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Oil & gas news

Bulgaria

Chevron wins shale gas permit
Chevron has been awarded a five-year permit by the 
government of Bulgaria to explore for shale gas at 
the Novi Pazar block in the northeast of the country. 
“Chevron Bulgaria Exploration & Production was 
selected as the holder of the permit after a bidding 
process,” the government said in a June 15 
statement on its website.

Chevron was reported to have offered €30 million for 
the license, beating a rival bid from the UK’s BKN 
Petroleum. The Novi Pazar shale gas deposit is 
estimated to contain between 300 billion and 1 trillion 
cubic meters of shale gas. The concession area is 
located on the territory of the oblasts of Razgrad, 
Silistra, Dobrich, Shumen and Varna and covers an area 
of nearly 4,400 sq km.

Sofia said Chevron would invest some €50 million 
($71 million) at the site, and would spend €4 million on 
environmental measures. Bulgaria’s economy and energy 
minister Traicho Traikov was quoted as saying by the 
Sofia News Agency June 16 that Chevron would take on 
all the risk for shale gas exploration at the block, 
including whether “sufficient quantities of shale gas will 
be discovered or whether a potential extraction will 
receive a positive environmental assessment”.

Chevron said June 16 it was pleased to have 
been awarded the license. “We now look forward to 
working with the Bulgarian authorities and bringing 
our experience in exploration and environmental 
protection to progress this opportunity,” a 
spokesman said in a brief statement.

Traikov was quoted as saying that Bulgaria’s 
shale gas deposits “should be able to guarantee its 
domestic consumption of gas for the next 1,000 
years”. Bulgaria is almost 100% dependent on 
Russian gas imports and has stated its ambitions to 
diversify away from Russia.

Two other shale gas license tenders are still 
under way, and bidders have until the end of June to 
submit bids. Denver-based Direct Petroleum, 
US-based Integrity Towers and Canada’s Park Place 
Energy have previously won licenses to drill for shale 
gas in Bulgaria.

The Bulgarian license is the latest in a string of 
shale gas licenses won by Chevron in Eastern 
Europe. In Poland, considered Europe’s most 
prospective country for shale gas, Chevron has four 
exploration concessions in the southeast of the 
country. It has contracted Polish drilling rig operator, 
PNiG Nafta Pila, to drill shale gas exploration wells, 
scheduled for the fourth quarter of this year.

Chevron also has shale gas acreage in Romania. In 
July 2010, it was awarded three onshore exploration 
licenses in the country’s 10th licensing round. It has 

also bought the Barlad onshore concession in Romania 
from the UK’s Regal Petroleum for $25 million.

Chevron is also said to be considering investing 
in shale gas production in Ukraine. Ukraine’s Prime 
Minister Mykola Azarov said in this February Chevron 
was ready to make investments if is it assured of 
political stability and that the current taxation 
structure will not change.

Croatia

MOL denies corruption charges
Hungary’s top oil and gas company MOL has denied 
charges that its chairman-CEO Zsolt Hernadi bribed 
former Croatian Prime Minister Ivo Sanader to obtain 
his approval for MOL taking control of Croatian 
national oil company INA.

MOL said in a June 21 statement it was “shocked 
but not surprised” by the allegations, which the 
company said fit a recent pattern of attacks 
“launched by those whose interests are threatened 
by...INA’s reorganization”. MOL stressed that no 
illicit payments were made to Croatian policymakers 
either during or after INA’s privatization, and that 
MOL has no official information of any investigations 
to this effect.

According to a report by Croatian daily Vecerni List, 
quoted by Hungarian news portal index.hu, Hernadi is 
suspected by Croatian prosecutors of having paid €10 
million to then-PM Sanader in 2008-2009 to ensure MOL 
was able to take control of INA. Sanader was arrested in 
Austria last December on unrelated corruption charges. 
Allegations against Hernadi were brought up during 
subsequent investigations, according to the report.

The allegations come at a time of considerable 
tension between MOL, which holds a 47.75% controlling 
stake in INA with an option on a further 1.6%, and the 
Croatian state, which owns 44.8%, and is keen to 
prevent the Hungarian company from acquiring a majority 
stake in its strategic oil and gas company.

MOL sought and failed to secure majority control in a 
public buyout last December, which irked Zagreb, 
claiming that it had not been advised in advance of 
MOL’s intentions. In May, Croatia’s financial market 
regulator HANFA brought criminal charges against MOL 
and unnamed officials for alleged manipulation of the 
market in purchasing shares of INA after the public bid – 
allegations vehemently denied by MOL.

Europe

Gazprom sees 14% rise in exports
Gazprom expects natural gas exports to Europe, 
excluding the former Soviet Union, to rise to as much 
as 158 billion cubic meters in 2011, up 14% from 
139 Bcm in 2010, deputy chief executive Alexander 
Medvedev said June 20.
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“Our conservative estimate to Europe is 155 Bcm 
and the more optimistic scenario is 158 Bcm,” 
Medvedev said at a press conference in Moscow, adding 
that Gazprom’s exports to the region in the first five 
months were 7 Bcm above the company’s plan. Exports 
to Europe in the first five months were 17% higher than 
the same period of 2010 and June exports are also up 
on the same period last year, although the rate of growth 
was lower, he said.

