone
for Russia’s fuel and energy complex and
economy as a whole that could only be compared with the discovery of the gargantuan fields of the previous century. Bovanenkovo could be viewed as a “beachhead”
for exploration of the immense Arctic areas
offering countless resources and great opportunities.
But our endeavors are not confined to
hydrocarbon production alone. This July,
the town of Sabetta hosted the groundbreaking ceremony of a truly epic project –
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burial of a time capsule into the groundwork of a new Russian seaport which is a
component of the Yamal LNG project’s infrastructure. The project, initiated by the
Russian government, provides for construction of a Liquefied Natural Gas (LNG)
plant at the Tambeyskoye field. Plans are in
place to use cutting-edge domestic and international technology to make sure the
Yuzhno-Tambeiskoye field development is
efficient and environment-friendly.
The LNG plant is scheduled for commissioning in 2016. Tankers and ice-breakers
will be built to transport liquefied gas. We
are taking a brand new and innovative approach toward the use of natural resources.
The fact is that the current Russian LNG
production volumes are not consistent with
the resource potential and status of the
Russian Federation in the global energy
market. The global LNG demand is growing
to potentially reach 400 million tons per
year by 2030. Given Russia’s gas reserves
and production perspects, boosting LNG
production growth was declared a national priority.
The Yamal LNG project is also expected
to benefit from its unique geographical setting. Yamal’s location, market environment, Q: Could you tell us about the relationships besubsoil resources, industrial and transport tween the YNAA authorities and oil companies opinfrastructure allow for delivering liquefied erating in the region.
gas to the markets of Europe, North Ameri- A: We have a long record of mutually fruitful
ca and the Asia-Pacific Region via the North- cooperation with the major companies operern Sea Route, which will significantly ating in the region. Our cooperation is based
shorten the delivery period and, therefore, on general agreements and new documents
cut the transportation cost. This is a totally signed thereunder every year. These agreenew route of exporting Yamal gas from Rus- ments regulate our relationships as regards
sia. Metaphorically
payments for the enspeaking we are govironmental damYamal and LUKOIL have age, preservation of
ing to “cut a through
window” from the
a long history of good re- the environment of
Russian Arctic to
small indigenous
lationships, which have the
Asia via the Northpeoples of the North,
ern Sea Route. It of- become more productive recently
implementation of
fers great opportunivarious social projties for the Russian marine infrastructure, ects designed in improve the quality of life
the energy sector and the national economy for the local residents, and other aspects.
as a whole. This industrial and transportaBesides, as part of the tax relief program
tion hub will be a new sign of Russia’s for the companies investing into vital local
geopolitical influence in the Arctic.
projects, we introduced, in 2011, new regYamal is blessed with colossal mineral ulations that require priority hiring of local
riches. Over the several dozen years since residents, contracting of local companies,
the start of Yamal development, a total of vendors and other entities that are incorabout 15 trillion m3 of gas was produced porated in the region and pay taxes to the
or approximately 11% of the known re- local budget.
We have been doing our best to make the
serves. The remaining reserves are waiting to be extracted. In other words, I can Area as business-friendly as possible, espeanswer your question about the current cially for socially responsible businesses.
status of the Yamal fuel and energy com- So, as I see it, our relationships with the loplex by saying that we have very high ex- cal businesses and companies are fruitful
and mutually beneficial.
pectations for it.

‘‘
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Q: What do you think of LUKOIL’s role in development of the Yamal economy?
A: LUKOIL’s input into development of the
oil and gas sector in Yamal and Russia as a
whole can hardly be overrated. JSC
LUKOIL-Western Siberia has been successfully operating in the Yamalsky and
Tazovsky districts of the Yamal-Nenets Autonomous Area. Yamal and LUKOIL have a
long history of good relationships, which, I
am pleased to say, have become more productive recently. LUKOIL-Western Siberia
has been active in the social projects implemented by the YNAA and local authorities.
Not so long ago I had a meeting with JSC
LUKOIL Vice-President Sergey Kochkurov
to discuss, inter alia, progress in development of fields in the Bolshekhetskaya
trough. As hydrocarbons will be transported across the land plots traditionally used
by the indigenous people we had to seek
their consent. Before proceeding with design development we arranged for compulsory public consultations. The Yamal people gave their go ahead to gas pipeline construction.
LUKOIL-Western Siberia sponsored several charity projects that covered a wide
range of social life aspects, including work
with the families that have children in need
of sociopsychological adaption, recreation
programs for elderly people, establishment
of youth environmental protection groups,
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development of children eco-ethnographic
tourism, etc.
The socioeconomic cooperation agreements helped us implement several vital
projects for the local communities – we
were able to build a boarding school, apartment houses, social and administrative facilities in Nakhodka, an administrative
building in Purovsky, a Russian orthodox
church in Tazovsky, and to commission a
boiler house and a bakery in Samburg.
In December 2010, the YNAA government and JSC LUKOIL signed the Cooperation Agreement for 2011–2013, under
which the Company financed the recreation
activities engaging YNAA environmental assets. Plans are in place to establish a paramedic-midwife station and provide public
amenities in Nakhodka village. In addition,
LUKOIL is a financial backer of the target
programs aimed at promoting the national
culture and agribusiness in the Tazovsky
District.
A schedule the 2011–2013 Cooperation
Agreement between the YNAA government
and JSC LUKOIL was signed last May.
It is therefore in our best interests to see
to it that LUKOIL continues operating on Yamal thus laying the groundwork for longterm and mutually beneficial cooperation.
Q: How, in your opinion, will the recently adopted 2012–2014 YNAA Mineral Resources Development Program affect the region’s development
prospects in the near-term?
A: The Program objectives include restoration of the commonly occurring mineral resources, enhancement of the mineral re-

The Program outcomes will be gauged
sources monitoring system, and maintenance/update of the YNAA territorial geo- against a set of key benchmarks, including
building sand reserves increment; analytilogical database.
The Program is also designed to in- cal database usage scale; percentage of the
crease the building sand reserves, provide associated petroleum gas fields studied;
for the monitoring of the mineral re- volume of the updated information on subsources base, oil field development status soil use submitted to the YNAA Territorial
Database, etc.
and geological exploration rate; ensure
Overall,
the
The YNAA government’s Program is to help
environmental monitoring of the wells fishare in program financ- us resolve the
nanced from the reproblems associing will be 279 million ated with the
gional budget, and
maintain the YNAA rubles,i.e.93 million rubles for each study, restoration
subsoil use database.
and sustainable
The YNAA govern- year of Program implementation
use of the mineral
ment’s share in proresources of the
gram financing will be 279 million rubles, i. Yamal-Nenets Autonomous Area in order to
e. 93 million rubles for each year of Program improve the quality of life for the local resimplementation.
idents through establishment and developThe Program will help build up Yamal’s ment of the competitive economy subject to
commonly occurring mineral resources compliance with the environmental reguand enhance the efficiency of government lations.
regulation of subsoil use. With the credible
and accurate analytical data on subsoil use Q: When putting the Program together did you
the federal, regional and municipal au- take into account the strategies of the oil compathorities will be able to optimize the use of nies operating in Yamal-Nenets Autonomous
subsoil resources and carry out regular Area?
monitoring of the current status of region- A: Absolutely. The Program was developed
al mineral resources and fuel, energy and with due account for the Energy Strategy of
mining sectors, keep a tab on all existing Russia until 2030, the Transport Strategy of
and potential economic threats and put the Russia, the Strategy for Social and Econecessary prevention/mitigation meas- nomic Development of the Urals Federal
ures in place. We will be able to efficiently District until 2020, and the Strategy for Soverify the condition of the exploration cial and Economic Development of the Yawells owned by the YNAA government to mal-Nenets Autonomous Area until 2020,
prevent outbursts and assess their impact as well as the strategies of the oil companies
on the environment.
operating in the region. — Maria Kukhtar
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SERGEY ARKHIPOV

YAMAL-NENETS AUTONOMOUS AREA

T

he Yamal-Nenets Autonomous Area is a federal
subject of Russia (an autonomous area of the Tyumen
Region). Its administrative

center is the city of Salekhard.
The Yamal-Nenets Autonomous Area is located on the
West Siberian Plain, the
largest such plain in the

world. A small part of its territory is situated on the eastern slopes of the Polar Urals.
More than 50% of the YamalNenets Autonomous Area lies
north of the Arctic Circle.
The population of the Area is
522,904 (2010 Census) on
the land area of 769,250 km2.
The main industries of the
Yamal-Nenets Autonomous
Area include oil and gas production, power generation,
construction and agriculture.
The Area produces 91% of
the country’s natural gas
(23.7% of world production)
and more than 14% of all
Russian oil and gas condensate. Totally, it produces

more than 54% of primary
energy resources in Russia.
LUKOIL is developing several
fields in the Bolshekhetskaya
Depression in the Area. In
2005, the Nakhodkinskoye
gas field came into production, its gas reserves amounting to over 250 billion m3 and
oil reserves to about 9 million
tons. The Pyakyakhinskoye
field is the second hydrocarbon production project implemented by LUKOIL. The
recoverable reserves of the
field as of the end of 2008
amounted to 61 million tons
of oil and 141 billion m3 of
gas, plus 9.5 million tons of
condensate.
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INDUSTRY UPDATE

NEW PETROCHEMICAL COMPLEX

SIBUR

IBUR has started up the Vyngapurovsky Gas Processing Plant in
the Yamalo-Nenets Autonomous Area.
The new production unit has been set
up on the basis of the Vyngapurovskaya compressor station, expanding existing capacities and deepening recovery of the desired cut. In
particular, a new unit has been
launched with a design capacity of
2.1 billion m3 of associated petroleum
gas per annum. The degree of blend
stock recovery has now reached 99%.
The Vyngapurovsky Gas Processing
Plant processes associated petroleum gas from the Gazprom Neft
fields, obtaining dry gas and a broad
hydrocarbon fraction.
Within the scope of the project to
build the Vyngapurovsky Gas Processing Plant, Gazprom Neft and
SIBUR conducted a synchronized expansion of the capacities for transporting and refining the associated
gas, which made it possible to increase the quantity of crude oil delivered for refining. In particular,
Gazprom Neft laid new gas pipelines
and carried out a partial reconstruction of the existing system for collecting gas from the fields of the Vyngapurovskaya Group in the YamalNenets and Khanty-Mansi Autonomous Areas. In all, 111 km of
pipeline were either reconstructed or
laid. Liquefied petroleum gas from
the Vyngapurovsky Gas Processing
Plant is taken via the Noyabrskaya
rail loading rack primarily to Tobolsk-Neftekhim Company.
The new facility will open up a possibility for a growth in the volume of
petrochemical raw materials transported, against a background of a
substantial increase in the depth and
scope of gas refining in Western
Siberia.
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osneft has launched
construction of the
Eastern Petrochemical
Plant in the Primorsky Territory.

Implementation of the
project will result in production launch from 2017
of high value added polymers in a volume of 3.6

million tons per annum.
Investment in building the
plant will run to 173 billion rubles. It is planned to
complete construction and
installation work and commission the main and auxiliary production unit in
the first quarter of 2017.
The petrochemical complex will produce propylene, high and low density
polyethylene, monoethylene glycol and other petrochemical products from
crude brought in from the
Rosneft refineries: the
Achinsk Refinery, the Komsomolsk Refinery and the
Angara Petrochemical
Company.

NOVATEK TO SUPPLY BRAZIL

T

he biggest independent gas producer has entered the world market for petroleum
products. NOVATEK has announced the first export contract with the Brazilian company Braskem to a sum of about 1 billion US dollars. Analysts note that this will allow
the company to expand its client base for direct exports of its output.
NOVATEK has agreed with the Brazilian petrochemical company Braskem that, during 2013, it will supply up to 1 million tons of naphtha produced at the complex at
the port of Ust-Luga. The new complex includes capacity for transshipment and for
refining of stable gas condensate, brought in by rail from the Purovsky Condensate
Refinery.
Once the complex reaches design capacity, it will be able to process up to 6 million tons
of gas condensate and, apart from naphtha, will produce diesel fuel, aviation fuel and
furnace fuel.

SHELL OPENS A NEW OIL PRODUCTION PLANT
IN RUSSIA

B

ritish-Dutch Shell has opened a complex for production of lubricants in
Torzhok, Tver Region.
The plant is Shell’s biggest production
unit for oil in Europe, with a design capacity of 200 million liters (180,000
tons) of oils per annum. According to
the plans it will produce 90 different
products, including Shell Helix and
Shell Rimula.
The intention is to sell the plant’s output
directly on the Russian market. In the future, Shell supplies to neighboring countries may be expanded. Shell has invested
3 billion rubles in building is plant.
The decision to build a plant for producing oils is largely explained by the rapid
rise in demand for oils in Russia, which is

currently in fifth place in the world in
terms of market size, behind the USA, China, India and Japan. The experts forecast
that, in 2012–2016, the demand for oils in
Russia will grow by 2 3% a year.

SHELL

S
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ALEXANDER LYSKIN

SIBUR OPENS A NEW
GAS REFINERY

INDUSTRY UPDATE

HEADING FOR THE SHELF

PRODUCTION
BEGINS AT
JUNIN-6

STATOIL

R

osneft and Statoil have signed an agreement
on setting up joint ventures for developing
four Arctic fields. The companies are to work together on the Perseyevsky section of the Barents
Sea, as well as the Kashevarovsky, Lisyansky and
the Magadan 1 block in the Sea of Okhotsk.
Rosneft owns 66.67% in each of the joint ventures and Statoil owns 33.33%. The Norwegian
company will shoulder the costs of the initial
exploration stage.
The Perseyevskiy license sector is located in the
western sector of the Barents Sea. The recoverable resources of the sector are forecast at over
2 billion tons of oil equivalent.

The Magadan 1, Lisyanskiy and Kashevarvosky
license sectors are located in the northern part
of the Sea of Okhotsk. The forecast recoverable
resources of these sectors amount to over 1.4
billion tons of oil equivalent.

NORD STREAM

T

he second stage of the Nord
Stream gas pipeline has
been started up, thus doubling
the gas pipeline’s capacity to
55 billion m3 per annum.
The first stage began operating on 8 November last year.

The shareholders in the Nord
Stream project are Gazprom
(51%), the German companies Wintershall Holding and
E.ON Ruhrgas (15.5% each),
the French company GDF
Suez and the Dutch company

LUKOIL

THE SECOND STAGE OF THE NORD STREAM GAS PIPELINE
IS STARTED UP

T

Gasunie (9% each).Nord
Stream is a fundamentally
new route for exporting Russian gas to Europe.
The 1,220 km gas pipeline
crosses the bottom of the
Baltic Sea from Russian (Vyborg) to Germany (Greifswald). Until this route was
opened, Russian gas was
transported to Western Europe via two routes: across Belarus and then Poland or
through Ukraine and Slovakia, two-thirds of deliveries
following this second route.
Since the first section of Nord
Stream opened up, gas has
been reaching Germany and
other West European countries directly.

GAS RESERVES REPLACEMENT TAX RAISED
he draft law envisages establishment for
owners of facilities included in the unified
gas supply system and organizations in which
owners of unified gas supply system facilities
participate and hold a participatory share of
over 50%, that is, for Gazprom and its subsidiary companies, of a reserves replacement
tax rate of 622 rubles per thousand m3 from
July 1, 2013, 700 rubles from January 1, 2014
and 788 rubles from January 1, 2015.
Other categories of taxpayers independent gas
producers retain the right to apply a reduction
factor of 0.646 from July 1, 2013, 0.673 in 2014
and 0.701 in 2015.
The current reserves replacement tax rate for
Gazprom is double that for independent pro-

GAZPROM

T

ducers and amounts to 509 rubles (for the period from January 1 through December 31, 2012,
inclusive), whereas that for independent producers it is 251 rubles.

he National Oil Consortium (NOC) has
launched oil production on
the Orinoco River basin on
the Junin-6 block in
Venezuela. Let us recall
that the NOC includes
LUKOIL, TNK-BP, Rosneft,
Gazprom Neft (operator of
the first phase of the project) and Surgutneftegaz,
holding 20% each in the
consortium. In April 2010,
the NOC and the Venezuelan oil corporation PDVSA
registered the joint venture
PetroMiranda for developing the Junin-6 block, located in the Orinoco oil
belt. The NOC’s stake in
the joint venture amounts
to 40% and Venezuela’s to
60%. Investment in developing the Junin-6 block is
estimated at $20 billion,
12 billion of which it is
planned to invest during
the first phase of project
implementation, lasting
7–10 years. The proposed
overall duration of the
Russian-Venezuelan joint
venture at the deposit is
40 years. Joint exploration
and production of oil at the
Junin-6 block, with its reserves of 53 billion barrels
of heavy and ultra-heavy
oil is the Russian NOC’s
first project in Venezuela.
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TO BUIILD AN ENERGY
FUTURE SUSTAINABLE

Oil of Russia magazine talks to S.Vijay Iyer, Director of the World Bank’s
Sustainable Energy Department

Q: Mr. Iyer, what are, in your view, major challenges for the global energy industry?
A: The energy industry’s major challenge is
closely related to that facing the World Bank
Group, and indeed all actors in the energy
sector. It is to meet growing demand for electricity and fuels, which are essential to economic growth and poverty reduction, in a
sustainable way. Population, technological
and economic growth are expected to drive
up overall energy demand by a third from
now to 2030, with 90% of new demand in
developing and middle-income countries.
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NERGY IS A KEY SECTOR
for many countries in the
economic, social and
political terms. As the
world economy grows,
the demand for energy sources
increases. Making a sustainable
energy future is a challenge that the
world faces these days. In his
interview to our magazine, Mr. S.
Vijay Iyer, Director of the World
Bank’s Sustainable Energy Department, shares his views on the global
opportunities for sustainable
industrial development.

This is placing pressure on all the energy industries, including oil and gas, upstream and
downstream, electric power utilities, renewable energy companies, and energy efficiency players. Our challenge – a global challenge that is shared by the energy industry
– is to build a sustainable energy future by
acting on three fronts. First, expand access
to energy that is affordable to low-income
consumers. Second, promote energy efficiency practices to moderate consumption
patterns in energy-intensive economies.
Third, facilitate a shift to cleaner energy
sources where feasible.
Q: How large is the share of World Bank Group’s
lending for the oil and gas sector in its investment
portfolio?

