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Course Title: “Political Aspects of International Business”

Instructor: Ekaterina Entina, PhD in Political Science

Department: World Politics

Email: e.volkova@hse.ru 

Target Audience

The Course is designed for Master students from Russia and abroad with concentrations in, Management Studies,  Political Science and International Relations, with a special interest in doing business abroad, strategies of new business establishment and relations between business society and authorities. It is preferable, though not compulsory, if the students have basic knowledge of Management and Marketing Studies, as well as the structure of international organizations, principles of functioning of modern state. 

Course Objectives

Aim of the course is to persuade future businessmen and managers that their company’s relationship with state authorities, NGOs and civil society should be treated as one of the key elements of their strategic planning, that they should construe this relationship in a positive way because their social partners are interested in economic growth, better life conditions and greater amount of taxes. All that is provided by private business. Students will learn that in majority of cases described in the course state authorities create political and legal framework to protect and promote private business’ interests. That’s why it is very important to make this interdependence serving them.  Students will study how to influence legal developments in the way compatible with their views and perceptions. They will learn that competition and anti-trust law is there to protect them from unfair treatment. Thus, they should be aware on what’s going on local, regional and international levels. 

An Overview of the Course 

The course consists of three main groups of issues. They concern governmental policies towards private business; the influence that private business may exert on governmental policies; and the art to adopt your business strategy and behavior to existing and changing political and legal frameworks. 
The first part of the course shows how state authorities use wide spectrum of instruments they have at their disposal in twofold purposes. One of them is to make national economy more dynamic and viable seeking at the same time social peace and higher standards of life. Another one consists of protecting and promoting private business interests on national and international scale. 

The second part of the course helps students to understand how multilevel governments are exercised, political and legal decisions are prepared and approved. On the example of numerous case-studies it is explained in what way interdependence between mass-media, associations of businessmen, trade unions, local, national and supranational authorities could be used for the benefit of launching small and large scale infrastructural, industrial and service-oriented projects. It is explained to the students that even in that cases when state authorities take decisions violating their rights and interests they may, nevertheless, withstand the political pressure, protect and develop their businesses. 

The third part analyses how to reach high competitiveness using peculiarities of political and legal framework and relationship between state authorities and civil society. What is important – is to know what the rules of the game are today and how they will be shaped tomorrow and to change behavior and strategy in accordance with evolving patterns. These topics are discussed with students on the basis of practical case-studies explained by Russian and foreign CEOs. 

Prerequisites

The course has no specific obligatory prerequisites. Still, basic knowledge of Management, Economy and basics of International Relations would be preferable and welcome. 

Learning Outcomes

When students have completed their study of this course they will be able to:

1. make a systematic analysis of different business strategies, including estimation of legal and mass-media strategies;

2. analyze the options for dealing with risk in an international project or business;

3. discuss the basics of business strategies of cost advantage and differentiation; 

4. explain some of the reasons why marketing strategies can succeed or fail according to the conditions in different countries;

5. list and define the types of political risk involved in establishing a business in another country;

6. analyze the legal basics of promoting business interests in public sphere;

7. estimate fair risks and opportunities for starting-up a business in modern Russia. 

Study Materials

Students should read parts of a textbook written by Charles Hill, who is Professor of International Business at the University of Washington, and has worked extensively as a consultant to international firms: 

Charles Hill (2011) International Business: Competing in the Global Marketplace, Eighth Edition, New York: McGraw-Hill International. 

Where there are gaps in the textbook coverage, these will be supplemented by articles sent to students on their group' e-mail. 

Teaching and Learning Strategy

As indicated earlier, this course provides frameworks, techniques and examples to help students to participate (potentially) successfully in the world of international business. 

The major objective of teaching strategy in this course is to expose students to a wide range of experiences of firms that have competed successfully on the global stage, and some cases that have not, and to provide the analytical ideas and applied skills which students need to contextualize and evaluate those experiences. 

Typically, the class will meet twice a week. Each meeting will be devoted to a relevant topic among the list provided above. Students will be supposed to study essential readings for each of the topics in advance of each classroom meeting. These readings will be distributed by e-mail among the students, if necessary. 

In some cases, Power Point presentations will be prepared by the instructor to structure and optimize comprehension of the materials by the students. 

The course will end with an exam where students should present individually their own business cases (the possible list of topics for such presentations is included to this program).
Assessment

The course combines continuous and final methods of assessment. 

Continuous: examination of students during the course of lectures; return to the given material.

Final: oral exam with presentation of particular case study.

The student’s independent work: preparing case studies; assimilation of the theoretical material and information received in the course of the lectures. 

The course concludes with an oral exam in a form of PP presentation aimed to assess the student’s knowledge, abilities and skills acquired as a result of the course. 

Final grade is calculated from grades for:


Exam - 0.6;


Lecture activity - 0.4;

For each of the above aspects of evaluation the student receives, correspondingly, on a 10-point scale:


For exam - 0.6 x Q1;


For lecture activity - 0.4 x Q2;

where Q1, Q2  are grades on a 10-point scale.

	Course Outline

№№
	Topics
	Course Hours
	Academic/Contact Hours
	Self-study Hours

	
	
	
	Lectures
	Seminars

	1.
	Public Authorities and Private Business: interdependence, instruments for mutual influence
	4
	4
	0

	2.
	Private Business in lobbying and  providing necessary legal decision
	6
	2
	4

	3
	Private Business and State Authorities in interaction with social groups and networks: struggling of interests, promoting results
	6
	2
	4

	4.
	Starting-up the new Business: 

different approaches in different countries
	4
	2
	2

	5.
	Political and legal aspects of foreign business activity in modern Russia
	4
	2
	2

	6.
	Special Guest Lecture for the year 2013: “Guardian” (industrial glass production), the Head of Guardian Russia
	4
	2
	2

	7.
	Special Guest Lecture for the year 2013: “Allen and Overy”(legal supporting of business start-up abroad), Partner of Allen & Overy Russia
	4
	3
	1

	8.
	Special Guest Lecture for the year 2013: “Gazprom  Export”, Communications Director 
	4
	1
	3

	
	In sum:

	36
	
	


Curriculum (by topics)

Topic 1.  Public Authorities and Private Business: interdependence, instruments for mutual influence

Content: 
This lecture provides students with knowledge on how state authorities promote business interests inside the country and abroad. It is explained how wide spectrum of administrative negative and positive tools are used to create best investment and favorable business climate. Students will get abilities to design  legal, political and economic measures to impose on private business the mode of behavior which is favored by political power. 
Topic 2. Private Business in lobbying and  providing of necessary legal decision

Content: 
The lecture gives students a systematic vision of interdependence between business and mass-media, business and different types of associations and semi-governmental/semi-independent structures, business and authorities of all levels. Explanations are provided on how business should protect and promote interests in its relationship with state and supranational powers. 
Case Study:

All of you are CEOs of a large Spanish-French company. Your company field of activity is fishing. It specializes in fishing codfish. It uses big modern vessels. There is a float of these vessels in its possession. The area where these boats are used is Biscay gulf. It means that fishing is done all around the border of France and Spain. All vessels are equipped with small-cell nets. They are designed to use only them. This equipment can’t be changed. It has never occurred that anybody raised the issue of unlawful, damaging or inappropriate nature of  small-cell nets. Your company is successful. It has no problems at all. It doesn’t have any difficulty in selling fish or developing its business, or having troubles with good relationship with trade unions and state authorities. It has good relations with everybody. It creates jobs. It pays high salaries. It looks after its employees. It pays taxes. It pays a lot of taxes. It does it in a regular way. Local leaders are dependent on them. The company is one of the leaders of the national economies. But doing business is a risky thing. From time to time business is confronted with challenges nobody could envisage. France and Spain are members of the European Union. For the institutions of the EU, especially for the European Commission and European Parliament all the details we have described don’t matter. What matters is the preservation of nature and fishing species, in our case the preservation of precisely that fish population and especially in waters around the EU borders. They comprise first of all waters of Biscay gulf. The European Union has exclusive powers in this sphere. The state-members of the EU delegated to the EU institutions their sovereign prerogatives in the field of preserving biodiversity of the Ocean. The role of the EU institutions consists in drafting and approving common EU legislation. State-members are under obligation to apply this legislation fully, thoroughly and fairly. The power to initiate development of new pieces of common legislation is vested to the European Commission. It is up to the European Commission to elaborate these new pieces of legislation or not. It is under her discretion when to push ahead with this work. After they are approved and enter into force the body supervising their application is once again the European Commission. In our case European Commission launches an initiative to draft a regulation concerning preservation of varieties of fish which are vital for the activity of your company. The essence of the European Commission initiative is to make forbidden for a couple of years or forever the shipping of codfish by technologies used by your company and to ban small-cell nets. The ban is to be applied in all areas of the Biscay gulf. You are experienced CEOs. You have got the best quality education. You are graduated from the University “High School of Economics” (Vyshka) or some other prestigious European or American university. You know quite well how the EU works. The idea of the European Commission as far as your company concerned is entirely unfortunate. It will kill your business.  So, you should do your best to talk the EU into dropping this idea. You should impede the European Commission to pass this piece of legislation. 

Our case is a special one. At the same time the situation we have described is very common. Any large specialized company may be confronted with such challenges. Swift change of legal surroundings may occur in any sphere of doing business, be it the field of energy procurement (regulations imposing dismantling on vertically integrated companies), car production (introduction of Euro-2, Euro-3, Euro-4 standards), construction (introduction of a ban on largely applied materials) and etc. Our case is special from two points of view. Your company has a dominant position on the market. It has no real competitors. All other companies are too small in comparison with yours. And you must remember that the EU has exclusive powers in preserving all sea species. 

