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New Oil Route to Europe
The European Union is facing huge energy challenges resulting from increased import dependency, concerns over supplies of fossil fuels worldwide and a climate change. EU consumes 20% of world energy recourses, but owns only  0,2 % of world crude oil  and 1,4% of natural gas deposits. Energy cooperation EU-Russia delivers great benefits for both Russia and EU. Such cooperation will be successful if partners agree that security of demand is being as important as security of supply .

The launch of commercial oil production in Timan-Pechora

With about 19% of total oil production and more than 19% of refining, Lukoil is a standout among Russia's vertically Integrated oil companies. Lukoil is hedging production declines at mature fields in Western Siberia by growing production in Timan-Pechora, the Caspian and abroad.
Production at the Yuzhno Khylchuyu field in Timan-Pechora, which contains over 500 million barrels of proven reserves, is being developed by Naryanmarneftegaz, a joint venture between Lukoil (70%) and its shareholder, ConocoPhilhps (30%). From 2004 this JV has invested $3 bln in this field. Lukoil began comprehensive test production at the field's first line in June 2008. As a result, in June the daily average production raised to 2,228 million boepd, 2.3% more than in 2007. The company aims to be producing 2.2 million tonnes at Yuzhno Khylchuyu this year. Launch of a second line at Yuzhno Khylchuyu in 2009 will boost production to the projected plateau of 7.5 million tonnes a year.

Lukoil also completed construction of the year-round Varandey oil terminal on the Barents Sea with capacity to ship 12 million tonnes a year. This summer Lukoil has loaded the first ice-class tanker with the Timan-Pechora oil at its new export terminal.

Varandey[image: image1] terminal in polar region
Varandey “represents a significant advance in technology,” Jim Mulva, chairman and CEO of ConocoPhillips, said at the St. Petersburg International Economic Forum June 7. “Our joint venture has also worked with Sovcomflot to develop three new Russian-flagged ice-breaking tankers to transport the oil,” Mulva added .

The Varandey facility consists of an onshore tank farm with a total rated capacity of 325,000 cubic meters (11.5 million cubic feet); a fixed ice-resistant oil terminal 14 miles offshore, with a height of over 160 feet and a weight of over 11,000 metric tons, including living quarters and a mooring cargo handling system with a jib and a helicopter platform; two underwater pipelines, 32 inches in diameter, connecting the onshore tank battery and the offshore oil terminal; and an oil metering station, auxiliary tanks, pumping station and power supply facilities. An auxiliary icebreaker and an icebreaking tug will be on duty in the vicinity of the terminal, according to Lukoil. The environmental safety system at Varandey has three levels of security and is fully automated. The terminal has been designed to operate with zero discharge, which means that all industrial and domestic waste is collected in special containers and transported onshore. 
“Our company has created a unique sea export system which makes it possible to transport large quantities of oil to polar regions; it is unrivaled in the world,” said Vagit Alekperov, Lukoil’s president and CEO. “This new Russian transportation corridor exports oil at a minimum cost, while preserving its quality, via the shortest sea route to the European and North American markets. In addition, the infrastructure we have been able to establish helps develop new fields in the Timan Pechora oil and gas province,” he added. 
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Crude oil exports of LUKOIL Group in Europe
According to Gazprom analysts, until Rosneft brings the Vankor field on-stream in 12-18 months, Lukoil will post the highest production increases in the sector. The company has brought a number of major fields into production in recent years, including the Bayandyskoya field in Komi republic which holds 270 million tonnes of reserves. Lukoil utilizes innovative extraction technologies In order to develop low-yield reserves. Exploration commands about 70% of the investment program, which has averaged about $10 billion a year.
Lukoil-style development of downstream in Europe.

Lukoil is interested in markets outside Russia. Russia is one of the biggest crude oil producers; therefore the demand in Russia for crude oil is less than the production. Thanks to market places outside Russia, Lukoil is capable of maintaining its business stability and providing its shareholders with a high return on investment.
Lukoil has been building its downstream capacities in Europe up for several years. In 2007 Lukoil acquired from ConocoPhillips 376 JET filling stations in seven European countries: in Finland, Czech Republic, Hungary, Belgium, Luxembourg, Poland and Slovakia.
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Acquisition of JET filling stations network

The company is prepared to invest up to $6 billion in ten years modernizing its refineries in a bid to round off its transition to the production of Euro-standard petroleum products. 
Lukoil has pulled off several major M&A deals this year: Lukoil and Italy's ERG signed an agreement to form a joint venture to operate the ISAB refinery complex in Priolo, Sicily, with throughput capacity of 16 million tpa. Lukoil will acquire a 49% stake in the joint venture for a cash consideration of EUR 1.347 billion, excluding inventory. ERG

will retain 51%. Lukoil has the option to increase its stake in the refinery in six years. The acquisition is expected to close after approvals have been obtained from the European regulatory authorities towards the end of this year. The Sicilian refinery is capable of processing Russian Urals crude. The acquisition should increase the Lukoil Group's profit by approximately 1%, assuming that the anticipated refining margin is sustained and adjusted for the cost of funding the deal. Lukoil expects the refinery acquisition to produce a synergetic effect of around $400 million.
Lukoil continued the series of M&A deals in July, when it acquired 100% of Turkey's Akpet, which operates 693 filling stations and controls approximately 5% of the Turkish retail market. Lukoil will supply petroleum products for sale in Turkey through its subsidiaries Neftochim Bourgas in Bulgaria and ISAB in Sicily. In addition to its production and refining assets, Lukoil controlled 196 filling stations in the Baltic States, 241 in Ukraine and 53 in Belarus. The company significantly lessened its exposure to volatility in world oil prices when it acquired the refining and retail assets in Italy and Turkey. 
Lukoil's downstream assets in Europe are located in the south and east. The refineries are in Odessa, Bourgas, Ploiesti and Sicily and make for convenient logistics in supplies to southern Europe and Turkey. Lukoil would like increase its presence on Northwest Europe, where margins are similar if not higher than in the south. If assets are acquired in Holland or Belgium, it would be easy to ship oil from  harbor Varandey or Primorsk to Rotterdam or Antwerp. Lukoil feels the needs of strategic partnership with EU companies and long-term  relations with European consumers as much as Lukoil’s partners do. Not less, but not more either.
Yury Lavrov


Head of the Representative Office

on Corporate Affairs, LUKOIL Belgium
http://www.lukoil.com/materials/doc/img_pr/3.htm 
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42.2 mm. tonnes of crude ofl was exported in 2007, 9.6 mm.onnes of it were refined by
LUKOIL’s international Refineries.
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