A: Our lending volume in oil and gas is
much smaller than in many other sectors.
With abundant private capital investment
available for most oil and gas projects, financing from multilateral development
banks is not sought to the extent that it is
in other sectors. We do, however, provide
technical assistance to countries in oil and
gas development. We also manage the
Global Gas Flaring Reduction partnership,
with 32 governments and oil companies as
members, as well as the Extractive Industries Multi-donor Trust Fund, which promotes transparency and improved governance in oil, gas and mining. On the financing side, the World Bank Group’s investments in oil and gas, including risk insurance, are about $250 million a year, or
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three percent of annual energy commitments of roughly $8 billion a year.
Q: One of the initiatives supported by the World
Bank is the Global Gas Flaring Reduction partnership
(GGFR) launched in 2002.Today,10 years since then,
how would you assess the effect of GGFR? What is the
current situation with the gas flaring and venting (especially in Russia), according to WB’s estimations?
A: The Global Gas Flaring Reduction partners have helped reduce CO2 emissions by
about 85 million tons since 2005, a 20%
drop. It is an impressive achievement. Part
of this is due to a global standard for flaring
reduction that has been established. Also,
many GGFR partners have invested in associated gas utilization projects, and committed to no flaring in new projects. Still, about
140 billion m3 of natural gas are being
flared and vented each year worldwide.
In Russia, work by government agencies
has produced results. Associated gas flaring
volumes in Russia dropped from 54.4 billion
m3 in 2003 to 37.4 billion m3 in 2011. One
example is in Khanty-Mansiysk, where the
Khanty-Mansi Autonomous Area (KhMAA)
joined GGFR in 2005. Since then, work by
the KhMAA and oil companies in this region
resulted in a reduction of flaring by almost
40%. A public-private partnership of local
government, private businesses and oil companies in the KhMAA has helped utilize
flared gas at Salym, Shapsha, and Prirazlomnoye oil fields. This model can be expanded to other regions of Russia, as well as
to other countries.
Russian oil companies, including LUKOIL,
would benefit by joining the GGFR partnership. Looking ahead, we want to scale up associated gas utilization, to unlock the value of
currently wasted natural gas to achieve improved energy efficiency, expand access to
electricity and cleaner cooking fuels, and mitigate climate change.
Q: In your opinion,what role is natural and liquefied
petroleum gas playing in expanding the access to
electricity and clean household fuels in developing
countries?
A: Natural gas has a critical role in expanding access to electricity as well as to clean
household and heating solutions. Using natural gas instead of coal for power generation
reduces CO2 emissions, as well as pollutants
harmful to health. As a power source that
can be dispatched on demand, natural gas is
a vital complement to grid-based renewable
energy drawn from intermittent sources
such as sun and wind.
But natural gas is not commercially viable in most rural households, even in de-

veloped countries, and for many urban
households in developing countries. In such
cases, liquefied petroleum gas (LPG) is an
important for cooking and heating.
As I mentioned in discussing the GGFR,
the World Bank plans to promote the use of
natural gas and reduce greenhouse gas
emissions at the same time, by seeking a
scale-up to the GGFR partnership. We plan
to scale up flaring reduction efforts, while
also focusing on the development of the
whole gas value chain, both upstream and
downstream. The main goal is to further increase the utilization of currently flared associated gas by developing domestic natural gas markets, particularly to expand access to electricity.
On the demand side, increasing household use of LPG is one of several pathways to
achieve universal access to clean cooking
and heating systems by 2030. A recent World
Bank study, The Role of Liquefied Petroleum
Gas in Reducing Energy Poverty, showed
that the main reason households don’t
switching to LPG is its high cost. These costs
can be reduced by lowering barriers to LPG
companies’ entry. Enabling third-party access to import terminals and storage tanks
would be one way. Improving regulatory
frameworks and standards for LPG management is another. Our study also found that,
at the same income level, households with a
greater awareness of LPG tended to switch to
it. So, public communication about the benefits of LPG is important too.
Q: What will be the key elements of the World
Bank’s strategy for the energy sector in the next
few years? What will the WBG do to find the balance between the need to help developing countries to produce more energy and the need to slow
down global climate change?
A: Our new World Bank President, Jim Yong
Kim, has agreed to co-chair the High-Level
Advisory Group for the Sustainable Energy
for All Initiative launched by the UN Secretary
General Ban Ki-moon. This initiative calls for
a global collaboration among governments,
civil society and the private sector to deliver
on three goals by 2030: universal access to
electricity and clean cooking fuels, doubling
the share of the world’s energy supplied by renewable sources from 15% to 30%, and doubling the rate of gain in energy efficiency.
Meeting these objectives will require more investment by both public and private sectors,
more effort on the policy front in a wide range
of countries, along with technological innovation. It is an ambitious agenda, but it is
achievable through common global will and
collective action.

Q: The World Bank Group is increasing its investments into renewables.What do you see as the most
promising sources of green energy?
A: You’re right, we are increasing our investment in renewable energy. The World Bank
Group’s renewable energy portfolio increased
from $3.1 billion between fiscal years 20082009 to $6.6 billion in 2011–2012. Our International Finance Corporation, which lends
to the private sector, has increased investment
in new renewable energy from $627 million
in 2010 to nearly $2 billion in 2011. The right
mix of renewables depends on a country’s resource endowment. Morocco is developing
concentrating solar power, for example, while
Kenya is investing in geothermal. What is
common in all the green energy success stories is commitment by the government to policy incentives for investment in renewables.
Q: What is WBG’s global strategy on energy efficiency and green energy development? What kind of
strategy in this sphere does theWBG have for Russia?
A: Energy efficiency is the fastest way to make
major reductions in CO2 emissions, and energy costs. The IEA estimates that between
now and 2020, 72% of the reduction in CO2
emissions needed to keep global temperature
rise below 2 degrees Celsius can be achieved
by improvements in energy efficiency. With
this in mind, it is no surprise that the share of
energy efficiency lending in the World Bank
Group portfolio has grown steadily since
2004. In the last four years, it has been over
$1.5 billion every year – about 15–20% of total energy lending. Most of this growth has
been in East Asia – Pacific and Eastern Europe – Central Asia. In Russia, we are working with commercial banks to create energy
efficiency financing lines of business.
We are also working with local manufacturers, regulators and consumers to promote
energy efficient appliances and products in
ways that share risks and benefits. Finally, we
are supporting municipal utilities’ efforts to reduce credit risk where the potential for energy savings are high; this can help them gain
access to the financing they need to make their
facilities and operations more energy efficient.
Achieving energy efficiency goals depends
on a determined commitment by government
at all levels. It is worth noting, in this context,
that former President Medvedev set a target to
cut by 40% the energy intensity of Russia’s
economy by 2020. This is an important commitment. Widespread adoption of energy efficiency measures across buildings, industry,
transport, electricity generation and heat supply sector could reduce energy consumption
by up to 45% – a huge saving that would benefit all Russians.
— Vladimir Akr amovsky
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GLOBAL ENERGY VECTOR
Oil of Russia magazine talks to Daniel Yergin, Vice Chairman of Cambridge
Energy Research Associates (IHS CERA)
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HE WORLD ENERGY
DEMAND is rapidly
growing despite the
difficulties faced by the
EU economy. Shale
revolution that significantly affected
the gas market has the potential to
spread to the oil sector. Thanks to
the development of oil shale resources, the United States can
become not only the main consumer of hydrocarbons but also one
of the largest exporters of them.
Germany has become a “pilot site”
for the transition to renewable and
non-nuclear energy. Energy efficiency is becoming the “fifth element” of the global energy mix.
These are major developments that
will influence the development of
the global energy in the near future
according to Daniel Yergin, one of
the leading authorities on global
energy, economics and politics, and
a recipient of the United States
Energy Award for “lifelong achievements in energy and the promotion
of international understanding.”

INTERNATIONAL

Q: What is your assessment of the impact of the
development of non-conventional hydrocarbons
(shale gas) on the US and European gas markets?
A: Shale gas is transforming the US energy
marketplace. The US has gone from a very
tight gas market to an oversupplied one. The
large abundance of inexpensive natural gas
makes it a formidable competitor against all
other energy sources, and it is taking market
share even from coal – at least for now. Shale
gas certainly makes the economics of renewable more difficult. New electric-generating
capacity will most likely be fuelled by natural gas over anything else. That is the United
States. In Europe, at this point, shale gas is not
even a factor. Exploration is just beginning.
Europe will need more imports of natural gas.
Q: How will the global LNG market progress? What
are the prospects for LNG export from the United
States in view of the U.S. shale gas production?
Who will be potential customers?
A: A great deal of investment is pouring into new LNG development. Australia is the
scene of the biggest activity. Rising costs are
a real problem there. The United States will
probably become an LNG exporter. Europe
will be one market for US gas. I think there
will be at least one new LNG facility on the
west coast of North America, which will supply Japan, which really needs more gas because of the shutdown of its nuclear capacity. It will be based on shale gas – but at this
point it is not clear whether the country of
origin will be the United States or Canada.
Q: How do you see the future of Russian oil production?
A: Russia has had the benefit of the huge oil
and gas development from the Soviet period. The industry has now regained the highest oil production levels of the Soviet era and
is a bulwark in terms of global energy security as an exporter. With that said, the industry faces the big challenge of developing
greenfield projects. One target is the Arctic.
Another is East Siberia. But there is now

considerable interest in “tight oil”, which
has the advantage of relying upon existing
infrastructure in West Siberia. But it still will
require a considerable technology roll-out.
Q: In your view, how efficient can the partnership
of Rosneft and ExxonMobil be in offshore projects?
A: Rosneft has signed three major Arctic
deals. The biggest and most far-reaching is
with ExxonMobil, and it is very big indeed. It
will be measured in terms of many hundreds

Q: What is your opinion on the potential growth of
renewable energy sources and its share in the
world energy balance?
A: Over the last decade, we have seen what I
call a “rebirth of renewable”. They are more
technologically-mature business, with much
greater scale – and international in scope. Renewables – wind and solar – are a small part
of over all energy demand – about 1.5%. In a
few countries, they are higher. Germany,
which has poured a great deal of money into

SHELL

Q: What is your vision of the future of the energy
industry?
A: The view of future resources has changed
a lot from a few years ago. The revolution in
unconventional energy resources – shale gas
and what is called “tight oil” – are providing
a new view on the adequacy of resources.
This is something that has emerged in just
the last few years. Yet, when one looks at future growth from emerging market countries, you see the need for a wide variety of
resources and consistent investment – and
increased emphasis on energy efficiency.

‘‘

The innovations in unconventional oil and natural
gas are just beginning to
maketheirimpactfelt.AndIthinkthere
is great potential in the “fifth fuel” –
energy efficiency or conservation

of billions of dollars. It will be a classic of a
long-term, large-scale oil development, requiring major technological advances and a
long time horizon. But both parties indicate
that they are very hopeful of very major commercial discoveries. It will just take time.
Q: What are the prospects for the development of
hydrocarbon reserves in the Arctic region?
A: Some estimates say that as much as 25%
of undiscovered hydrocarbons are in the Arctic. But it will require extensive drilling to
provide the actual answer, and that will take
years. But no question, the Arctic is the new
frontier for both the Russian oil industry and
the world oil and gas industry. One of the
most immediate areas of development is the
work that Shell is beginning in the Chukchi
and Beaufort Seas, off of Alaska. This has
been in development for several years.

them, is at about 7.5%. I think that they will
continue to grow, and will continue to be a focus of development. The challenge is to bring
down cost in order to be competitive at scale.
Although they will grow, so will conventional energy sources, and so their share of the
overall energy market may not grow as fast as
some think. And austerity in European countries and the United States will reduce some
of the financial support. But they are definitely an established part of the energy mix
now. And Chinese manufacturing is likely to
continue driving down the cost of solar.
Government policies in many countries
will continue to promote renewables. That is
particularly true of Germany, which wants to
phase out nuclear power by 2022, and Japan,
which after the accident at Fukushima is
caught up in a great debate about nuclear
power. The energy source that I think will
continue to gain market share is natural gas.
The innovations in unconventional oil and
natural gas are just beginning to make their
impact felt. And I think there is great potential in the “fifth fuel” – energy efficiency or
conservation. That needs to be a high priority, whether in Russia or China or the United
States or anywhere else in the world. The returns are very large and it needs to be an essential part of the energy mix for a growing
world economy.
— Maria Kutuzova
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MIDDLE EAST

CHALLENGES
FOR “OIL KINGDOM”
Saudi Arabia to spur up the oil industry development through
the foreign investment and governmental programs

ELDAR KASAEV, EXPERT ON INVESTMENT IN THE MIDDLE EASTERN
AND AFRICAN ENERGY SECTOR

M

AJOR OIL INDUSTRY DEVELOPMENT PROJECTS BY
SAUDI ARABIA GOVERNMENT are focused on exploration and development of new fields, refurbishment
and upgrade of the transport infrastructure, construction of refineries. Their objective is not only to increase
the hydrocarbon exports but also to maintain the high standing among
the world leading oil and gas producing countries. Russia, on one hand,
is competing with Saudi Arabia on the global mineral resources market,
but on the other hand, our country is supporting this Arab state in its
“energy muscle building” efforts.
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BOOSTING OIL PRODUCTION
IS NOT EVERYTHING
Oil industry is the cornerstone of the Kingdom of Saudi Arabia well-being, accounting
for 80% of the budget revenues, 45% of
GDP and 90% of the export proceeds. Saudi Arabia which over a century ago was
among the founders of Organization of Petroleum-Exporting Countries (OPEC) is a
major crude oil supplier in the
world with its immense reserves
of the “black gold”.
Saudi Aramco, one of the
largest oil producing companies
in the world, is the crucial component of the national energy sector. It controls 98% of the oil/gas
resources of Saudi Arabia dominating the production, trans-

Saudi Arabia has not been gradually going
up recently but jumping up and dropping
sporadically.
The reason is that the Saudi government
does not mindlessly focus on getting the
production boosted up every year – there also are external factors to consider. The government has been trying to tie the production rate to the current market trends. Sau-

in reason, of course) by the government if
need be. His statements also knock the bottom from under the experts who claim that
Riyadh is bluffing and unable to increase the
hydrocarbon production rapidly.
The Saudi Arabia government plans to
raise the aggregated production capacity to
670 million tons per annum and to keep
75–100 million tons in reserve.

di Arabia has frequently used their reserve
capacities to make up for a disturbing gap
between supply and demand caused by any
negative event that may occur.
For instance, the global financial crisis of
2008 forced Riyadh to ramp up exports to
increase budget proceeds. Thanks largely to
the Saudi efforts a status quo has been reinstated on the European oil market after
the exports from Libya were temporary suspended in 2011.
Saudi Arabia has repeatedly volunteered
to cover oil shortage resulted from the sanctions EU and USA imposed on the Iranian
oil industry. However, Ali Al-Naimi, Saudi
Minister of Oil, said that the national production capacity was insufficient to cover
the losses incurred by the embargo on Iranian crude exports (over 3 million barrels per
day). Yet he pointed out that the daily production had increased dramatically.
According to QNB Capital, analyst
branch of the Qatar National Bank, the
Saudi Arabia’s daily production rate, including launching the reserve capacity, is
expected to reach 12 million tons by the
end of 2012.
In other words Al-Naimi does not rule out
the probability of production increase (with-

In light of the ongoing tensions in the
Middle East and North Africa it would be
safe to expect Saudi Arabia to boost its oil
production in near and middle term, but it
can also slow down. The first scenario is likely to take place if their neighbors have to cut
their exports due to acts of sabotage on the
oil transportation facilities. The second scenario might become a reality if any export
route used by Saudi Arabia gets blocked.

Thanks largely to the
Saudi efforts a status quo
has been reinstated on
the European oil market
after the exports from
Libya were temporary
suspended in 2011
portation, processing and distribution of the
hydrocarbons. Incidentally, the known Saudi
reserves have reached 262.6 billion barrels,
which represents 19% of the global pool.
According to the Russian statistics Saudi
Arabia is the second, after Russia, largest oil
producer (10 million barrels per day) in the
world. However, some European analysts
tend to disagree – in their estimation Saudi Arabia’s production rate hits 10.8 million
barrels per day while Russia is a bit slower
with 9.8 million barrels rather than the official 10.27 millions declared by official
Moscow. To prove their leadership Riyadh
claims going over the allowed quota repeatedly during the reporting period.
It’s worth mentioning that at the end of
2011 OPEC for the first time in several years
officially raised the production quota and
Saudi Arabia wasted no time in taking good
advantage of that. For instance, in 2012 the
daily production rate in the kingdom
reached record 11 million barrels (1.5 million tons). Saudi Aramco’s experts are convinced that the production capacity can be
increased up to 750 million tons per annum
within several years.
It should be noted that contrary to certain expert opinions oil production rate in

PRESERVE THE CURRENT ASSETS
AND DEVELOP THE NEW ONES
Saudi Arabia has benefitted immensely from
the fact that its crude oil varies in quality
from heavy to extra light. Save for AEL and
ASL the Saudi crude features higher sulfur
content. Light and extra light crude oils account for the two thirds of the overall production volume. Light brands are, for the
most part, produced onshore while heavier
grades originate from the offshore fields.
There are over 100 oil and gas fields in the
Saudi Arabia with 8 major fields containing
over one half of all national reserves. Most of
the fields are concentrated in the eastern part
of the country and the Persian Gulf offshore.
The largest oil fields include Ghawar (up to
250 million tons per annum), Safaniya (up to
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64 million tons per annum),
Khurais (up to 60 million tons
per annum), Shaybah (up to 37
million tons per annum).
The Saudi Arabia government intends to invest about $95
billion into new oil production
projects: $70 billion for the production expansion and $25 billion for the construction of new
refineries in an attempt to find
alternatives to Ghawar field,

which has had the largest (65%) contribution into the Saudi liquid hydrocarbons production over 60 years of operation.
In addition to the major promising fields
already in development Saudi Arabia has
approximately 70 fields in reserve. The experts believe that once developed such fields
would allow for increase the production rate
up to 18.2 million barrels per day by 2030.
Plans are also in place for drilling additional wells at the existing sites to make up for
the natural depletion of the mature fields.
The Saudi oil is traditionally extracted
using free flow method. However, with the
help of the leading global corporations (including but not limited to ExxonMobil, Royal Dutch Shell, Schlumberger) the Saudi
oilmen are currently learning to use the cutting-edge oil production technologies in addition to the more conventional methods.
For instance, Schlumberger and Saudi
Aramco have jointly developed and tested
StageFRAC system, which allows for doubling well productivity.
In addition, the Saudi oilmen have successfully used the horizontal directional
drilling technology at Khurais oil field. A horizontal well’s yield is 2–10 times higher than
that of a vertical one. HDD also reduces the
risk of water and gas cone rupture thus increasing the recovery rate. The HDD has
proved cost-efficient because it helps increase well flow rate by 150–400%, reduce
the total number of wells by 30%, cut the
drilling and field equipment installation
costs by 20–25%, cut the produced water
and gas treatment costs by 50%, increase the
recoverable reserves by 5–10% and delay installation of gas-lift and compressor units.
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There are over 100 oil and
gas fields in the Saudi
Arabia with 8 major fields
containing over one half
of all national reserves
Adopting the latest hydrocarbon production technologies Riyadh, undoubtedly,
lays the groundwork for further development of the oil industry, but there are still
some problems Saudi Arabia may have to
face in the future.
First, even such an oil producing giant as
Saudi Aramco has trouble increasing production rate without sizable sustainable financing. It requires serious investments to
enable further geological survey at the existing fields, whose yield Saudi oilmen are
seeking to increase.
Second, some fields cannot be developed without the latest drilling technologies which have never been used in Saudi
Arabia before thus necessitating involvement of foreign companies with vast experience in this area.
Third, unused drilling equipment is in
rather short supply these days hence the
rocketing lease prices, which is not going to
make the life of the Saudi oilmen any easier.