Task. So you must lobby your interests taking all these elements into consideration. You have 30 minutes at your disposal to proceed with consultations among the members of each team with the aim to elaborate a strategy of the survival of your company. The moment 30 minutes expire you must present it to us. This strategy should contain results of the analysis of resources at your disposal that are to be used to get rid of the EK initiative; description of governmental and non-governmental, national and supranational authorities, structures and institutions with which you have to work or on which you are to exert pressure; and identification of agents of influence through you should achieve your aims.

Topic 3. Private Business and State Authorities in interaction with social groups and networks: struggling of interests, promoting results

Content: 
The lecture provides students with inside vision of cooperation between business and state authorities. It is explained how and in what cases state authorities are eager to represent private interests in the framework of different negotiations and their relations with third countries. 
Case Study: 

A bid for 30% stake in Cargolux shares

History

This case is taken from real life. There is no draft decision we are aware of. That’s why we may speculate on an outcome. Let’s do it together. Here is a short exposition of facts. Cargolux is a large cargo air transportation company. It ranks 11th or 12th among the biggest companies in this sphere of activity. The name of the firm testifies that it operates from Luxembourg. Cargolux is very important for the country. There are thousands of people working for it. It pays large amount of taxes. It has a developed infrastructure. It is under local society scrutiny. It is always in the mass-media. Cargolux belongs to the state. Entirely. It owns 70% of its shares through state established financial and other companies. Recently the state bought back directly the rest of shares, it means 30% package. A few words about how it happened. Cargolux is in a shaky position. Its profits fall. Though it has good planes, signed large amount of future oriented contracts, and is situated in the heart of Europe. In principle all prerequisites for the company to be successful are there. But shortcomings are there as well and they are numerous. Workforce is very expensive. In Luxembourg everything is very expensive. Trade-unions are powerful. Management structure is outdated. In addition Cargolux accumulated depts. To improve the situation the Government sold 30% stake to Qatar. In the beginning everybody thought that it was a wonderful idea. Qatar is very reach. It tries to diversify its business. Luxembourg authorities believed that Cathars will invest considerable amount of money in the project and follow their advice. That’s why the Minister of finance signed the contract with them without previous consultations with the House of deputies and held negotiations leading to the signature very quickly. But something went wrong. An acute political scandal erupted. 

Task 1. You are to guess what went wrong. You have 10 minutes at your disposal to consult among yourself. Go on.

Task 2. Establish two groups. One will play for Luxembourg and another for Qatar. You consult among yourself for ten minutes on tactical issues and then held negotiations on conditions and modalities of divorce.

Task 3. Find  four companies from relevant states to be kept in the shortlist. You need to identify what type of companies Luxembourg must be interested in, from what countries and why. You have 10 minutes to consult among yourselves and then make a selection and explain your choice. Please make a guess in the light of my introductory lecture what questions bidders were asked to answer before a shortlist appeared.

Task 4.  After 15 minutes consultations please present us the commercial details of the bid of four companies as you see them. At the same time describe what kind of additional moves were made by USA, China and Russia if any to promote in practical terms bids of the companies.

Task 5. Please after 5 minutes consultations make a guess what company has better chance to win the competition and provide the CEOs of Volga-Dnepr with your professional and substantiated advice on what they are to do, what kind of steps to accomplish to achieve finish the first. Your advice is very valuable for them. It may influence the outcome.

Topic 4. Starting-up the new Business: different approaches in different countries

Content: 
The lecture is dedicated to the analysis of different business cultures and their peculiarities in major countries like USA, Japan, China, UK and continental Europe. It shows that the same approaches which were efficiently used in one country could bring to a failure in others. A special attention is paid to different consequences of applying the same policies without taking into consideration historical, national and cultural conditions. 
Case studies:

Case study 1. 

Please establish two teams. The first will comprise Germany, Austria, Finland and some other nothern block countries inside the EU. The second team will represent interests of Greece, Italy, Spain, Portugal and Ireland. Please explain why Germany and its allies insisted on pursuing the economic policy of austerity. What that policy means? What measures it does imply? What were the aims of implementing austerity economic course? Attention: at this stage we do not speak about the outcomes of austerity policy.

Case study 2.

You have an opportunity to compare different states economic models. Explain us what are the differences between American, European and Japanese societies as far as traditions of doing business are concerned, and what measures are used by Scandinavian nations to finance their socialist style development. It is a heavy task. You need to have a real brainstorming. You have 30 minutes for discussion.

Topic 5. Political and legal aspects of foreign business activities in modern Russia

Content: 

The lecture furnishes students a fair vision of Russian economic development. It is compared with that of other major countries. Roadmaps devised by the Russian government to create business attractive environment and innovative type of economy are analyzed. Students get abilities of independent elaboration of tools and measures to make national economy more competitive involving private business and its social partners. 

Case studies:

Case study 1. 

As a state you made your choice. You struggle for energy efficiency. You look for energy-savings everywhere. It goes by itself that you want to have on the market and in households only those gadgets and devices that consume less power. You started the war against losses by specifying the class of energy consumption for each item: from C and B to A (AA and triple A) and ensuring that any product appears on the market with this specification and that this specification is reliable. Everybody nowadays have at home and in the office at least one refrigerator. It is always on. That means you need to move as fast as feasible to a situation when C & B fridges disappear leaving place for A, AA and triple AAA fridges. You task is to craft an appropriate strategy combining all means you may imagine. Please put together two or three teams to work it out.

Case study 2.

Very similar to the previous one. Team number one has to introduce Europe 5 gasoline standard in Russia. Team number two has to switch society from gasoline cars, buses and trucks to electric cars.

Case study 3. 

Now you acquired much more experience and must be ready to solve complex issues. Please work out measures to make Russia business friendly. It is a task for the first team. The second team should  prepare a program for attracting investment on the development of Siberia and Far East.

Topic 6. Special Guest Lecture for the year 2013: “Guardian” (float glass production), the Head of Guardian-Russia

Content: 
Presentation of the company, its success' story, difficulties and opportunities of opening two large factories on the territory of Russia. Short description of the company: 
Guardian is a diversified global manufacturing company headquartered in Auburn Hills, Michigan, with leading positions in float glass, fabricated glass products, fiberglass insulation and other building materials for commercial, residential and automotive applications. Its automotive trim group, SRG Global Inc., is one of the world’s largest suppliers of advanced, high value coatings on plastics. Through its Science and Technology Center, Guardian is at the forefront of innovation including development of high performance glass coatings and other advanced products. Guardian, its subsidiaries and affiliates employ 18,000 people and operate facilities throughout North America, Europe, South America, Asia, Africa and the Middle East. 

Guardian Steklo Ryazan is one of the most innovative glass plats in the world. It was invested more than 200 million Euro to built it. The plant produces float glass (clear flat glass), mirror, energy-efficient ClimaGuard® and solar-control SunGuard® glass products the performance of which corresponds not only to EN and GOST standards but also to more rigid Guardian standards. The first batch of float glass was produced in August 2008 and now the plant produces 800 tons per day.

On May 13, 2013 with local and state government officials opened construction of Guardian newest float glass manufacturing plant located in Krasny Sulin (Rostov region), Russia . The $220-million plant will be Guardian’s largest, producing 900 tons of glass per day, and will include a technologically advanced glass coater.
Case studies:
Case Study 1. 
Imagine that country where you have business will held the  Olympic games. They will start in 6 years. A lot of constructions should be done. All buildings need windows. You can provide any quantity of really high quality glass for that windows. It will be the great chance for your company which you should not miss. Elaborate the strategy how to win the tender. 

Case Study 2. 

You have already had big glass factory in Russia. Your business is very well organized. You produce good products which are competitable on the world market. You decided to widespread your business outside Russia and enter to the Ukrainian market. You investigated whole Ukrainian glass market and  understood that there is no serious competitor to you there. You constructed a new factory near the border between Russia and Ukraine with an intention to enter Ukrainian markets. Suddenly, Ukrainian government adopted a law  which de-facto prohibits your activities in this country. It is explained by the reason theat Ukraine would like to renovate its own glass factory which is very old and doesn't have enough capacities. Meanwhile, on practice you see that it is only you who cannot act on the Ukrainian market: all other suppliers, such as Turkey, China and Arab Emirates operate freely. Please elaborate strategy how you will , however, enter the market of this country.   

Topic 7. Special Guest Lecture for the year 2013: “Allen and Overy”(legal providing of business start-up abroad)

Content: 
Presentation of the expert group. To be acquainted: Allen and Overy is one of the largest international legal practices with approximately 5,000 staff including 512 partners worldwide. Since opening the first office in London in 1930, company has grown into a global organization with 42 offices in 29 countries across Europe, Asia Pacific, the U.S. South America, Africa and the Middle East. Allen and Overy has over 40 years of experience advising on transactions concerning the former Soviet Union and has been particularly active in Russia since 1993 when opened its Moscow office. It is capable of advising on all aspects of English, Russian and U.S. law focusing, in particular, on banking and finance, mergers and acquisitions, capital markets, real estate and dispute resolution. Open discussion with audience.