“Net sales to Europe are projected at over $60 
billion, on the same level as 2008,” Medvedev said, 
referring to the last year before the global financial crisis, 
when Gazprom exported a record amount of gas. When 
the economic crisis hit, Gazprom’s production and 
exports plummeted in line with European demand.

Medvedev also reiterated Gazprom’s support for the 
current pricing system, which uses long-term oil-indexed 
contracts. “We would never do anything to disrupt the 
traditional system of pricing not because we are so 
conservative, but because we first of all care about our 
consumers,” Medvedev said.

Gazprom is in ongoing talks with several major 
customers, including Eni, E.ON and GDF Suez, about 
reducing the percentage of the contracts based on 
the price of oil and increasing the weight of spot gas 
prices, Medvedev said. The gap between prices for 
oil-indexed contracts and on spot markets narrowed 
in Q4 2010 and Q1 2011, which will dampen 
enthusiasm for increasing the role of spot prices in 
long-term contracts, Medvedev said.

Gazprom earned $7.2 billion in 2010 in “virtual 
exports” of gas under take-or-pay contracts for 
volumes that were not delivered, Medvedev said. In 
2011, it has received $1.2 billion in payments for 
undelivered gas and expects to receive another $2.2 
billion by the end of the third quarter as an advance 
from Turkey, Medvedev said.

Europe remains Gazprom’s main export market, but 
the company still hopes to close a deal to supply China 
despite its failure to sign on the dotted line during the 
St. Petersburg Economic Forum last week.

Medvedev said the next round of talks on the gas 
supply deal with China’s CNPC would take place after 
Gazprom’s annual shareholders’ meeting June 30. He 
said there was “a good chance” the deal would be 
closed by the end of 2011. Medvedev said if a deal is 
reached by the end of the year, gas supplies can still 
begin by the end of 2015.

Recent talks between Chinese President Hu Jintao 
and Russian counterpart Dmitry Medvedev failed to yield 
an agreement and the fate of the long-expected gas 
supply agreement remains in limbo.

In September 2010, Gazprom and CNPC signed a 
legally binding agreement on the supply of up to 30 
Bcm per year of Russian gas to China but the two 
sides have yet to agree on a price formula. Moscow 
and Beijing signed an initial agreement on gas 
supplies in 2006, when they agreed to build two gas 
pipelines. The system would comprise an eastern 
and a western route, through which nearly 70 Bcm of 
gas could be exported to China.

Novatek eyes LNG, storage in Europe
Russian independent gas producer Novatek is 
considering building import terminals for liquefied natural 
gas as well as underground storage facilities in Europe, 
a spokesman told Platts June 22, confirming remarks 
made by its chief executive Leonid Mikhelson.

He did not provide more details, such as whether the 
new facilities would be for Novatek’s own use.

The news follows a call in late May by the EU’s 
Energy Commissioner Gunther Oettinger for an end to 
Gazprom’s monopoly on exports. At the moment, the 
only exporter of Russian gas is Gazprom, which has a 
legal monopoly on pipeline and liquefied natural gas 
exports. The Russian government has hinted in recent 
months that this could change with Novatek expected to 
build its Yamal LNG export terminal in Russia’s far north.

The independent gas producer is due to make a 
final investment decision by the end of next year but it 
has now emerged that the terminal’s planned output 
of 15 million mt per year, is to be marketed by 
Gazprom, in exchange for an agency fee of 1%. “Yamal 
LNG will be exported through Gazprom Export, thus 
preserving Gazprom’s monopoly,” Novatek CFO Mark 
Gyetvay said June 21.

Nord Stream sections connected
Underwater connection work on the three sections of the 
first line of the Nord Stream natural gas offshore 
pipeline project has been completed. The underwater 
hyperbaric tie-in connection work of the sections was 
done in two offshore locations off the coast of Finland at 
a depth of 80 meters and another off the Swedish 
island of Gotland at a depth of 110 meters, the 
operating company said June 21.

The work is part of a precommissioning period that 
will run up until September and also involves cleaning, 
connecting with the route’s onshore landfalls in Russia 
and Germany, and pressure testing.

The first of the 1,224 km-long pipeline’s two lines 
was completed in May 2010, and will begin receiving 
gas for delivery this autumn, while pipe-laying work for 
the second line is expected to be completed in April 
2012 in order to be operational by autumn 2012. Piping 
for the second line is presently being laid at a rate of 
about 6 km a day. According to the operating company, 
more than 230 km of the second line has been 
constructed to date.

The pipeline, which will have a transport capacity of 
55 billion cubic metres when completed, is being 
developed by a consortium led by Gazprom, which holds 
a 51% stake. E.ON Ruhrgas and BASF/Wintershall each 
hold 15.5% stakes, with 9% stakes held by both 
Nederlandse Gasunie and GDF Suez.

Meanwhile, Germany’s chancellor, Angela Merkel, 
said June 21 that Germany will deepen the Nord Stream 
pipeline on the Baltic Sea bed if Poland decides to 
develop its ports in Szczecin and Swinoujscie on the 
German border. Speaking after the signing of an 
agreement on maritime access as part of a wider 
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cooperation deal held to mark the 20th anniversary of 
the signing of a 1991 cooperation treaty between the 
neighboring countries, Merkel said should access to 
Swinoujscie become difficult “then we are obliged to lay 
this pipeline deeper so that there will be no problems 
accessing the port”.