SAUDI ARABIA GAS INITIATIVE
Gas industry with 15% of GDP is the second
largest contributor to the Saudi Arabia
economy. The known gas reserves of Saudi
Arabia equal to 7.8 trillion m3 (4.2% of the
world number), which makes the Kingdom
number four after Russia, Iran and Qatar.
The national gas production has been
constantly growing but not a single cubic
meter is exported or imported because all
natural gas is consumed internally. As a result the production and consumption volumes are nearly the same.
The major consumers include the power plants, petrochemical and chemical in-

dustries, metallurgical and water desalination plants. About 13–14% of the natural
gas are lost in the course of the crude oil
production – flared and injected to maintain formation pressure.
Trip gas accounts for about 60% of the
proven reserves. Ghawar (one third of the
national reserves) and offshore Safaniya
and Zuluf fields contain the bulk of the trip
gas reserves. Also remarkable reserves are
concentrated in the Northern-West (Midyan
field in Rub Al Khali desert) and South-East
provinces (Shaybah oil field).
The total length of the gas pipelines in
Saudi Arabia exceeds 2,200 kilometers. The
Master Gas System comprises the gas transportation and gas processing facilities. There
are 7 gas processing plants in operation with
the total processing capacity of 92 billion m3
per annum while the transportation capacity amounts to 72 billion m3 per annum.
The main gas pipelines are located in the
Eastern province that connect the natural
gas fields with largest consumers. They use
a section of Iraqi pipeline (built in 1989)
traversing Saudi Arabia to transport “blue
fuel” to Janbu on the Red Sea coast.
In 2006 the national Ministry of Oil and
Mineral Resources in collaboration with Saudi Aramco developed Natural Gas Exploration,
Production and Consumption Strategy 2025
under which Riyadh intends to raise about
$20–25 billion to finance 10 projects in the gas
industry and increase the reserves of free (nonassociated) natural gas by 1.4 trillion m3 per
annum. According to estimates by Saudi
Aramco the domestic demand for the natural
gas will reach 150 billion m3 per annum, which
is nearly twofold of the current level.
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In addition, the government is determined to bolster the development of the gas
reserves and to upgrade the national gas
transportation system. Currently underway
is the development of Karan offshore gas
field, whose yield is expected, according to
Saudi Aramco, to hit 15 billion m3 per annum
this year. Plans are in place for the construction of the second phase of Shedgum-RiyadhJanbu gas pipeline to run for about 1,000 km
from the Persian Gulf to the Red Sea.
The government also expects to booster
the domestic gas consumption thus saving
more crude oil for export.
To be perfectly fair, it should probably be
mentioned that despite the immense reserves and growing needs there are still certain limitations affecting the gas production
in Saudi Arabia: high level of price subsides
and ever-growing costs of gas production,
exploration, processing and distribution restrict deliveries and investments hampering
the development of other industries and
slow down economic growth.
Adding the complexity of the situation is
the fact that most of the gas fields in Saudi
Arabia are “linked” with the oil fields or gas
is produced from the same wells as the
“black gold” making the gas production remain directly dependent upon the crude oil
production. Most of the new natural gas
fields discovered in 1990-s contain associ-

ated gas in the light oil wells especially in
Najd region south of Riyadh. That is why
the kingdom has been assigning top priority to finding non-associated gas in onshore
and offshore formations. According to Saudi Aramco only 15% of the country’s territory have been properly explored for gas.
To rectify this omission the country
launched Saudi Gas Initiative that calls for
increasing gas production and processing
through foreign investments.
In 2007–2010, LUKOIL Overseas spent
$500 million on drilling four exploratory
wells at two Module A’s oil fields in Saudi
Arabia under the said Initiative. After that
the wells were mothballed pending the final
decision by the Saudi government on the
feasibility and cost-efficiency of the project.
If will be remembered that the contract
territory of Module A is located in the heart of
Rub Al Khali desert of Arabia 260 kilometers
south-east of Riyadh. In 2010 the project successfully underwent the discovered field evaluation. The work was done at Mushaib-1 and
Tukman fields. Completed at the first site
were drilling and testing of Tukman-4 parametric well (which was mothballed for the
purposes of the technology selection and development of the stimulation program to get
yield). The second site saw additional testing
of exploratory well FYDH-LKSR-0002 (which
was mothballed for the purposes of study and

selection of the cost-effective methods of tight
gas reservoir development). LUKOIL Overseas has 80% in the project with Saudi Aramco holding the remaining 20%.
Vagit Alekperov, President of LUKOIL,
announced that Saudi Arabia had recognized the reserves discovered by his Company at Module A as gas condensate. Under
the kingdom’s law only national companies
shall be entitled to crude oil production. It
means that if the reserves had been declared
crude oil LUKOIL Overseas would have been
stripped of all rights to develop them.
In 2011, with the view to obtain a technology of tight gas development and production LUKOIL hired an international engineering company to find a technical solution that would allow for reaching maximum yield to commercialize the reserves.
Based on the study and review results the
field development was found cost-efficient
providing that the purchasing price (set by
the government) of the natural gas is increased notably. Agreement was reached
with Saudi Aramco to make price changes to
the current production contract. Negotiations are underway with Riyadh on this particular matter. If the parties reach a consensus on the proposed changes the new technologies are to be tested in parallel with further appraisal of the reserves in Tukman and
Mushaib fields. !
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UKOIL’s activity in the Kingdom of Saudi Arabia began
in March 2004, after the win
of the Company in the tender
for exploration and development of Block A at the Rub alKhali desert, and signing a
contract with a validity of 40
years. To implement the project, LUKSAR, the joint venture
of LUKOIL Overseas (80%)
and state-owned oil company
Saudi Aramco (20%), was established. In summer 2004, an
office of LUKSAR was opened
in Al Khobar (Eastern
Province). Block A, with an
area of 30,000 km2 is situated
in the northern part of the Rub
al-Khali desert, alongside the
world's biggest oil field –
Ghawar. The first phase of the

project (exploration) took 5
years. During this period LUKSAR completed reprocessing
the seismic data of prior years
(more than 8,000 km), conducted field seismic 2D, 3D
and 3D-Sparse surveys in the
amount of 8,750 linear km,
processed and interpreted the
data, drilled nine deep exploration wells and opened two
fields – Tukhman and Mushaib.
The operator then renounced
a right for 90% of the original
area of Block A (there were
2,900 km2) and focused on the
assessment of the discoveries,
which provided drilling five
appraisal wells and 3D seismic
performance of more than
1,500 km2. The field first appraisal well at Tukhman was

LUKOIL

LUKOIL IN SAUDI ARABIA

drilled in 2010. According to
the results of research and
evaluation of field development was found to be effective, provided a substantial increase in the purchase price of
natural gas (set by the state).
Studies were carried out in
2011 on economically viable
technologies for extraction of
tight-gas reserves in reservoirs

with low permeability at the
Tukhman field. Joint proposals
with Saudi Aramco are being
prepared for negotiations with
the Saudi Arabian Government is concerning changes in
contract terms in order to continue economically viable
work on the project. A decision
on further work is expected in
the near future.
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TRADE

VOICE OF GENEVA
COMMODITY TRADING
Oil of Russia magazine talks to Jaсques-Olivier Thomann,
President of Geneva Trading & Shipping Association (GTSA)

G

ENEVA TRADING &
SHIPPING ASSOCIATION (GTSA) is a
non-profit-making
organization established on September 30, 2006. One
of the founding members of GTSA
is LITASCO – LUKOIL’s subsidiary
responsible for oil major’s international trading activities. The
Association represents the interests
of the Geneva-based community of
international trade, freighting of
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goods and financing, and services
related to it. GTSA, in collaboration with different specialized
institutions, has developed different types of training programs to
either allow employees to upgrade
their knowledge or students to
start their careers in an industry
full of opportunities. LITASCO
and other “local” oil traders, who
are interested in top-flight employees, actively cooperate with GTSA
in this area.

Q: What was the impetus for creating Geneva
Trading & Shipping Association in 2006? How
has the Association changed through these
years?
A: Geneva has a long history as a center for
international trade and negotiation; it is a
commodity trading hub that has developed
over the years.
Indeed, after the destruction in Europe
caused by World War II, the infrastructures in Geneva/Switzerland were good,
and the political system stable, it was the
perfect location for international companies to settle. Moreover, following Nasser’s coup d’etat in Egypt, many cotton
traders moved out and some chose Gene-
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va. The city also benefited from oil trading companies moving here after the first
and second OPEC oil price hikes in 1973
and 1980, respectively. With the collapse
of the USSR it was the turn of some Russian firms to choose Geneva as their new
base. Switzerland has also long associations with Asia, when the Orient Express
chose Lausanne as one of its stops, this
made the region attractive to traders of
the time. So too did the expansion of Nestle in Vevey.
The lemanic region has therefore become over the years the only hub gathering
almost all different actors of commodities:
commodity finance banks, commodity
traders, shipping and inspection companies, auditors, lawyers and other service
companies.
Six years ago, no one had yet quantified
the Trading Hub. However, numbers of key
commodity trading or shipping companies
were of the opinion that the industry had
taken so much importance in Geneva and in
Switzerland that it was necessary to organize and represent our activities to the authorities.
This is why in 2006 actors such as
Cargill, SGS, BNP Paribas, Vitol and LITASCO have decided to create an Association on
the impulsion of Geert Descheemaeker,
then Secretary-General of GTSA and Chairman and CEO of Sam Shipping.
One of the main motivations was the
lack of training and public communication
in Geneva. And because there was no
spokesperson for the sector, there was a real risk that the authorities, not knowing the
specificities and the significant role of commodity trading, could take initiatives with
negative consequences on the industry.
In 2012, GTSA has become ideal contact for the local and national authorities
for all matters related to the sector. The
Association has made an inestimable contribution to the promotion of the region as
a center of global know-how in international trading, notably through the creation of two successful and innovative academic programs with the University of
Geneva.
The Association represents now more
than 70, large, medium, small size companies and banks active in trade finance.
Q: How important is the commodity trading sector
to the Geneva and Swiss economies?
A: The sector is very important for the following reasons:
• It contributes to about 10% of cantonal revenue in Geneva.

• A true cluster of excellence in commodity trading and related finance.
• An estimated 8,000 employees work
directly in the sector.
• There are about 400 trading/shipping
companies in the region.
• One third of exported crude and derivatives in the world is traded through
Geneva.
• Switzerland is ranked first for coffee,
cereals and vegetable oils.
• Geneva is ranked first in Europe for
sugar and cotton equally with London .
• 22% of world movements of “dry” –
iron minerals, coal, grain – are traded
through Geneva.
• 10% of global steel trades are initiated from Geneva.
Q: How many people are employed in the sector?
Where did these people come from?
A: An estimated 8,000 employees work directly in the sector in Geneva and the Canton de Vaud.
A lot of service companies are gravitating around commodity traders, such as auditors, ship brokers, insurance or recruit-
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GTSA has made an inestimable contribution to
the promotion of the
Geneva as a center of global knowhow in international trading

ment agencies, same for lawyers. We estimate that these represent from 1,000 to
2,000 additional employments.
All nationalities are represented; commodity trading is, by definition, an international business. Being located in Switzerland, the majority are of course, Swiss and
Europeans.

Q: What are the major projects in which GTSA is involved now?
A: We offer to our members and the community the sharing of knowledge and experience within our sector through various
working groups and, when appropriate, we
represent the view of our members to the
authorities, other official bodies and the
media.
The Association works therefore on the
development of projects which have a common interest for our members.
One example is education and the creation of academic programs, including a

Master’s Degree given by the University of
Geneva, for young people who wish to
make a career in this business sector and we
are still implanting further training programs to offer young people interesting career perspective in our industry.
Another example is the eGTSA Software.
A service (Saas) cloud based solution to the
challenge of managing Documentary Credit exchanges between trading companies
and multiple banks.
Q: What are, in your view, the main current challenges for GTSA? What do you see as the mission
of GTSA in the long term perspective?
A: The world is changing at tremendous
speed and GTSA constantly adapts. To enter
a further phase of development, GTSA will
strengthen its team to better promote the
success and reputation of our community in
Switzerland. We will carry on developing
projects of common interest to the industry
creating fruitful synergies between our
members and partners.
Moreover, while we enjoy good dialogue with local and national authorities
enabling us to explain the specificities of
our sector, we also wish to intensify the
discussions with leaders, regulators, public opinion and the media so that they have
a better understanding of the diversity and
specificities of our industry. This is essential for all.
Q: How large is oil and gas traders’ representation
in GTSA?
A: GTSA gathers companies active in soft
commodities, metals and energy but also
shipping companies and banks or service
companies, such as the SGS or Cotecna.
One third of exported petrol in the world
is traded through Geneva. Oil trading companies are well represented in GTSA: a third
of trading companies members of GTSA are
oil/energy traders.
Q: How significant is the role of Russian oil companies in the activities of GTSA?
A: We are very pleased of counting Russian
oil companies among GTSA Members, such
as LITASCO who has proven to be a strong
ally in developing the Geneva trading hub
and is contributing to the education of
young professionals through the Master
and the Diploma. The recent visit of the port
of Rotterdam organized by LITASCO is a
fantastic occasion for the students to better
grasp all difficulties that can arise in a port
and better understand the significance of
their daily tasks when they are back at
work.
— Vladimir Akr amovsky
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ENERGY DIPLOMACY

THE MERIDIAN
OF OIL DEVELOPMENT
ARTYOM GALOCHKIN

On Russia’s energy diplomacy priorities

STANISLAV ZHIZNIN, D. SC. (ECON.), PROFESSOR OF MOSCOW STATE INSTITUTE
(UNIVERSITY) OF INTERNATIONAL RELATIONS, PRESIDENT OF THE CENTER
FOR ENERGY DIPLOMACY AND GEOPOLITICS