Case-Studies:
Case Study 1. Sakhalin II Project

The case:

The Sakhalin-2 (Russian: Сахалин-2) project is an oil and gas development in Sakhalin Island, Russia. It includes development of the Piltun-Astokhskoye oil field and the Lunskoye natural gas field offshore Sakhalin Island in the Okhotsk Sea, and associated infrastructure onshore. The project is managed and operated by Sakhalin Energy Investment Company Ltd. (Sakhalin Energy).

Sakhalin-2 includes the first liquefied natural gas plant in Russia. Therefore, the project is of vital importance to Russia's energy policy. This was seen as a reason why the foreign owners of the development were forced to sell a majority stake in the project to Russian gas company Gazprom. The development is situated in areas previously little touched by human activity, causing various groups to criticize the development activities and the impact they have on the local environment.

History

The first ever Russian production sharing agreement was signed in the framework of the Sakhalin-2 project in 1994.

Production began from the Molikpaq platform in the Piltun-Astokhskoye field in July 1999, and in September 1999 the first crude oil was exported.

The consortium Sakhalin Energy had a contract to produce gas without a local partner. However, in 2005–2006 the

consortium was heavily criticized due to environmental issues and the legal proceeding on violation of the Russian

environmental regulations were initiated. Under legal and political pressure, the consortium was forced to sell a majority stake to Gazprom. On 21 December 2006, Gazprom took control over a 50%-plus-one-share stake in the project by signing an agreement with Royal Dutch Shell. Russian President Vladimir Putin attended the signing ceremony in Moscow and indicated that environmental issues had been resolved.

The LNG plant was inaugurated on 18 February 2009. The first cargo was loaded to the LNG carrier Grand Aniva at the end of March 2009.

Technical features

The two fields contain an estimated 1,200 million barrels (190×106 m³) of crude oil and 500 billion cubic meters (18

trillion cubic feet) of natural gas; 9.6 million tonnes of liquefied natural gas per year and about 180,000 barrels per day (29,000 m³/d) of oil will be produced. The total project cost until 2014 was originally estimated by Royal Dutch Shell to be between US$9 and $11 billion. However, the costs turned out to be substantially underestimated and in July 2005 Shell revised the estimate upwards to $20 billion.

Consortium

The projects is owned and operated by Sakhalin Energy. Shareholders of Sakhalin Energy are:

• Gazprom Sakhalin Holdings B.V. (subsidiary of Gazprom) - 50% plus 1 share

• Shell Sakhalin Holdings B.V. (subsidiary of Royal Dutch Shell) - 27.5% minus 1 share

• Mitsui Sakhalin Holdings B.V. (subsidiary of Mitsui)- 12.5%

• Diamond Gas Sakhalin (subsidiary of Mitsubishi) - 10%

Financing

Sakhalin Energy looked for finances from the European Bank for Reconstruction and Development. However, on 11

January 2007 EBRD withdrew its consideration of financing for Sakhalin-2, claiming that Gazprom's acquisition of the controlling stake of Sakhalin-2 resulted in a to the project making it is unfeasible for the EBRD to pursue the current project. Meanwhile, environmental organizations contend that Sakhalin II had "chronically and substantially violated EBRD's environmental policy".

The consortium applied for nearly a billion dollars in financing from the public export credit agencies of the United States and the United Kingdom, but in early March 2008 these applications were withdrawn due to the drawn-out and uncertain decision making process] by these banks. However, environmental groups contend that the drawn-out process was due to the fact that the company failed to demonstrate compliance with these public banks' environmental policies.

In June 2008 Sakhalin Energy signed Russia's largest project finance deal, securing a loan of US$5.3 billion from the Japan Bank for International Cooperation and a consortium of international banks. Japan Bank for International Cooperation provided $3.7 billion of the funds.

Environmental issues

In July 2005, a Russian court upheld the appeal of environmentalists who claimed in a petition that Sakhalin Energy's environmental impact assessment, was inadequate. Sakhalin Energy denied the claims and stated them as vague and inaccurate. The environmental and social concerns came to a head at the end of November 2005 when the chief executive of WWF, Robert Napier, said that it would have a "negative impact on Sakhalin's people and environment". The WWF asserted that Sakhalin-2 threatens marine life as well as potentially damaging the local communities in the region. Sakhalin Energy responded to the WWF's assertion by saying that the project meets lenders' policies and that environmental and social issues have been met.

In September 2006, Sakhalin Energy briefly suspended construction work on its pipelines. Oleg Mitvol, the deputy chief of the Russian Federal Service for Natural Resources, had announced in early August 2006 that, according to his data, Sakhalin Energy failed to take all actions required to eliminate the danger of the mud flow. This was supported by President Vladimir Putin.

Energy analysts believed alleged violations of the environmental regulations were a pretext by the Russian government to pressure Sakhalin Energy to sell a large stake to Gazprom.

Threats to gray whales

One key concern from environmental groups is that the Sakhalin-2 project will harm the western gray whale population. The whales summer feeding grounds are close to the project's offshore platforms in the Sea of Okhotsk.

In 2006, the International Union for Conservation of Nature set up the Western Gray Whale Advisory Panel (WGWAP). Its members are marine scientists who give independent advice to Sakhalin Energy about managing any potential risks to the western gray whales. The Russian Academy of Sciences has identified an increasing population of western gray whales in the Sea of Okhotsk during a photo identification research programme. However, in February 2009 the WGWAP issued an urgent warning that the number of western gray whales observed in the primary (near shore) feeding area had decreased and the panel called for a "...moratorium on all industrial activities, both maritime and terrestrial, that have the potential to disturb gray whales in summer and autumn on and near their main feeding areas." In a meeting in April 2009, the WGWAP reiterated its urgent plea for a moratorium. Sakhalin Energy then agreed to suspend its planned summer 2009 seismic testing.

The Far Eastern Regional Hydrometeorological Research Institute is involved in regular monitoring of the western gray whales near the oil and gas developments on the Sakhalin Shelf.

In December 2008, Sakhalin Energy won the Environmental Project of the Year award. The company’s protection of the Western Gray Whale population was recognised in the Environmental Efficiency of Economics category. The award was presented by Yuri Trutnev, the Russian Federation’s Natural Resources Minister.

The most recent population assessment in 2008 resulted in an estimate of 130 individuals in the western population. No new reproductive females were recorded in 2010, resulting in a minimum of 26 reproductive females being observed since 1995.

Multiple seismic surveys were conducted near Sakhalin in 2010, carried out separately by three companies Rosneft,

Sakhalin Energy and Gazprom. The surveys conducted by Sakhalin Energy and Rosneft apparently had corresponding monitoring and mitigation plans. The monitoring data, including acoustic and visual information on whale distribution and behavior, is yet to be analyzed. Two of those seismic surveys occurred later in the year when more gray whales were present and temporally overlapped.

(Source: http://en.wikipedia.org/wiki/Sakhalin-II)

Case study reading materials:

(1)

EthicalCorp.com: Gazprom – Moscow’s tightening grip on energy supply

Sep 7th, 2007 by admin.

Russian regulators are conducting environmental inspections at the now Gazprom-run Sakhalin pipeline project. But the Kremlin’s commitment to green standards remains in doubt.

At the end of last year, Shell was forced to cede control of the Sakhalin oil project to Russia’s Gazprom. The move was prompted by the suspension by the Russian authorities of a key environmental certificate. Although real environmental concerns did exist, Shell’s forced demotion was widely seen as a political move by the Kremlin to reassert its control over vital resource assets.

Certainly, this political explanation seems to have been borne out by subsequent events the environmental objections to the project seem largely to have evaporated since Sakhalin II entered Gazprom hands. This has left campaigners frustrated. I cannot say that anything is OK. Everything is probably worse than it was before, says Dmitry Lisitsyn, the head of Sakhalin Environment Watch, an environmental group based on the island.

However, in the past few weeks, the Russian environmental authorities seem finally to have got themselves into gear. In late July, the Russian state agency responsible for industrial safety and environment protection Rostekhnadzor announced that construction of the Sakhalin II pipelines had been suspended because of violations in drainage systems at an active seismic area in the central part of Sakhalin Island. Subsequently, the natural resources committee of Sakhalin Regional Administration has called on the federal authorities to conduct a new urgent inspection of the pipeline route in order to address the alleged sub-standard construction methods.

Does this development mean that Shell’s expulsion from the Sakhalin project was not political? Does it mean that the Russian authorities really care about the environment? Perhaps not.

(Source: http://royaldutchshellplc.com/2007/09/07/ethicalcorpcom-gazprom-–-moscow’s-tightening-grip-onenergy-

supply/)

 (2)

Shell cedes control of Sakhalin-2 to Gazprom - Business - International Herald Tribune

By Andrew E. Kramer

Published: Thursday, December 21, 2006

MOSCOW — Gazprom, the Russian energy monopoly, seized control of the world's largest combined oil and natural gas development Thursday after a highly publicized campaign of pressure on its foreign operator, Royal Dutch Shell.

The sale of 50 percent plus one share followed months of mounting regulatory problems at the site, problems that President Vladimir Putin, in announcing the entry of Gazprom into the project, said would now likely be resolved.

Gazprom will pay $7.45 billion for the controlling share of Sakhalin-2, a price analysts said was below market value. The agreement will lower the British-Dutch oil company's production potential and the amount of its reserves, but it removes a large measure of uncertainty over the deal by establishing the Kremlin's support.