Poland has long complained that the pipeline would 
block access to the ports for larger ships if it wanted to 
deepen them in future. Poland is building its first 
liquefied natural gas terminal in Swinoujscie and expects 
to start receiving its first shipments of LNG in July 2014.

Montenegro

Consultancy services sought  
for offshore concession
Montenegro’s Ministry of Economy has invited bids by 
July 22 from qualified consultants to assist with the 
implementation of a tender procedure for exploration and 
production of hydrocarbons in the Montenegrin offshore. 
The estimated value of the contract amounts to €0.4 
million, including VAT, according to a ministry statement.

Tender documents are available from the Ministry of 
Economy, Rimski Trg 46, Podgorica, upon payment of a 
non-refundable fee of €100 to the Montenegrin Budget 
a/c no. 832-978-76, and accompanied with the note: For 
tender documents under invitation no. 10/11.

For further information, contact: Vladan Dubljevic, 
Tel.: 00 382 (0)20 482167; Fax: 382 (0)20 482300; 
E-mail: vladan.dubljevic@mek.gov.me or Radosav 
Covic, Tel: 00 382 (0)20 482290; E-mail: radosav.
covic@mek.gov.me

Poland

Four shortlisted for Lotos
Poland has shortlisted four bidders in the sale of a 
53.2% stake in the country’s second-largest refiner 
Grupa Lotos, the Polish Treasury Ministry said June 16, 
without naming the companies involved.

The four companies now have until November 16 
to submit a binding offer for the controlling stake in 
Lotos, which owns the 210,000 b/d Gdansk refinery 
on Poland’s Baltic coast. One of the four bidders was 
chosen “conditionally”, the ministry said in a 
statement. The stake is valued at an estimated Zloty 
3.19 billion ($1.1 billion).

Initially, six companies, including four from Russia 
said to include TNK-BP, Gazprom Neft and Rosneft, made 
preliminary offers for the stake, though two of the six 
have now been ruled out of the process.

Analysts believe both Russian and non-Russian 
companies made the shortlist, with a Chinese bidder 
likely to be among the four. Earlier this month, 
Russian-Anglo joint venture TNK-BP said it had 
submitted a preliminary offer for Lotos, while media 

reports have named Gazprom Neft and Hungary’s 
MOL as potential buyers.

Poland’s Prime Minister Donald Tusk has said 
previously that all companies are welcome to bid but 
has cautioned that the sale conditions regarding the 
strategic state importance of Lotos might make the 
offer unattractive for the Russians. Although relations 
between Russia and Poland have improved in the 
last three years it would still be politically difficult, if 
not impossible, to sell such a strategically important 
energy company to the Russians.

Some analysts believe the privatization is unlikely to 
go ahead in its current form and that the government will 
be forced to sell off a minority stake via the stock 
exchange. Tusk has also said the government does not 
expect the deal to be completed until 2012.

In March, Lotos completed a $2 billion modernization 
of its refinery to increase throughput capacity by 75% to 
10.5 million mt per year.

Earlier this month, it signed a letter of intent with the 
country’s crude oil pipeline network operator, PERN 
Przyjazn, to jointly build new underground crude storage 
near the Gdansk refinery (EiEE 217/28).

PERN owns the Polish section of the Druzhba pipeline 
which ships around 30% of Russian crude exports via 
Belarus to refineries in Plock and Gdansk. The crude 
also is sent to the Naftoport lifting terminal in Gdansk for 
export and to refineries in Germany.

3Legs drills first shale gas well
UK-based 3Legs Resources announced June 21 that its 
wholly-owned subsidiary Lane Energy Poland had drilled 
and cased the first horizontal shale gas well in Poland.

The AIM-listed company, which has teamed up with 
ConocoPhillips to explore for unconventional gas in 
Poland, said the Lebien LE-2H well in the Lebork 
concession in Pomerania, northern Poland, encountered 
high gas saturations throughout the horizontal section 
and supported the company’s existing regional 
geological interpretation.

“We are pleased to have finalized the drilling and 
casing of our first horizontal well which is, to the best of 
our knowledge, the first horizontal shale gas well to be 
drilled in Poland,” Peter Clutterbuck, chief executive of 
3Legs Resources, said in a statement. “We are very 
encouraged by the excellent gas shows encountered 
while drilling this horizontal well and we look forward to 
the results of the well stimulation and test programme 
later this year,” he added.

The company said that the Lebien LE-2H well 
would shortly be made ready for an extensive well 
stimulation program, scheduled to take place in the 
third quarter of 2011, following which the well will be 
put on test. The drilling rig will now move to a new 
location for the company’s Warblino LE-2H horizontal 
well on its Damnica licence, scheduled to spud in 
the third quarter of 2011, it said.

Lane spudded the vertical Lebien LE1 test well in 
June last year and carried out a single stage fracture 
stimulation in November followed by testing which 
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included limited gas flaring. Last August it spudded 
its second well, Legowo LE1 in Cedry Wielkie, south 
of Gdansk, and began drilling its third well in the 
Lebien area in May.