S

ITUATED IN A UNIQUE GEOGRAPHIC LOCATION AND OCCUPYING A STRATEGICALLY IMPORTANT PLACE IN EURASIA, Russia
also possesses the largest supplies of primary energy resources in
the world, a developed industrial infrastructure, and substantial
intellectual potential in the fuel and energy complex. At the same
time, the significant deterioration in the fixed assets and technical state of the
country’s energy complex and related branches prevents Russia from tapping
its full potential in the world energy industry as a supplier of state-of-the-art
energy technology and equipment.
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FORMATION OF RUSSIA’S
ENERGY DIPLOMACY
One of the main components of a state’s
strength in the contemporary world is its fuel and energy complex. The role of the fuel
and energy complex in the strength of any
country is largely defined by its supplies of energy resources, the level of their production
and consumption, the technological state of
the relevant infrastructure, and the existence
of modern transnational corporations.
After the energy crisis of the mid-1970s,
energy began to play just as an important
role in world politics as the military factor.
Guaranteeing energy security, ensuring access to resources and sales markets abroad,
implementing energy projects, maintaining
stability in the energy markets, and so on all
belong to the sphere of competence of foreign policy and diplomacy. Some states
have formed a foreign energy policy and energy diplomacy that occupy a key position
in their general foreign policy and diplomatic activities. Close cooperation between
foreign policy departments and energy
companies, as well as the active role of the
latter on the international arena as independent players are important features of
today’s energy diplomacy.
After the collapse of the Soviet Union and
the subsequent significant geopolitical and
economic changes, Russia, which has set its
strategic course toward integration into
global economic relations and the world energy industry, was faced with the need for establishing its cooperation relations anew
with the main entities of world energy policy and diplomacy, i.e., states, international
organizations, and transnational companies.
In the mid-1990s, an energy vector began to
form in Russia’s foreign policy and diplomacy called upon to assist its promotion as one
of the most important and authoritative participants in international energy cooperation
at the global and regional levels. All of this
is creating objective prerequisites for Russia
to assume the role of a leading energy nation
capable of having a serious impact on the
world economy and geopolitics.
It is important in this respect to note that
today Russian operators occupy a more
prominent place in the international energy market and are gradually acquiring the
attributes of contemporary transnational
companies. However, when carrying out
foreign economic activities, Russian energy
companies are having to deal with large
transnational corporations that have a significant advantage not only with respect to
financial-economic, technological, and
managerial potential, but also in terms of

diplomatic experience at the corporative
level. This is posing Russian diplomacy the
task of learning not only to systematically
and efficiently uphold the foreign economic interests of the Russian fuel and energy
complex, but also to use the energy factor as
a foreign policy tool keeping in mind the
geopolitical and foreign economic realities.
The priorities of Russian energy diplomacy are determined by our country’s
unique position in the world energy industry and world energy policy. On the one
hand, Russia is an active participant in the
countries that belong to the Group of Eight
and are net importers of energy resources.
The global energy interests of these countries boil down to ensuring long-term and
reliable deliveries of imported energy resources at reasonably low prices.
On the other hand, Russia also belongs to
the group of leading net exporters of energy

ing an important place on the agenda of the
G-8, G-20, and BRICS. Russia is participating in the energy resources producer-consumer dialogue within the framework of
regular sessions of the International Energy
Forum (IEF). In 2014, the IEF ministerial
meeting will be held in Russia.
Russia’s regional energy diplomacy priorities are largely determined by the
prospects for significantly expanding energy cooperation in the northwesterly, easterly, and southerly directions. Special emphasis is being placed on the development
of energy cooperation in the post-Soviet
space. The energy factor is playing a key
role in Russia’s policy in the CIS, the Russia
and Belarus Union State, and the Eurasian
Economic Community.
The country’s energy strategy is oriented
toward wide-scale incorporation of the hydrocarbon resources of the Central Asian
countries of the CIS, including
the Caspian countries, into Russia’s fuel and energy balance.
The energy factor is playing a key role in
In the near future, the EuroRussia’s policy in the CIS, the Russia and
pean region will continue to be
the main sales market for RusBelarus Union State, and the Eurasian
sia’s oil and gas resources. One
Economic Community
of the ways to uphold the interests of Russia’s fuel and energy
resources, the global energy interests of complex in the region is through the Russiawhich boil down to ensuring the long-term EU Energy Dialogue. The Energy Charter
and stable receipt of revenue for the export Treaty, if it is reformed to meet Russia’s inof these resources at reasonably high prices. terests, could form an important component
It stands to reason that the interests of in the legal framework of energy cooperathese groups of countries do not always co- tion in the Eurasian space.
incide, which is evidenced by the recent deThe Asia-Pacific Region (APR), which is
velopments in the world energy markets. So among the priorities of Russia’s foreign enRussia, by primarily upholding its own in- ergy policy, is playing an important role in
terests in the energy vector of foreign eco- Russia’s energy policy. The energy sphere is
nomic policy, objectively takes both of these one of the key elements in relations with the
factors into consideration, which promotes APR countries within the framework of Asiaan increase in the country’s international Pacific Economic Cooperation (APEC). Rusauthority.
sia will chair the next APEC summit in September 2012 in Vladivostok. Great prospects
for the export of Russian oil and gas are openGLOBAL AND REGIONAL
ing up in this region owing to the significant
PRIORITIES
When considering the global priorities of increase in demand for these resources in
Russia’s multilateral energy diplomacy, it several countries of Northeast Asia. The enshould be noted that since 1998, Russia has ergy factor is playing an important role in the
been participating as an observer in regular activities of the Shanghai Cooperation Orsessions of the OPEC Conference of Oil Min- ganization (SCO), within the framework of
isters. Since 2001, Russia has been cooper- which an energy club is being formed.
ating with the leading gas producers by parThe regional priorities of Russia’s enerticipating in the Gas Exporting Countries gy diplomacy include diplomatic support of
Forum (GECF), which was established as a international projects affecting the country’s
full-fledged international organization in foreign economic and geopolitical interests
2008. Since 1994, our country has been de- in the European and Asian vectors. Attenveloping cooperation with the Internation- tion is focused on several international projal Energy Agency (IEA). On Russia’s initia- ects in the Caspian region and Central Asia
tive, the energy problem has been occupy- that affect Russian interests. Regulating the
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legal status of the Caspian is a strategically el and energy complex, which is inconceivable without international partnership,
important task of Russian diplomacy.
The energy factor in many respects influ- technological matters are finding their way
ences the nature of Russia’s bilateral relations onto the agenda of Russia’s bilateral and
with 90–95 countries in the foreign econom- multilateral cooperation. This primarily
ic and foreign political spheres. The US, refers to an energy dialogue with the EU
France, Germany, United Kingdom, Italy, sev- countries. At the Russia–EU summits held
eral small and medium countries of Western in 2010–2011, the Russian and European
Europe, the CIS and Baltic countries, Turkey, Union leaders focused their attention on cothe Central and East European countries, Chi- operation issues in energy. When discussing
na, Japan, Korea, and other APR countries can the energy theme at the mentioned meetbe singled out among the energy
importer countries. In this respect, it is worth noting the high- The Energy Charter Treaty, if it is reformed to
er level of activity in bilateral energy cooperation, including in the meet Russia’s interests, could form an
form of energy dialogues, as well important component in the legal framework
as formation of a regulatory and
legal framework and mechanisms of energy cooperation in the Eurasian space
for carrying out energy cooperation with several of these countries. Bilateral ings the practical aspects of the activities of
relations are developing with exporter coun- the Partnership for Modernization were extries, among which the Persian Gulf, North amined. New opportunities for cooperation
African, and Latin American countries, as well with the EU within the framework of the
Partnership could open up due to the plans
as Norway, can be singled out.
of the Russian leadership to resolve the
RESOURCE AND TECHNOLOGICAL problems of raising energy efficiency and
improving the situation in energy savings,
ASPECTS
Until recently, the main priorities of Russia’s which presumes solving large-scale tasks to
energy diplomacy have been determined renovate outmoded equipment in the fuel
more by raw material than technological fac- and energy complex and its related branchtors, such as resolving foreign economic and es. The technological aspects of mutual enlegal problems of energy resources produc- ergy security occupy an important place in
tion and transportation, ensuring stability in the work of Russian and European experts
international sales markets for these re- in preparing a Road Map of Russia–EU Ensources, and so on. This particularly applies ergy Cooperation until 2050.
Russia is developing energy cooperation
to rendering diplomatic assistance to expand
the export of Russian oil, gas, and the petro- with several EU countries, among which
leum and gas products and to implement Germany should be singled out. In particularge international projects. It also applies to lar, a Russian-German Energy Agency has
encouraging the participation of our compa- been established and is actively functioning,
nies in developing fields abroad; choosing within the framework of which cooperation
the most acceptable routes from the view- is being carried out in energy efficiency and
point of Russian interests for transporting the development of alternative energy.
Energy issues, including those relating to
hydrocarbons to foreign markets; ensuring
free passage of tankers carrying Russian oil modernization of the fuel and energy complex, are among the priorities in relations
through the Black Sea straits, and so on.
Nevertheless, due to the need to mod- with several APR countries. This primarily
ernize or rather re-industrialize Russia’s fu- applies to the Russia–PRC Energy Dialogue,
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within the framework of which technological aspects of energy cooperation are being
discussed. There are also good prospects for
developing relations with Japan, the Republic of Korea, Australia, Canada, and other countries of the region.
Russia’s energy relations with the Unites
States should be given special attention. As
we know, the Russia–US Energy Dialogue
began in 2001 and two business energy
summits were held within its framework
(October 2002 in Houston and October
2003 in St. Petersburg). However, this Energy Dialogue later ground to a halt and
went no further. When the Barack Obama
administration came to power, an agreement was reached between the leaders of
the two countries to form a Russian-American Bilateral Presidential Commission in
which a Working Group on Energy would
function with a focus on energy efficiency
and new energy technology issues. Taking
into consideration the previous experience
for raising the efficiency of the Working
Group’s activity, it was suggested that a permanent business forum on cooperation in
energy be organized that could serve as a
tool for putting the plans and ideas elaborated by the Group into practice. It was proposed that the Chambers of Commerce and
Industry and other business associations of
both countries be involved in its formation.
When evaluating the technological aspects of Russia’s bilateral energy cooperation with several countries that have a modern industrial base, it is worth noting that
its practical efficiency would be much higher if it boasted permanent institutions for
partnership between foreign and Russian
business in modernizing the Russian fuel
and energy complex. So far the main interest of foreign partners in Russia is limited to
the raw material branches, as well as to the
implementation of pilot projects in the environment and energy efficiency largely financed by the budget of a few countries.
The matter has still not gone as far as participation in projects to develop the production of state-of-the-art equipment. !
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RENEWABLES

WINDS
OF
CHANGE
SIEMENS

Oil of Russia magazine
talks to Stefan Gsaenger,
Secretary General of World Wind
Energy Association

of this industry bright. Nowadays,
wind energy has reached a competitive level with fossil fuels in
many countries, and in some
states it has become a corner stone
of electricity generation.

W

IND ENERGY
IS ONE OF
THE MOST
PROGRESSIVE SECTORS of the global energy industry. Increasing prices for fossil
energy, the pressing necessity to
mitigate the climate change and
the growing cost-effectiveness of
wind turbines make the long-term
prospects for further development

Q: Mr.Gsaenger,what kind of work does the WWEA
do to promote the advancement of green energy?
A: WWEA is a non-profit organization with
members in more than 100 countries, all
over the world. Our main objective is a global energy supply system that is based on renewable energy, with wind energy as a key
component. Hence we promote the utilisation of wind power globally. We do this by
enhancing exchange of experience and information within the wind sector, by enhancing technology transfer and of course
by advising governments and international organizations.
Some of our major success stories are the
adoption of the first Chinese renewable energy law in 2005, shortly after our World
Wind Energy Conference in Beijing, the first
North American feed-in legislation in North
America, which the Canadian province Ontario introduced after our WWEC 2008, and
the creation of the International Renewable
Energy Agency IRENA.

In the future we will continue to work on
the creation of new markets, and in this
sense our focus will be on countries like
Russia who have not yet started wind energy utilisation in spite of huge potentials.
Q: What is the current share of wind energy in the
global green energy industry? How large is global installed wind energy capacity according to
WWEA’s statistics?
A: Worldwide, the capacity of installed wind
farms has now crossed 250,000 MW,
enough to cover around 3% of the global
electricity demand. Some countries have already reached shares of 10% like Germany,
or 20% and more, like Portugal, Spain or
Denmark. Amongst the “new” renewables,
wind energy has by far the highest share. Of
course countries without major fossil resources have started to introduce wind
power on a large scale, however, in the
meantime we can also see a huge interest in
some of the big oil producing countries, including the countries in the Middle East like
Saudi Arabia, or Canada.
In some parts of the world, not only in
Denmark and in the North of Germany, the
wind industry has already become a key pillar of the industry in general, one of the
largest taxpayers as well as employers. We
estimate that the wind industry worldwide
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employs today more than half a million people, and that by the middle of this decade
it will be around one million clean jobs.
Q: How competitive is wind energy commercially
comparing it to major conventional and alternative energy resources these days? Do you expect
some changes here in the foreseeable future?
A: Today, when we compare new investment,
wind energy is already one of the cheapest
forms of electricity generation. At recent auctions in Brazil, wind power was able to beat
all other forms of electricity generation, including of course nuclear power, but even
gas and hydropower. And the prospects are
even brighter it can be expected that the
costs for wind power will go down further
while the prices of fossil fuels will increase.
Hence in the long term we can expect
that wind power will be the baseload power, delivering electricity at unbeatable cost.
Other sources will be used when there is no
wind blowing.
This cost advantage of wind power becomes even more obvious when we take into
account the external effects of burning fossil
fuels like climate change or the damages that
are caused by nuclear power, like two decades
ago in Chernobyl or last year in Fukushima.
Q: What countries are most advanced today in the
sphere of wind energy?
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Therenewableenergypotentials, be it wind power,
solar energy, bioenergy,
hydropowerorgeothermalenergy,are
much higher than the fossil resources,
andtheywillneverdeplete–especially
Russia should take this into account,
if it wants to secure its position as a
energy exporter in the long term

A: In terms of total installed capacity, China
is leading the world today with around
70,000 MW of total capacity installed in the
country. The USA are number two, followed
by Germany, Spain, and India. These five
countries are still representing the major
share of wind power capacity, although new
markets are showing fast growth, especially
in Eastern Europe as well as in Latin America. In terms of share of wind power in the
electricity supply, Denmark is number one,
with now almost one quarter of its electricity coming from wind, followed by Portugal
and Spain, where wind contributes almost
one fifth. In Germany as one of the largest industrialised countries, wind power generates
currently 10% of the country’s electricity.

Q: And what countries or regions do you believe to
be especially perspective from the standpoint of
their untapped wind energy capacity? What do
you think about Russia's wind energy potential?
A: Russia, without doubt, has by far the
world’s largest wind potential – and is at the
same time the country that has so far practically not made use of this huge resource.
We have recently published a report on
the status of wind power in all CIS countries. Unfortunately, the main conclusion is
that the region is quite far behind the rest of
the world, with a total capacity of only a bit
more than 200 MW, most of which has been
installed in the Ukraine. This represents less
than 0.1% of the world wind capacity.
The main reason is probably that decisionmakers in these countries have not yet understood the need to invest in such new technologies, as many of them are blessed with
fossil resources. However, the renewable energy potentials, be it wind power, solar energy, bioenergy, hydropower or geothermal energy, are much higher than the fossil resources, and they will never deplete – especially Russia should take this into account, if
it wants to secure its position as a energy exporter in the long term. It is very important
to understand that renewable energy is landbased and that their potential is generally
speaking directly related to the available land
mass. This alone tells us that Russia must be
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Q: Rare earth metals are among essential components of building wind turbines. Today, China almost has almost a “monopoly” in production of
these metals. Is this a serious obstacle for the wind
energy industry development?
A: Firstly, not all wind turbines need such
material – most wind turbines available today on the market do not need rare earth
metals in large quantities. Of course there is
a rather new generation of generators entering the market which would require a
substantially larger amount, as they use
permanent magnets. However, the general
fate of our industry does not only rely on
this, as there are several alternative options.
And in the mid-term, it can be expected that
the rare earth supply will become less limited, as several countries have started to develop their rare earth resources. Russia can
certainly play an important role in this as
well. The main materials for wind turbines
anyway are steel and copper – hence an increase in steel or copper prices, like a couple of years ago, may indeed have a detrimental impact on the wind turbine industry. Although also here the industry has developed alternative options: turbine towers

SIEMENS

blessed with wind power and other renewable resources. I am also sure that the current
wind potential assessments are by fat underestimating the wind resources of Russia.
A wise and long-term energy strategy
would certainly focus on wind power and
other renewable energies and gradually decrease the reliance on fossil resources. In the
long-term, the CIS countries may even become exporters of renewable energy, to its
Western as well as to its Eastern neighbours.

‘‘

When we compare new
investment, wind energy
isalreadyoneofthecheapest forms of electricity generation

don't need to be made from steel, but can be
made from concrete, and one company
even offers wooden towers.
Q: Some opponents of wind energy assert that
wind turbines have their environmental drawbacks like noise pollution and danger for birds,

GLOBAL WIND ENERGY’S TOTAL INSTALLED CAPACITY
IN THE 1ST HALF OF 2012, MILLIWATT
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bats and even to sea fauna (in case of offshore construction). How would you comment on this?
A: The negative environmental impacts of
wind turbines are very small, especially when
compared with fossil or nuclear power generation. Once people have ever visited a wind
farm, they understand immediately that
noise is not really a problem – every highway
is much louder. Negative impacts on birds or
bats can be avoided by proper planning and
siting of the specific project. And a wind farm
can be decommissioned after its lifetime without leaving major ecological burdens, even
the tower foundation can removed and the
place can practically be completely restored.
Q: How do you assess near-term and long term
prospects for the global wind energy industry?
A: The long-term prospects for wind power
are excellent. On the one hand, we can expect
increasing prices for fossil energy sources, as
well as an increasing need to mitigate climate
change and other environmental pollution.
On the other hand, wind energy will become
even more cost-effective, and the wind potentials are huge all over the world.
Of course, at the moment the manufacturing industry is in a consolidation phase.
There is an increasing competition on the
market for wind turbines, and new competitors e.g. from China have entered the global
wind markets. However, in a couple of years
this consolidation will have lead to an even
stronger wind industry, and still new players
will come up, in world regions such as Africa,
Latin America and hopefully one day also in
Russia.
– Vladimir Akr amovsky
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TECHNOLOGY & INNOVATION

PRODUCTION

PERM INNOVATIONS
IN ACTION
The enterprise’s success is guaranteed by active practical application of various
innovative developments

STANISLAV SLYUSAREV

T

HE ANNUAL
INCREASE IN THE
VOLUMES OF OIL
AND GAS PRODUCTION and the constant
increase in the recoverable reserves of hydrocarbons are the
main indicators of JSC LUKOILPERM’s successful activities.
IN THE TECHNOLOGICAL
FOREFRONT
Over the last ten years, more than forty oil
fields with reserves of 26 million tons have
been discovered in a region already well
surveyed from the geological point of view.
New techniques allowed the Perm oilmen
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to look at long since discovered formations
from a different angle and find what previously remained “off the screen”. Moreover, in Kama Region, they managed to
achieve 100 per cent success in exploratory drilling – for several years now, all their
exploratory wells have been productive. In
the near future, it is planned to launch
drilling small-diameter exploratory and
production wells on part of the fields. This
efficient technology will allow development where construction of ordinary wells
does not justify the costs involved or where
drilling needs to be carried out within the
bounds of existing cluster sites. At its facilities, the enterprise is regularly applying
new trends in hydrofracturing technologies
and plans to start multi-zone rock hydrofracturing soon, in order to ensure maximum contact with reservoirs and increase
well flow rates substantially.

