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STATEMENT FROM
THE GENERAL DIRECTOR

CONFIDENT
GROWTH

The visit of the President of Vietnam, Truong Tan Sang, to Zarubezhneft

FINANCIAL AND ECONOMIC PARAMETERS | An indicator of the
efficiency of our work has become financial and economic growth, as well
as our company’s industrial indices, which have become possible thanks
to goal-oriented and efficient work in the area of optimization activities,
the reduction in costs and the decrease of the negative impact of macroparameters in 2015. Our company has increased its 2015 net profit by 7%,
according to Russian Accounting Standards. We have steadily generated
a free cash flow, based on 2015’s results. It amounted to 11.5 billion
Rubles, which is greater than the 2014 level by 7.7 billion Rubles. We have
met our obligations before the state, which is our shareholder, fully and
in a timely manner, increasing the dividend payment by 18% from the
previous year.

SERGEY KUDRYASHOV
General Director
of Zarubezhneft JSC

DEAR COLLEAGUES AND FRIENDS, WE HAVE LIVED THROUGH A VERY TOUGH YEAR FOR THE OIL
INDUSTRY, HAVING UNDERGONE A SIGNIFICANT DROP IN OIL PRICE AT DOUBLE THE AVERAGE RATE,
IN ADDITION TO THE GROWTH OF COMPETITIVENESS IN THE GLOBAL ENERGY MARKET. HOWEVER,
DESPITE THE ENTIRE COMPLEXITY OF THE MACRO-ECONOMIC SITUATION, FOR OUR COMPANY,
THE PAST YEAR HAS BECOME A YEAR OF COMPLETING THE QUALITATIVE TRANSFORMATIONS THAT WERE
COMMENCED IN 2013, AND WHICH HAD VERIFIED THE ACCURACY OF THE DEVELOPMENT THRUSTS
THAT WE SELECTED. CHANGES IN OUR COMPANY HAVE TAKEN PLACE ACROSS THE BOARD – FROM THE
PRODUCTION PROCESS AND BUSINESS ACCOUNTING, TO THE PROCUREMENT PROCESS AND TRAINING
SYSTEMS DEVELOPMENT. THANKS TO THESE TRANSFORMATIONS, WE HAVE SUCCEEDED IN LAYING OUT
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UPSTREAM | Based on the results in 2015, the efficient work of
our main production companies enabled us to exceed the planned
production by almost 200 thousand tons. The total output in 2015 by
the Group’s companies amounted to more than 10.2 million tons of oil.
The stabilization of production in Vietnam at our asset Joint Venture
Vietsovpetro, which stands at the level of over 5 million tons a year,
can be unconditionally considered among one of our most significant
successes in recent years. The maintenance of such a production level
from mature Vietnamese fields has been achievable, foremost, due to the
commissioning of new wells and fields, as well as well intervention and
efficient formation maintenance for system control. For example, in the
past year, thanks to the successful СТ-3Х exploration well test in Block
09/3-12 off the shore of Vietnam, the commercial discovery of the Ca Tam
(Sturgeon) field was made. This company has put the ThTC-2 process
platform and the respective infrastructure of the Tho Trang (White
Hare) field into operation, and has also completed the construction
of other offshore facilities. I would like to note that our subsidiary,
Arktikmorneftegazrazvedka JSC, has also contributed to JV’s development.

STRONG FOUNDATIONS FOR FUTURE PROGRESS.

Work off of the shore of Vietnam is also being carried out with
the participation of Murmanskaya Jack-Up, which is held by

ZARUBEZHNEFT
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Arktikmorneftegazrazvedka JSC. In 2015, five wells were constructed at
the Bach Ho (White Tiger) field, with drilling meterage, totaling 18,652m.
The past year has been a year of challenges and trials, yet at the same
time, it has marked new achievements for our largest Russian asset,
the Joint Company RUSVIETPETRO. In 2015, this company produced
its 10-millionth ton of oil since the beginning of its activity. On the
occasion of this event, the President of Vietnam, Truong Tan Sang, visited
Zarubezhneft, and also took part in launching the new power complex
at the North-Khosedayu field through a direct video conference with
Nenets Autonomous Area’s field.
Despite unfavorable macro-economic conditions, our company
has implemented its investment program in full. In the past year,
we completed the construction of a range of important industrial
infrastructure facilities, and put two other fields of the joint company into
operation: Sikhoreyskoye and North-Oshkotynskoye.
Based on last year’s results, we would like to note in particular that
RUSVIETPETRO JC has succeeded in securing an annual base production
at a level of over 3 million tons, and once again, has demonstrated its
leadership in efficiency indices by having the lowest specific operating
costs in the region.
This year was also important for Kharyaga PSC, one of the company’s
projects in the Nenets Autonomous Area (NAA). In March 2015,
negotiations with Total PPP commenced on the selling of 20% interest
and the assignment of operatorship to Zarubezhneft’s subsidiary,
ZARUBEZHNEFT Production Kharyaga LLC. Work on the agreement to
all of the deal’s terms and conditions continued until late 2015 and was
completed in 2016, with the signing of a farmout agreement regarding
20% participating interest in the project and an operating transfer
agreement under Kharyaga PSC. This decision was connected to the
company’s willingness to demonstrate its strong points associated with
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THE CURRENT CONDITION OF ITS RESOURCE BASE AFFIRMS THAT
ZARUBEZHNEFT HAS A BALANCED ASSET PORTFOLIO, CONSISTING
OF EXPLORATION AREAS AND FIELDS THAT ENABLE IT TO STEADILY
INVEST FUNDS IN EXPLORATION OPERATIONS AND TO PUT NEW
FIELDS MAINTAINING THE COMPANY’S FINANCIAL STABILITY INTO
DEVELOPMENT.

The meeting of Sergey Kudryashov with the Prime-Minister
of the Socialist Republic of Vietnam, Mr. Nguyen Tan Dung

reducing operating costs and the development of mature fields, such as
the Kharyaga field.

the start of the sales, including the sales made through the Torg-I
e-trading platform, amounted to more than $1.8 million USD.

I would also like to note the positive results achieved during the course
of implementing the enhanced oil recovery (EOR) project at the Boca de
Jaruco field in Cuba. Over the past year, we have drilled all wells
forecasted in the pilot works stage and, during the exploration of well
No. 3003, a production test at Formation M has obtained a stable oil flow
from bituminous marls for the first time, after a thermal steam treatment.
In 2016, based on the results of the work completed, the efficiency of
applied technologies will be evaluated.

In addition, at the end of the year, Zarubezhneft won an award in the
“Major Seller” category, nominated in the “Oil” section within the
framework of the “Russian Stock Exchange Commodities Market 2015”
event, organized by SPIMEX.