3Legs Resources, through Lane Energy, was one of 
the first companies to secure shale gas licenses in 
Poland ahead of the rush witnessed in the past two 
years. In August 2009, it teamed up with ConocoPhillips 
to jointly evaluate the company’s six exploration 
concessions in the onshore Baltic basin region which 
includes Silurian and Ordovician shales, considered to be 
one of the most promising shale gas areas in Europe. Its 
sister company, Lane Resources Poland, also has three 
exploration concessions covering 620,000 acres near 
Cracow in the south of the country. 3Legs Resources 
also has two licenses covering 630,000 acres in the 
Baden Wurttemburg region in southern Germany.

PGNiG to drill at Kutno
Poland’s dominant natural gas producer PGNiG said June 
28 it plans to start drilling a first test well at its Kutno 
natural gas concession in central Poland in August.

Kutno is estimated to contain up to 100 billion cubic 
meters of reserves, which would make it by far the 
country’s largest gas field. Currently the largest 
conventional gas field is the Przemysl deposit with 21 
Bcm of reserves. According to the environment ministry, 
Poland has recoverable conventional natural gas 
reserves of 147 Bcm.

PGNiG holds a 50% stake in the 706,000 gross acre 
Kutno concession which is a Rotliegend play in the 
Northwest European Permian Basin, stretching eastwards 
from the UK across continental Europe to Poland. The 
operator of the concession is independent exploration 
company FX Energy, which holds the remaining 50% stake.

“The deposit has the same parameters as the richest 
ones in Holland and the North Sea,” the daily 
Rzeczpospolita quoted Piotr Gliniak, PGNiG’s exploration 
department director, as saying June 28.

Russia

Novatek, Gazprom agree  
on Yamal LNG fee
Novatek, Russia’s largest independent natural gas 
producer, has agreed with Gazprom Export the terms of 
an export agreement for LNG from its planned Yamal 
LNG terminal project, allowing Novatek to send LNG to 
international markets while preserving Gazprom’s 
monopoly on the export of Russian gas, Novatek CFO 
Mark Gyetvay said June 21.

Speaking at an oil and gas conference in London, 
Gyetvay said a deal had been signed this month that 
would see Gazprom Export take a 1% agency fee for LNG 
exported from Yamal LNG. “Yamal LNG will be exported, 
through Gazprom Export, thus preserving Gazprom’s 
monopoly, minus the 1% agency fee,” he said.

The monopoly is governed by Russia’s Law on Gas 
Exports, which came into force in July 2006, and 
guarantees that Russian gas can only be sent out of the 
country by Gazprom. The Russian Customs Service went 
further in October of that year, clarifying that the 
legislation covered both pipeline gas and LNG.

Novatek is expected to make a final investment 
decision on the Yamal LNG project, which will involve 
the construction of an LNG terminal on the Yamal 
Peninsula with capacity of 15 million mt per year, by the 
end of 2012. If approved, the first of three 5 million 
mt/year trains is expected to be commissioned in 
2016. Novatek estimates the Yamal LNG project will 
cost between $15-20 billion.

To assist with the cost of the project, Novatek is 
looking to bring in investors. In March, Novatek 
announced that France’s Total would take a 20% stake 
and Gyetvay said the deal was expected to be closed on 
July 1. Novatek, which is to keep at least a 51% stake in 
the Yamal project, also has said it intends to invite two 
or three other international partners to join the project by 
the end of the year.

Gyetvay also said Yamal LNG would be shipped to 
both the European and Asia Pacific regions. Exports to 
Asia would be made easier by the opening up of the 
northern route, made possible by the melting of Arctic 
ice. The company last year shipped a cargo of 
condensate via the route, using an ice breaker, and now 
intends to send more cargoes to Asia. “We plan to 
deliver six or seven cargoes through the northern route 
this year, cutting the navigable time by 50% and the 
nautical miles by 50%,” he said.

Russia to cede control of Rosneft
Russia’s government will reduce its holding in some of 
its national companies, including the country’s biggest 
oil producer Rosneft, to less than a controlling stake 
within the next three to five years, Alexei Kudrin, 
Russia’s finance minister, said June 27.

“Within the next three to five years, the state is to 
withdraw from holding a controlling stake in all 
companies that are key for their industries,” Kudrin told 
a Renaissance Capital investment conference in 
Moscow. “This is our final decision.” The reasoning 
behind the move is to improve the corporate governance 
of the companies and attract more private investment for 
their development, Kudrin said.

Arkady Dvorkovich, economic adviser to Russian 
President Dmitry Medvedev, said the government’s 
decision was based on concerns that the country’s 
previous policy for the development of its major 
companies did not allow for significant growth of the 
national economy. “We need new investments, a new 
class of investors, hundreds of new companies,” 
Dvorkovich told the conference, adding that the 
Russian economy needs to find ways to grow 
irrespective of what is happening on the US and 
European markets.

The government will prepare an updated list of 
companies in which it is to reduce its stake by August 1, 
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Dvorkovich told reporters on the sidelines of the forum. 
He said the key changes to the list would be changes in 
the size of the government’s stakes in Rosneft and VTB 
Bank. Kudrin also highlighted the privatization of state 
stakes in tanker fleet operator Sovcomflot and the 
biggest airline Aeroflot.

The actual size of stakes to be sold off and the 
deadlines for sales will be known after the new list is 
prepared, Dvorkovich said. “In those sectors where there 
is competition and a sufficient number of investors, the 
state could eventually cut stakes to zero,” he said.