For the purpose of further improving of
the main production processes, a center has
been set up at the company for collective situations analysis, consisting of an innovative
high-tech software and hardware complex for
performing a broad range of works and conferences of any level. With the help of the center, equipped for two-dimensional and threedimensional visualization of geological and
geo-physical data, joint expert assessments
are conducted at the company geological and
hydro-dynamic models as well as comprehensive expert reviews of data interpretation
results and model-building of geological facilities, design of well trajectories, a search for
unworked reserves and promising sectors,
and analysis of financial and economic indicators of projects in the sphere of field exploration, development and production.
In 2011 the Perm oilmen were the first in
the country to introduce an intelligent field

TECHNOLOGY & INNOVATION

project, this being a fundamentally new oil
production complex for on-line monitoring
and remote control of the production
process, with minimum service personnel
participation. By means of this bold technological innovation, JSC LUKOIL-PERM not
only demonstrated a non-standard approach
to fulfilling the tasks facing the industry, but
also offered basically a revolutionary new approach to developing oil fields, the essence of
which lies in increasing labor productivity.

culations indicated that the annual saving
might, for just one production department,
amount to 266,000 kWh. A regular trailblazer, who has already had several dozen
innovation proposals implemented to his
credit, Vladimir thought up a way of cutting
production facility maintenance costs. He
proposed heating control and measurement
instruments premises with self-regulating
heating cables, which are easy to install
within electronic devices rather than to heat

WORKING TOWARDS A RESULT
At a number of other LUKOIL-PERM fields,
micro-turbine power plants are being introduced that are based on units made by the
American firm Capstone, which work on associated gas. This equipment, first tried out
by the enterprise in 2009, has already
proved its efficiency at remote and low yield
oil production sites. So far, five micro-turbine power plants have already been introduced at the LUKOIL-PERM Group fields
and, by the end of the year, there will be another four such units in operation.
Pumps manufactured by the German firm
Sulzer, which are new to Russia, have been
introduced in four oil and gas production departments of JSC LUKOIL-PERM all at once
and they have reduced substantially the producers’ operating and energy costs. The new
units are unique as their blade wheels are located back-to-back. Moreover, the service
life of this equipment is at least twenty years,
whereas an ordinary pump lasts for only a
third of this. The warranty period is also impressive: the innovation will require an overhaul only in 12–13 years.

A CREATIVE APPROACH
A distinguishing feature of the Perm enterprise is considered to be the fact that ideas
often arise thanks to the creativity of its
workers themselves. It is fortunate that all
the necessary conditions have been created
at the company for employees to be guided
along a scientific and technical path. And
this brings its fruits. For instance Sergey
Semiekhin a young specialist in the Chief
Power Engineer Department and a recent
prize-winner of the annual competition
held by the enterprise for the best energysaving idea, put forward a concept for compensation of reactive power. Its implementation has reduced the electric power used
by the production facility by up to 2%.
It is still to be established what benefit
will come from a development by another
competition winner, Vladimir Rusin, head of
the EC&I service of Oil and Gas Production
Department No. 2. Even so, the author’s cal-

The rationalization movement is one
of the important ways to make the oil
production company more efficient
them with electric furnaces, which cost a lot
to run. The most vulnerable to the weather
conditions are controllers used in automated control systems. Practice shows that the
micro-processors inside them do not always
stand up to the minimum temperatures stated in the instrument’s characteristics. Addition to these of a few centimeters of a special
cable with a resistance sensitive to the air
temperature is a cheap and effective way to
get rid of many “freeze-time” problems. The
innovation’s author has not only successfully implemented his idea at the production
sector for which he is responsible but has al-

so had the manufacturer of the controllers
agree to a modification of their design.
The rationalization movement is one of
the important ways to make the oil production company more efficient. For the oilmen
of the region, where many of the fields are
in the later development stages, innovation
is, of course, absolutely vital. Every year,
several dozen people put forward their
ideas and the majority of these projects are
ultimately put into production.
Within LUKOIL-PERM, the ideas behind
scientific and technical developments occur
both on the oil fields and at the work places.
Suffice it to say that the company has, today,
intangible assets consisting of 25 patents to inventions and 11 patents for useful models.
Last year, at one of the oil fields, they thought
up a modernized stuffing box for MDS-10 dewaxing units. These device ensures the required hermetic sealing of the well mouth and
thus precludes accidents connected with possible oil spills and gas leaks. As a result, this
equipment is successfully operating at four
wells and a relevant patent was recently issued
for a “Lubricator Stuffing Box” useful model.
A creative approach to fulfilling production tasks is demonstrated not only by individual authors but also by whole teams. Recently, engineers of several technical departments of the enterprise’s administration improved the drive of the team pumping unit for stripper wells. As an alternative
to the current one, they developed a low capacity arc-stator motor (about 5 KW), with
the requisite torque factor given 100–200
revolutions a minute. This resulted in a rise
in the efficiency of the team pumping unit
drive along with, a reduction in the capacity of the electromechanical transducer and
the load on the bearing units.
The enterprise intends to roll out these
and other promising devices on a serial production basis and receive substantial profits “on the side”. Currently, LUKOIL-PERM
already has ten agreements in place for sale
of licenses for other organizations to use inventions or useful models. Moreover, the
term of some of these agreements exceeds
ten or more years.
It is not surprising that, in the first half of
2012, LUKOIL-PERM outstripped its previous indicators for production of both oil (by
6%), and gas (by 21%). In addition, 40%
more rock has been drilled. By the end of
the year, the company plans to produce over
13, 300,000 tons of oil and 1 billion 210
million m3 of gas. Considering the Perm oilmen’s technical innovation endeavors, it is
quite likely that these indicators are far
from their limit. !
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SPORTS

LONDON’S
GOLDEN MOMENTS
The Russian team did well
at the Summer Olympics in London

VLADIMIR ROGOV

RETURN TO LONDON

ROM JULY 27,
THROUGH AUGUST 12,
2012, the 30th Summer
Olympic Games were
staged in London, and
from August 29, through September 9 – the 14th Paralympic
Games. Financial support was
provided to the Russian athletes
by a number of leading Russian
companies, including LUKOIL, a
founding member of the Russian
Olympians Support Foundation.

London was hosting the Olympic Games in
2012 for the third time in their history and it
was in this city that, in 1908, Russian athletes
performed their brilliant debut in the
Olympic Games. The 4th Summer Olympic
Games, in England, were attended by only six
Russian athletes, three of whom won medals:
figure skater Nikolay Panin-Kolomenkin won
the gold and wrestlers Nikolay Orlov and
Alexey Petrov won silver medals.
A century later, London was again generous with medals for the Russian team. Russia came fourth in the medal count, after
China, the United States and Great Britain,
having won 24 gold, 26 silver and 32 bronze
medals. In the Paralympics, Russia’s 36 gold,
38 silver and 28 bronze medals put it in second place in the total rankings, behind Chi-

F
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na. It must be said, that London 2012 was
the first time the Paralympic Games were fully integrated into the Olympic Games, with
the events taking place at the same venues
and the preparations made by a single organizing committee.
In this, the most anticipated sports event,
almost 15,000 Olympians and Paralympians
took part, competing in 26 Olympic and 20
Paralympic sports. Russia was represented
by 436 Olympians and 146 Paralympians.

THE CREAM OF THE CREAM
On the first day following the opening ceremony of the Olympic Games, Russia took its
first gold medal. Judoka Arsen Galstyan was
victorious in the under-60 kg category. This
victory was particularly special, since it was
Russia’s first ever gold medal in this event

SOCIAL RESPONSIBILITY

RUSSIAN FREE-STYLE wrestler Natalia Borobyova on
her road to the victory won the former Olympic
champion Wang Jiao in the semi-final

ITAR-TASS (X6)

IN THE SYNCHRONIZED SWIMMING, Russia took all
two gold medals – in duet and team competitions

ALIA MUSTAFINA was the most decorated gymnast at
the 30th Summer Olympics, having won 4 medals
including the gold in the uneven bars final

THE GRECO-ROMAN WRESTLER Roman Vlasov (right),
who already won European Championship this year,
added the Olympic gold of London to his collection

(not counting the 7 gold medals of the USSR
and CIS teams before 1992). Over the next
four days of the Games, Russia was again
brought gold medals by judokas Mansur
Isayev (up to 73 kg) and Tagir Khaybulayev

(up to 100 kg). In this same sport, Alexander
Mikhailin of Russia (over 100 kg) won silver
and Ivan Nifontov (up to 81 kg) – bronze.
The initiative of the judokas was taken up
by both the men and the women of free-style
and Greco-Roman wrestling teams, who
took a total of four golds, two silvers and five
bronzes. The golds went to Greco-Roman
wrestlers Roman Vlasov (up to 74 kg) and
Alan Khugayev (up to 84 kg), and free-style
wrestlers Djamal Otarsultanov (up to 55 kg)
and Natalia Vorobyova (up to 72 kg).
During the last week of the Olympic Games,
the Russian team regularly took medals. Yet
Oil of Russia | No 4, 2012 71

SOCIAL RESPONSIBILITY

IVAN UKHOV proved his status of the favorite in men’s
high jumping at the 2012 Olympics

THE RUSSIA MEN'S national volleyball team (left)
took its first Olympic gold (apart from USSR’s three
golden medals)

LIGHT HEAVYWEIGHT
EGOR MEKHONTSEV
(left), was the only
Russian boxer to be
on the winner’s stand
of London-2012

NATALYA ANTYUKH
won the gold medal in
400 m hurdles at the
2012 Summer Olympic
Games to become the
only woman to win an
Olympic medal in both
the 400 m hurdles and
400 m dash (the latter
was at the 2004
Olympics)

its main “medal spurt” was in the last two
days of the competitions. On the last day of
the Olympics, Russia’s athletes set a record
for the 30th Games by winning 15 medals in
a single day, six of them gold.
London-2012 brought quite a few unexpected results for the Russian team. For instance, for the first time ever, Russia’s
Olympians did not win a single gold medal
in fencing. For the second Games in a row,
they were left without golds in weight-lifting and shooting sports. World record-holder in pole-vaulting Yelena Isinbayeva had to
be satisfied with the bronze. The competition favorites Russian women’s volleyball
team did not even get into the semifinals.
Only one gold went to Russia’s boxers: the
best in the under 81 kg category was Yegor
Mekhontsev.
At the same time, the Russia men’s volleyball team won gold for the first time (if
one does not count the USSR volleyball
team) and the men’s national basketball
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team won bronze, their first medal ever. Nina Vislova and Valeria Sorokina from Russia won the doubles Olympic bronze for the
first time in the history of the Games. Alia
Mustafina won on the bars in artistic gymnastics, bringing Russia its first gold medal
in this discipline since the 2000 Games. Also for the first time since 2000, Russia won
the diving gold – the top medal being delivered by Ilya Zakharov with his dives from
the 3-meter springboard.
In total, Russia won one more gold in the
London Olympics and nine more medals altogether than it did in Beijing.
Russia’s Paralympians, who won 102
medals in the 2012 Games, were represented in 12 sports. The team did best in athletics and swimming. The athletes forged ahead
compared with their results in Beijing in
2008, when they won only 3 gold medals, 2
of these by the team’s current standard-bearer Alexey Ashapatov. The 19 medals in 2012,
however, speak for themselves. By the way,

Ashapatov himself again took gold medals in
shotput and discus throwing, breaking his
own world records in the process.
Again, a substantial proportion of the
medals came from judo, power lifting, table
tennis and archery. The Russian Paralympic
heroes included the men’s football team,
which won gold. In the final game, they
won with a score of 1:0 against the previous
title-holder, the Ukrainians.
The 2012 Games, held under the slogan
“Inspiring a Generation,” were an outstanding sports event. The Olympics and
Paralympics broke all attendance records.
The next Olympic Games will be hosted by
Russia: in 2014, the 12th Winter Olympics
will be held in Sochi.

NEXT COMES SOCHI-2014
In July 2007, at a session of the International Olympic Committee, the host city for the
Winter Olympics 2014 was named. The winner was the Russian resort of Sochi, which

RIA NOVOSTI (X2)

ITAR-TASS (X6)
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outdid such serious challengers in the competition as Salzburg (Austria) and Pyongchang (Korea). LUKOIL provided financial assistance to the Sochi-2014 Bid Committee Fund for organizing the work to promote Sochi as a candidate city for holding
the 12th Winter Olympic Games in 2014.
In the spring of 2009, large-scale construction began of Olympic facilities in Sochi.
Under the Sochi-2014 plan, 11 new sports facilities are to be built, grouped in two compact
complexes. All the Olympic facilities will be
less than an hour’s travel from one another.
Construction is due for completion in 2013.
It is forecast that 2500 athletes in more
than 90 events will come to the Games in Russia. The 2014 Games will be the first Winter
Olympics to be fully integrated with the Par-

ELENA LASHMANOVA won gold in the women's 20 km walk in world
record time in her Olympic debut at the 2012 Summer Olympics

JUDOKA ARSEN GALSTYAN brought Russia its first gold medal
in the Games

alympics. The holding of the 2014 Olympic
Games will allow a mighty international winter sports center to be created, where sportsmen from Russia and neighboring countries,
with an aggregate population of over 200 million, will be able to train. The Games will also be an excellent incentive for further social
and economic development of Russia.

LUKOIL AND THE OLYMPIC
MOVEMENT

IN THE WOMEN’S RHYTHMIC GYMNASTICS,
Russia celebrated victories both in individual and group
all-around competition

Support for national Olympic teams and individual athletes occupies an important
place among LUKOIL’s numerous sponsorship activities. For many years, the Company has been the official partner of the Russian Olympic Committee.
The first agreement with the Olympic
Committee was signed back in 2001, when the
Company became an official partner of Russia’s Olympic Committee. In 2005, LUKOIL decided to assist the Russian Olympians Support
Foundation and became one of its founders.
The Foundation provides assistance to
individual athletes of Russia’s teams in
Olympic sports, thus allowing the future
champions to concentrate on preparing for
the Olympic Games and achieve top results.
Also, in conjunction with the Russian
Olympic Committee, the Foundation allocates special financial bonuses to all
Olympic Games medal winners.
Nor does it forget Olympic medal-winners
who have reached pensionable age: there are
special programs of support for them. Over the
last three years, the Foundation has also paid
grants to specialized children’s and young people’s Olympic reserve schools and this practice
will be continued in the future. !
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T
NIKOLAY YAGUNOV

HE ENVIRONMENTAL
COMPONENT is a
priority in LUKOIL’s
production operations. In its work, the
Company is guided by the highest
environmental and industrial
safety standards.

ENVIRONMENT & INDUSTRIAL SAFETY

LUKOIL’S GREEN
STRATEGY
Oil of Russia magazine talks to Igor Zaikin,
Head of LUKOIL Department for Industrial Safety,
Environment, Research and Technology
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Q: In 2011, a Program was drawn up for strategic
development of the LUKOIL Group in 2012–2022.
What are the main benchmarks for the Program?
A: Over the next 10 years, LUKOIL plans to
expand the priority geological exploration
regions, increase hydrocarbon production,
continue refining assets upgrading, and
strengthen its presence on the European
market for oil and petroleum products. At
the same time, the two main objectives set
for the Group as a whole are to secure sustainable shareholder value growth and environmental, industrial, social and personal safety.
The Company’s strategic environmental
objectives for the 2012–2021 period include:
• bringing APG recovery ratio in the
Russian Federation up to 95% by 2014;
• complying with national environmental legislation;
• achieving the level of the global oil &
gas and energy companies in terms of their
environmental impact indicators.
Q: On which key environmental safety measures
has the Company focused in recent years?
A: We have accumulated considerable experience in ensuring environmental safety.
The LUKOIL Group’s Environmental Safety
Program for 2009–2013, which we are currently implementing, is already the fourth
medium-term program of this kind. The re-
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stricter than the requirements
set by the legislation. This is
clear from our approach to ensuring environmental safety
during offshore operations.
Conscious acceptance of responsibility toward society for
rational use of natural resources
and maintenance of a favorable
environmental situation constitute one of the main conditions
during project implementation.
In accordance with the Russian
legislation and for purposes of
compensating for unavoidable
harm to water bioresources during construction of oil production facilities (building of roads
and bridges, intake of water
from the surface of water bodies), we are constantly performing compensatory measures.
This work is carried out in a
targeted manner. In Astrakhan,
for instance, several years ago,
the Company concluded a direct
agreement with the BIOS research and production center to
produce juvenile sturgeon. Each
juvenile is chipped and, after release into the natural habitat,
the fish specialists are able to
follow the subsequent fate of
each of them.
In the Republic of Komi, for
the purpose of fulfilling the set
tasks, an agreement was concluded with JSC BioResource
Fish Company for breeding
young fish and subsequently releasing them into the Pechora
River basin. Release of artificially bred juveniles is of enormous significance for restoring
the ecosystems of rivers. Artificial seeding
will help maintain the required biological
balance in nature and ensure that the population can continue its traditional fishery
in the future.
LUKOIL

sult attained is clearly demonstrated by the Refining business
sector where, compared to
1993, the specific indicator of
pollutant discharges has been
cut to a fifth, while that of water
consumption – to nearly a quarter. Our current Environmental
Safety Program includes about
600 measures costing a total of
92.6 billion rubles. They are all
geared to achieving the following goals set for the Group as
whole:
• bringing APG recovery ratio up to 95% by 2014;
• implementing projects relating to the Kyoto Protocol
mechanisms;
• increasing production of
environmentally clean fuel
meeting the Euro-5 standard;
• ensuring that the environmental impact of the LUKOIL
Group’s operations, including
those outside Russia, meets the
set requirements of national
and international law;
• providing for further disposal of the accumulated and
new waste, and reclamation of
disrupted and polluted land.
Results have already been
achieved: from July 1, 2012, for
instance, well ahead of the requirements of the national technical regulations, all LUKOIL refineries in Russia transferred to
producing 92 and 95 octane
gasoline complying only with
grade 5 (Euro-5). No more
grade 4 (Euro-4) gasoline is being produced from that date.
The environmental effect of this
transfer is obvious, especially if one recalls
that over 80% of harmful emissions into the
atmosphere in Russian cities come from
road vehicles.
Fulfillment of measures to raise the APG
recovery ratio has already permitted us to
increase the gas utilization figure to 88.5%;
by 2014, we plan to reach 95%.
Pursuant to article 6 of the Kyoto Protocol to the UN Framework Convention on
Climate Change, which was ratified by Russia back in 2004, we have drawn up a portfolio of projects for reducing greenhouse
gas emissions. Between 2008 and 2012, the
reductions under these projects will
amount to about 33 million tons of СО2equivalent.