Putin announced the deal at a Kremlin meeting with executives from Shell, Mitsui and Mitsubishi, who are partners in the consortium, and Gazprom. He made a point of saying that Russia remained open to energy investment.

"When speaking about the energy sector, we should admit this is a very liberalized sector of the economy," Putin said. "All of the largest world companies are represented in Russia."

Putin said that the companies and Russian environmental regulators had agreed to settle alleged violations at the site. "As far as I am informed, in principle, the question can be considered resolved," Putin said. "The Russian government and investors are interested in having this project implemented."

The controlling share that Gazprom will purchase of Sakhalin-2 includes offshore platforms, 800 kilometers, or 500 miles, of oil and natural gas pipelines, the world's largest liquefied natural gas plant, and an oil terminal.

The partners have so far spent about $12 billion on the project, meaning that they will recoup the $6 billion for half of the capital investment so far but will be compensated little for the estimated four billion barrels of recoverable reserves at the site.

The price Gazprom paid was "below market rate," Alex Kormshchikov, an oil and natural gas analyst at UralSib, said by telephone Thursday.

Still, the Shell chief executive, Jeroen van der Veer, said he welcomed the stability that an agreement implied, after a turbulent few months during which Russian regulators threatened to freeze work on the pipeline.

"I think the great news is that now there is stability so we can all work together, all the shareholders, to get the project up and running as soon as possible," van der Veer said at the Kremlin meeting.

Gazprom and Shell also agreed to cooperate on unspecified future projects in Russia. Initially, Shell had negotiated to swap a stake in Sakhalin-2 for a share of a Siberian natural gas field, Zapolyarnoye.

Shell reduced its share of Sakhalin-2 from 55 percent to 27.5 percent. Mitsui's share declined to 12.5 percent from 25 percent and Mitsubishi's fell to 10 percent from 20 percent, according to a statement released by Gazprom.

Gazprom will honor existing contracts for delivery of liquefied natural gas after the project comes online in 2008, but it will control pricing and policies on all future sales, according to the statement.

The agreement surrenders to Gazprom control over one of the most important new sources of energy in Asia, with exports planned to Japan, South Korea and California. Sakhalin-2 will pump oil and natural gas equivalent to 350,000 barrels a day at full capacity, relieving energy-hungry Asian economies of dependence on Middle Eastern oil.

Separately, Gazprom said Thursday that second-quarter profit had more than doubled, partly because of the rise in

international fuel prices, Bloomberg News reported. Net income rose to 136.3 billion rubles, or $5.2 billion, from 61.2 billion rubles a year earlier, based on international financial reporting standards.

Shell will remain at the Sakhalin-2 project as an operator, according to the Gazprom statement.

Analysts valued Sakhalin-2 reserves at less than $4 a barrel of oil equivalent, a benchmark in valuing oil and natural gas deals, compared with an average of $4.90 a barrel at large Russian oil companies like Lukoil and Rosneft. Last year, Roman Abramovich sold 72 percent of Sibneft, a large Russian oil companies, to Gazprom for $13.1 billion. That valued Sibneft's reserves at $3 a barrel.

The sale came just two years after the Russian tax authorities confiscated the largest production unit from Yukos and sold 76.6 percent, at an auction widely considered to be rigged, to a newly created shell company, Baikal Finance, for $9.4 billion, a sum that Yukos executives said was far less than its worth. That asset, now part of Rosneft, is valued by investors now at more than $60 billion.

"We had always said that this was not a one-off event," said Claire Davidson, a spokeswoman for Yukos International,referring to the effective nationalization of Yukos. "They would be able to undertake it against any investor in Russia."

(Source: http://www.nytimes.com/2006/12/21/business/worldbusiness/21iht-shell.3981718.html?_r=0)
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I Want My Gas Back. Russian President Putin is taking on Western energy companies - The Atlantic Times

By Friedrich Thelen

November 2006

Vladimir Putin is not ready to make binding agreements with EU members regarding energy supply. At the EU summit in Finland, he refused to sign an energy charter guaranteeing better access to Russian gas and oil. Instead, Putin's strategy is to regain control over "strategic sectors" and reduce the influence of foreign companies. However, German energy suppliers trust that Russia will abide by its contractual agreements.

With the temporary halt on further exploration of the gas fields in Siberia/Sakhalin by Royal Dutch Shell and Japanese Mitsui and Mitsubishi, the Russian president demonstrated that he has mastered Niccolo Machiavelli's lessons on the exercise of power. The environmental reasons given for stopping the Sakhalin II project were just a pretense.

Russia's newly discovered love for forests and whales is an obvious maneuver. Gray whales, weighing up to 35 tons, cavort in the northern Pacific coastal waters right above the projected gas fields. Hunting them has been forbidden since 1937, but Russia's search for oil and gas has never been considerate of endangered flora and fauna.

There are other reasons for Russia's tough new stance. When the still-valid exploration contracts were signed in the mid-1990s, the price of crude oil was under $30 a barrel, and Russia was politically weak and almost broke. Back then, Russia was happy that Shell and Exxon, the Western oil multinationals, and the Japanese companies, wanted to take charge of the largest exploration and funded project in the country.

In the meantime, the proportions have changed. Russia is no longer weak or financially insolvent. Last year, at almost $80 a barrel, energy prices exceeded even the most daring price speculations. Moscow would now like to revise what it considers to be "unequal contracts," and regain sovereignty over a part of the Russian gas and oil production that it de facto gave up.

In addition, according to the original contracts, the Russian state will have to wait for its share of the profits until the gas companies have recouped their investment. And expenses have increased from the originally estimated $13 billion to $20 billion in the Sakhalin area alone. Putin will thus have to wait a long time for a windfall and is not pleased with the prospect. But Western investors are insisting that the principle "Pacta sunt servanda" (agreements must be at adhered to)also applies to international commercial law.

Russian lawyers are also familiar with this principle and note that Russia would be subject to damage claims in the billions if it broke its contracts. Such claims could also result because three years ago, Russia revoked the environmental licence granted to Western companies.

For two years now, the Russian state-owned Gazprom has been attempting to gain a share of the Western Sakhalin II

consortium. Right now, Gazprom would like to have 20 percent but experts estimate that this is only the beginning - Russia wants to regain complete control of the entire energy industry in the country.

Paul Harsnell, an energy expert at Barclays Capital, is skeptical: "In general, you should be able to assume that companies stick to contracts that continue to exist even when the conditions change."

Putin and his Kremlin bureaucracy do not seem to want to accept this. "Russia does not want to play by the rules of the 1990s any longer," said Alexander Rahr, a Russia expert at the German Council on Foreign Relations in Berlin. "There will be a change in order by Putin."

This will not be limited to energy companies. Russian economic planners are already planning to retake the mining,

automobile and aviation industries, where a significant number of companies have been primarily in Western hands since the 1990s.

This is where flaws in the Russian argument begin to show, especially because Moscow has been loudly lamenting the alleged reluctance of the West to permit Russian investors in their markets - last but not least at the G8 Summit in St. Petersburg. This accusation cannot be taken very seriously when Moscow is trying to expel Western investors from its own country.

The Europeans, more specifically the European Aeronautic Defence and Space Company (EADS), recently deflected the latest attempt of Putin & Co. to establish itself in the European aeronautics industry. Russian buyers had secretly bought around 5 percent of EADS on the stock exchange beforehand. Now a Putin advisor has revealed that Russia is trying to become a veto-holding minority on the board of directors and get a seat on the executive board. EADS Directors Manfred Bischoff and Arnaud Lagadère so far have said "nyet."

The attack on Shell, Mitsui and Mitsubishi seems to be part of a larger strategy. The Russians had previously tried to

revoke the license of Total, the French energy corporation, in Kharyaga in northern Russia for almost identical reasons.

Total has a 50 percent share in this consortium, and Hydro, the Norwegian energy company, has 40 percent. It appears that the Kremlin squad has underestimated Western resistance, however. The way that Putin seized the Yukos Oil Company (the owner Mikhail Khodorkovsky was put behind bars after a sham trial and international protest) does not work with energy exploration companies with Western investors. The takeover of Sibneft, a previously private oil company, by Gazprom is not the type of pattern that state-owned oligarchies should set in dealing with Western companies.

This is because Russia continues to require access to Western capital and know-how. The Russian oil empire will be able to borrow capital only at much higher interest rates otherwise. Western investors and customers will not be as inclined to accept delivery of Russian energy. It would take a long time to allay doubts about Russian integrity and reliability relating to contracts once they have had a chance to take root. In addition, Kremlin decision-makers should not forget that if oil prices reach $80 a barrel, it will make some alternative energy sources profitable.

Russia's neighbors are tensely observing the energy battle. As they already had during the disagreement on oil between Gazprom and the Ukraine, the former satellite states are asking themselves what could happen if Russia applied its position of supremacy in the regional supply of energy to achieve its political goals: it could regain its influence in the former Soviet orbit. They fear, and not wrongly, that deployment of the energy weapon would ruin their obsolete and energy intensive heavy industry, which had previously run on the cheap energy from the Soviet Union.

Moscow is also threatening the West and its neighbors with a new delivery policy. Putin let the world know that he would like to increase Russian oil exports to Asia from 3 percent to 30 percent in the next 10 years. In April of this year, Moscow began building an oil pipeline from Siberia to China. That alarms Western Europeans above all, because they are firmly counting on Russia to increase its current deliveries from 140 billion cubic meters of gas to 190 billion cubic meters by 2010, and to more than 200 cubic meters as of 2020.

