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                    consequences of the natural resources, environmental safety and pollution. 


 The Committee for Construction, Transport, Housing and Communal Services,  
 and  Communication  develops  legislation  on  district  heating  and  other  residential 
 services.   


•  Executive Power. Executive bodies that deal with various aspects of the energy 
 sector include several ministry and state committees. 


 The  Ministry  of  Fuel  and  energy  is      key  administrative  body  for  Ukrainian’s 
 energy sector. It develops the energy sector’s strategy and regularly framework, 
 and  contributes  to  the  development  of  the  state  budget  and  targeted  economic 
 and social programs.  


 The Ministry of Construction, Architecture, Housing and Communal Services.  


The  Ministry  is  responsible,  in  particular,  for  developing  and  implementing  policy  on 
 district heating and other residential services.  


 The Ministry of Environmental Protection develops and implements state policy 
 in  area  of  natural  protection,  rational  use  of  natural  resources,  ecological  and 
 nuclear safety.   


 The National Electricity Regulatory Commission  plays a very important role in 
 the energy sector through licensing and price regulation.  


 The  Antimonopoly  Committee,    monitors  implementation  of  antimonopoly 
 legislation  and  limits  the  concentration  of  economic  power,  including  that  the 
 energy sector.  


 Regional and local authorities can influence oil companies by setting local taxes 
 and levies (for example the environmental tax) 50. 


The  most  important  laws  regulating  the  oil  sector  in  Ukraine  include:  the  Law  on  Oil 
 and  Gas  (July  2001);  the  Law  on  Concessions  (July  1999);  the  Law  of  Pipeline 
 Transport  (May  1996);  the  Law  on  Subsoil  (July  1994);  and  the  Law  on  Production 
 Sharing Agreements (September 1999). Additional laws that influence activities in the 
 oil  sector  include:  the  Law  on  Natural  Monopolies  (2000)  and  the  Law  on  Protecting 
 Economic Competition (2001). In addition, some aspects of the oil business regulate by 
 the international agreements.  


 3. 3   LUKOIL Oil Company Profile 
        


50 The Ministry Fluent and Energy of Ukraine  - http://mpe.kmu.gov.ua/fuel/control/uk/index 


     LUKOIL  is  a  vertically–integrated  oil  company  which  owns  1.1%  of  global  oil 
 reserves and 2.3% of global oil production. It is the largest Russian oil producer - 18% 


and doing 19% of Russian oil refining. Also, LUKUIL is the largest oil business group 
 which  is  operating  in  Russia.  The  annual  turnover  of  the  company  is  over  US$  107 
 billion and net profit income of over US$ 9.1 billion.  Shares of LUKOIL are one of the 
 most liquidity and attractive tools of the Russian stock market and are actively traded on 
 the  foreign  markets.  Confirming  the  positive  image  of  the  company  LUKOIL  is  the 
 leader  among  Russian  companies  for  openness  and  transparency  and  the  largest 
 taxpayer of the Russian Federation, the total amount of taxes in 2008 was over US$ 38 
 billion. Worldwide LUKOIL is the 2nd largest non–state publicly trade oil company by 
 reserves  of  hydrocarbons  and  the  6th  large  non–state  publicly  traded  company 
 worldwide by production of hydrocarbons51.  


       In  1993  a  join  –  stock  oil  company  LUKOIL  was  created.  In  1995,  LUKOIL 
 transferred majority control of nine oil producing, marketing and service companies in 
 Western  Siberia,  the  Urals  and  the  Volga  region.  In  1997  a  company  LUKOIL  – 
 Neftekhim was created. In 1999 LUKOIL acquired several companies and enterprises, 
 including  oil  refinery  in  Burgas,  Odessa.  In  2000,  the  company  entered  the  market  of 
 petroleum  products,  bought  Getty  Petroleum  Marketing  Company  and  company  – 
 owned  gas  –  station  network.  In  2004,  the  USA  oil  company  ConocoPhillips  has 
 purchased state – owned block of shares in LUKOIL (7.59%), nearly $2 billion. At the 
 end of 2006, LUKOIL bought from ConocoPhillips, more than 370 petrol-filing stations 
 in Europe 52. 