‘‘

LUKOIL’s over ten years’
accident-free experience
of operating terminals
on the Baltic, Barents and Caspian
seas has confirmed their high level
of reliability

Q: Please outline the most significant regional environmental projects implemented recently.
A: Each region in which the Company operates is important to us and we apply unified
corporate environmental protection standards in all these regions. They are often

Q: Please give us some more detail about the zero discharge principle applied by LUKOIL in offshore field development.
A: Application of the zero discharge principle
is one of the obligations voluntarily assumed
by LUKOIL in its HSE Policy and invariably
applied in offshore field development.
The Company is fully aware of the fragility and uniqueness of the natural ecosystems
in the territory on which it operates, and it
endeavors to use experience and knowlOil of Russia | No 4, 2012 75

edge accumulated, the latest
technologies and its own knowhow for maintaining the balance of these ecosystems.
The Company’s first offshore
facility, started up in 2002, was
the offshore ice-resistant fixed
platform at the Kravtsovskoye
field in the Baltic Sea. It was
during operation of this platform that the zero discharge
principle was first applied, prohibiting all discharges from the
platform into the sea and providing for transportation of
waste to the shore for subsequent disposal.
LUKOIL’s experience of organizing and performing environmental protection work in
the Baltic Sea was taken into account by the Committee of the
Helsinki Convention in drawing
up the Action Plan for protecting the environment from pollution by oil platforms in the
area of the Baltic Sea. This Plan
stipulates the need for all countries operating on the shelf of
the Baltic Sea to observe the zero discharge principle.
This same experience, as well as the priority nature of the tasks involved in maintaining the unique marine environment of
the Caspian Sea, provided the basis for selecting solutions for organizing development of the Korchagin oil and gas field,
which was started up in April 2010.
In both cases, we are employing a set of
measures to prevent and reduce any environmental impact and ensure readiness for
immediate response.
For example, specially equipped vessels
Professor Shtokman, AtlantNIRO, Atlantida
and Kembry are engaged for environmental
monitoring in the Baltic. Information about
the state of the environment is also gathered by two seabed observatories, a hydrophysics station, two hydrometeorological stations and three meteo-stations set up
directly on the offshore ice-resistant fixed
platform, on the Curonian Spit, in Klaipeda,
Baltiisk and Pionersky. Also, an underwater
autonomous seismic station was set up for
the first time in this region.
In addition, for rapid identification of oil
pollution, the sea surface is monitored by
satellite. Over the extended period of space
monitoring, not a single oil slick has been
identified in the proximity of the offshore
ice-resistant fixed platform or along the
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route of the underwater pipeline. At the
same time, numerous oil slicks coming from
ships have been pinpointed.
The information management subsystem controls the operation of the information and measurement network, gathering,
processing, storage, distribution, and provision to users of information about sources
and levels of pollution of components of the

‘‘

From 2012 through
2014, it is planned to
start up 62 APG utilization facilities, bringing the utilization level up to 95%

natural environment, and also monitors observance of all environmental regulations.
Oil and gas development naturally culminates in transport of the produced hydrocarbons. At the same time, transshipment of crude oil at terminals and its transportation by tankers also entail considerable risks. LUKOIL’s over ten years’ accident-free experience of operating terminals
on the Baltic, Barents and Caspian seas has
confirmed their high level of reliability.

Q: How are things going currently with utilization
of associated petroleum gas (APG) in LUKOIL?
A: In fact, we started tackling this issue long
before the Government of the Russian Federation passed its Resolution No. 7 of January 8, 2009, which, from January 1, 2012,
set the target indicator of APG burnt in
flares at a maximum of 5% of the volume
produced. Within the scope of the Environmental Safety Program, a target subprogram is being implemented within the
Company for rational use of associated petroleum gas on the licensed subsoil sectors
of LUKOIL Group companies.
During the 2009-2011 period, in fulfillment of the Program, 48 APG utilization facilities were started up and over 16.1 billion
rubles spent on this. Hence our current APG
utilization level of 88.5%, achieved mainly
due to construction and startup of capacity
for transportation and use of gas.
From 2012 through 2014, it is planned to
start up 62 APG utilization facilities, bringing the utilization level up to 95%.
Let me note that achievement of this goal
set by the Government Resolution is hampered by the current lack of certainty on
many issues, such as what the basis for calculating this indicator should be: the holding company as a whole, the subsoil user or
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the field; whether the quantities of associated petroleum gas that objectively have to
be burned are deducted, and so on. The federal executive authorities are only in the
throes of drafting relevant documents, including setoff of funds allocated by subsoil
users for increasing the use of associated
petroleum gas.
Q: Since 2008, the Company has been actively
developing the electricity sector. What place in
the 2012-2021 Program is allocated to resourcesaving, energy efficient technologies and green
energy?
A: Since 1997, the Company has been developing and implementing energy saving
target programs. The programs envisage
making energy and fuel use more efficient
by cutting losses and irrational consumption and applying new types of energy-saving equipment. In virtually all the spheres
of the Company’s activities, a corporate regulatory and methodological framework has
been developed and adapted for energy saving and methodologies elaborated for calculating the specific fuel and energy resource consumption norms.
The first practical steps were the pilot
projects, in 2009, for fitting out three gasoline filling stations in Serbia and Russia
with an autonomous energy supply system
based on photovoltaic stations.
In Serbia, a 4 kW photovoltaic plant was
installed at a gasoline filling station close to
Dobanovci, 25 km to the west of Belgrade.
The second such photovoltaic plant, of similar design and capacity, was installed at a
gasoline filling station near Nikola Tesla
Airport, 18 km to the west of Belgrade.
In Russia, such a project was a momentous event. In September 2009, the Company started up the country’s first gasoline filling station equipped with a domestically
designed photovoltaic plant. Photovoltaic
modules with an aggregate capacity of 10
kW were installed at the JSC LUKOIL-Yuzhnefteprodukt gasoline filling stations in
Krasnaya Polyana.
The simplest and most effective method
for utilizing solar energy is solar collectors
(geo-collectors). These were used in a
LUKOIL-Perm pilot project. In October
2010, geo-collectors for heating water were
installed on the roof of an administrative
building of the booster pipeline pumping
station at Kueda (Perm Territory).
In February 2012, JSC LUKOIL-Uralnefteprodukt implemented a project for using solar collectors at a gasoline filling station
in Orenburg. A solar collector with a surface
area of 2.84 m2 and a heating capacity of 1.5

kW was installed for supplying the gasoline
filling station with heat and hot water.
At the same time, at gasoline filling stations, LUKOIL is implementing projects for
building small capacity windpower units.
Implementation of the first such project resulted in installation of a windpower unit
with a capacity of 37 kW at a LUKOIL-Uralnefteprodukt gasoline filling station in the
Republic of Bashkortostan.

‘‘

The most significant way
of training employees
consists in regular training under real-life simulated conditions

One more sphere is creation of heating
systems based on thermal pumps, which are
environment-friendly, very safe and highly
reliable, have a long service life (15–20
years), and are controlled automatically
and highly cost-effective.
LUKOIL’s first thermal pump project was
implemented in Latvia in May 2010 by
LUKOIL Baltia R. So far, another four such
projects have been implemented, this time
in Russia. The results obtained show that
use of thermal pump units has good
prospects, so it is planned to use them in
new projects at gasoline filling stations of
petroleum product supply companies of the
LUKOIL Group.
In 2011, a specialized company, JSC
LUKOIL-Ecoenergo, was set up within the
LUKOIL Group possessing four hydropower
plants in Russia with an aggregate capacity of 295.3 MW and focused on developing
the renewable energy sector within the
Group. Again within LUKOIL-Ecoenergo,
together with the Italian company ERG Renew, a JV was set up to implement renewable energy projects in Bulgaria, Romania,
Ukraine and Russia.

Q: How are personnel trained in preventing and
eliminating potential accidents, fires and emergencies at the Company’s facilities?
A: Virtually all the Company’s facilities are
classed as explosion and fire hazardous, so
one of the Company’s main goals is to ensure that the management bodies of the
LUKOIL Group companies, employees, personnel of emergency response teams and
units are prepared to act to eliminate accidents, fires and emergencies.
The management and other personnel of
JSC LUKOIL and other LUKOIL Group com-

panies are trained in emergency response in
accordance with Russian Federation Government resolution No. 57 dated September 4, 2003 “On training the population in
a sphere of protection against natural and
man-made emergencies.”
I would like to note that every employee
is trained in accident and emergency response, but special attention is focused on
those belonging to LUKOIL’s professional
and outside emergency response units.
Thus, one of the above-mentioned educational institutions is LUKOIL’s Corporate
Training Center in Ilinka, Astrakhan Region, the first of its kind in Russia, for training personnel for working on offshore and
other oil and gas facilities. The Center has
the most advanced material and technical
facilities and equipment. The study program includes practical exercises using a variety of training equipment simulating personnel’s real working conditions on offshore oil and gas facilities in normal, abnormal and emergency situations. Since
October 1, 2011, the Training Center has
been training emergency response unit personnel under programs for primary training
of rescue workers, a minimum level of
knowledge of fire-fighting equipment and
other programs for professional training of
rescue workers.
After training in accident and emergency
response, the Company’s employees are certified as rescue workers and then professional or outside emergency response units
consisting of certified rescue workers are set
up at the industrial facilities.
The most significant way of training employees consists in regular training under
real-life simulated conditions. For these
purposes, study and training sessions are
regularly organized at all the Company’s facilities.
Since the greatest risks are characteristic
of offshore facilities, particular attention is
focused on training personnel of sea terminals (the Varandey oil shipment terminal,
RPK-Vysotsk-LUKOIL-II
in
Vyborg,
Leningrad Region, and the Kaliningrad Oil
Terminal), where federal and regional level
exercises are carried out twice a year; at oil
and gas field infrastructure facilities located
in the northern part of the Caspian Sea such
training sessions are held once a year.
The standard of training of participants and the procedure by which various
response units collaborate, including with
foreign rescue workers, have repeatedly
been extremely highly appraised by the
Russian Ministry of Emergency Situations.
— Maria Kukhtar
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INDIGENEOUS PEOPLES

FOTOBANK LORI

The pure spirit of the North

JSC LUKOIL-Western Siberia has for many years been helping maintain
the traditions of the northern peoples

MARIA KOTOVA

IN TUNE WITH NATURE

OR THE PURPOSE OF PRESERVING
THE ENVIRONMENT AND DEVELOPING
THE TRADITIONAL WAY of life of the
Khanty, Mansy, Nenets and Selkup
peoples, JSC LUKOIL-Western Siberia
concludes agreements with the heads of tribal
lands on socioeconomic development of the regions and places of habitation of the indigenous
small peoples of the North. Matters relating to the
interrelations between the company and the
indigenous peoples are decided at meetings between the management and representatives of the
Assembly of indigenous small peoples of the North,
chief of municipalities and heads of tribal lands.
The company actively cooperates with the “Save of
Yugra” public organization and the “Yamal for
Descendants” association.

The most numerous of the small peoples of the North are the Nenets,
of whom there are over 24, 000 living throughout the territory of the
Yamal-Nenets Autonomous Area (YNAA), both along the shores of
the Arctic Ocean and in its more southerly regions. “Tundra” Nenets
live in the tundra and engage mainly in reindeer breeding. The national specifics of this occupation are year-round pasturing of reindeer, monitored by reindeer herders and reindeer herding dogs. Further south, along the Pur and Taz rivers, live “forest” Nenets, who engage in transport reindeer herding, hunting and fishing. The nomadic population is constantly moving across the tundra or the
foothills of the Urals. Their collapsible reindeer skin tents are ideally suited for this. In the summer, the Nenets cover their tents with
specially dressed birch bark or fabric and, in the winter, the warmth
is retained within them by a thick layer of reindeer skins.
The Khanty are the next most numerous indigenous people living in the Area. They reside along the Ob river, the Shuryshkar and
pre-Urals regions, where the main lands are located for their traditional seminomadic hunting and fishing lifestyle, though in the
north they also breed reindeer.
The third biggest people living in the Yamal-Nenets Autonomous
Area are the Selkup. They reside quite compactly in the Krasnoselkupsky District, in the middle reaches of the River Taz, where

F
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thick taiga grows on elevations. The Selkup are mostly hunters and
fishermen.
The Mansy are an indigenous people of the Khanty-Mansy Autonomous Area – Yugra. They are the closest relatives of the Khanty and also live by hunting a variety of game and processing pelts.
In the Khanty-Mansy Autonomous Area – Yugra in the regions
where the company operates, there are 39 areas of traditional nature resource use by the Khanty and Mansy peoples, consisting of
175 families numbering 847 people. The interrelations with the
heads of the tribal lands are based on licensing agreements and
agreements on socioeconomic development of the regions. At the
same time, account is taken of all the interests and wishes of the
representatives of the indigenous peoples of the North.
The Western Siberian oil producers consider it their important
task to preserve the unique lifestyle, language and culture of the indigenous peoples. Together with the municipalities, the company
builds educational institutions, assists in improvement of local
places of worship, and sponsors national festivals.
In April 2012, for instance, in Kogalym, a celebration
was held for the sixth time with support from JSC
LUKOIL-Western Siberia to mark Reindeer herder day,
which gathered about 70 Khanty families living on the
area where the Company operates.
Within the scope of the event, a “National Family”
was chosen. The audience watched with interest the
competitions in national sports – jumping over sledges,
lassoing poles, as well as reindeer racing. A retail market opened its doors for the celebration’s guests, with
Khanty craftswomen offering souvenirs and national
dishes of the small indigenous peoples of the North.

Over the years of cooperation in the Tazovsky District, where the
Nakhodkinskoye and Pyakhyakhinskoye fields are located, LUKOILWestern Siberia has financed construction of a boarding school for
100 children and housing in the village of Nakhodka, and capital
repairs to the Teremok kindergarten in the village of Tazovsky. Messo housing structures, where families of indigenous northern peoples now live, were allocated.
Within the scope of the 2010 Cooperation Agreement, a Russian Orthodox church was built, as well as a 4-apartment block in
the village of Nakhodka and a 12-apartment block in the village of
Gyda; housing underwent capital repairs; and five mobile homes
were purchased for the tundra people to live in. In 2011, within the
scope of implementing long-term target programs for agroindustrial business development and “Culture, language, traditional way
of life of the indigenous small peoples of the North” in the Tazovsky
District for 2011–2013, 17 million rubles were allocated. JSC
LUKOIL-Western Siberia contributed 10 million rubles to building

The company builds housing for the Khanty and Mansy
people in national villages and their traditional habitats,
provides them with apartments in the towns of Langepas,
Uray, Kogalym and Pokachi. Electricity and roads are
brought up to tribal camps and fresh water is brought in.
For their traditional occupations, the heads of tribal lands are provided with boats, motors, snowmobiles and gasoline-driven power
saws, electricity stations, fuel, lubricants and building materials.
LUKOIL-Western Siberia takes part in educating students from
among the indigenous peoples of the North who live on the territory of the Tazovsky and Purovsky Districts in oil industry subjects.
After becoming professional oil workers, the young specialists from
among the local population enjoy priority in being hired to work
for the company’s subdivisions. Every Nenets now has the choice
of continuing to live the traditional way of life or obtaining a profession and producing oil and gas.
Considerable attention is also focused on health – regular medical checks are made, sanatorium and spa vouchers are allocated,
and free dental care is provided. For the purpose of improving the
quality of healthcare in the national village of Agan, a doctor’s outpatient surgery has been built.
In the Yamal-Nenets Autonomous Area, the company actively
participates in implementing the program entitled “Preservation of
the traditional way of life and cultural legacy of the indigenous
small peoples of the North.” The traditional way of life for the reindeer breeders consists of year-round pasturing of reindeer, hunting and fishing. In order not to disrupt the original way of life of the
Khanty and the Nenets, LUKOIL-Western Siberia invests substantial amounts in making production environment-friendly.

ITAR-TASS

DOING GOOD

a nursing and midwife point in Nakhodka. Another three million
rubles were spent on the Nakhodka infrastructure.
The territory of the Tazovsky District is huge and many of the
settlements located there can only be reached by helicopter. Here
again, LUKOIL-Western Siberia helped by financing one of the most
expensive items – flight hours.
Assistance in providing these is extended to the office in charge
of the outreach to the population of intersettlement territories and
traditional occupations of the Tazovsky District Administration and
to the rural consumer society Union of Communities Tasu-Yava.
Funds are allocated for these and other organizations to buy fuel
and lubricants, snowmobiles and diesel generators.
“The tundra is for all those who come in peace” runs the local folk
saying. And the socially responsible work of LUKOIL-Western
Siberia is welcomed by the local population. Not by chance is
LUKOIL-Western Siberia the first company in Russia to be awarded the title “Best industrial company of the Russian Federation for
work with the indigenous population.” In the competition “Black
Gold of Yugra,” held by the Government of the Khanty-Mansy Autonomous Area, the company has repeatedly won in the category
“For cooperation with the indigenous population.” The Assembly
of the small indigenous peoples of the North has frequently noted
the company’s positive experience of well established relations with
the indigenous people. !
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ALEXANDER MATVEICHUK, PH. D.
(HISTORY), MEMBER, THE RUSSIAN
ACADEMY OF NATURAL SCIENCES

T

ARCTIC PROLOGUE
OF THE POLAR COMMISSION
Russian seafarers and researchers have always been fascinated by exploring the Arctic. Russia’s polar explorers made a lot of
magnificent discoveries putting their names
into the county’s history of the 18th–19th
centuries. However, a real scientific breakthrough in the region occurred between
1900 and 1930. There was a truly remarkable event which, due to fierce battles of
World War I, went virtually unnoticed. In
September 1915, the Russian Academy of
Sciences established a Polar Commission to
coordinate Arctic research efforts of various
departments. The first Commission Chairman was infantry general Grand Prince
Konstantin Romanov (1858–1915), member of the Russian royal family. The Commission included Academicians Vladimir
Vernadsky
(1863–1945),
Alexander
Karpinsky (1847–1936), Oscar Backlund
(1946–1916), Ivan Borodin (1847–1930),
Nikolay Andrusov (1861–1924), Boris
Golitsyn (1862–1916), Director of the Geological Committee Prof. Karl Bogdanovich
(1864–1947) and many renowned Russian
scientists whose scientific and social status
could be instrumental in Arctic exploration.
Famous Russian geologist Innokenty Tolmachev (1872–1950) was elected Academic Secretary of the Commission. At their
80 No 4, 2012 | Oil of Russia
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HIS YEAR, THE
RUSSIAN ARCTIC
COMMUNITY IS
MARKING TWO
MAJOR EVENTS: 80
years ago, the Chief Directorate of
the Northern Sea Route was
established by a resolution of the
Soviet government to address the
issue of developing vast uninhabited expanses in the Arctic, including intensive exploration and
development of the mineral
resources of the polar region.
Several decades of oil and gas
prospecting in the Russian Arctic
culminated in the discovery of the
first polar oil field at Kolguyev
Island in the Barents Sea in 1982.
DISCOVERY

FIRST OIL OF THE
RUSSIAN ARCTIC
On the occasion of the 80th anniversary of the
Northern Sea Route and the 30th anniversary
of the world’s first oil field discovered in the Arctic

first session on January 25, 1916, the Commission members discussed the future of
Russia’s northernmost radio station on
Dickson Island and decided to keep it in
service – also as a meteorological outpost.
The meteorological data it supplied were
used also for drawing up top-secret weather maps for the Russian Army and Navy by
the Nicholas Main Physical Observatory.
During the next few months, the Commission started putting together a large-scale
Arctic exploration program and had two
more productive sessions but the timeless
demise of its Chairman in June 1915 put
their efforts on hold. On October 18, 1916,
the Polar Commission met to elect famous

Russian scientist, Academician Alexander
Karpinsky as its Chairman.
The fall of tsarist autocracy and the
change of the system of government in February 1917 encouraged the Polar Commission to take certain steps and draw the new
government’s attention to the need of continuing Arctic exploration. In March 1917,
the Commission members met to determine
the role of science in the new political environment and write a petition to the Provisional government offering to use their expertise and experience in Arctic exploration
to the benefit of the motherland. Six months
later, the October 1917 coup shook Petrograd and the Bolshevik government under

MILESTONES OF HISTORY

Vladimir Lenin (1870–1924) came to power
in Russia, which, according to Academician
Alexander Karpinsky “not only interfered
with the quiet academic work of the country
and the Commission but also affected the
purely formal aspects of our activities….”
The Civil War engulfed the whole of Russia
and its northern parts in particular, effectively isolating the Commission from its key
area of interest. The Commission members
had to confine themselves to analyzing the
findings of previous expeditions.