Putin's indirect threat is that "we have other alternatives, you are dependent on us." This has startled Europeans. EU Energy Commissioner Andries Piebalgs is already demanding that Moscow deal fairly with Western oil companies, and insists that "the investment climate previously agreed to must continue to be ensured."

Who is going to stop Russia from using energy as a potential threat in the same way it used to employ nuclear weapons?

The EU members did express their displeasure with Putin's policies at their summit meeting in Lahti, Finland. However, the common energy policy that the Italian, British and Eastern Europeans are pleading for is nowhere in sight. This is where several EU partners are putting on the brakes, especially the Germans, whose close ties to Moscow are viewed suspiciously by other Europeans.

German energy companies, primarily E.ON, Ruhrgas and Wintershall, procure more than 30 percent of the gas they sell from Russia, and have invested tens of millions of euros in the country. They are trying to inject a level of rationality into the heated debate. They have maintained a trouble-free working relationship with Russia for years, and thus do not expect

turbulence in the future. That Gazprom will become the main sponsor of Schalke 04, a top German soccer team, seems to strengthen this opinion.

In addition, German energy companies refer to one particular aspect of their joint projects with Russian firms, primarily Gazprom. Unlike Shell, which allied itself exclusively with Western companies to explore and exploit gas fields in the 1990s, E.ON and Wintershall based their efforts on working with Gazprom from the beginning.

Some international energy experts think it is an illusion to believe that this will pay off in the future. They don't regard collaboration as protection from Gazprom's greed. Because at the end of the day, the Russian state wants to have at least a 51 percent share of all investments in Russia. German interests are protected elsewhere, especially in the joint Russian-German Baltic Sea gas pipeline project. If Russia were to put pressure on German energy explorers, this could endanger the project, which is important to Moscow because it allows access to Western markets without controls or even possibly interference by transit countries.

The unexpected amount of European concern and resistance have caused Moscow to retreat. For the time being, Shell and its Japanese partners, Mitsui and Mitsubishi, have been allowed to continue exploring and expanding. But this tactical retreat does not change any aspect of the Kremlin's quest to regain state control over Russia's natural resources.

(Source: http://www.atlantic-times.com/archive_detail.php?recordID=688)
Case Study 2. TNK-BP

The case:

TNK-BP was a major vertically integrated Russian oil company headquartered in Moscow. It was Russia's third-largest oil producer and among the ten largest private oil companies in the world. In 2013 it was acquired by Russian oil company Rosneft.

DeGolyer and MacNaughton confirmed that as of 31 December 2009 TNK-BP's total proved reserves amounted to 11.667 billion barrels (1.8549×10^9 m3) of oil equivalent, applying PRMS (formerly SPE) criteria. Proved reserves constitute a total proved PRMS reserve replacement ratio of 329%.

History

On 1 September 2003, BP and a group of Russian businessmen, represented by the AAR (Alfa-Access-Renova) announced the creation of a strategic partnership to jointly hold their oil assets in Russia and Ukraine and creation of TNK-ВР. ААR contributed its holdings in TNK International, ONAKO, SIDANCO, RUSIA Petroleum (which held licenses for the Kovykta field and the Verkhnechonsk field), and the Rospan field in West Siberia (the New Urengoy and East Urengoy deposits). BP contributed its holding in SIDANCO, RUSIA Petroleum, and its BP Moscow retail network. In January 2004, BP and AAR reached an agreement to incorporate AAR's 50% stake in Slavneft into TNK-BP. Slavneft, which has operations in Russia and Belarus, was previously owned jointly by AAR and Sibneft (now Gazprom Neft).

In 2009, TNK-BP increased production to 1.69 million barrels per day (269×10^3 m3/d) of oil equivalent (excluding TNKBP’s share in Slavneft production) compared to 1.642 million barrels per day (261.1×10^3 m3/d) of oil equivalent produced in 2008. In 2009, TNK-BP's total proved reserves replacement ratio reached 329% according to PRMS methodology (formerly known as SPE). The average SEC LOF reserve replacement ratio over the past five years amounted to 139%.

On 18 October 2010, TNK-BP and BP reached an agreement for TNK-BP to acquire BP's upstream and pipeline assets in Vietnam and Venezuela for an overall price of $US1.8 billion.

In October 2011, the TNK-BP agreed to acquire a 45% stake in Amazon oil exploration blocks from Brazil's HRT

Particiapoes for $1 billion.

On 21 March 2013, Rosneft completed acquisition of TNK-BP. As a result, Rosneft's vice-president Eduard Khudainatov was appointed as a new CEO of TNK-PB.

Corporate structure

Rosneft owns TNK-BP International Limited, which in turn owns 95% of TNK-BP Holding, with the other 5% floating freely on public markets. According to Rosneft's CEO Igor Sechin, no discussion had been held on a buyout of minority shareholders in TNK-BP Holding.

Operations

TNK-BP is a vertically integrated oil company with a diversified upstream and downstream portfolio in Russia and

Ukraine. Its upstream operations are located primarily in Siberia and Volga-Urals region. In 2009 the company (excluding its 50% share in Slavneft) produced on average 1.69 million barrels per day (269×10^3 m3/d) of oil equivalent. In downstream, TNK-BP controls 675 thousand barrels per day (107.3×10^3 m3/d) in installed refining capacity, with principal refining assets located in Ryazan, Saratov, Nizhnevartovsk, and Lysychansk. The company operates a retail network of approximately 1,400 filling stations in Russia and Ukraine working under the BP and TNK brands. The company is one of the key suppliers to the Moscow retail market and is a market leader in Ukraine.

One of TNK-BP's strategic goals is to expand its natural gas business. Its main gas asset in Rospan International, owned 100% by TNK-BP. Rospan is located in the Yamal-Nenets autonomous area with significant gas potential of 1.4 million barrels per day (220×10^3 m3/d) of oil equivalent of natural gas 3P reserves and an ability to produce 15 billion cubic meters per year.

One of TNK-BP's stated long term aims is to enter into the international market. On 18 October 2010, TNK-BP and BP reached an agreement for TNK-BP to acquire BP's upstream and pipeline assets in Vietnam and Venezuela for an overall price of $US1.8 billion. According to the terms of the agreements, in Venezuela TNK-BP will acquire from BP a 16.7% equity stake in the PetroMonagas SA extra heavy oil producer, a 40% stake in Petroperija SA which operates the DZO field, and a 26.7% stake in Boqueron SA. In Vietnam, TNK-BP will acquire from BP a 35% stake in an upstream offshore gas production block containing the Lan Tay and Lan Do gas condensate fields, a 32.7% stake in the Nam Con Son Pipeline and Terminal, and a 33.3% stake in the Phu My 3 power plant.

Over 2009, despite an average decline in crude oil price of 36% year-on-year, TNK-BP generated profit of $5 billion.

Since the company's emergence in 2003, TNK-BP's profits have risen from $2.7 billion to $5.3 billion in 2009.

In 2009, TNK-BP produced 12.5 billion cubic meters of associated petroleum gas with a utilization rate of 84.4%.

Corporate disputes

In 2008, a corporate dispute between the major shareholders arose as BP and AAR seemed to have differing visions for the company's corporate governance structure and future strategy. During the dispute, it was rumoured that some Western BP executives experienced visa problems, and the American CEO Robert Dudley was accused by AAR of having violated Russian laws.

On 4 September 2008, the parties to the dispute signed a five-page memorandum of understanding, thus signaling the end of the disagreements. Robert Dudley stepped down from his role as CEO of TNK-BP and AAR achieved to have their President Mikhail Fridman installed as interim CEO. Since then, an independent CEO, Maxim Barsky, has been appointed and will officially take up his position in 2011.

After the dispute was settled, the general consensus was that although AAR had increased its influence, BP would be happy to keep its 50% stake as TNK BP represented 24% of BP's production and 19% of total reserves in 2007. Some investors had feared BP might lose its interest in TNK-BP with only minimal compensation. Tony Hayward, BP's chief executive at the time, described the five page memorandum as "a very sensible and pragmatic way of looking forward".

In January 2010, BP and its Russian co-shareholders held their first joint media briefing to pronounce their tensions gone and TNK-BP.'s prospects bright.

In January 2011, BP and Russia's state oil company, Rosneft, formed a strategic partnership on Arctic development. In March 2011 the Stockholm International Arbitration court blocked the BP-Rosneft deal as breaching TNK–BP earlier contractual arrangements. BP had previously signed a shareholding agreement with AAR, which stipulated that TNK–BP would be the primary corporate vehicle for BP’s oil and gas operations in Russia. AAR's legal action led to the collapse of the BP-Rosneft deal in August 2011, when BP was replaced with ExxonMobil as Rosneft's strategic foreign partner in the Arctic.

Environmental Records

TNK-BP has been criticized for its Siberian oil spills. In 2012 Russia's Natural Resources Minister Yuri Trutnev

announced that regulators plan to seek damages from TNK-BP as one of the biggest polluters of the Ob and Yenisei river basins in Siberia. He also recommended the company prepare a plan for replacing its pipelines. Each year, 300,000 to 500,000 tonnes of oil and oil products are leaked into the Ob and Yenisei river basins, with TNK-BP the biggest offender.

In 2011 TNK-BP reported a total 1,186 pipeline ruptures. According to TNK-BP, the company has paid $2.1 billion for clean-up since 2003 and has established a $500 million fund ‘‘to resolve the inherited environmental problems,

accumulated since 1962."