Due to successful exploration operations and highly efficient activities
involving the reserves from operating fields in active development, our
company managed to ensure an increase in recoverable hydrocarbon
reserves by commercial categories, enabling it to replace the level of
production in 2015. Based on the results of an audit of hydrocarbon reserves
pursuant to international standards as of December 2015 and carried out
by Miller & Lents Ltd, the growth of reserves in the reporting year for the
Zarubezhneft Group of Companies, by P1 category, totaled 21.5%.
The current condition of its resource base affirms that Zarubezhneft has
a balanced asset portfolio, consisting of exploration areas and fields that
enable it to steadily invest funds in exploration operations and to put new
fields maintaining the company’s financial stability into development.
In 2015, Zarubezhneft continued a system of crude oil sales on
the St Petersburg International Mercantile Exchange (SPIMEX). Within
this year, our company has sold more than 400 thousand tons of oil
supplied to the domestic market of the Russian Federation. To increase
the transparency of the crude oil sales procedure, this year a complete
upgrade of SPIMEX’s e-trading platform, Torg-i, was completed with
the active participation of Zarubezhneft. The total volume of oil with
export delivery sold through the Torg-I e-trading platform amounted
to 1,651 thousand tons. The incremental economic benefit since

ZARUBEZHNEFT
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DOWNSTREAM | Within the context of a reduction in oil price and
a positive impact on margins, connected therewith in the Downstream
Segment, in addition to the decrease in specific operating costs, we
have succeeded in achieving positive changes, including an increase
in revenues from oil product sales. In the past year, we continued the
implementation of a complex of measures for increasing the efficiency
of our downstream enterprises in the Republic of Srpska (Bosnia and
Herzegovina). For instance, in 2015 we hit the highest rates in the
whole history of the project: the yield of light products came to 60.6%,
a 2.4% increase compared to the actual value in 2014, and refining
throughput came to 84.5%, a 2.1% increase compared to the actual
value in 2014. The transition to Euro-5 diesel production was achieved
thanks to upgrading the catalyst system and equipment in section 35 at
the Brod Refinery. The volume of oil product sales through the Nestro
Petrol retail network exceeded 100 thousand tons for the first time.
At the Modrica Oil Production Plant, a new complex of lube oil mixing
has been commissioned. To increase the efficiency of joint work for
refining and sale enterprises, a system of optimization planning has
been put into industrial use thereat.

THE CORPORATE CENTER | In volatile global petroleum markets,
it is important to have a clear vision for the development of priorities
and their harmonious realization. In February, Zarubezhneft conducted
a strategic session devoted to 2014’s results and 2015’s plans among
company’s top managers and structural unit heads. The main task of
this event was to orient top managers and the heads of joint ventures
and subsidiaries towards the seeking out of possibilities to develop the

The visit of the Minister of Energy of the Russian Federation,
Mr. Alexander Novak to the Central Processing Facility at JV Vietsovpetro

The meeting of the Commission under the President of the Russian Federation for
Strategic Development of the Fuel & Energy Sector and Environmental Security

company, taking into account geopolitical, economic, market and other
factors exerting influence on its activity, as well as motivating managers
to develop their competencies in strategic thinking and team leadership.

Now, we can mark the positive growth of employee activity in relation
to these directions, as it was gradually understood that each employee
might participate directly in the company’s life and make it better.

We have accomplished a lot over the last two years in terms of
improving the company’s organizational system, but we have to
actively keep moving forward in this direction. Starting in 2013, we
have initiated 33 projects for organizational improvement in the areas
of management, economics, finance, IT and HR. From these projects,
19 of them have been introduced successfully. Such fundamental
projects as investment planning, accounting, and a budgeting system
were among these introduced. Thanks to these improvements, we
have managed to propel our company to a qualitatively new level of
organizational development. We continue to pay great attention to
the development our specialists’ technological and administrative
competences. The activity of our two schools, the School of Oil
Engineering and the School of Project Management, is oriented
towards these goals. These schools have been established on the basis
of Gubkin Russian State Oil and Gas University. In 2015, 15 courses
in technological training were conducted, in which more than 140
employees of both the corporate center and its subsidiaries have taken
part. In 2015, the Project Management School organized five training
modules.

In the past year, we continued the tradition of holding corporate
contests, such as “Best in Occupation” among representatives in
working specialties, in addition to the contest of scientific and technical
papers among young specialists. The number of young specialists
wishing to present their scientific and technical papers before the
jury’s judgment has increased notably, and yet, what is of much greater
importance is that the results of their work are finding a practical
application in the Group’s current activities. Furthermore, we have
conducted a corporate contest entitled “The Best Industrial Facility”
for the first time.

The end of 2015 saw the start of a big project: Zarubezhneft
commenced the creation of its own Industrial system, wherein
RUSVIETPETRO Joint Company has been selected as the pilot object
for its introduction. Preparation for the introduction of this project has
been conducted over the course of the whole year: brainstorming has
been carried out, best international practices have been analyzed and
finally, a range of tools have been identified that would have allowed
us to increase the efficiency of each industrial area of the Zarubezhneft
Group of Companies. At the time of the introduction of the Industrial
system at the field facilities, such separate elements have already been
tested at the Corporate center as “Here’s a thought!” and “5C System”.

www.zarubezhneft.ru/en

OBJECTIVES | We understand that it is difficult to forecast crude
prices in the short-term amid the current market situation. Therefore,
we have only ourselves to rely and we must focus on internal
development. Firstly, our primary task is to further provide stable
industrial activities for production enterprises and to retain basic
production levels in Vietnam and NAO. Secondly, I also think it is
important to continue the development of our competence in the
area of efficient cost management. We have learned to work with the
costs of fields that are in the late stages of development better than
other companies have, and this achievement should become one of
our important competitive advantages. Furthermore, as a third goal,
we are planning to carry out all required activities to complete the deal
of the transference of 20% participating interest and operatorship of
Kharyaga PSC to the Zarubezhneft Group of Companies, enabling us
providing control over the project’s realization. The fourth point is the
development of our employees’ technical competences. Work under
this direction is to be strengthened. And, finally, for the fifth point, we
have to continue reforming the corporate center. We have to become
even more flexible and efficient, to learn to make decisions and to
respond to the changing environment more expeditiously.
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SUSTAINABLE DEVELOPMENT AND SUCCESSFUL COMPETITION

ZARUBEZHNEFT JSC IS A RUSSIAN
OIL & GAS COMPANY OF STRATEGIC
IMPORTANCE ACTING FOR THE STATE’S
BENEFIT AND CONSISTENTLY DEVELOPING,
POSSESSING A RICH HISTORY AND UNIQUE
EXPERIENCE IN FOREIGN ECONOMIC
ACTIVITY.
FOR MORE DETAILS, SEE PAGE 13

MAP OF ACTIVITIES
OF THE ZARUBEZHNEFT GROUP

STRUCTURE
OF ACTIVITIES OF THE
ZARUBEZHNEFT GROUP

COMPANY PROFILE

KEY EVENTS
OF 2015

INDUSTRIAL EVENTS
JANUARY | Joint Russian-Vietnamese Company RUSVIETPETRO was awarded a Winner Banner

JULY | A new blending complex was commissioned at the Modrica Oil Production Plant in

in the competitions held by the Minister of Industry and Trade of the Socialist Republic of Vietnam
as “the company that achieved outstanding results in its activity”.

Bosnia and Herzegovina (the Republic of Srpska). The advantages of this new complex lie in its
ability to reduce the production process, its flexible technological approach to production and its
improvement of the production’s environmental performance.

APRIL | On April 25, the 215 millionth ton of oil was produced from the fields in Block 09-1
of JV Vietsovpetro.

AUGUST | Zarubezhneft’s joint ventures were awarded trophies for leadership in the patriotic

МAY | In accordance with results of an audit as per international standards, the growth of

competition of SRV. The IV Congress of the patriotic competition of the Vietnam Oil & Gas
Group (PetroVietnam) honored the great results achieved by Vietsovpetro and RUSVIETPETRO’s
activities.

Zarubezhneft’s reserves totaled 13%. As the result of a successful exploration operation and
highly-effective measures taken to bring reserves at the operating fields into active development,
Zarubezhneft has not only replenished the reserves’ reduction, thanks to production in 2014, but it
has also resulted in growth in the main categories.