THE SUCCESS STORY
OF THE NORTHERN SEA ROUTE
After the end of the Civil War, the Soviet
government had come to realize the need
for Arctic development. Hence its decree of
March 10, 1921 establishing a specialized
entity – Floating Marine Research Institute. The keynote was to integrate comprehensive Arctic research with the development of the Northern Sea Route, which
was of utmost practical value as a vital
transport link between the Soviet European North and Far East. Following the
preparation stage, the USSR government
issued, on April 15, 1926, a resolution to
formalize the borders of the Soviet sector
of the Arctic as follows: “in the west:
meridian 32 degrees 4 minutes 15 seconds
East, and in the east: meridian 168 degrees
49 minutes 30 seconds East– a total of 13
million m2. The Arctic Ocean with the adjacent Barents, Kara, Laptev, East Siberian
and Chukchi seas”. The area totaled nearly 8 million m2 of islands and archipela-

ITAR-TASS

ACADEMICIAN ALEXANDER KARPINSKY (1847-1936),
a prominent Russian and Soviet geologist and
mineralogist, President of the Russian Academy of
Sciences (Academy of Sciences of the USSR since 1925)
in 1917–1936

goes, wide strips of the tundra that frames Schmidt (1891–1956), Director of the
USSR Arctic Institute, was appointed Head
the northern end of Eurasia.
The 1930s went down in Soviet history of Glavsevmorput. His deputies were Mark
as a period of active Arctic development: Shevelev (1904–1991), in charge of the sea
the Arctic Ocean’s waters were plied by hy- and air transport issues, and Georgy
drographic vessels and its shores studied by Ushakov (1901–1963), in charge of reintegrated field parties, observations begun search work and radio and meteorological
by fixed polar stations, and legendary services. It is important to note that the
transarctic and North Pole flights made by 3,500-mile-long Northern Sea Route ran
the Soviet pilots. The Soviet Union wasted across six seas adjacent to the northern
no time adding ten new polar stations on border of the Soviet Union from Novaya
Zemlya to the Bering Strait.
the remotest and hard-toThe establishment of Glavaccess islands and archipelsevmorput was a milestone in
agoes – Franz Josef Land, In the 1930s, the
Arctic exploration and develNovaya Zemlya, Severnaya Arctic Ocean’s waters
opment. To ensure safe and
Zemlya, New Siberian Isregular navigation along the
lands, Wrangel Island – to were plied by hydroSea Route they
the existing ones in 1931.
graphic vessels and Northern
built and sailed new iceGiven the diversity of chalbreakers and ice-breaking
lenges associated with Arctic its shores studied by
vessels, put the ice patrol sysdevelopment, such as creintegrated field
tem in place, printed accurate
ation of the local transport
and reliable sea charts, startinfrastructure and produc- parties, observations
ed building polar ports, coal
tion facilities, settlement of
supply bases, lighthouses etc.
Northern areas and training begun by fixed polar
on the coastline and islands of
of local personnel, supply of stations
the Arctic Ocean. In 1935,
the remote regions and local
industry development, a huge number of navigation along the entire Northern Sea
organizations and companies were estab- Route was officially launched.
lished to deal with them. Those organizations reported to different government DESTINATION – THE NORTH POLE
agencies, which often led to overlapping of On February 13, 1936, the Political Bureau
their functions.
of the Central Committee of the All-Union
To optimize the management of these Communist Party (Bolsheviks) made a deorganizations and companies the Soviet cision to mount the first Soviet expedition
government issued, on December 17, 1932, to the North Pole. On May 21, 1937, the
a resolution establishing the Chief Direc- flagship USSR-N-170 aircraft piloted by
torate of the Northern Sea Route (Glavsev- renowned polar aviator Mikhail Vodopymorput) attached to the USSR Council of anov (1899–1980) took off from Rudolf IsPeople Commissars, along with several ter- land carrying Glavsevmorput Head Otto
ritorial departments and a special Far East- Schmidt and the crew of the future drifting
ern department in Vladivostok. Prof. Otto ice station. Shortly thereafter, the plane
successfully landed on an ice field near the
North Pole. The first Soviet polar expedition “North Pole-1” was led by Ivan Papanin (1894–1986) and included experienced polar radioman Ernst Krenkel
(1903–1971), aquatic biologist and oceanologist Petr Shirshov (1905–1953), astronomer and magnitology expert Yevgeny
Fedorov (1901–1981). The explorers spent
ten heroic months on the drifting ice field,
working 10–14 hours a day in an extremely severe environment to collect invaluable
data on the Central Arctic. In addition, the
expedition members were able to identify
the nature of the Central Arctic ice massifs
and determine their movement patterns.
The polar explorers also gauged the value
of magnetic declination near the North
OTTO SHMIDT (1891-1956),
famous Soviet scientist and polar explorer
Pole and along their drift route, discovered
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NIKOLAY GIDROYTS
(1901-1959),
a Russian geologist,
“patriarch” of the Arctic
geological exploration
for oil and gas
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Taskhayatakh and Poluosny Ranges in
Chukotka, iron ore in the vicinity of the Severnaya River, alluvial gold in the vicinity of
the Khandyga and Tara rivers in the eastern
part of the Verkhoyansk area.
In 1935, the Nordvik Surveying Team under the leadership of geologist Tikhon
Yemelyantsev (1902–1970) was formed to
explore for oil and gas in the NordvikKhatanga District. Over the course of their
very first season in the field, they managed to
discover surface oil seepages in the Taimyr
Peninsula. During the next field seasons, geologists drilled a series of wells which indicated oil presence. In 1936, the UstYeniseyskaya geological party led by Nikolay
Gedroyts (1901–1959) was dispatched to explore the Ust-Yeniseyskaya Depression for oil
and gas. During their first season in the field,
they found shows of natural flammable gases in the lower reaches of the Yenisey River.
In 1939, Glavsevmorput’s geological
service was reshuffled, as a result of which
the Mining and Geological Divivision, several expeditions to
sion was put in charge of geoexplore for mineral resources
logical survey and its results inOpening
of
the
in the regions adjacent to the
stead of the All-Union Arctic InNorthern Sea
Northern Sea Route.
stitute. Appointment of the exIn 1934, a geological experienced geologist, Ivan BelozRoute created a
pedition lead by Mikhail
ersky as Head of the GlavsevKudryavtsev conducted a great opportunity
morput Mining and Geological
preliminary geological surDivision in 1940 re-filled the
vey of a coal field in Ugolnaya for the Russian
sails of the oil and gas geologiBay of the Sea of Okhotsk, geologists to
cal exploration program, but
which turned up six coal
Nazi Germany’s invasion of the
beds. Next year, they discov- explore the Arctic
Soviet Union on June 22, 1941
ered two more coal fields – mineral resources
changed the agenda dramatiAmaamskoye and Algatcally for the polar geologists.
vaamskoye – within that
The position of the CEO of the
area. In 1935–1938, Russian geologists sur- Glavsevmorput Mining and Geological Diveyed large areas of Northern Siberia and in vision vacated by Ivan Belozersky who had
some cases, they even ventured into the ar- joined the army was filled by a talented
eas far away from the Arctic shoreline, for young scientist, Cand. Sc. (Geology and
instance, the Lower Tunguska River basin Mineralogy) Leon Grdzelov (1913–1981), a
and the Verkhoyansk Range. They discov- graduate of the Azerbaijan Oil Institute who
ered coal fields in the western part of Taimyr had gained his experience and forged his
and the lower reaches of the Pyasina River, expertise at the oil fields of Apsheron and
tin in the Yanskaya depression and the the Volga region.

the seabed rise, which at that time was considered the western part of the Nansen
threshold. On February 17, 1938, at 70°54’
north latitude and 19°48’ west longitude
the Taimyr and Murmansk icebreaking
steamships picked the expedition members
and their instruments up from the ice field.
Upon return to Moscow all four members of
the Arctic expedition became Heroes of the
Soviet Union.

POLAR ENDEAVORS OF OIL
GEOLOGISTS
Opening of the Northern Sea Route created
a great opportunity for the Russian geologists to explore the Arctic mineral resources. A special Mining and Geological
Division of Glavsevmorput was set up to
tackle this challenge. At first, the priority
was given to geological prospecting for coal
and oil – the fuel resources which the Soviet Arctic fleet needed badly. In the early
1930s, the USSR Arctic Institute mounted,
on behalf of the Mining and Geological Di82 No 4, 2012 | Oil of Russia
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THE ARCTIC OIL SENSATION
OF 1982
In 1982, Glavsevmorput celebrated its 50th
anniversary. The participants in the jubilee
session in Moscow commended the Geological Division on its crucial input into the development of the Northern Sea Route and
adjacent areas. It was truly symbolic that the
new generation of the Russian geologists
marked the anniversary with a special gift
– the discovery in Russia’s Arctic sector of
the first production-size oil field after the
seven years of toil by specialists of the
Yaroslavneftegazrazvedka geological exploration and drilling trust. The trust’s primary
objective was to run a massive geological
survey of the central and north-western
parts of European Russia to discover oil and
gas fields. The trust drilled ten stratigraphic wells on islands in the Barents Sea and the

ITAR-TASS (X2)

During the troubled war years, the Arctic geologists strained to increase their input into routing the energy. In 1942, the
Ust-Yeniseiskaya geological party drilled
Well No. 13-R to discover a gas pool while
the next well turned up an oil inflow. The
Nordvik Surveying Team also added another feather to their cap by drilling Well No.
102-R where the first crude oil inflow in the
Taimyr Peninsula was obtained. During the
war, Nikolay Gedroyts, lead specialist of the
Mining and Geological Division, did an
enormous job by having single-handedly
sorted out and analyzed all available, both
published and archived, geological data on
oil and gas in the Arctic region. The outcome of his titanic effort was the comprehensive evaluation of the oil and gas exploration perspectives within the vast expanse
from the northern outskirts of the European
part of the USSR to the North-East of the
country and the first ever 1:25000 comparative overview map of the oil and gas presence in the Soviet Arctic. In 1950, he published a monograph “Oil and gas presence
in the Soviet Arctic,” which contained the
geological overview of the certain regions
and outlined the major principles of Arctic
zoning in terms of oil and gas production
perspectives based on their geological
structure, available information and direct
oil and gas indications. In his monograph,
Nikolay Gedroits rightfully assumed that
the areas adjacent to the Arctic Ocean
shoreline were bound to contain large oil
and gas basins protruding offshore: the
West-Siberian basin, whose northern section is located in the south-western part of
the Kara Sea, and the Pechorsky basin located on the Barents Sea shelf.

The discovery of the
oil field on Kolguev
Island confirmed
the theoretical
assumptions of
Russian scientists
that there were
immense oil and
gas riches on the
Arctic shelf
Kara Sea, two on Spitsbergen, three on
Frantz Josef Land, three on Kolguev Island,
one on Bely Island, and one on Sverdrup Island. And soon the expectations of the Russian geologists paid off – on March 8, 1982,
they obtained the first Arctic oil inflow from
Well No. 1 in the Peschanoozernaya area on
Kolguev Island from the depth of 1,972 m.
They continued drilling and on March 21,
1982, they achieved an even stronger oil inflow from the depth of 1,558-1,561 m with
the well yield of 144 tons per day. In April,
they tested gas beds in that well at the
depths of 1,476 1,481 m and 1,372-1,374 m
and obtained gas condensate flows to the
surface at the rate of 27 m3 and 125 m3 per
day, respectively. The laboratory testing
showed extremely high quality and unique
properties of that crude, which contained

nearly no salts, water and solids, zero wax
and hydrogen sulfur and hence was very
easy to refine and produce the highest grade
petroleum products. The discovery of the oil
field on Kolguev Island was an event of paramount importance for the oil industry because it confirmed the theoretical assumptions of Russian scientists that there were
immense oil and gas riches on the Arctic
shelf equal to those of the adjacent regions
of Western Siberia and the European North.
Five years after, on August 17, 1987,
commercial oil production was launched
on the island and a week later, the first
tanker carrying Kolguev crude oil called at
the Soviet port of Kandalaksha. Since
then, about 2 million tons of crude oil were
produced from the Peschanoozerskoye oil
field. !
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INDUSTRIALIZATION

AMERICAN CRACKING
FOR SOVIET REFINING
In the 1930s, cracking production was established on the basis
of the latest US technologies

YURY EVDOSHENKO, Ph.D (HISTORY)

I

N 1923, A QUITE BIG DELEGATION OF BUSINESSMEN
AND POLITICIANS connected
with the oil industry from the
USA visited the USSR. One of
the issues that interested them was
Russia’s 1891 patent for an apparatus for decomposition of crude oil.
After the meeting with the visitors,
the author of the invention,
engineer Vladimir Shukhov,
compared his and the American
patents and concluded that “the
Russian oil industry can easily
build a cracking apparatus according to any of the described systems
without being accused by the
Americans of ‘borrowing for free’.”
These words of the great Russian
engineer fostered and still foster
patriotic feelings in the Russian
populace (“Russia – the birthplace
of cracking!”), but cracking did
not exist in Russia as an industrial
technology.
IN THE HOMELAND OF CRACKING
The prophet was found in his homeland,
but only 30 years later.
On September 10, 1923, Shukhov noted
in his diary about his talks with the Americans and by September 11, he was approached by his own people, to test the
ground. “Katsaurov, an order for a pilot refining apparatus,” he wrote briefly. “They
are going back to my proposal 32 years ago,
to replace the cubes with water-pipe cham84 No 4, 2012 | Oil of Russia

THE CONSTRUCTION OF WINKLER-KOCH cracking units in Grozny (1930)

bers.” On September 19–20 – “Workshop
session with the Americans,” and on September 21 – “Ivan Elin about refining.
Cracking.” So, following the visit, the USSR
took an interest in cracking.
Ivan Elin, head of the refining sector of
the Oil Directorate of the Supreme Council of the National Economy, was the person who inspired the idea and headed up
this work, while Sergey Katsaurov, former
manager of the S.M. Shibaev plant in
Baku, was in charge of the future installation. The organization that undertook this
project was the Council of the Oil Industry.
It concluded an agreement with the bureau of engineer A.V. Bari, where Shukhov
worked, for “manufacture of devices for the
cracking process” according to the latter’s
patent and filed a request for 275 chervonets for this purpose from Grozneft. A
year later, on December 5, 1924, the first
oil was refined through the unit made in
Moscow at the former Kuskovo refinery.

Out of its six-month budget of 92 thousand
rubles, the Council of the Oil Industry proposed to spend the quite impressive sum of
about fourteen thousand rubles on testing
cracking.
At the end of 1924, the first steps in the
cracking research development were taken
by Azneft. The head of the chemical laboratory of the trust, Viktor Gerr, and engineer Anany Tregubov launched construction of a periodical cube cracking unit according to the 1912 patent privilege of the
already deceased engineer Semyon Kvitka.
Ten months later, on July 17, 1925, this unit
produced its first gasoline.
Alexander Sakhanov, head of the Grozneft
chemical laboratory, also took up the problem
of cracking. In contrast to other Soviet researchers, he did not begin by designing units
but by studying the chemistry of cracking
process and published a special monograph
under the title Cracking in the Liquid Phase,
describing for Soviet specialists the chemical
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AN ACUTE NEED FOR GASOLINE of the Soviet Union, was not so much for the domestic market as for export, in order to receive foreign currency for industrialization purposes

fundamentals of the technology. And it was
he who managed to sense the trends in the
development of cracking apparatus.
The apparatuses of Shukhov and Kvitka
made of local materials (which was of fundamental importance), provided positive
experience and opportunity to obtain petrol
from them, but they remained of cube design and operated on a periodical cycle, had
the design shortcomings common for innovations not tested in practice and required
reworking. The heating of the crude in
cubes, although still used, was already considered outdated in refining. In the mid1920s, leading companies built pipe stills
for cracking, fitted with reaction chambers
where the crude decomposed. Professor
Sakhanov proposed, however, rejecting the
huge, expensive and dangerous chambers
in favor of the entire reaction taking place
in pipes at a specific crude flow rate. This
was the future of cracking. Ideas such as
this had not yet been implemented in the
USA, leader of the cracking industry.
Meanwhile, this industrial technology
was at that time entering its most dynamic
stage of development. From the beginning
of the 1920s, hundreds of patents were registered (not only in the USA but also in European countries), but only a few of them
proved to be technically and economically
justified. Cracking methods and equipment,
even if they did not produce really successful results, were constantly being improved.
Things were different in the USSR: only
a few experiments were made but the experimental process was not a success. The
Soviet engineers were, indeed, innovative.
All the groups of researchers complained either about the lack of funds or the shortage
of experienced personnel. Within the central planning system, disputes were always
breaking out as to whether parallel work on

VLADIMIR SHUKHOV (1853-1939),
a prominent Russian engineer, who designed
the first Russian cracking units

cracking should be conducted if there was
an acute shortage of everything.