In sectors where competition is absent or not 
significant, such as infrastructure or industries related to 
national security, state control is not a hindrance for 
investment and will be preserved in the foreseeable 
future, Dvorkovich said.

For example, the government is not considering a 
reduction in the state’s stake in gas giant Gazprom, 
which owns all the country’s high-pressure pipelines and 
also has a monopoly on gas exports. “Gazprom has a 
major infrastructure element so there will be no hurry 
regarding Gazprom,” he said. The same applies to oil 
pipeline operator Transneft. “The government is not 
discussing the possibility of reducing its stake in 
Transneft to below a controlling stake,” he said.

In November, the government approved a privatization 
plan for state-owned property to be sold by 2015 that 
included a 25% minus one share stake in Rosneft. The 
government said at the time that it was considering 
selling up to 15% of its stake in Rosneft on the stock 
market, with another 10% stake minus one share to be 
sold via swaps. Rosneft President Eduard Khudainatov 
said at the time the company’s management believed 
2014-2015 would be the “optimal” time frame for 
attracting a foreign strategic investor within the 
governmental privatization program.

When asked June 27 if the government was likely 
to sell more than 25% of Rosneft, Kudrin said: 
“Yes.” This would take the state’s holding in the 
company to below 50%. The government currently 
owns a 75.16% interest in Rosneft.

Kudrin said the recent global economic crisis, which 
Russia managed relatively smoothly thanks mainly to the 
strength of its oil and gas sectors, highlighted the need 
to restructure the national economy as the hydrocarbon 
industry was unlikely to continue being “the engine” of 
the national economy. “Oil output is expected to remain 
at the current level for the next 10 years. In a situation 
where our key industry is not going to grow we need to 
find new [areas] for growth,” he said.

Novatek set for new Yamal licenses
Novatek, the country’s largest independent gas 
producer, expects to be awarded four gas licences on 
the Yamal peninsula in Russia’s far north that will 
contribute to the Yamal LNG project, company CFO Mark 
Gyetvay said June 21.

The blocks, for which Novatek was the only qualified 
bidder, have resources estimated at some 20 billion 
barrels of oil equivalent of gas and condensate, Gyetvay 

said, and would enable Novatek to add new resources 
for Yamal LNG and also allow it to supply liquids into the 
Russian market. “Next week, Novatek will be awarded 
four licenses-two on the Yamal peninsula and two on the 
neighboring Gydan peninsula,” he said.

The resources, he said, would “allow us not only 
to add new resources to the LNG project, but also to 
build a pipeline to take natural gas liquids and 
condensate to process in our existing facilities,” 
Gyetvay said. The four licenses were designated as 
additions to the resource base for Yamal LNG in a 
government order signed by Prime Minister Vladimir 
Putin on December 1, 2010.

News agency Interfax reported June 23 the head of 
Rosnedra, Russia’s subsoil agency, as saying that it 
had recommended that the government award the 
licenses to Novatek. Novatek was the only valid bidder 
in the auction after Yakutskaya Toplivno-
Energeticheskya Company and Itera had their bids 
rejected by the auction’s commission. However, in line 
with established practices, Rosnedra recommended 
that the licenses be transferred to Novatek, for an 
initial payment of Rb 6.7 billion ($240 million), which 
equates to under $0.05 per boe of gas.

The four fields (Salmanovskit, Geophysicheskiy, 
Severno-Obskiy and Vostochno-Tambeisky) hold 
approximately 2.8 trillion cubic metres of gas 
(approximately 978 bcm of C1+C2, the rest 
classified as resources) and 655 million mt of 
potential oil. Alfa Bank said that the four fields would 
add over 30% to Novatek’s reserves on the basis of 
only the C1+C2 reserves, or more than double the 
independent’s gas reserve base if all the resources 
are considered.

Rosneft to ramp up output by 2020
Russia’s largest oil producer Rosneft expects its oil and 
gas output to increase to 170-180 million mt per year of 
oil equivalent (3.4-3.6 million boe/d) by 2020, a senior 
company official said June 22.

“The growth will be [achieved] mainly through gas 
projects and new oil projects,” the company’s acting 
upstream chief, Gani Gilayev, told reporters on the 
sidelines of an oil and gas conference in Moscow.

Gilayev provided no separate figures for the 
company’s crude and gas production outlook, but 
said he did not expect a decline in the company’s 
crude output, which was 2.32 million b/d in 2010. 
Rosneft produced a total of 2.52 million boe per day 
in 2010, so Gilayev’s forecasts imply output growth 
of more than 33% over the next 10 years. Rosneft 
expects crude output at its main production unit, 
West Siberia-focused Yuganskneftegaz, to remain at 
the level of at least 65 million mt per year over the 
period 2011-2015, he said.

Rosneft is also looking to the Russian offshore to 
boost output, and Gilayev said the company is likely 
to decide together with partner BP whether to 
proceed with exploration work at the offshore 
Sakhalin 5 project in Russia’s Far East next year. 
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Rosneft is currently interpreting available geological 
data for Sakhalin 5, Gilayev said.

Asked whether BP is likely to leave the project amid 
doubts over the commercial reserves in the project’s 
license area, Gilayev said: “We have no information on 
the issue”. But he pointed out that Rosneft specialists 
believe there are “certain structures in place”.