OCTOBER | JV Vietsovpetro made the commercial discovery of the Sturgeon field off the shore of

APRIL | Zarubezhneft JSC issued audited and consolidated financial statements pursuant to

the Socialist Republic of Vietnam. This was made possible thanks to the successful СТ-3Х exploration
well tests in Block 09/3-12, which produced more than 1,800 tons a day, from the natural water-free
oil flow from productive horizons.

International Financial Reporting Standards for 2014 that showed positive dynamics from the
previous period across all major indicators.

NOVEMBER | Zarubezhneft became a winner in the “Major Seller” category, nominated in the
“Oil” Section, at the “Russian Stock Exchange Commodities Market, 2015” event.

JUNE | The North Oshkotynskoye oil field was put into operation in NAA, becoming the fourth field
DECEMBER | The oil production volume in 2015 was almost 200 thousand tons greater than the

of the Joint Company RUSVIETPETRO.

target value, reaching the level of 10.2 million tons.

DECEMBER | Zarubezhneft took fourth place in the environmental responsibility ranking among
oil and gas companies of the Russian Federation. Materials and publications affirming a high
level of responsibility were presented from twenty-one oil and gas companies, among which
Zarubezhneft took the fourth place, having risen from eighth place in 2014.

ZARUBEZHNEFT
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KEY EVENTS
OF 2015

EVENTS IN THE FIELD OF INTERNATIONAL COOPERATION

CORPORATE EVENTS

APRIL | While in Vietnam on his official visit, the Prime Minister of the Russian Federation,

FEBRUARY | Zarubezhneft held a strategic session devoted to the results of 2014 and the plans

Dmitry Medvedev, visited the production facilities of JV Vietsovpetro, accompanied by the
Minister of Energy of Russia, Alexander Novak, and the General Director of Zarubezhneft,
Sergey Kudryashov.

of 2015 among the company’s top managers and the heads of its structural units. The session was
aimed at summing up 2014’s results, forming a single overview of the goals in 2015, discussing
Zarubezhneft’s strategy, orienting top managers and the heads of joint ventures and subsidiaries
towards seeking out opportunity for the company’s development while taking geopolitical,
economical, market and other factors influencing its activity into consideration, as well as
stimulating the development of expertise in strategic thinking and team leadership.

МAY | Within the framework of his visit to Moscow for the celebration of the 70th anniversary
of the Victory Day the President of Vietnam visited Zarubezhneft. He participated in the solemn
event devoted to the 10 millionth ton of oil produced by the Joint Company RUSVIETPETRO and in
the launching of the new power complex at the company’s North-Khosedayu field.

JULY | Zarubezhneft organized a strategic session called “HSE Leadership.” The goal to be achieved
is a “zero accident rate.” The program of the strategic session, based on international principles
and approaches to building the HSE management system, made it possible to systematize the
plans being implemented, to objectively evaluate the current situation and to identify goals
and objectives for the future.

JUNE | An agreement on the cooperation between VNIIneft JSC and the CEINPET oil
center (Cuba) was signed. The agreement is set to further expand cooperation between the
Zarubezhneft Group of Companies and the Cuban party, providing for the joint work of VNIIneft
and the CEINPET Research Center in the areas of joint scientific research and developments.

AUGUST | Zarubezhneft held its second “Best in Occupation” contest of professional skills.
SEPTEMBER | The head of Zarubezhneft, Sergey Kudryashov, took part in the teleconference

Compared to 2014, nomination categories in the contest were extended in 2015. Two more
nominations were added to the nomination “The Best Oil and Gas Production Operator” category:
“The Best Electro-Gas Welder” and “The Best Mechanic-Repairman”.

of the Prime Minister of the Russian Federation, D.A. Medvedev, with JV Vietsovpetro. Just
before the Oilman’s Day, a teleconference was held between the Prime Minister of the Russian
Federation, Dmitry A. Medvedev, and the workers of the Fuel-and-Energy Complex (FEC),
operating in various regions of the country and abroad. Using this teleconference as a bridge,
Dmitry A. Medvedev has contacted the Russian-Vietnamese Joint Venture Vietsovpetro, located
in Vung Tau City in Vietnam, and congratulated specialists on the holiday of their profession.

SCIENCE, PERSONNEL TRAINING
AND INCREASING COMPETENCIES

SEPTEMBER | The general Director of Zarubezhneft, Sergey Kudryashov, met with the Prime
Minister of Vietnam, Mr. Nguyen Tan Dung. The prime minister of SRV supported a proposal on
the further extension of the joint activity of the two state companies in the area of oil and gas
production within the territory of both countries. He added that the Vietnamese party would
start elaborating on the required documents for the purpose of deepening such cooperation
within the closest period of time.

MAY | The first module of Zarubezhneft’s Project Management School was launched. Commencing
work at the Project Management School is one of the major goals for implementing Zarubezhneft’s
corporate strategy by increasing the level of its employees' managerial skills and competencies. The
knowledge received will enable the participants of this course to ensure the efficient development
of the Group’s new projects.

NOVEMBER | Zarubezhneft took 1st place, in the “Foreign Project” category for which it was
nominated, at the Media-FEC contest of the Ministry of Energy of the Russian Federation, with
a project entitled “PR Support For The Activities Of A Russian State-Owned Company In The Fuel
And Energy Complex Abroad As A Tool To Form A Generally Positive Image Of The Country”.

ОCTOBER | Zarubezhneft celebrated a year of successful work at the Oil Engineering School. In the
year, the Oil Engineering School conducted twenty training courses for around 120 employees at the
corporate center and its subsidiaries.

ZARUBEZHNEFT
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HISTORY
OF CREATION
OF THE COMPANY

MAJOR
AREAS
OF ACTIVITY

ZARUBEZHNEFT JSC IS A RUSSIAN OIL & GAS
COMPANY OF STRATEGIC IMPORTANCE ACTING
FOR THE STATE’S BENEFIT AND CONSISTENTLY
DEVELOPING, POSSESSING A RICH HISTORY
AND UNIQUE EXPERIENCE IN FOREIGN
ECONOMIC ACTIVITY.

Signing of the Minutes of Meeting at the first meeting of the Vietsovpetro’s Board in 1981

1967

1981

The All-Union Association Zarubezhneft is
founded as a general department at the
Ministry of the Oil Industry (a decree by
the Council of Ministers of the USSR, dated
September 30, 1967, No.2310 p).

The JV Vietsovpetro was founded.

2007
Zarubezhneft begins the refinement and sale of
oil products in the Republic of Srpska (BiH).

2008
Zarubezhneft enters into a project to develop
13 fields of the Central-Khoreyver Uplift (CKU)
in the Nenets Autonomous Area (NAA) and
establishes JC RUSVIETPETRO.

2006
By decree, the government of the Russian
Federation the Russian Participant’s share in
the JV Vietsovpetro passes to the chartered
capital of Zarubezhneft JSC.

ZARUBEZHNEFT
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Zarubezhneft becomes a key foreign agent
of the USSR in the oil industry abroad. Its
major markets included: Iraq, Angola, Algeria,
Vietnam, India, Iran, Yemen, Libya, Syria, and
Cuba. In total, its global footprint covered
33 countries.

Zarubezhneft is transformed into a joint
stock company. “Oil Recovery” JSC,
“VNIIneft” and Giprovostokneft become
a part of Zarubezhneft, transferred thereto
by the state.