THE WINKLER-KOCH INVENTION
In late 1924–early 1925, after several trips
abroad, a search began for foreign partners.
Three cracking systems were considered –
Vickers (Britain), Cross, and Dubbs (USA).
But royalties had to be paid to the last two for
every ton of gasoline produced on the unit.
Vickers was already considered to be a copy
of Cross in technological terms, but the
British had hardly got beyond the experimental stage in producing the equipment,
besides the British concern was undergoing
an order crisis. For this reason, it granted a
major discount and a beneficial payment
scheme, promising to cover the costs if something went wrong. In addition, its installation was tuned to refining high paraffin content fuel oil, which the USSR had in large
quantities, whereas sales were limited. As a
result, in March–April 1925, the Soviet trusts

Azneft and Grozneft ordered one unit each
from the British company; at the beginning
of 1926, Azneft ordered another. The three
Vickers units were built in 1927–1928. They
turned out, it is true, not to be designed to
the last detail and initially kept breaking
down. It was not possible to fulfill the ambitious gasoline production plans using them.
And time was short. The Soviet Union
had an acute need for gasoline, not so much
for the domestic market (in the second half
of the 1920s, the degree of motorization of
the economy was still quite low) as for export, in order to receive foreign currency for
industrialization purposes. There was a special government commission, headed by
Vice Chairman of USSR Gosplan and one of
the chief ideologists of the New Economic
Policy Grigory Sokolnikov, to work on increasing currency revenues from oil exports.
The Commission managed to get the top authorities to allocate funds for a large-scale
cracking program. On the basis of a submission by the Commission, on May 5, 1928,
the Council for Labor and Defense approved
a special resolution allocating additional
funds from the state budget for ordering 7 to
9 more cracking units from abroad.

Within the central planning system, disputes were always breaking out as to whether parallel work
on cracking should be conducted if
there was an acute shortage of
everything
In November 1928, Prof. Sakhanov was
sent to the USA to study the refining industry. Having studied the situation, on April
29, 1929, he advised that “at the current
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time, the following cracking systems are of practical significance:
Jenkins, Dubbs, Holmes-Manley,
Tube&Tank, Cross, and to a certain extent Winkler-Koch.”
The Winkler-Koch system was
an innovation, not yet known in
the USSR, and Sakhanov described it briefly as follows. “Its
merit,” he wrote, “consists in extreme simplicity and, as a consequence, cheapness. The principle of
cracking in pipes should be recognized as completely feasible, since
the high speed of flow through the
pipes prevents any coke residue or
the cycle taking too long. The furnace of the Winkler-Koch system is
an excellent design. The design of
the columns does not arouse any
doubts either, since the firm has
considerable experience specifically in this area.”
Prof. Sakhanov came to the
following conclusion: “Ultimately, I believe it advisable, at
this time, to consider the Cross
system, as the most reliable and
technically most fully developed.”
True, there was one factor that
perturbed the Soviet specialists.
The firm Winkler-Koch Eng. Co.
had not patented its unit and, in
the USA, a number of litigations
began in which major patent
holders, united in a sort of club,
accused it of “piracy”. In particular, Prof. H.S. Bell, the American consultant,
warned of this. “The firm is currently involved
in many litigations,” he wrote, adding immediately, “which, by the way, is not of any special
significance for Azneft, except for the fact that,
in view of your measures to protect Russian
patents in the USA and in the event of restoration of diplomatic relations, court cases are a
possibility in the future.” The absence of a
“brand,” the litigations and, most important,
the Great Depression, resulted in the WinklerKoch cracking unit costing far less than the
major cracking units available on the market.
In terms of unit capacity, the cost of the outdated Jenkins cube unit was $102.5 per barrel, the better Cross unit – $160 and the Winkler-Koch unit – only $90.6.

GENERAL CRACKING PARTNER
Back at the beginning of 1929, however, no
one knew that the Winkler-Koch would become the USSR’s main cracking option for the
coming decade. At the end of 1928, three
Jenkins cube units were ordered from the
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The absence of a
"brand," the litigations
and, most important, the
Great Depression,
resulted in the WinklerKoch cracking unit
costing far less than the
major cracking units
available on the market

FRED KOCH (1900-1967), an American
chemical engineer and businessman,
CEO of Winkler-Koch Engineering
Company
THE “SOVIET CRACKING” refinery
launched in Baku in 1932

USA and talks were in full swing with the firm
Kellog & Co., which held the Cross patent.
But then something unexpected happened. “After some bargaining,” wrote one
of the participants in the negotiations, “Kellog agreed to reduce these prices by 15–20%,
but Amtorg, instead of taking advantage of
this and ordering several units, diverted the
issue on to another plane, i.e. conclusion with
Kellog of a general agreement worth $15–20
million for supply of oil equipment (cracking
and pipe stills) for the USSR, with acquisition
of patents. This approach broke off entirely
the deal with Kellog. During his business trip,
however, Prof. Sakhanov got to know another new cracking system not at all widespread
in America that was developed by the firm
Winkler-Koch and in operation no more than
a year. To order these units was essentially the
only way out of the situation. As a result of
negotiations, eight units with a capacity of
2000 barrels each were ordered on satisfactory terms and, considering another 3 cracking units ordered by Azneft from Vickers, the

1928/29 plan for ordering cracking units
had been fulfilled.”
The Soviet side tried not only to purchase the units. Fred Koch, the firm’s CEO,
was proposed to conclude a separate agreement with the central design institute
Giproneft for assistance in design, this being the weakest link in the Soviet oil industry. Initially, however, Koch rejected this
proposal and the first two agreements were
concluded with the head of Azneft, Mikhail
Barinov, and the deputy head of Grozneft,
Fyodor Chamrov, for manufacture, supply
and support for construction of eight units.
Fred Koch “gave in” when another agreement was proposed for another batch of units.
On February 21, 1930, head of the Technical
Bureau of Soyuzneft in the USA Vladimir Korobovkin informed Moscow of conclusion of a
third agreement. “The agreement with WinklerKoch for seven cracking units has been concluded by Amtorg,” he wrote “(4 for Tuapse, 2 for
Azneft, without indication of Baku or Batum,
and 1 for the Embaneft Konstantinov plant).”
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sation payment after discussing with his
partners, two weeks after his departure.

The changes to the new agreement related to guarantees of petrol output: 36%
for fuel oil and 55% for gasoil; penalties applying to each unit rather than to the agreement as a whole; an increased payment for
substandard residues. Most important was
introduction of a technical assistance section. The firm undertook to provide not only complete sets of detailed drawings of the
cracking units purchased but also all the
calculations relating thereto and all the information at its disposal on the materials
used in manufacturing them.

THE AMERICAN LEGACY:
GRAIN AND SOIL

KOCH AND WINKLER-KOCH IN
THE SOVIET UNION
Meanwhile, construction of the first cracking units was in full swing in the USSR and
their start-up was planned for the early autumn. F. Koch was to make a trip to the demanding customer. On August 27, 1930, accompanied by engineer John Giles, he arrived in Moscow. Having agreed to leave all
important talks to the end of the trip, the
next day he left and spent a month and a
half between Grozny, Tuapse, and Batumi.
In the middle of October, full of the most
contradictory impressions, Koch and Giles
returned to Moscow.
The units in Grozny and two units in Batumi were started up for testing purposes
and another two Batumi units were 75%
ready. In Tuapse, two units were ready but
in an effort to economize, the builders had
combined two out-pipes, which they should
not have; as a result the pipes had to be redone. In his memorandum of October 15,
1930, F. Koch appraised the work. The results were not bad, considering the difficulties: the inexperienced personnel and
lack of attention to control instruments; absence of an engineer on the staff responsible for cracking, resulting in the cracking
unit having no one in charge; excessive attention to fire precautions when the operators simply need to be attentive, and “attempts to save” leading to the possibility of
explosions and fires; and, of course, the
shortage of materials and tools. In conclusion, he “drew attention to organizational
questions of the need to establish more precise organization and proper discipline of
both Russian workers and the Americans.”
On October 18–20, 1930, the main talks
were held about continued cooperation.
The day before, the Soyuzneft Board,
chaired by Vice Chairman Academician
Ivan Gubkin, confirmed the “feasibility of
continuing relations with the firm WinklerKoch.” All subsequent discussions were
about the details of technical assistance,

WINKLER-KOCH EQUIPMENT advertisement
in the Soviet magazine Neftyanoye Khozyaystvo
(Oil Industry), 1930-s

which was to result in a General Agreement
on Technical Assistance. The core of the
technical assistance was, however, aid in
setting up a plant to make cracking apparatus and this became the main problem.
The “metallists”, for instance, demanded:
“We need to obtain from Mr. Koch a recipe
concerning metals, i.e., an analysis of metals, the physical properties of metals and
general data, i.e., should they be hardened
or tempered and so on, in a word, general details of thermal treatment.”

The ideas applied by F. Koch and
his engineers helped the Soviet
engineers in designing their own
cracking systems
“Then, with respect to the entire unit: he
needs to elucidate the overall allowances, the
methods for making the equipment on the basis of which it is produced, and detailed factory working drawings.” In addition, F. Koch
was to accept twenty Soviet engineers for a
six-month internship at plants using his
units and ten metal engineers at his metals
plants. He undertook to advise the Soviet
design bureau and assist in designing,
building and starting up 50–60 cracking
units, which were to be built in the USSR
over the next 2–3 years. F. Koch promised to
send the final conditions and the compen-

F. Koch left the USSR as an implacable opponent of Communism, as he wrote in his
memoirs, recalling with absolute abhorrence his translator-cum-spy and the fear of
the engineers working with him. Yet it must
be admitted that the company Winkler-Koch
Eng. Co. made a significant contribution to
refitting the refining industry of the USSR.
In 1931, the “original” Winkler-Kochs
were completed in Baku (2 units), along
with those in Grozny (4) and Yaroslavl (1),
and they were started up about a year after
the first batch. The firm’s representatives
left the USSR in October 1931.
The ideas applied by F. Koch and his engineers helped the Soviet engineers in designing their own cracking systems. As one
of the technical heads of Neftestroy stated,
“the sets of drawings received from WinklerKoch played a major role in the designing of
a Russian cracking unit by NIImash in conjunction with Giproneft, even though not all
the drawings were in full detail. In any case,
these drawings were beneficial for designing
not only cracking units but also pipe stills.”
Yet the significance of this firm should
not be overestimated, it being a matter not
so much of the firm itself as the conditions
of Soviet scientific and technical and production practice. By recognizing the Winkler-Koch cracking unit as the model, Soviet refining doomed itself to conservation.
The technologic development was not at a
standstill either and a new level had to be
reached. Just a few years later, Soviet engineers realized both the advantages and the
shortcomings of this design and worked successfully on modernizing it. Yet Soviet industry was dogged by the same problems as at the
dawn of cracking development: new spheres –
vapor-phase cracking, industrial integration of
polymerization and isomerization processes
and so on – were left to “starve.” The points of
technological growth in the USSR were limited, even though the raising of the problems
spoke of the high standard of Soviet scientific
and engineering thought. Not by chance did
Academician Ipatyev and Prof. Sakhanov
(Sachanen), who emigrated from the USSR,
provide a new impetus to downstream technology in the USA subsequently throughout
the world. And when the Soviet Union needed to take the next step, it again bought the latest plants in the USA, just as in the case with
Shukhov, missing its priority and remaining an
outsider in refining plant manufacturing. !
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NIZHNY NOVGOROD,
PEARL OF THE VOLGA
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N THE CENTER OF THE EASTERN EUROPEAN PLAIN, at the confluence of
the two great Oka and Volga rivers, lies
one of Russia’s most beautiful cities –
Nizhny Novgorod. The city, which was
founded in 1221 by Prince Georgy
Vsevolodovich of Vladimir and Suzdal, remained until the 17th century a fortress town,
Russia’s frontier stronghold in its multiple
wars with its neighbors.
For several centuries, this outpost took
many blows from Finno-Ugric tribes and Tartars, frequently being destroyed, burned
down and rising like a Phoenix from the ashes. That is why the oldest monuments here
date back only to the second half of the 17th
century. The city has a total of over 600
unique historical, architectural and cultural
monuments, the main one being the Nizhny
Novgorod Kremlin. It is located in an excep-

tionally beautiful spot, stretching across a
steep cliff, right by where the Oka and the Volga join together. The southern part of the
Kremlin is at the top of the hill, while the
northern part runs along the banks of the Volga, and the eastern and western parts go
down the sides of the hill like a huge stone
staircase.
The stone Kremlin, an outstanding example of Russian fortification art, was erected at
the beginning of the 16th century, when
Nizhny Novgorod was a reliable support for
Moscow in its struggle for the great river artery. Twelve of the thirteen Kremlin towers
still remain to this day, and part of the fortress
walls has already disappeared over time.
These walls at that time enclosed a multitude
of churches, but the only one left is the
Archangel Michael Cathedral, originally built
before the mid-16th century and rebuilt between 1628 and 1631. This is the oldest extant Kremlin building.
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Four hundred years ago, in 1612, Nizhny
Novgorod was where the people’s militia
gathered under Kozma Minin and Prince
Dmitry Pozharsky to rid the country of the invaders. There is a monument to the heroes in
the city center, at the precise place where
Minin stood to call on the people of Nizhny
Novgorod to liberate Moscow from the aggressors. This is a modern copy of the original
monument standing in Red Square in
Moscow. Its creation was a kind of historical
justice: after all, it was originally intended to
raise the monument in Nizhny Novgorod, the
city where the people’s militia actually came
into being.
The second half of the 17th and the 18th
centuries were a golden area for Nizhny Novgorod. Shipbuilding wharfs were opened;
crafts flourished, as did trade, thanks to the
proximity of the Makarevskaya fair. In fact,
that was the time when the famous Khokhlo-
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ma was born in the Nizhny Novgorod area –
decorated wooden dishes famed throughout
the world.
The beginning of the 19th century made
trade and industrial Nizhny Novgorod also the
cultural center of the Volga region. Decisive
for Nizhny Novgorod was transfer of the
Makarevskaya Fair to the village of Kunavino,
which was close to and is now part of the city.
The Nizhny Novgorod fair soon became one of
the biggest in Europe, changing both the appearance of Nizhny Novgorod and the way of
life of its people and giving Nizhny Novgorod
the unofficial status of “Russia’s third capital.”
The Nizhny Novgorod Guberniya was at
the forefront of many industries. For instance,
in the 1870s, close to Nizhny Novgorod, in the
small town of Balakhna, the entrepreneur Viktor Ragozin built the world’s first plant producing mineral lubricant oils out of oil
residue. Ragozin’s oils were rightly recognized
as the best in the world at many international
exhibitions at the end of the 19th century.
In the early 20th century, active construction began of the city’s industrial zone:
the Gorky Automobile Plant (GAZ) opened
its gates and the Sormovo shipbuilding factory was reconstructed. During World War
II, Nizhny Novgorod was the center for the
aviation and machine building: during the
War, the GAZ plant made as many artillery
pieces as were produced in aggregate by all
Germany’s plants. After the War, Gorky became a “closed city.”
From 1932 through 1990, the city bore the
name of Gorky. At the turn of the 21st century, many traditions lost in Soviet times were
revived, the Nizhny Novgorod Fair came back
to life, ancient churches and monasteries were
re-opened. In our day, the “Volga capital,” one
of Russia’s most beautiful cities, joyfully welcomes visitors from all over the world. !
Oil of Russia | No 4, 2012 91

YANA AGEYEVA

EVENTS

NOVEMBER 2012-MAY 2013

MAIN OIL AND GAS
EVENTS IN RUSSIA
November 13-16, Moscow

3rd Moscow International
Lubricants Week
www.rpi-conferences.com
November 20, Moscow

November 27-28, Moscow

5th Russian Congress
“State Regulation of Subsoil Use”
www.nedra.asergroup.ru
November 28, Moscow

9th International Forum
“Gas of Russia” (Gaz Rossii-2012)
www.gazo.ru

2nd International Forum
“Oil and Gas of Eastern Siberia”
www.ogesforum.ru

November 20-21, Murmansk

November 29–December 1,
Moscow

5th International Conference
“Arctic Shelf Development:
Step by Step”
en.murmanshelf.ru
November 27-28, St. Petersburg

7th International Congress on
Transportation, Storage and
Transshipment of Crude Oil,
Liquefied Gases and Petroleum
Products “Oil Terminal”
www.oilterminal.org/en/

2nd International Exhibition
“The Ocean 2012”
www.theocean.ru
December 6-7, Moscow

3rd International Conference
“Russia’s LPG and LNG markets:
new horizons for development”
www.maxconf.ru
December 6, Moscow

7th Offshore Drilling
Equipment Conference
(Neftegazshelf-2012)
www.n-g-k.biz
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December 12-14, Volgograd

15th Specialized Exhibition
“Equipment – Oil. Gas. Chemistry”
www.vzr.ru
March 5-6, Moscow

11th International Conference
and Exhibition “Russia Power”
www.russia-power.org
March 14, Moscow

8th Annual Conference “Oil
and Gas Industry Supply Chain”
(Neftegazsnab-2013)
www.n-g-k.biz
April 8-11, Moscow

11th Moscow International
Energy Forum “Russian Fuel
and Energy Complex in the 21st
Century” (MIEF-2013)
www.mief-tek.com
April 23-26, Moscow

18th International Transport
and Logistics Exhibition and
Conference (TransRussia-2013)
www.transrussia.ru
May 21, Moscow

3rd Annual Conference
Construction in Oil and Gas
Industry (Neftegazstroy-2013)
www.n-g-k.biz