Gilayev said the partners are likely to decide on the 
future of the project in 2012 once the data’s 
interpretation is completed. The partners conducted 3-D 
and 2-D seismic at the Kaygansko-Vasukansky license 
block of the Sakhalin 5 project in 2009. In late 2009, 
BP and Rosneft returned the license for the East 
Schmidt block, which was also a part of the Sakhalin 5 
project, to the government after evaluating seismic 
data. East Schmidt was the second block developed by 
Elvary Neftegaz – the 51:49 joint venture between 
Rosneft and BP – that the partners have decided to 
pass on. At the end of 2008, Elvary Neftegaz decided 
not to extend the license for West Schmidt following the 
drilling of two dry wells.

Gilayev said Rosneft also plans to spend Rb 91.1 
billion ($3.25 billion) on its associated gas program to 
2014 to increase its utilization rate to 95-98%. “The 
gas will go into processing plants, electricity generation 
and be used on site,” he said. Rosneft’s associated 
gas utilization rate was just 52% in 2010, Gilayev said, 
representing a sharp drop from its 65.3% utilization 
rate in 2009 as production at its giant Vankor field 
ramped up to 255,000 b/d from 73,000 b/d in 2009. 
Russian oil producers are expected to achieve a 95% 
associated gas utilization rate by January 1, 2012, 
according to government regulations. However, few 
producers are expected to make the deadline and 
therefore may face fines.

SurgutNG to raise capex by 15%
Surgutneftegaz, Russia’s fourth largest oil producer, 
intends to increase investment this year in its upstream 
business by 15% year-on-year to increase production, 
chief executive Vladimir Bogdanov said at the company’s 
annual general meeting June 24.

The company said it invested Rb 120 billion ($4.24 
billion) last year in its upstream operations out of a total 
investment of Rb 140 billion.

Bogdanov said that the company has targeted 
crude production this year of 60.7 million tonnes and 
aims to maintain output at 61-62 million tonnes per 
year over the next five years, thanks to growth at 
Talakan and a reversal in declines at core fields from 
the use of new technologies and an expanded drilling 
plan. Its production has declined steadily over the 
past few years from 65.5 million tonnes in 2006 to 
59.5 million mt in 2010. Gas production, however, 
could fall 2.2% to 13.1 billion cubic metres this year 
from 13.4 bcm in 2010.

The company also announced plans to participate 
in all major upstream auctions to be held by the 
government. Analysts at Alfa Bank said June 27 that 
Surgutneftegaz may bid for Severo-Rogozhnikovskoye 

(90 million mt C1+C2 reserves), Imilorskoye (280 
million mt), Gavrikovskoye (124 million mt), 
Ereginskoye (73 million mt) and Nazimskoye (58 
million mt). Any potential purchases could be 
financed with the €1.88 billion it raised from the sale 
of its 21.2% stake in Hungary’s oil and gas company 
MOL last Month (EiEE 216/3).

Bogdanov also said the profit margin on the 
company’s East Siberian Talakan oil field dropped 67% 
after the government suspended a preferential export 
duty on the field. After enjoying a much lower export rate 
for more than a year, the company had to start paying 
the full duty on crude extracted from Talakan in May.

Lukoil expects gradual growth
Lukoil, Russia’s second largest oil producer, may be 
able to produce 100 million tonnes per annum in 
Russia by 2017-2018, according to a June 24 report 
by the daily Vedomosti quoting the company’s vice 
president Vladimir Mulyak. Mulyak said that 
production at its fields will stabilize by 2013 and rise 
by 1.6% annually thereafter.

Analysts at Alfa Bank said the production targets 
appear “too optimistic”. “We note that in its latest 
presentation to investors, Lukoil said it intends to 
stabilize its production decline in West Siberia, its core 
region of operations, at -1.5% per year. Considering 
that in the first quarter of this year, Lukoil’s cumulative 
production declined by 4.1% year-on-year, and taking 
into account uncertainty surrounding new upstream 
projects, the announced production targets appear “too 
optimistic”, the Moscow-based brokerage said in a 
daily briefing June 24.

“Given the sharp production deterioration in Lukoil’s 
core regions and the recent disappointment at Timan-
Pechora, we believe the portfolio of existing projects 
(Caspian fields and the partnership with Bashneft on the 
Trebs and Titov field), even following implementation of 
advanced oil recovery techniques, will likely only stabilize 
output at best. Oil production is unlikely to rise, meaning 
that new projects will have to be brought online in order 
to reach this,” it added.

Tatneft secures $550m club loan
Tatneft, Russia’s sixth largest oil producer, said June 27 
it had secured a $550 million unsecured club loan.

The vertically-integrated oil and gas company, which 
develops mainly depleted reserves in the Volga republic 
of Tatarstan, said in a statement that the fixed rate loan 
has an interest rate of 3.5% per annum with a six-month 
interest period and a bullet repayment after three years.

The loan was arranged by BNP Paribas, The Bank of 
Tokyo Mitsubishi UFJ, Commerzbank Aktiengesellschaft, 
ING Bank, Natixis, Nordea, Sumitomo Mitsui Banking 
Corporation and WestLB AG, London Branch.