2011

An agreement between the Governments
of the Russian Federation and the Socialist
Republic of Vietnam is reached for further
cooperation.

Zarubezhneft starts a joint project with
CUPET to introduce EOR (Enhanced Oil
Recovery) methods in the Boca de Jaruco
field in Cuba.

On June 26, 2014, the Government of
the Russian Federation agreed to a new
corporate development strategy approved by
Zarubezhneft’s Board of Directors.

20

OVER
JOINT
COMPANIES AND
SUBSIDIARIES IN VARIOUS
SEGMENTS OF THE OIL
AND GAS BUSINESS

2004

2010

2014
On November 20, 2014, the Board of
Directors approved the company’s long-term
development program.

1967–1990

2013
Zarubezhneft embarks on a joint project
with SPIMEX to launch the trade of
crude oil produced by members of the
Zarubezhneft Group in the Russian
Federation’s domestic market.

The company’s management maintains the highest levels of professionalism and applies only the
very best and up-to-date methods to the management of our assets. This enables our company to
sustainably develop and successfully compete with the world’s largest oil and gas companies.
Zarubezhneft’s Group of Companies is a diversified, state-owned oil and gas holding that
consolidates over 20 joint companies and subsidiaries in various segments of the oil and gas
business:
Upstream;
Downstream;
Services and other assets.
The Zarubezhneft Group has assets and projects located in the Russian Federation, the Socialist
Republic of Vietnam, Bosnia and Herzegovina, the Republic of Cuba and the Republic of Belarus.

UPSTREAM

DOWNSTREAM

SERVICES
AND OTHER ASSETS

FOR MORE DETAILS,
SEE PAGE 68

The exploration, development and
operation of onshore and offshore oil and
gas fields in Russia and abroad.

FOR MORE DETAILS,
SEE PAGE 24

www.zarubezhneft.ru/en

The design, construction and operation of
refining facilities, tank farms and pipeline
systems.

FOR MORE DETAILS,
SEE PAGE 52

Application of the leading domestic
technologies for the development of oil and
gas fields;
Developing modern methods for oil
recovery rate enhancement in order to
expand exports of high-tech services;
Export/import operations for technological
equipment supplies.
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MAP OF ACTIVITIES
OF THE ZARUBEZHNEFT
GROUP
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CONSOLIDATED CORPORATE AND PROJECT STRUCTURE
OF THE ZARUBEZHNEFT GROUP OF COMPANIES
PRODUCTION

EXPLORATION

49%
JV VIETSOVPETRO
BLOCK 09-1

VRJ PETROLEUM CO,
BLOCK 09-3

49%
BLOCK 04-3

VNM

VNM

50%

100%

JC RUSVIETPETRO LTD.

RU

ZARUBEZHNEFTPRODUCTION LLC

RU
100%
UL’YANOVSKNEFTEGAZ LTD.

ZARUBEZHNEFT
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100%
RU

MODRICA OIL
PRODUCTION PLANT

JSC VNIINEFT

NESTRO PETROL

RU

100%

100%
BOCA DE JARUCO

70.3%
RU
ZARUBEZHNEFTESTROYMONTAZH LLC (ZNSM)

80%

100%

100%
RU
100%

ZARNESTSERVICE LTD.

RU

BIH

VNIIneft JSC
Oil Recovery JSC

3

KOLGUEV ISLAND

Arktikmorneftegazrazvedka JSC (AMNGR)

ANK

4

NENETS AA
Kharyaga PSC
JC RUSVIETPETRO

Zarubezhneftestroymontazh LLC

5

6

SAMARA

BOSNIA
& HERZEGOVINA
Brod Refinery
Modrica Oil
Production Plant
Optima Grupa
Nestro Petrol

7

THE VOLGA REGION

Giprovostokneft JSC
ZarubezhneftProduction Samara

Orenburgnefteotdacha
Ul’yanovskneftegaz Ltd

Jadran Naftagas d.o.o.

UPSTREAM

RU

www.zarubezhneft.ru/en

REFINING

8

SRV

9

JV Vietsovpetro
VRJ Petroleum Company
Block 04-3
Block 12/11

REPUBLIC
OF CUBA

100%
JSC OIL RECOVERY

CUB

2

MURMANSK

RU

BIH

BIH

RU

ARCTIC OIL COMPANY LLC

60.1%

75.7%

79.7%

1

MOSCOW

RU

JSC GIPROVOSTOKNEFT

BROD REFINERY

RU

RU

BIH

100%
ARKTIKMORNEFTEGAZRAZVEDKA LTD.

BIH

100%
ZARUBEZHNEFTPRODUCTION SAMARA LLC

95%

100%

VNM

20%
KHARYAGA PSC

NEFTEGAZINKOR (Oil
and Gas Innovation
Corporation)

OPTIMA GROUP

BLOCK 12/11

VNM
51%

JSC ORENBURGNEFTEOTDACHA

SERVICE ASSETS

DOWNSTREAM

UPSTREAM

OIL-PRODUCTS SALE

SERVICES

SCIENTIFIC-AND-RESEARCH CENTERS

Boca de Jaruco field
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THE RESULTS
OF THE COMPANY’S
ACTIVITIES IN THE
YEAR 2015

THE ZARUBEZHNEFT GROUP OF COMPANIES
CONDUCTS OIL PROSPECTING,
EXPLORATION AND DEVELOPMENT
ABROAD UNDER INTERGOVERNMENTAL
AGREEMENTS, PSCS, OIL AND GAS
CONTRACTS AND CONCESSIONS
IN THE SOCIALIST REPUBLIC OF VIETNAM,
REPUBLIC OF CUBA AS WELL AS IN
THE RUSSIAN FEDERATION.

FOR MORE DETAILS, SEE PAGE 26

BALANCED ASSET PORTFOLIO

OIL PRODUCTION
BY THE ZARUBEZHNEFT’S GROUP,
THOUSAND TONS
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10,299

10,221
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KEY PRODUCTIONAND-ECONOMIC
INDICATORS

THE RESULTS OF THE COMPANY’S ACTIVITIES IN THE YEAR 2015

Urals crude price change dynamics for 2014-2015, thousand Rubles/bbl.

IMPACT OF THE MACRO-ENVIRONMENT
AND ITS CHANGES ON KEY INDICATORS
OF THE ZARUBEZHNEFT GROUP
OF COMPANIES

THE DOWNWARD TRAJECTORY
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Urals crude price

THAN THE 2014 AVERAGE VALUE.

Oil-product prices for 2014-2015, USD/t

1,100
900

The long-term retention of the low crude oil price, at the level
of $45-55 USD/bbl. with a dynamics of dropping to $35 USD/bbl.
by the end of 2015, has required tightening control over production
and commercial activities, as well as the implementation of a range of
industrial and economical measures. In addition to this, we have to note
that the implemented policy of tightening allowed us to maintain the
existing size of company’s personnel and the existing social benefits
package.

In 2015, the average Urals crude oil price was 52.34 USD/bbl., a 42%
average decrease in value from 2014. Taking into consideration the
US Dollar exchange rate dynamics in rubles, the average crude oil per
barrel price was 3,156 Rubles/bbl., a 14.6% decrease from 2014.

It is also worth noting the factor of the significant growth of the US
Dollar’s exchange rate in Rubles that, to a great extent of dependence,
mirrored crude price dynamics in the “reverse” direction.

The narrowing of the spread of oil products against the crude oil price
reduced the negative results and optimized the financial flow from the
oil-refining segment.