(Source: http://en.wikipedia.org/wiki/Yuri_Trutnev)

Case study reading materials :
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TNK-BP saga raises questions about BP's handling of political risk – Energy Risk

By Alexander Osipovich

19 March 2013

Following a series of bitter spats with its Russian partners, oil major BP exited its Moscow-based joint venture, TNK-BP, in March. Market participants say the oil major’s experience holds lessons for other firms attempting to grapple with political risk in Russia. Alexander Osipovich investigates

As energy companies venture into ever more remote, inhospitable corners of the world in search of oil and gas deposits, they often find the biggest challenge is not the extraction of hydrocarbons from deep underground, but the above-ground difficulties of dealing with capricious local governments and managing political risk.

Russia is one country where this statement rings true. It is the world’s largest oil producer after Saudi Arabia and boasts untapped reserves off its Arctic coast that are currently drawing keen interest from international energy firms. But investing in the Russian oil and gas sector has often been a bruising experience for foreign companies – and none more so than UK-based oil major BP, which is currently on the verge of exiting its Moscow-based joint venture, TNK-BP. While TNK-BP has accounted for more than one-quarter of BP’s global oil production in recent years, it has experienced the full range of nightmares that keep Russian investors awake at night: being hit with billion-dollar back-tax claims; having its offices searched by the successor to the Soviet-era KGB; and having its chief executive, a BP appointee, forced to leave Russia.

Nonetheless, analysts say TNK-BP was actually a rather successful investment. BP invested just under $8 billion in the joint venture in 2003 and since then the firm has earned $19 billion in dividends. On top of that, BP received a lucrative payout by selling its 50% stake in TNK-BP to Russian state-owned oil firm Rosneft, in a deal that closed on March 21. The value of the payout - a mix of cash and Rosneft shares - was about $26.7 billion, based on the price of the firm's shares at the time. In total, that means BP has received a 472% return on its investment over a roughly 10-year period.

“Overall, this was an excellent transaction for BP,” says Kaha Kiknavelidze, managing partner of Rioni Capital, a London based hedge fund, which has previously held shares in both BP and TNK-BP. “Even though the exit was not clean, financially this was a great investment.”

To a large degree, however, that financial success was due to a rise in energy prices. The price of North Sea Brent crude oil more than quadrupled from the day BP signed the deal creating TNK-BP in June 2003 to the day BP announced its exit plan in October 2012.

More significantly, the firm’s handling of its investment raises questions about its management of political risk. While BP can boast of genuine accomplishments – such as boosting TNK-BP’s production through improved drilling technology – the history of BP’s dealings in Russia is marred by missteps, lost opportunities and political miscalculations, sources say.

“I don’t think the problems BP had in Russia were the fault of the Russians,” says Shamil Yenikeyeff, a research fellow at the Oxford Institute for Energy Studies (OIES) and the author of a forthcoming book on the struggle over Russian oil wealth. “BP had serious shortcomings in its efforts to understand the Russians and their domestic energy politics.”

Hidden tensions

The deal establishing TNK-BP was signed on June 26, 2003, at Lancaster House, a nineteenth-century landmark in central London, during a ceremony attended by Britain’s then-prime minister Tony Blair and Russian president Vladimir Putin.

Signing on behalf of BP was its chief executive at the time, John Browne. Signing on behalf of the Russian side was

Mikhail Fridman, co-founder and chairman of Alfa Group, a Moscow-based company that had emerged from the collapse of the Soviet Union to become one of Russia’s wealthiest conglomerates, with a broad array of assets ranging from banks to supermarkets.

Fridman was the central figure in a group of Soviet-born tycoons who had banded together to become BP’s partners in the joint venture. The others were German Khan, the second-largest shareholder in Alfa Group; Victor Vekselberg, head of Renova Group, another Moscow-based conglomerate; and Len Blavatnik, head of the New York-based international investment firm Access Industries. To manage their interests in TNK-BP, the tycoons formed a consortium called Alfa-Access-Renova (AAR).

BP and AAR agreed the two sides would each have a 50% stake in TNK-BP. That structure would eventually cause

difficulties, as the shareholders became deadlocked and unable to resolve disputes. Browne had sought to prevent such problems by pushing for BP to have a 51% stake, but neither Fridman nor Putin would agree to that, according to Browne.

“I knew if we had 49% we would have no power whatsoever,” he writes in his 2010 memoir, Beyond Business. “So in the end the only option was to go for a 50:50 deal.”

The early years of the joint venture were marked with success. TNK-BP’s oil and gas production surged by 24% from 2003 to 2005, as BP engineers introduced new drilling technology to reverse a long decline in TNK-BP’s prize asset, the Samotlor oil field in western Siberia. That helped BP surpass its rival Shell to become the world’s second-most valuable private oil company, after Texas-based ExxonMobil.

But behind the scenes, tensions were mounting, with the two shareholders repeatedly clashing over the direction of the joint venture. Among other things, AAR wanted TNK-BP to invest in countries outside of Russia, such as Iraq, Lithuania and Turkey. Those ambitions were blocked by BP, which treated TNK-BP as its Russian subsidiary and saw no value in having TNK-BP compete with its own projects, according to people familiar with the thinking of both sides.

"Our position was that TNK-BP was an independent company and that, yes, there could be situations in which it competed with BP,” says Stan Polovets, New York-based chief executive of AAR. “We never had an agreement with BP stipulating that TNK-BP would refrain from activities outside of Russia.”

More fundamentally, the two sides had sharply different philosophies and investment objectives. Unlike BP – a century-old firm accustomed to long-term exploration and production projects – the AAR shareholders had come of age in Russia’s rough-and-tumble 1990s, amassing huge fortunes in a few short years, often by snapping up cheap assets in privatisation auctions. Consequently, AAR grew frustrated when TNK-BP chief executive Robert Dudley, a US citizen chosen by BP to oversee the joint venture, pushed for costly long-term investment. For their part, UK managers at TNK-BP grumbled that AAR demanded unrealistically quick profits.

“The Russian investors, because of the nature of the Russian business environment, just didn’t think that far ahead,” says a London-based former TNK-BP senior manager.

AAR’s Polovets acknowledges the two companies saw things differently. "We were always ready to make investments, but we wanted to understand what the returns would be because, after all, we are financial investors,” he says. “If we earn profits from TNK-BP, we can always reinvest them in other businesses – in telecommunications, banking, aluminium,  media and entertainment, and lots of other industries – or we can reinvest them in TNK-BP. It all depends on the rate of return.”

In addition, the Russian energy sector began to undergo profound changes almost immediately after TNK-BP was created, as the state began to play a more prominent role.

Most significantly, in October 2003, police arrested Mikhail Khodorkovsky, Russia’s richest man and head of Moscow based oil firm Yukos. His arrest and subsequent conviction on charges of fraud and tax evasion were widely seen as a signal the Kremlin was cracking down on the so-called oligarchs who had become hugely wealthy and powerful during the 1990s. Yukos eventually went bankrupt in 2006 due to its inability to pay massive back-tax claims, and its most valuable assets were acquired by Rosneft.

International oil companies that had invested in Russia also came under pressure. In 2006, for instance, Shell agreed to give up control of the Sakhalin II offshore oil and gas development after being accused of environmental violations and threatened with multi-billion-dollar penalties. Gazprom, the Moscow-based state-owned gas producer, took a majority stake of Sakhalin II, while Shell and other foreign companies had their shares in the project reduced.

Increasingly, that made TNK-BP, with its 50% ownership by an international oil company, an oddity in the Russian energy landscape. “The oil and gas investment environment really started to change in a radical way not long after the deal that created TNK-BP was announced,” says Alex Brideau, a senior analyst at Eurasia Group, a New York-based political risk research and consulting firm.

There was a brief expropriation scare in 2005, when Russian tax authorities hit a TNK-BP subsidiary with back-tax claims adding up to $936 million. But those fears were eased after BP’s Browne held a meeting with Putin, in which the Russian president lauded BP as a “good corporate citizen”. The back-tax claims were later significantly reduced.

Amid growing uncertainty over the Russian state’s relationship with oligarchs and international oil firms, BP entered into talks with Gazprom after the 2005 back-tax drama. Media reports at the time suggested BP was seeking to replace its Russian partners with a state-owned company – an arrangement that could help shore up the oil major’s relationship with the Russian government. But a shareholder agreement signed by BP and AAR in 2003 stipulated neither party could sell its stake in the joint venture until January 1, 2008.

The BP-Gazprom talks were ultimately inconclusive. However, they succeeded in further rankling AAR, which was

irritated the oil major was attempting to do a side-deal without its involvement, according to sources familiar with the situation.

“BP didn’t understand the true political picture,” says Yenikeyeff at OIES. “[It] didn’t understand the fact that replacing AAR with Gazprom was not going to be allowed. Having Gazprom become the major player in Russia’s oil industry, overtaking Rosneft in terms of oil production and reserves, was never going to happen.”

A London-based BP spokesman declines to comment on the BP-Gazprom talks, dismissing them as “ancient history”.

War breaks out

The tensions between BP and AAR burst into the open in 2008, when TNK-BP became subject to intense pressure from the Russian authorities and the shareholder dispute exploded into public view.

On March 19, 2008, officers from Russia’s Interior Ministry raided the Moscow offices of BP and TNK-BP in connection with a set of tax evasion investigations. The probes, which had begun in 2007, picked up steam in early 2008, and by April that year, the ministry was investigating back-tax claims of more than $900 million against various TNK-BP units.