Marketing  network (at  the  beginning  of  2008):  24  countries,  including  Russian,  CIS 
 and  European  countries  and  United  States.  (figure  3.2.1).  The  geography  of  oil 
 production  (end  of  the  2007)  Western  Siberia  (8.16  million  barrels),  the  Timan  – 
 Pechora (3.346 million barrels). The share of other regions of operation has 247 million 
 barrels, the share of international projects – 495 million barrels. In additional, LUKOIL 
 is  implementing  projects  for  exploration  and  production  of  oil  and  gas  abroad  –  in 
 Kazakhstan, Egypt, Azerbaijan, Uzbekistan, Saudi Arabia, Colombia, Venezuela, Iraq. 


       


51 Official LUKOIL Oil Company website www.lukoil.ru  


52 Scientific Magazine “Oil of Russia” , No 2, 2009 Dmitry Mikhailov “Key Element of Oli Production” 


      Figure 3.1. Global Business of LUKOIL Oil Company 


    Source : Official LUKOIL website www.lukoil.ru 


Geography  refining:  LUKOIL  owns  significant  oil  refining  capacity  in  Russia  (four 
 large  refineries  –  at  Perm,  Volgograd,  Ukhta  and  Nizhny  Novgorod)  and  abroad  (  in 
 Ukraine, Bulgaria and Romania), their total capacity amounts to 14.0 million tons of oil 
 a year.(Annexes Image 1 )  


      Because  of  the  wide  geographic  and  marketing  network  LUKOIL  has  complicated 
 operating structure (Annexes Image 2) LUKOIL divided by 4 sectors:  Exploration and 
 Production; Oil Refined; Petrol – Chemicals; Gas Processing; Product Marketing. The 
 management structure of LUKOIL also complicated and board (Annexes Image 3). At 
 the  top  of  the  structure  there  are  Board  of  Director  with  the  BoD  office  and  the 
 Management  Committee  with  management  committee  office.  Oil  and  Gas  production 
 sector in charge with the First executive Vice President divided into 3 divisions: Main 
 Division of Oil and Gas Production; Main Division of Geology and Development; Main 
 Technical  Division.  The  next  sector  is  Refining  and  Marketing  with  First  Vice–


       Global Business of LUKOIL  
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President  on  the  hand.  This  sector  is  divided  into  5  divisions:  Main  Division  of 
 Refining; Division of Coordination of Petroleum Product Marketing; Maine Division of 
 Supplies  and  Sales;  Maine  Division  of  Electric  Power;  Main  Division  of 
 Petrochemistry.  3.  Economy  and  Finance  sector  is  presented  by:  main  Treasury  and 
 Corporate  Finance  Division;  Maine  Economy  and  Planning;  Main  Tax  Division. 


Accounts  sector  divided  into  Main  Division  of  Strategic  Development  and  Investment 
 Analysis;  Main  Division  of  General  Issues,  Corporate  Security  and  Communications; 


Main Division of Control and Internal Audit; Main Division of Human Resources; Main 
 Division of Legal Affairs. On the head of the divisions are Vice – Presidents or the head 
 of the division.  


Committee of the Board of Directors.  


Under the Board of Directors there are 3 committees:  


Audit Committee.  


Purpose: to make recommendations to the BoD, concerning independent external and 
 internal audit of financial account and appraisal of the Company property.  


Responsibility: To prepare recommendations concerning BoD: 


-  Selection of candidates appointment as Company Auditor from among 
 internationally recognized auditors with high professional reputation; 


-  Supervision of any competition for choice of the Auditor, if such a competition 
 is held (tender); 


-  Analysis and discussion with the Auditor of any significant question arising 
 during conduct of independent external audit of the Company; 


-  Acquaintance with the Auditor’s conclusions before the latter are presented to 
 shareholders at the General Meeting of Shareholders; 


-  Review of the most significant amendments to the Company’s accounts as the 
 result of the audit; 


-  Efficiency of the Company’s system of internal control and audit; 


-  Assessment of the Company’s risk management system; 


-  Possible preliminary approval of the Company’s annual report by the BoD; 


-  Observance of audit procedures and assessment of the level of objectivity and 
 independence of the Company Auditor; 


-  Definition of a limit of the Auditor’s remuneration, depending on the type and 
volume of his work, including services, which complement the actual audit.  