For the operating Russian assets, this allowed the offset of a total
deterioration of the macro-economic environment, thanks to a slide
in the compensation of export revenues by converting them into the
national currency of the Russian Federation.

Taking into account the optimally arranged vertical structure of the
segment, the negative dynamics of the macro-economic environment had
no impact on the segment’s retail component.

However, on the other hand, for a series of realizable foreign assets with
direct investment funding, the aggregate of these factors (the crude
oil price and the US Dollar exchange rate) required a rate revision and
a mitigation of requirements for the realization of projects.

700

THE NARROWING OF THE
SPREAD OF OIL PRODUCTS
AGAINST THE CRUDE OIL
PRICE OPTIMIZED THE
FINANCIAL FLOW

It ought to be noted that the data trend on major global oil product
quotations, in addition to crude oil quotations, play a significant role in
the Group’s company activities.
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Thus for the company’s Group, the high-risk probability of worsening
production and economic performance indicators has been promptly
compensated by the realization of a series of highly efficient measures
taken, including cutting operating costs, ranking and restructuring of
investment assets and the optimization of production processes.
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KEY PRODUCTION
PERFORMANCE
INDICATORS OF THE
ZARUBEZHNEFT GROUP
OF COMPANIES

Crude output by Zarubezhneft Group
of Companies, thousand tons

10,221

Volume of the Zarubezhneft Group
of Companies’ reserves (not considering
the share), thousand tons of oil, equivalent

THOUSAND
TONS

Добыча нефти Группы компаний АО «Зарубежнефть». тыс. т

9,588

10,005

10,153

10,299

10,221

193,018
184,935

189,404

187,291

THOUSAND
TONS OF OIL,
EQUIVALENT
193,404

Volume of crude refining by the
Zarubezhneft Group of Companies,
thousand tons

Revenues of the Zarubezhneft Group
of Companies (As per International
Accounting Standards), billion Rubles

Net Profit Dynamics of Zarubezhneft after
accrual of allowance, billion Rubles
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TAX OBLIGATIONS
AND INCENTIVES
OF THE ZARUBEZHNEFT
GROUP’S SUBSIDIARIES
THE ZARUBEZHNEFT GROUP’S SUBSIDIARIES
FULLY PERFORM THEIR OBLIGATIONS REGARDING
THE PAYMENT OF TAXES, DUES, DUTIES,
AND INSURANCE CONTRIBUTIONS TO ALL LEVELS
OF BUDGET AND NON-BUDGETARY FUNDS
OF THE RUSSIAN FEDERATION.

THE TOTAL AMOUNT OF TAXES
AND OTHER MANDATORY
PAYMENTS IN THE TERRITORY
OF THE RUSSIAN FEDERATION
IN 2015 AMOUNTED TO

20,066
6%
24%

Non-budgetary Funds

1,180
million Rubles

Consolidated
regional budget

4,818

70%

million Rubles
Federal Budget

14,068
million Rubles
ZARUBEZHNEFT
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MILLION RUBLES
The largest share of the mandatory payments falls on mineral production
tax (MPT) (33%); export duty (28%), profits tax (16%) and social insurance
contributions (11%). The portion of property tax, personal income
tax (PIT) and value added tax (VAT) is small – 12% in aggregate.

Structure of mandatory payments
by the the Zarubezhneft Group of Companies , %

SHARE OF THE FEDERAL
BUDGET OF THE RUSSIAN
FEDERATION ACCOUNTED

70%

4 VAT
3 PIT
1 Miscellaneous

2015

28 Export Duty
33 MPT

FOR
OF ALL PAYMENTS

16 Proﬁts Tax
11 Social contributions
4 Property Tax

www.zarubezhneft.ru/en

The Zarubezhneft’ Group of Companies makes payments to the budgets
of the Socialist Republic of Vietnam and Bosnia and Herzegovina, totaling
1,015 million USD and 238 million Euro this year, accordingly.
In 2015, the realization of a large tax maneuver was commenced.
The effect of its introduction, in many respects, depends on global crude
oil prices (with the price lower than 55$/bbl., oil producing companies
will bear an additional tax burden, although in the case of transferring to
the new taxation system, its decrease was expected).
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PORTFOLIO OF CURRENT ASSETS
AND PROJECTS

Operator/Subsoil-User

Projects

Life-cycle phase

09-1 Block, oil fields –
Bach Ho, Rong, Tho Trang, Gau Trang, Meo Trang

Exploration and production

04-3 Block, Thien Ung-Mang Cau oil-and-gas-condensate field

Exploration and production

09-3/12 Block

Exploration

12/11 Block

Exploration

PVEP

42 Block

Exploration

09-3 BLOCK VRJ

Unit area of 09-3 and 09-1 Blocks Nam Rong – Doi Moi fields

Exploration and production

Boca de Jaruco oil field

Enhanced oil recovery (EOR) project
realization

SOCIALIST REPUBLIC OF VIETNAM

JV VIETSOVPETRO

REPUBLIC OF CUBA
BRANCH OF ZARUBEZHNEFT

BOSNIA AND HERZEGOVINA, THE REPUBLIC OF SRPSKA
JADRAN NAFTAGAS JV

Posavina Block

Withdrawal from the project

Semberija Block

RUSSIAN FEDERATION

JC RUSVIETPETRO LTD.

TOTAL EXPLORATION & PRODUCTION RUSSIA

JSC ORENBURGNEFTEOTDACHA

UI'YANOVSKNEFTEGAZ LLC

UPSTREAM

ARCTIC OIL COMPANY LLC
ZN-PRODUCTION SAMARA LLC

www.zarubezhneft.ru/en

Block of CKU 1, North-Khosedayu oil field

Production

Block of CKU 2, oil fields: Visovoye, Upper Kolva

Exploration and production

Block of CKU 3, oil fields: Western-Khosedayu, Sikhoreyskoye,
East-Sikhoreyskoye, North-Sikhoreyskoye

Exploration and production

Block of CKU 4, oil fields: Surkharatinskoye, North-Oshkotynskoye,
Puseyskoye, South-Surkharatinskoye, Urernyrdskoye,
East-Yanemdeyskoye

Exploration and production

Kharyaga oil field

Production

Pashkinskoye oil field

Exploration and production

Kirsanovskoye oil field

Exploration and production

Chernovskoye oil field

Exploration and production

Ruzhevskoye oil field

Production

Slavkinskoye oil field

Exploration and production

Kondakovskoye oil field

Exploration and production

Sulakskoye oil field

Exploration and production

Radischevskyi area

Exploration

Peschanoozerskoye oil-and-gas-condensate field

Production
Management of subsidiaries
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BASE STATUS OF RESOURCES
AND RAW MATERIALS
Dynamics of volume of the current
recoverable reserves (a+b+c1) of the of
Zarubezhneft Group of Companies, not
considering participation share, thousand
tons of f.o.e.

184,935

189,404

187,291

193,404

193,018

2012

2013

Companies

2014

2015

2014

2015

58,561

60,249

04-3 Block

3,482

3,482

09-3 Block VRJ

1,039

916

JC RVP

87,922

87,317

Kharyaga PSC

JV VSP

34,360

32,848

JSC ONO

2,408

2,414

UNG LLC

2,209

2,392

AOC LLC
TOTAL

3,424

3,401

193,404

193,018

Structure of Reserves
as of 31.12.2015, %
3 JSC ONO
3 UNG
2 Block 04-3
1 Block 09-3 VRJ

2015

49 JC RVP
32 JV VSP
7 Kharyaga PSC
4 AOC LLC

ZARUBEZHNEFT
26

In 2015, exploration operations have been carried out at facilities in the Socialist Republic
of Vietnam and in the Russian Federation.