Other legal problems also plagued the joint venture. The Federal Security Service – the KGB’s successor agency, known by its Russian acronym, the FSB – arrested an employee of TNK-BP and his brother, an independent energy consultant, and charged them with industrial espionage. The FSB later conducted a second raid on BP’s Moscow office in May 2008.

Separately, Russia’s Natural Resources Ministry announced an environmental inspection of TNK-BP’s Samotlor oil field.

Meanwhile, BP and AAR became embroiled in a public spat about Western employees at TNK-BP. AAR insisted the expatriates were overpaid and unnecessary, while BP defended them. Dudley, the TNK-BP chief executive, accused AAR of meddling with the Russian work-permit application process to ensure Western employees would be unable to renew their Russian visas, forcing them to leave the country when their old visas expired.

TNK-BP was hit with multiple lawsuits over the issue. One such lawsuit came from Tetlis, a Moscow-based firm that was among a small proportion of minority shareholders in TNK-BP Holding, the joint venture’s listed subsidiary. In April 2008, the company sued TNK-BP in a Siberian court over a longstanding agreement that allowed technical specialists from BP to be seconded to TNK-BP. The court issued an injunction that left 148 BP secondees physically unable to enter the firm’s Moscow headquarters. In a separate lawsuit filed in July 2008, a group of Russian managers at TNK-BP accused Dudley of discrimination, complaining that TNK-BP’s Western employees were paid much better than local staff. Dudley decried the lawsuit, saying it would “tear apart the company”.

The controversy played into genuine resentment among some Russian employees of TNK-BP. “If I were one of the

Russian shareholders, I would have done the same thing,” says a Russian former employee of TNK-BP, who is currently based in eastern Europe. “Why would you pay an expat 10 times as much for work that a Russian employee could do?

Especially if he was working in the interests of the British side?” he asks.

Ultimately, the 148 secondees left Russia. Dozens of Westerners directly employed by TNK-BP also quit the country after they were unable to renew their visas. One of them was Dudley himself, who finally left on July 24, 2008, ending a long struggle with AAR and the Russian authorities.

“There was incredible pressure on Dudley,” recalls the former TNK-BP senior manager. “He is a very resilient man. He did not leave the country suddenly. He could have left, in my view, a lot earlier, given the pressure that he was subjected to, because life was becoming dangerous for him. There was a very real risk he could have gone to jail.”

After Dudley’s departure, BP reached what some market observers describe as a peace deal with AAR, which largely involved ceding control over the joint venture to the Russian shareholders. Under the terms of the deal, announced in September 2009 and finalised four months later, Dudley stepped down as TNK-BP chief executive and AAR won the right

to approve his replacement. The two sides also agreed to increase the size of TNK-BP’s board of directors and add three independent directors, fulfilling another key demand of AAR.

TNK-BP’s legal worries eased significantly after the deal. In September 2008, the Interior Ministry announced TNK-BP had settled most of its back-tax claims, and the ministry eventually ceased its tax evasion investigations against the TNKBP units. The two brothers arrested by the FSB for industrial espionage were given suspended sentences. Meanwhile, Tetlis and the Russian managers dropped their lawsuits.

The role of the Russian state in the BP-AAR clash of 2008 is the subject of intense speculation. Those familiar with the dispute do not believe the Russian government orchestrated the legal campaign against TNK-BP. Instead, they believe AAR used its ties to government agencies to apply pressure on Dudley and his team. “The security services were used by AAR as one of the means of achieving their main goal,” says Vladimir Milov, a former Russian deputy energy minister who is now president of the Institute of Energy Policy, a Moscow-based think-tank. “They wanted to seize operational control of the company and squeeze out Dudley, who was a very major irritant for them… It’s no secret that they had the ability to do this, since they had tight relationships with very senior individuals in the Russian leadership.”

AAR’s Polovets would not speak on the record about the tax evasion investigations, the visa dispute or any other legal difficulties the joint venture faced in 2008. A Moscow-based spokesman for AAR declined to comment, while

spokespeople for the Interior Ministry and the FSB did not respond to requests for comment.

Looking back at the clash of 2008, former TNK-BP insiders voice frustration with BP’s inability to deal with the setbacks.

“BP was not properly prepared for the pressure,” says a source familiar with the events. “It reacted slowly, sometimes even passively, since it is a huge and risk-averse bureaucratic machine that functions relatively well in normal times, but at the time it was not fully up to the task of outright corporate warfare in the Russian style.”

According to another source, who met with BP executives in London when the shareholder dispute was in full swing, part of the problem was the sudden departure of Browne from the helm of BP in 2007 and his replacement with a new chief executive, Tony Hayward, who took less interest in the oil major’s activities in Russia and was detached from the brewing conflict.

“Hayward was not really aware, as the crisis developed, of how bad things were on the ground in Moscow,” says the

source. “He really didn’t have the same finger on the pulse that Browne had.”

A spokesman for Hayward, who is now chief executive of London-based Genel Energy, declined to comment for this article.

When asked about its handling of the shareholder dispute, BP stresses the strong financial performance of TNK-BP. “For most of the life of the joint venture, the 50:50 partnership worked well and TNK-BP was a very successful joint venture,” says the BP spokesman. “We are proud of our record.”

Dudley’s deal

BP played a more passive role after 2009, mostly allowing AAR to run the joint venture. However, that calculus changed after April 20, 2010, when an explosion on the Deepwater Horizon oil rig in the Gulf of Mexico triggered a massive oil spill that saddled BP with tens of billions of dollars in fines and potential liabilities. In the wake of the spill, BP unveiled a plan to divest $38 billion of assets and refashion itself into a leaner company focused on high-value exploration projects.

The spill also cost Hayward his job as chief executive of BP. His replacement was Dudley, the former head of TNK-BP.

In January 2011, Dudley announced a grand scheme that would simultaneously shore up BP’s finances and give it access to sizeable untapped oil and gas reserves. The plan was a proposed share swap between BP and Rosneft, under which Rosneft would take a 5% stake in BP in exchange for BP taking a 9.5% stake in the Russian oil firm. In addition, BP and Rosneft agreed to explore and develop three promising licence blocks in the Kara Sea, a Russian part of the Arctic Ocean.

It was to be the ideal arrangement, uniting BP’s offshore expertise with Rosneft’s exclusive rights to explore Russia’s continental shelf. But it was derailed by Dudley’s old partners at AAR, who were upset BP had failed to include them in the Arctic deal. Citing the original BP-AAR shareholder agreement, which said BP needed to pursue any Russian projects exclusively through TNK-BP, they sued to block the BP-Rosneft alliance. A London court and a Stockholm arbitration tribunal agreed BP was violating the shareholder agreement – and despite last-minute negotiations with AAR to salvage the

deal, Dudley’s plan collapsed in May 2011.

The embarrassing failure led many market observers to wonder why BP attempted to conduct the deal without first getting AAR’s approval. Russian energy sector experts believe BP miscalculated by placing too much faith in the power of Rosneft and its chairman, Igor Sechin, a deputy prime minister who is often described as Putin’s right-hand man. As it turned out, Sechin’s blessing was not sufficient to overcome the determined resistance of the AAR shareholders, especially Alfa Group’s Fridman.

“BP is apparently poor at analysing political situations,” Fridman said in a May 2012 interview with Russian newspaper Kommersant. “Their perception of the Russian [political system] is too primitive. They thought if the deal was blessed at the very top, we would never, ever do anything to defend our interests, because we would be afraid of the anger of the prevailing authorities.”

BP should have known better than to exclude the Russian tycoons from the deal, according to Carlo Gallo, London-based founder and director of political risk firm Enquirisk. “The Russian shareholders of TNK-BP had a very peculiar profile within the Russian oligarchic scene,” he says. “They had a very international profile and a highly diversified range of assets, which basically insured them, to some degree, against strong political pressure from the Kremlin. Also, they played loyally vis-à-vis the Kremlin and had very good, long-established connections within the government. So knowing all that,  it could have been expected they would not just sit quietly and do what they were told with regards to the attempted share swap deal.”

The spokesman for BP declines to answer questions about the failed deal. “We didn’t manage to complete the deal and we have moved on,” he says.

Final exit

In 2012, BP finally decided to sell its stake in TNK-BP and escape from its long and exasperating relationship with AAR. The contours of BP’s exit strategy became clear in October last year, when BP and AAR simultaneously announced they were selling their respective 50% stakes in TNK-BP to Rosneft – a giant deal that values the joint venture at $55 billion.

AAR agreed to sell its half of TNK-BP to Rosneft for $28 billion in cash. BP’s $26.7 billion of cash and Rosneft shares will make it a significant minority shareholder in the Russian oil firm.

Some market participants say BP may simply be exchanging one difficult partnership for another. When the deal is

finalised, BP will own 19.75% of Rosneft, making it the company’s largest shareholder after the Russian government, which owns 75%.

 “Rosneft is a government-controlled company, and Russian state-owned companies are run in their own peculiar way, not always in the best interest of minority shareholders,” says Rioni Capital’s Kiknavelidze.

Rosneft insists BP has nothing to fear and notes BP will gain two seats on its nine-member board of directors. “BP will receive all the rights corresponding to its participation as a shareholder,” the firm says. “Rosneft welcomes BP as a strategic investor in the company.”