Earlier this month, the company reported strong 
first quarter results with net income rising 111% 
year-on-year to Rb 24.5 billion. Revenues rose 25% 
to Rb 131.7 billion, but below market consensus due 
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to a 13% year-on-year fall in crude sales by volumes, 
most notably to the CIS.

Overall costs increased only 17.6% year-on-year, 
mainly due to less-than-expected export duties and 
mineral extraction tax payments. As a result, EBITDA 
increased 56% year-on-year to Rb 30.1 billion.

The company’s main shareholder is the Republic 
of Tatarstan through its holding company 
Svyazinvestneftekhim, which holds a stake of 34%. 
The government of Tatarstan holds also a golden 
share in the company.

Serbia

NIS explores in Banat
Serbia’s vertically-integrated oil and gas company NIS 
announced June 16 that it had started drilling exploration 
wells in the region of Banat in the country’s northeast 
which borders Romania and Hungary.

The drilling of the Majdan h-2 well is the second this 
year in Serbia, and will be followed before year-end with 
exploratory drilling at three further wells, the company 
said. Further drilling is planned at the Melenci North well 
in the Banat region, as well as at Jelica-1 and Ostrovo 
North-1, south of the Sava and Danube rivers.

Slovakia

SPP expects losses on regulated sales
Slovakia’s dominant gas company Slovensky 
Plynarensky Priemysel (SPP) said June 16 that it 
would lose money on gas sales to domestic 
regulated customers in 2011, following a loss of over 
€70 million ($99 million) on sales to regulated gas 
customers in 2010.

The company said it had been served notice by 
the Regulatory Office for Network Industries of an 
increase in prices for gas supply to households and 
heat generators to apply from July 20, 2011 but that 
this new price hike would still result in losses. “New 
prices of gas will cover only a part of SPP’s costs 
that are connected with gas supplying the regulated 
segments,” it said in a statement.

“The currently valid price regulation as set by the 
Office for Regulation of Network Industries does not 
reflect economic reality and is not built on principles of 
fair price regulation,” SPP said. “For any company, 
including SPP, it is not sustainable to report a long-term 
loss in one of the market segments”.

The energy sector watchdog approved a 4.47% rise in 
household gas prices in December 2010 but it fell short 
of that demanded by SPP. In addition it is coming under 
pressure from new market entrants in the retail market, 
which is expected to see it lose further market share.

SPP is 51% state owned but managed by a 
consortium of E.ON Ruhrgas and GDF Suez, which share 
the remaining 49% stake in the company.

Ukraine

Tymoshenko warns Ukraine may 
cede gas network
Ukraine’s former Prime Minister Yulia Tymoshenko, 
speaking June 24 at a trial for allegedly negotiating 
an unfavourable natural gas deal with Russia in 
January 2009, accused Ukrainian leaders of 
planning to “surrender” the country’s national gas 
network to Gazprom.

Tymoshenko is accused of exceeding her authority in 
ordering the signing of a 10-year agreement in January 
2009 that set prices for Ukraine that are now criticized as 
being excessively high. The case is the first of three 
investigations underway against Tymoshenko, now leader of 
the opposition. The probes began after she lost the 
presidential election to Viktor Yanukovych in February 2010.

Tymoshenko rejected the probes as an attempt to 
silence Yanukovych’s political opponents, and accused 
the president and Prime Minister Mykola Azarov of 
manipulation that may lead to surrendering Ukraine’s gas 
pipelines to Russia. “I believe that both Yanukovych and 
Azarov are deliberately creating hysteria over gas prices 
because they want under this cover to surrender the 
country’s key asset, the gas transportation system,” 
Tymoshenko claimed. “Collusion is underway behind the 
backs of the Ukrainian people to surrender our pipelines”.

Tymoshenko also attacked Yanukovych and Azarov 
for the rising gas prices: “When I signed the agreement 
in 2009, the price of one barrel of oil was at a record 
high price of $147. Now, the [oil] price is $110-115. I 
don’t understand why they declare the [gas] price at 
$500/1,000 cu m”. Azarov said recently the gas price 
for Ukraine exceeded prices that Russia has been 
charging other countries in Europe, including Germany 
and Slovakia. Ukraine is buying Russian gas at about 
$297 per 1,000 cu m in the second quarter, compared 
with $264/1,000 cu m in the first quarter, according to 
Naftogaz Ukrayiny.

Eni, Cadogan deepen upstream ties
Italian oil major Eni and UK-listed Cadogan Petroleum 
have entered into a cooperation agreement to identify 
new upstream opportunities in Ukraine following an 
agreement in April for Eni to take stakes in two of 
Cadogan’s existing Ukraine gas licenses.

“Cadogan and Eni are working together to identify 
other upstream opportunities in Ukraine and to facilitate 
this, we recently entered into a cooperation 
agreement,” Cadogan Chairman Simon Duffy said in a 
statement June 16.

Duffy added that “good progress” had already been 
made between the two companies at the Pokrovskoe 
and Zagoryanska fields in eastern Ukraine, and 
government approvals for the deal had been granted. 
“Since the announcement of the anticipated investment 
in two of our eastern Ukraine assets by Eni, good 
progress has been made in fulfilling the conditions 
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precedent for completion of the transaction,” Duffy 
said. “The Ukraine anti-monopoly commission has given 
approval for the transaction to proceed and the internal 
restructuring necessary has been largely completed,” 
he said. He added that he expected the transaction to 
be completed in early July.