The Zarubezhneft Group of companies conducts oil prospecting, exploration and
development abroad under intergovernmental agreements, PSCs, oil and gas contracts and
concessions in the Socialist Republic of Vietnam, Republic of Cuba, and Russia.

FOR THE REPORTING PERIOD, THE FOLLOWING SEISMIC FIELD SURVEY
OPERATIONS WERE CONDUCTED:
3D 4C in the area of 847 km2 within Block 09-1 in SRV;
3D in the area of 51 km2 within Sulakskoye and Radischevsky areas in the Ulyanovsk region;
2D in the amount of 60-line km in Radischevsky area in the Ulyanovsk region.

The Group owns 16 licenses for hydrocarbons prospecting, exploration and production on 24 fields
within 15 subsoil blocks in the territory of the Russian Federation (a list of these licenses is provided
in the attached Appendix).
The total geological hydrocarbon reserves of the Zarubezhneft Group of Companies in Russia and
abroad (when considering the contributions of categories А+В+С1+С2) amounted to 651.507 million
tons of fuel oil equivalent as of January 1, 2016. Meanwhile, the total initial recoverable reserves –
amounted to 235.371 million tons of fuel oil equivalent.

2011

EXPLORATION OPERATIONS

The amount of total hydrocarbon proven recoverable reserves, when considering contributions,
amounted to 90.999 million tons of fuel oil equivalent at the beginning of 2016. The growth of
these recoverable oil reserves (excluding the company’s contribution based results from prospecting
and the drilling of exploration wells) amounted to 12.172 million tons of fuel oil equivalent in 2015.
The Zarubezhneft Group has a balanced portfolio of assets that provide the opportunity for
consistent investment in exploration activities and the development of new fields, while at the
same time ensuring financial stability.
The Joint Company Rusvietpetro accounted for 49% of the Zarubezhneft Group of Companies’
proven recoverable reserves as of January 1, 2016. These reserves are concentrated in the
Northern-Khosedayu and Western-Khosedayu fields. Meanwhile, JV “VSP” accounted for 32% of the
Group’s main recoverable reserves, which are concentrated in Bach Ho and Rong fields.
As of January 1, 2016, Zarubezhneft JSC had oil, gas and condensate reserves on its books.
Seventeen fields are under development: Bach Ho, Rong, Nam Rong-Doi Moi, Gau Trang,
Tho Trang, North-Khosedayu, Visovoye, West-Khosedayu, Pashkinskoye, Kirsanovskoye,
Chernovskoye, Kondakovskoye, Ruzhevskoye, Slavkinskoye, Sulakskoye, Peschanoozerskoye, and
Kharyaga. Ten fields are being explored: Meo Trang, Ca Tam, Thien Ung-Mang Cau, Upper Kolva,
Sikhoreyskoye, East-Sikhoreyskoye, North-Sikhoreyskoye, North-Oshkotynskoye, Puseyskoye,
and East-Yanemdeyskoye. Three fields have been prepared for commercial development: SouthSurkharatinskoye, Urernyrdskoye and Surkharatinskoye.
In the Boca de Jaruco field in Cuba, pilot works were undertaken for the realization of enhanced oil
recovery methods at Formations M and E1.
In 2015, Zarubezhneft’s reserves volume increased by 0.1% when compared to 2014.
The lifespan of Zarubezhneft’s reserves is 18.5 years.

Reinterpretation of 2D and 3D seismic materials was done for Kirsanovskoye, Pashkinskoye and
Chernovskoye field in Orenburg region.
Summarized information about all exploration operations carried out in 2015
Project, operator

Area

Legal form and participation share

Results of the Project in 2015

SOCIALIST REPUBLIC OF VIETNAM
09-1 BLOCK
JV VIETSOVPETRO

offshore

Intergovernmental agreement between RF and SRV.
Participants: PetroVietnam National Oil and Gas Group
(51%) and Zarubezhneft (49%)

3D 4C (847 km2) seismic survey works were carried
out. Exploration wells were drilled at the following
fields: Bach Ho, Tho Trang. As a result, oil reserves
grew by 4.43 million tons.

09-3/12 BLOCK
JV VIETSOVPETRO

offshore

Petroleum Contract of JV Vietsovpetro (55%)
PVEP (30%)
Bitexco (15%)

A second exploration well was drilled, Ca Tam
(Sturgeon) field was discovered. As a result, oil
reserves grew by 0.979 million tons.

04-3 BLOCK
JV VIETSOVPETRO

offshore

Petroleum Contract between PetroVietnam (51%) and
Zarubezhneft (49%)

Hydrocarbon potential was evaluated for 2 of the
block’s prospective structures.

12-11 BLOCK
JV VIETSOVPETRO

offshore

Petroleum Contract of Zarubezhneft (100%)

QF-1X exploration well drilling was completed in the
Mandarine structure; well tests were started.

42 BLOCK
JV VIETSOVPETRO

offshore

Petroleum Contract between PVEP (51%) and JV
Vietsovpetro (49%)

3D seismic data interpretation was done; evaluation
of the blocks’ oil and gas potential is ongoing.

onshore

PSC between JSC Zarubezhneft and CUPET

Realization of a program for carrying out pilot work
at E1 and M formations (testing the thermal steam
formation treatment technology).

REPUBLIC OF CUBA
BOCA DE JARUCO,
BRANCH OF ZARUBEZHNEFT

BOSNIA AND HERZEGOVINA, THE REPUBLIC OF SRPSKA
POSAVINA AND SEMBERIJA BLOCKS.
PRZHDOL BASIN. CONCESSION
OF JADRAN-NAFTAGAS D.O.O.

onshore

Subsidiary of Zarubezhneft – NeftegazInKor JSC – 34%,
NIS a.d. Novi Sad, – 66%

The Obudovac-2 well was re-tested. The Blocks’
commercial reserves of were not confirmed. A
decision was made to withdraw from the project.

RUSSIAN FEDERATION, CKU-03
JC RUSVIETPETRO LTD.

onshore

License of Zarubezhneft (51%) and PetroVietnam
National Oil and Gas Group (49%)

One exploration well was drilled in each of the
Sikhoreyskoye and North-Sikhoreyskoye fields. As
a result, oil reserves grew by 2.638 million tons.

SULAKSKOYE FIELD,
UI’YANOVSKNEFTEGAZ LLC

onshore

License of Zarubezhneft (100%)

3D field seismic surveys were carried out (5 km2).

RADISCHEVSKY AREA,
UI’YANOVSKNEFTEGAZ LLC

onshore

License of Zarubezhneft (99.9%)
Oil Recovery JSC (0.1 %)

In this area, the Nizhnemazinskoye field was
discovered, and as a result, C1 category reserves grew
by 0.226 million ton.
3D field seismic surveys were carried out in the field
(46 km2), and 2D surveys were carried out in the
remaining part of the area (60 line km).

KIRSANOVSKOYE, PASHKINSKOYE,
CHERNOVSKOYE FIELDS,
ORENBURGNEFTEOTDACHA LLC

onshore

License of Zarubezhneft (100%)

2D and 3D seismic materials were reinterpreted for
the Kirsanovskoye, Pashkinskoye, and Chernovskoye
fields.
As a result of recalculating Pashkinskoye field’s
reserves, oil reserves grew by 0.083 million tons.