Strategy and Investment  Committee  


Purpose: to make recommendations to the BoD on  design of strategic development 
 goals for the Company and to coordinate strategic planning activities with the BoD 
 Responsibilities: 


To prepare recommendations concerning BoD: 


-  Analysis of concepts, programs and plans for strategic development of the 
 Company; 


-  Assessment of Company policy in relations with investors and shareholders; 


-  Decisions on the level of dividends to be recommended to shareholders, and 
 procedure for dividend payment;  


-  Distribution of Company profit and loss at the end of each year; 


-  Company policy with respect to its own securities; 


-  Plans for Company recognition; 


-  Participation in holding companies, financial – industrial groups, associations 
 and other unified commercial organizations; 


-  Major transactions, involving property that is equal in value up 25 -50% of the 
 day, when the decision on such transaction is taken; 


-  Creation of Company subsidiaries and opening of representative offices and 
 closure of the same in the Russian Federation and foreign countries; 


-  Use of Company reserves; 


-  Use of non – core assets of the Company; 


-  Change in the structure of Company asset management.   


Personnel and Remuneration Committee. 


Purpose:  to  prepare  recommendation  to  the  BoD  on  Company  policy  regarding 
 personnel  and  regarding  remuneration  of  managers  and  of  the  Company’s  auditing 
 commission.  


Responsibilities: To prepare recommendation to the BoD concerning:  


-   Company actions to do with personnel and remuneration of managers and of the 
 Company’s auditing commission; 


-  Assessment to candidates to positions in the respective management position in 
 the Company; 


-  Design of criteria for determining independence of any director in the BoD; 


-  Analysis of results of work by members of Company management bodies and of 
 the audit commission, particularly as concerns possible increase of remuneration 
 paid to them; 


-  Decision on a recommended level of remuneration to be paid to members of the 
 audition commission; 


-  Advisability of reappointing members of the auditing commission; 


-  Design of long – term programs of remuneration to Company employees, based 
 on Company shares;  


-  Significant  conditions  of  contracts  with  members  of  the  Company’s  executive 
 bodies53.  


         Supply  sector  is  important  for  the  company  as  a  guaranty  of  availability  of  the 
 distribution  channels  for  final  products.  Developing  this  sector,  LUKOIL  wants  to 
 create more value by selling their products end consumer at the highest possible market 
 price, and the stabilization of cash flows by reducing price fluctuation. Strategic goal of 
 the company is to increase the share of the retail distribution volume, which gives the 
 additional  profits  an  additional  competitive  advantage.  The  company  realizes  the 
 optimization of the selling portfolio through buying the high liquid assets and selling the 
 low liquid assets.  The result of this strategy is increase in sales through company’s gas 
 station – the sale rise more than 16 % at last 6 years. LUKOIL is actively expanding its 
 sales  network,  buying  more  and  more  new  assets.  For  example,  in  2008  the  company 
 acquired  Turkish  company  “Akpet”  which  owns  689  gas  stations.  Over  the  past  six 
 years, a network of the LUKOIL stations (including franchising) increased by 25%.   


        To  enter  the  new  market,  the  company  achieves  assists  as  a  high  quality  of 
 production and high quality services at the gas stations, as well as the special offers and 
 discount cards.  


“LIKARD” – system of metering of petroleum products, related products and services. 