Duffy also said that a drilling and services 
contract has been awarded to Saipem to deepen the 
Pokrovska 1 well at the Pokrovskoe field, which was 
suspended in December 2010. Site preparation has 
been completed, with drilling operations scheduled to 
start in July.

This April, Eni agreed to take a 30% interest in the 
Pokrovskoe license from Cadogan, with an option to take 
a further 30%, and a 60% stake in the Zagoryanska 
license. In return, Eni agreed to pay Cadogan $38 million 
and to fund a $30 million work program including drilling 
and seismic reprocessing. If the exploration work is 
successful and production licenses are awarded, Eni 
said it would pay further amounts of up to $90 million 
within the next year.

Cadogan has working interests in 11 license areas 
covering 14 fields in Ukraine with a combined area of 
about 1,150 sq km. It started first commercial gas 
output from the Zagoryanske 3 well in late 2010.

VTB raises stake in JKX
VTB Capital, a subsidiary of Russian state bank VTB, 
announced this month that it has increased its 
shareholding in the UK-based JKX Oil & Gas, one of the 
largest private oil and gas producers in Ukraine, to 6.4%.

The deal makes VTB Capital, the fourth largest 
shareholder in the company. Ralkon Commercial, 
which is owned by Ukrainian businessman Igor 
Kolomoyskiy, remains the largest shareholder in JKX 
with a stake of 27.06%. Kolomoyskiy is the co-owner 
of Privat Group. Ukraine’s state oil and gas company 
Naftogaz holds a 5.8% stake.

As of this February, other major shareholders in the 
upstream explorer and developer, which operates in 
Ukraine through its wholly-owned subsidiary Poltava 
Petroleum Company, are Glengary Overseas with 

11.45%, Interneft with 6.62%, Aberforth Partners with 
5.81% and Blackrock Investment Management UK, which 
holds a 4.26% stake.

PPC produces oil and gas at four fields located within 
the Novo-Nikolaevskoye complex located in the Poltava 
region of Ukraine. In addition it holds exploration 
licenses for the Zaplavskoye and Elizavetovskoye fields, 
which are located adjacent to its existing producing fields 
and cover an area of nearly 210 sq km.

JKX pre-paid swap with Credit Suisse
JKX Oil & Gas said June 17 that it had secured $50 
million for capital expenditure and other purposes 
through a pre-paid swap transaction with Credit 
Suisse International.

The UK-based upstream operator said that the 
deal would provide it with the flexibility of additional 
funding in advance of starting production in Russia. 
JKX expects to start production at the 
Koshekhablskoye gas field, located in the Republic of 
Adygea in southern Russia, this autumn.

The transaction has been structured to enable 
repayment by JKX from future sales of oil. Under this 
structure, JKX has hedged forward sales of Urals Med 
crude oil at $94.00 per barrel while retaining value if 
prices rise above $130 per bbl. The company said that 
the Urals Med index is the closest international 
benchmark for the range of oil and gas produced by JKX 
and delivered in local markets. The volume allocated 
represents approximately 10% of the group’s current 
daily production on a barrel of oil equivalent basis. The 
$50 million is repayable over an eighteen month 
schedule commencing in September 2011.

JKX acquired Yuzhgazenergie, which holds the licence 
to redevelop the Koshekhablskoye gas field, in 2007. 
JKX said that a new gas plant is being commissioned 
with production due to commence in autumn 2011. It 
said the aim is to have three wells in production at start-
up with further wells brought on stream in the second 
phase in 2012. The field is estimated to have oil and 
gas reserves of 44.8 million m barrels of oil equivalent 
as of the end of 2010.

East European currencies, June 29, 2011

Country	 Currency	 £	 $	 Eur	 Country	 Currency	 £	 $	 Eur

Albania	 Lek	 157.30	 98.16	 141.31	 Macedonia	 Denar	 68.55	 42.78	 61.59

Belarus	 Rouble	 7956.16	 4965.00	 7147.61	 Moldova	 Leu	 18.72	 11.68	 16.82

Bosnia Herzegovina	 Marka	 2.18	 1.36	 1.96	 Poland	 Zloty	 4.45	 2.77	 3.99

Bulgaria	 Lev	 2.18	 1.36	 1.96	 Romania	 New Leu	 4.70	 2.93	 4.22

Croatia	 Kuna	 8.20	 5.12	 7.36	 Russia	 Rouble	 44.91	 28.03	 40.35

Czech Rep.	 Koruna	 27.13	 16.93	 24.37	 Serbia	 Dinar	 113.62	 70.91	 102.08

Estonia	 Kroon	 1.11	 0.69	 1.00	 Slovakia	 Euro	 1.11	 0.69	 1.00

Hungary	 Forint	 296.15	 184.81	 266.05	 Slovenia	 Euro	 1.11	 0.69	 1.00

Latvia	 Lats	 0.79	 0.49	 0.71	 Turkey	 New Lira	 2.61	 1.63	 2.34

Lithuania	 Litas	 3.84	 2.40	 3.45	 Ukraine	 Hryvna	 12.80	 7.99	 11.50

Source: Financial Times
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