BP professes optimism about its arrangement with Rosneft. “BP intends to be a long-term investor in Rosneft, an

investment which I believe will deliver value for our shareholders over the next decade and beyond,” says the London based spokesman.

Political risk analysts say BP’s turbulent experience demonstrates that a solid understanding of business partners and a concerted effort to manage relationships are crucial ingredients for a successful strategic investment. As BP proceeds with its new partnership, it should bear those lessons in mind, they add.

“One of the lessons that companies need to learn from the TNK-BP case is that when you are going into these kinds of strategic alliances in Russia, you need to do a lot of homework,” says Gallo at Enquirisk. “You need to try to understand your partners’ real motivations, their track record, strategy and ambitions, as well as their political connections.”

Tony Brenton, who served as British ambassador to Russia from 2004 to 2008, agrees. “You can do very profitable

business in Russia, but it takes a lot of concentration and hard work,” says Brenton, who is now a fellow at Cambridge University’s Wolfson College. “You need to keep talking to everyone and make sure they know where you’re coming from. You need to be willing to be tough when toughness is needed. And you need to maintain a very, very close relationship with the people you’re dealing with.”

(Source: http://www.risk.net/energy-risk/feature/2253578/tnkbp-saga-raises-questions-about-bps-handling-of-politicalrisk)

(2)

Rosneft takes over TNK-BP in $55bn deal – The Guardian

by Rupert Neate

21 March 2013

Rosneft has taken over TNK-BP in a $55bn (£36bn) deal that will make the Russian state-owned oil company by far the world's largest listed oil producer.

The deal, which was sealed at a meeting with the Russian president, Vladimir Putin, at his mansion on the outskirts of Moscow on Thursday, will see BP collect $16.7bn in cash and a 12.5% stake in Rosneft in return for its 50% stake in the TNK-BP venture. The deal takes BP's stake in Rosneft to 19.75%, and BP will get two seats on the Russian company's board.

BP's partners in the TNK-BP joint venture – billionaires Mikhail Fridman, German Khan, Viktor Vekselberg and Len Blavatnik, known collectively as AAR – will collect $27.7bn for their stake.

Bob Dudley, BP's chief executive, said it was a "historic day for BP in Russia".

"BP has invested in Russia for more than 20 years and for a decade we have been Russia's largest foreign investor through our involvement with TNK-BP," he said. "We aim to continue that success with today's transaction, which increases our stake in Rosneft and gives us a wonderful opportunity to forge a new partnership with a great Russian oil company."

Igor Sechin, Rosneft's chief executive and a long-serving ally of Putin, said: "We welcome BP as the major shareholder of Rosneft, which will take part in shaping the company's strategy. We are glad that BP has made a decision to remain one of the biggest investors in the Russian economy, thus admitting vast prospects of Russia's oil and gas industry and Rosneft's big potential."

The deal is the biggest takeover in Russian history, and will increase Rosneft's daily oil production to 4m barrels a day – more than the daily output of Canada or Iraq. The deal brings an end to BP's troublesome relationship with the billionaires, which forced Dudley, BP's chief executive, to resign as head of the venture and flee Russia during a bitter row in 2008.

(Source: http://www.theguardian.com/business/2013/mar/21/rosneft-takes-over-tnk-bp)

(3)

Rosneft Completes Acquisition of TNK-BP – The New York Times

By Stanley Reed

21 March 2013

BP, the British oil company, said on Thursday that it had completed the sale of its 50 percent stake in the Russian affiliate TNK-BP. In a series of transactions, BP will receive about $12.5 billion in cash and will own 19.75 percent of Rosneft, the largest Russian oil company.

With the sale, BP intended to resolve one of two problems that have clouded its future and depressed its stock price. It is swapping a long-troubled relationship with its Russian partners in TNK-BP for a new alliance with Rosneft, one of Russia’s two big state-run oil and natural gas companies, and its powerful chief executive, Igor I. Sechin.

BP executives hope that the company’s interests are closer to those of Mr. Sechin, who is trying to forge Rosneft, which is a collection of different assets, into a leading international oil company.

“BP has invested in Russia for more than 20 years, and for a decade we have been Russia’s largest foreign investor through our involvement with TNK-BP,” the BP chief executive, Robert W. Dudley, said in a statement. The transaction “gives us a wonderful opportunity to forge a new partnership with a great Russian oil company.”

Also on Thursday, the A.A.R. Consortium, the vehicle of BP’s former Russian partners, announced that it had completed the sale of its 50 percent stake in TNK-BP for $27.7 billion.

“This paves the way for Alfa, Access and Renova to capitalize on major new opportunities in Russia and around the

world,” Stan Polovets, the chief executive of A.A.R., said in a statement. The Alfa Group, which is controlled by Mikhail M. Fridman, said it would be setting up an international investment company with its nearly $14 billion share of the proceeds.

Acquiring control of TNK-BP makes Rosneft the world’s largest listed oil company by output, with production of more than 4.5 million barrels a day.

BP is hoping that it can replicate at Rosneft the investment experience of TNK-BP but without the friction. Since BP

invested $8 billion in 2003, production at TNK-BP has grown 41 percent, BP said.

BP wants to help Rosneft increase its output by introducing new technology and better management practices.

TNK-BP has been remarkably successful at prolonging the life of its mature fields in West Siberia through the application of BP best practices, said Oswald Clint, an analyst at Bernstein Research in London. “Rosneft will want to get the most out of its mature West Siberian fields and the benefits will accrue to BP over time,” he said.

Mr. Sechin of Rosneft said, “We welcome BP as the major shareholder of Rosneft, which will take part in shaping the company’s strategy.”

While BP appears to have a good shot at gaining better footing in Russia, it continues to be dogged by uncertainty about its future in the United States, which provided about 30 percent of its output last year. Mr. Dudley has so far been unable to shake the consequences of the 2010 oil spill that killed 11 people on a Gulf of Mexico drilling rig and led to the spewing of millions of barrels of oil from the stricken Macondo well. The extent of BP’s liability for the spill is the subject of an ongoing civil trial in New Orleans.

Last year, BP considered a settlement in the $15 billion to $20 billion range before agreeing in November to pay $4.5 billion to settle criminal charges with the Justice Department.

(Source: http://www.nytimes.com/2013/03/22/business/global/rosneft-finalizes-acquisition-of-tnk-bp.html?_r=1&)
Topic 8. Special Guest Lecture for the year 2013: “Gazprom Export”, Communications Director

Content: Lecture consists of three parts.

Part 1. Presentation of "Gazprom Export" Communications Office. Short description of the company: OOO Gazprom Export is one of the most successful and advanced Russian companies, the size of its export earnings largely fills in Russia's budget revenues. In 2012, the volume of natural gas exports to far-abroad countries amounted to 138.8 billion cubic meters.

Lecture will be devoted to the issues of necessity of the promoting image and rating of the company to the international environment, tights between social programs, networks, image presentation and relations with this or that state authority.

Part 2. 

Case - Study:
You are officials of Gazprom Export. Your gas plant is situated very far on the North. In a very hard-to-reach place. It is Friday evening. 17.00 by Moscow time. Suddenly on your gas plant a big trouble occurred. There is big gas leak. It is very unlikely that you will be able to start the repairing works before Monday. You have very difficult relations with your European partners. It is obvious that they will know very soon about the emergency. It will be also evident to all the European society and ecological organizations. It may damage the image of the whole Gazprom. Please elaborate the strategy of your  PR-commutations with the aim to minimize it  neutralize the damage which could be done to Gazprom. You should be as systematic as possible.

Part 3. Detailed analysis of presented decisions form the point of systematic description of marketing, PR and mass-media technologies. Answers to the students' questions. 

Topics for final PP presentation
1. Taken in consideration newest Russian legislation and governmental programs present how to provide achievement of the task of constructing energy effective economy and improving it throughout the country. 

2. You have the newest connection technology. It is much more better than 4G. Elaborate possible ways of its most commercially profitable selling. 

3. There is huge illegal flow of wood-stick form Russia. It has big damage for state’s economy and nature.  Also it damages law-abiding companies. You are the master of such one. Please elaborate together with authorities measures if struggling with unfair competitors.  

4. You are the head of Gazprom. You should improve its capitalization. Describe and prove how you will manage this task.  

5. You are Sales director of Gazprom in Europe.  The main problem is restrictions of the Third Energy Package. Describe and prove how you will keep the interests of Gazprom. 

6. France has just approved a law prohibiting shale gas production. You are one of the top-managers of one very big transnational company who would like to obtain a license for shale production. Prepare alternative steps which could lead to the annulling of law. 

7. You are advisor of the head of the Small and medium business association. Your first task is to generate foreign experience and prepare a program of state support to small and medium business. Your plan, please.

8. You are the executive head of law-cost aviacompany. Your task is to penetrate the Russian market. Describe and prove your scenario.  

9. Prepare the program of renovation of Siberia and Far East according to the existing foreign experience. 

10. You are the major of a city. The biggest problem is housing and public utilities. You do not have enough money in the budget. How you will solve the problem. 

11. You are the head of the Director Council of big French construction company. You have great experience in construction of toll roads. You would like to have a concession for construction in Russia.  Your plan. 

12. Your company opened a plant in Kaluga aiming Russian and Ukrainian markets in time. Ukraine despite its WTO obligations introduced a protective duty. Describe and prove your strategy for penetration into the Ukrainian market. 

13. According to the world experience (EU, American, Singapore, Chinese etc) make a list of measures for improving business climate in Russia. 
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