This  exclusive  system  was  creating  for  legal  persons  at  the  beginning.  Over  time,  the 
 system  were  served  bonus  and  discount  cards  for  individuals,  as  well  as  fuel  cards  of  
 other  issuers,  on  the  base  of  installed  equipment  was  organized  reception  cards  of 
 international    payment  system.  Network  fluent  vehicles  equipped  with  the  system 


“LIKARD”,  as  at  January  1,  2009  covering  nearly  3,500  gas  stations  located  in  60 
 regions  of  Russia,  as  well  as  Ukraine,  Azerbaijan,  Belarus  and  Poland.    Number  of 
        


53LUKOIL Fact  Book  2009, www.lukoil.ru/factbook2009


current  cards  “LIKARD”  reached  2,120,00  ps.  In  2009,  it  sold  3.10  million  tones  of 
 petroleum products, more than 30% higher than in 200854.  


Company has the following objectives of the strategy: 


-  Transition to a single share and the consolidation of assets producing subsidies; 


-  The  search  for  effective  markets  for  petroleum  products  in  the  complete 
 reconstruction of its refineries and loading; 


-  Ensuring the shareholders rights.  


LUKOIL  Company  holds  assets  around  the  world.  The  idea  of  purchasing  in  U.S. 


refining capacity was born in the 2001, the year after LUKOIL bought the network of 
 Getty petroleum (approximately 1,3 thousand gas stations) in the U.S. than in 2004 the 
 company acquired 795 filling stations from Conoco- Philips. Now LUKOIL in America 
 a little more than 1,5 thousand gas stations, located just on the east Coast. Based on the 
 annually  average  sales  of  petroleum  products  form  one  gas  station,  on  the  American 
 market, LUKOIL sells about 4 million tons per year. So, it is now reasons for LUKOIL 
 to  leave  the  American  market.  As  a  part  of  its  long  –  run  development  strategy  of 
 LUKOIL intends to produce oil in Latin America, particularly in Colombia, in the U.S. 


it has a filing. So to finalize the process chain of the company it really needs a refinery 
 in the region.  


        Competitive strategy of the “LUKOIL” company is connected with the entering the 
 new oil – producing regions, buying the new refinery equipment, expanding the sphere 
 of the retailing oil production. Implementation of this strategy, made it possible for the 
 company  to  achieve  friendly  takeover  of  100%  share  KomiTEK;  controlling  of  the 


“Arkhangelskdobicha;  management  refineries  in  Bulgaria,  Romania,  Ukraine; 


acquisition  marketing  company  in  the  U.S.  Underway  also  there  are  a  lot  of  projects, 
 such as the acquisition of petrochemical plants and the external of the sales network in 
 Eastern Europe. Under the competition policy, LUKOIL is actively developing projects 
 for  exploration  and  production  of  oil  and  gas  in  the  CIS  countries.  To  strengthen  its 
 competitive potential the company plans to continue to increase the amount of work on 
 foreign projects. Having a clear strategy for development in the oil sector, LUKOIL was  
 the  first  oil  company  which  began  to  press  the  oil  and  gas    monopoly    (“Gazprom”, 


“Sibur”).  The  company  also  demonopolizes  oil  transportation  system  of  the  country. 


With  its  own  tanker  fleet,  LUKOIL  has  become  the  top  provider  of  services  to  the 
        


54Scientific Magazine “Oil of Russia”, No 1, 2010 Alexander Matveichuk Ph.D. (History), “ Innovation 
Development of Energy Strategy


tanker fleet. Such large – scale attack on the internal and external markets for petroleum 
 creating the additional competitive advantages and providing the company with reliable 
 chains and facilities55.  


     LUKOIL already owns four large and two mini–refineries in Russia, as well as three 
 factories abroad – in Ukraine, Romania and Bulgaria. The total capacity of all plants of 
 the  company  amounts  to  58  million  tons  of  oil  per  year,  including  foreign  ones  –  14 
 million tones. According to the ten – year plan to 2016, LUKOIL will increase to 13-16 
 million tons. The development strategy of LUKOIL expects be 2016 Russia will be to 
 account  for  56%  for  processing,  in  Europe  –  30%,  Asia  and  America,  where  the 
 company has no refinery – 14%.  