RUSSIAN FEDERATION

www.zarubezhneft.ru/en
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As a result of drilling and recalculation,
recoverable reserves, when considering
Zarubezhneft’s share grew by

6.27

In 2015, a campaign of exploration drilling was carried out. The meterage of exploration drilling
amounted to 27.3 thousand meters.

MILLION TONS

OIL PRODUCTION

The Group’s strategic goal is to carry out exploration operations in and to expand its hydrocarbons
resource base in order to ensure the further sustainable growth of production for the medium and
long term.
Structure of production in 2015 , %

Oil Production by the Zarubezhneft Group
of Companies, thousand tons
Добыча нефти Группы компаний АО «Зарубежнефть». тыс. т

THE FOLLOWING WELLS WERE DRILLED:
Block 09-1: BH-1801, BH-1802, ThT-7X
Block 12/11: QF-1X
Block 09-3/12: СТ-3Х
CKU No.3: 57-R, 59-R

9,588

2D seismic surveys, line, km

Meterage of exploration drilling,
thousand meters

1,467
1,271
897

312
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2014

0
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4,365

4,560

4,640

4,744

4,705

30.3

33.2
27.3

32

37
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63
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44

47
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56
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60
2015

2011

2012

2013

2014

2015

2013

Territory of the
other states

Territory of the
Russian Federation
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In 2015, the company continued its active development of the Upstream Segment. Its
efforts were focused on maintaining the sustainable level of hydrocarbon production in the
severe domestic macro-economic situation (the drop in oil prices, and the growth of the US
Dollar exchange rate).

Production share dynamics according
to Zarubezhneft's footprint, %

400

0

10,221

14 Kharyaga
PSC
2 others

38.3
28.3

520

10,299

29 JC RVP

2015

CKU No.3 (West-Khosedayu, East-Sikhoreyskoye fields): 3.8 million tons;
Block 09-1 (Tho Trang, Bach Ho fields): 2.17 million tons;
Volga-Ural region (Nizhnemazinskoye, Pashkinskoye fields): 0.3 million tons.

1,973

10,153

Добыча нефти Группы компаний АО «Зарубежнефть» (с учетом доли)

54 JV VSP

AS A RESULT OF DRILLING AND RECALCULATION, RECOVERABLE RESERVES,
WHEN CONSIDERING ZARUBEZHNEFT’S SHARE, GREW BY 6.27 MILLION TONS:

3D seismic surveys, km2

10,005

Oil Production by the Zarubezhneft Group
of Companies (considering their shares),
thousand tons

In accordance with the program developed for the improvement of efficiency and cost optimization,
the Zarubezhneft Group of Companies carried out a complex of geological, technological,
organizational and technical activities. As a result of timely operating decisions, gross production in
ton of fuel oil equivalent (f.o.e.) actually remained at the level of the previous year, with a decrease
of less than 1% (67 thousand tons of f.o.e.)
Considering Zarubezhneft’s share, the actual oil production fell by 40 thousand tons, with
98 thousand tons (+2%) in excess of the target level
The major producing assets in 2015, in both the Upstream Segment and in the company’s structure
overall, were JV Vietsovpetro and JC Rusvietpetro. Zarubezhneft’s share of overall production from
its Russian assets grew from 47% in 2014 to 48% in 2015 (thanks to active development at the
West-Khosedayu field, the largest of Rusvietpetro’s field by reserves, and production growth at
Ul’yanovskneftegaz LLC).

Production ,considering ZN’s share, thousand tons
Indicators

Actual 2014

Actual 2015

JV VSP

2,626

2,550

JC RVP

1,633

1,654

296

302

09-3 BLOCK

65

62

ОRENBURGNEFTEOTDACHA LLC

75

77

UL’YANOVSKNEFTEGAZ LLC

31

42

PESCHANOOZERSKOYE FIELD

18

18

4 ,744

4,705

KHARYAGA PSC

TOTAL
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LOCATION

OWNERSHIP STRUCTURE, %

 HE SOCIALIST REPUBLIC
T
OF VIETNAM

Hanoi

09-1 BLOCK – JV VIETSOVPETRO

49

51

DEVELOPMENT OF BLOCK 09-1 IS BEING CARRIED OUT
IN ACCORDANCE WITH THE INTERGOVERNMENTAL AGREEMENT,
DATED DECEMBER, 27 2010 (ITS VALIDITY WAS EXTENDED

Vung Tau

FOR 20 YEARS, UNTIL DECEMBER, 31 2030, INCLUSIVE).
PetroVietnam VOGG

Production volume, thousand tons

6,400

6,110

5,566

5,360

5,205

The unique Bach Ho and Rong fields, as well as Tho Trang and Gau Trang, are being developed
by JV Vietsovpetro 150 km from the shore, on the shelf off southern Vietnam. Thirteen fixed
offshore platforms, 24 well-head platforms (WHPs), 2 process platforms, 3 compressor stations
and 2 reservoir pressure maintenance (RPM) platforms have been built. A united LP gas
gathering system ensures the successful execution of the entire process for gas gathering and
its transportation whereof to the shore, as well as gas treatment and its use for artificial oil lift,
enabling up to 97% of the gas produced to be utilized.

Zarubezhneft JSC

In 2015, 25 new wells including one horizontal side-track well and seven sidetracks, were drilled in
the block. Also in 2015, work was continued on the maintenance of reservoir pressure in the field’s
terrigenous deposits.

In 2015,

25

NEW WELLS WERE
DRILLED IN THE BLOCK

These activities are part of the company’s strategy to maintain current production volumes.
In 2016, the plan is to maintain production-drilling rates of the block’s fields.

In 2015, all RC-7 wells were temporarily abandoned, RC-7 topside was dismantled and installed at
ThTC-2 WHP in the Tho Trang field, with a subsequent commissioning of ThTC-2.
2011

2012

2013

2014

2015

Prоduction drilling meterage,
thousand meters
100

97

PERCENTAGE OF TOTAL OIL PRODUCED BY THE LIFTING METHOD:

94
77

2012

ZARUBEZHNEFT
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By the free-flow production method – 35.2%
By the artificial lift method – 64.8%

Taking into account the implementation of the program developed for cost optimization, specific
OPEX have been reduced by 16%. As a consequence of the forced revision of the company’s
industrial program, CAPEX have been reduced by 38%.

Exploration drilling meterage,
thousand meters

2013

2014

2015

OPEX, USD/ton

CAPEX, USD million

29
19

Block 09-1’s reserve recovery is 79%, with an average production water-cut of 49%. The existing well
stock consists of 304 producers and 75 injectors.

56

2011

In the JV, one of the best shore bases in Southeast Asia has been created for the offshore
construction and installation of the process, and for satellite platforms for drilling wells for oil &
gas production. The JV has four jack-up rigs, a fleet of more than 20 units, including derrick barges,
fire-fighting, diving and supply vessels, and three floating storage and offloading units (FSOs).
JV Vietsovpetro is the operator of projects realized with the direct participation of Zarubezhneft,
and carries out numerous service operations. Actual oil production from the block amounted to
5,204.5 thousand tons.