LUKOIL shares   


      It  is  the  first  Russian  oil  company  traded  on  the  London  Stock  Exchange  in  2008 
 and  the  first  Russian  company  to  receive  full  listing  on  the  London  Stock  Exchange. 


The graphic 3.2.1 shows the fluctuation of the stocks prices. We can see that the peak of 
 the LUKOIL stocks was 20.10.09.  After one week the prices start go down. More a less 
 the  tendency  was  stable  till  February  2010.  After  a  short  period  of  time  a  decreased 
 price started to rise again. On 19.04.2010 the price slowly went down. One of the main 
 reasons  for  this  is  that  the  LUKOIL  collaborate  Conoco  –  Philips  is  selling  the  ½  its 
 portfolio  of  stocks  of  LUKOIL  company.  On  the  30.04  the  stock  quotation  of  the 
 LUKOIL  company  were  following:  low  –  58  USD,  high  –  58  USD,  open  –  57  USD, 
 closed 57,3 USD56.  


      


       


55Scientific Magazine “Oil of Russia” , No 1, 2008 Mikhail Antonov, Deputy Head,  Main Department for Refining, 
 JSC LUKOIL “A Program for Investment Growth ”


56 Scientific Magazine “Oil of Russia” No. 2, 2009 “Figures and Facts ”    


      Figure 3.2  The fluctuation of the LUKOIL stocks. 


       source http://www.cefp.ru/finmarket.shtml 


Shares  of  OAO  “LUKOIL”  is  one  of  the  most  liquidity  and  attractive  tools  of  the 
 Russian stock market, and actively trade on the foreign markets -  at the London Stock 
 Exchange,    a  number  of  exchanges  in  Germany  and  in  the  over  –  the  –  counter  U.S. 


market.  Over  five  years  the  capitalization  of  the  company  increase  by  38%.  LUKOIL 
 has  successfully  implemented  one  of  the  main  strategic  objectives  is  increase  its 
 shareholder  value  and  provide  a  comfortable  access  to  capital  market.  The  dividend 
 police  of  the  company  is  guided  by  LUKOIL  strict  observance  of  the  rights  of 
 shareholders, as well as supporting balance the interests of shareholders.  


SWOT  Analysis  
 Strengths  


-  LUKOIL is the one largest volume of oil company 


-  The  company  is  developing  a  field  in    more  than  30  countries  and  processes  a 
 large resource base, which provides further growth  of oil and gas 


-  LUKOIL is in the fives of the international companies of the oil refining  
 -  The high developed sales business  


-  The largest share of oil and gas compared with other oil companies  in Russia  
 -  Transparent corporate structure of company  


-  Partnership with international and Russian  companies  


Weaknesses  


-  Reducing    inventory  of  the  easily  extracted  oil  what  lead  to  increasing  the  
 extraction expenses  


-  The dependency on oil prices 
 Opportunities  


-  The  growth of oil and gas intensive modernization, purchase and construction of 
 oil refineries 


-  The development of distribution network  
 -  Possible partnership with Gazprom Neft 


-  Partnership with Conoco – Philips will allow LUKOIL to strengths and develop 
 their position on the world market, as well as use new technologies exploration.  


Treats  


-  Unstable situation on the oil market  
 -  Political factors   


   Developing strategy of LUKOIL  


•  Expanding  of already existing stations abroad; 


•  Construction or purchase of the refinery; 


•  LUKOIL  could  build  refineries  in  China,  supplying  oil,  as  well  as  develop  the 
 deeply selling network of more than 100 stations on the North – Eastern part of 
 China  


•  LUKOIL  plans  to  increase  the  number  of  filling  stations  in  Turkey  in  2011  to 
 700  


•  LUKOIL  intends  to  develop  the  network  of  petrol  station  s  in  the  countries 
 around Baltic 


•  LUKOIL also negotiate to purchase a refinery in Great Britain and Netherlands 


•  Announced that interesting of purchasing the selling assets of YuKOS57.  
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