09-1 Block

2011

2012

21

24

20

72

80

84

726

83

698

606

640

70
399

2013
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LOCATION

OWNERSHIP STRUCTURE, %

 HE SOCIALIST REPUBLIC
T
OF VIETNAM

15

Hanoi

BLOCK 09-3 – VRJ PETROLEUM CO
50

THE WORK IN BLOCK 09-3 IS BEING CARRIED OUT IN ACCORDANCE
WITH THE BLOCK 09-3 SRV OFFSHORE OIL RESERVES DEVELOPMENT

35

PETROLEUM CONTRACT (DATED JANUARY, 19 2002) AND THE NAM

Vung Tau

RONG-DOI MOI (NR-DM) FIELD JOINT DEVELOPMENT AGREEMENT
(JDA, DATED JUNE, 26 2009).

Zarubezhneft JSC

Idemitsu

PVEP

Total production since the operation began
has totaled

790.78

In accordance with the JDA’s conditions, Zarubezhneft’s participation share and production
allocation from blocks 09-1 and 09-3 in the NR-DM field Unit Area amounts to 50% and 50%
in each case.

The recovery of reserves from block 09-3
stands at

27%

In 2010, blocks 09-3 and 09-1 of the Nam-Rong–Doi Moi field Unit Area were commissioned.

THOUSAND
TONS

Production is now conducted from the fractured rock of the crystalline basement.
Total production since the operation began has totaled 790.78 thousand tons (on the VRJ’s part).

09-3 Block

Zarubezhneft’s profitability for this asset decreased by $4 million USD when compared to one year ago.
Taking into account the implementation of the program developed for cost optimization, specific
OPEX have been reduced by 12%.
As a consequence of the forced postponement of exploration operations until 2016, CAPEX stood
at its lowest level.
In 2016, there is a plan to evaluate commercial potential of terrigenous deposits, enabling the
improvement of the dynamics of the resource base.

The recovery of reserves from block 09-3 stands at 27%, with an average production water-cut
of 47.9%. The active well stock consists of 17 producers and one injector.

Production volume, thousand tons

145

OPEX, USD/ton

CAPEX, USD million

149
120

131

124

155
119

136

86

110
89

52
18

25
0.09

2011

2012
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T
 HE SOCIALIST
REPUBLIC
OF VIETNAM

LOCATION

OWNERSHIP STRUCTURE
OF THE BLOCK 04-3, %

OWNERSHIP STRUCTURE OF THE BLOCK 12/11, %

100

Hanoi

49

51

Vung Tau
NOGC PetroVietnam
Zarubezhneft JSC

BLOCK 04-3
BLOCK 04-3 IS WITHIN THE
BOUNDS OF THIEN UNG-MANG
CAU STRUCTURE, WHICH IS
SITUATED IN THE NAM CON
SON BASIN, DEEP IN THE SRV’S
SOUTHERN SHELF, 280 KM
SOUTHEAST OF VUNGTAU.

Work at Block 04-3 is being carried out under the petroleum contract for commercial discovery
between PetroVietnam and Zarubezhneft in (dated June 26, 2009). JV Vietsovpetro is the project’s
operator.

Block 04-3
Block 12/11

BLOCK 12/11
BLOCK 12/11 IS LOCATED WITHIN

By August 2013, the prospecting and exploration work required to fulfill obligations for Phase 1 and
2 had been completed.

THE BOUNDS OF THE OIL-AND-

On December 10, 2013, a sales agreement for gas and gas condensate was signed for Block 04-3, in
addition to an agreement for financing the reconstruction of Bach Ho field with an aim towards gas
compression and transportation from the Thien Ung and Dai Hung fields.

BASIN 350 KM SOUTHEAST OF

GAS-BEARING NAM CON SON
VUNGTAU.

In January 2014, the Government of the SRV approved an “early production project from the Thien
Ung field,” agreed to by the participants. Then on September 11, 2014, the Ministry for Industry and
Trade of the SRV approved the first extension of Phase 2’s exploration up to August 17, 2015.

The production-sharing contract (PSC) for Block 12/11 was signed on December 19, 2012. The PSC’s
validity for oil extends over 25 years and 30 years for gas, with a possibility to extend it for a period
of up to 5 years (this includes the exploration period, which has a 5 year period with a possible
extension of up to 2 years). Minimum license commitments provide for the drilling of three
exploration wells.
In 2013, a 3D Seismic survey of the block was completed using BroadSeis technology over the entire
1,271 km2 in preparation for setting up exploration drilling.

In April 2015, after getting the results of the interpretation of the 3D seismic survey data, an
updated feasibility study was prepared. In accordance with the feasibility study, the total volume
of geological resources (with P50 probability, before the evaluation of the risk and success rate)
within all structures of the block is estimated at 172 billion m3 of natural gas, 30 million m3 of
condensate and 181 million m3 of oil. The determined geological reserves totaled 4.4 million m3
of oil, 11.8 billion m3 of gas and 2.2 million m3 of condensate. The block’s development option,
adopted at the science-and-technology council meeting, provides for two structures development:
Quyt and E. A forecasted cumulative HC output, up to 2042 (the PSC’s validity), is expected to reach
40.2 billion m3 of gas and 3.2 million m3 of gas condensate. In December 2015, drilling at the QF-1Х
well has been completed (to the target depth of 4,360m), and a test at the well had been carried
out, of which the results obtained are now being processed.

Within the framework of the 2015 work program and budget implementation for the Thien Ung
wellhead platform (WP), manufacturing of a jacket structure was completed. The jacket structure’s
loading, transportation to the construction site, installation and fixation were carried out off of the
shore from June 25 to August 17, 2015. In 2016, there is a plan to complete construction work on
the structure’s topside, to carry out its construction, transportation and installation at the Thien
Ung WP. The facility’s launching is planned for Q3, 2016.

ZARUBEZHNEFT

The block’s oil and gas potential comes from the Oligocene and Lower Miocene deposits within the
Thien Nga, Chim Cong, Chim Ung, Hong Hac/Hoang Yen and Quyt structures. These HC reserves
correspond to reserve category P3.

At present, the exploratory stage is in Phase 1 (obligatory, extended for one calendar year until
December, 27 2016). This includes the carrying out, processing and interpretation of 1000 km2 of 3D
seismic surveys and the drilling of three exploration wells (the minimum scope of works, according
to the PSC).

In 2015, in order to carry out work amending the Feasibility Study of expediency for the further
development of Block 04-3, and to make a final decision on entering the next phase of exploration
operations (the evaluation of the remaining structures – Hoang Hac and Hai Au), with two
exploration wells drilling in each one, a decision was made on the second extension of Phase 2’s
exploration until August 18, 2016.

34
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LOCATION

OWNERSHIP STRUCTURE, %

THE REPUBLIC OF CUBA

100
Boca de Jaruco

BOCA DE JARUCO

Havana

THE BOCA DE JARUCO FIELD IS LOCATED ON NORTHERN COAST
OF CUBA, 30 KM FROM HAVANA. THE 37 KM2 CONTRACT AREA,
THE NORTHWEST PART OF THE FIELD, IS SITUATED ON THE
SEASHORE 3.7 KM WEST OF BOCA DE JARUCO VILLAGE.

Zarubezhneft JSC

Within the minimum commitment
program,

6

WELLS HAVE BEEN DRILLED

It was discovered in 1967 and is operated by the Cuban state oil company CubaPetroleo.
Zarubezhneft is conducting activities, in accordance with the Agreement of International Economic
Association, No. 228 (dated June, 24 2011), as the Contractor. The duration of the agreement
is 25 years, including two stages: the period for pilot works set at 4 years (with a possibility of a four
year extension) and the exploitation period. Zarubezhneft’s return on investment is provided
for by the terms of the PSC.
The PSC covers the pilot works for enhancing oil recovery from the E1 formation (which has been
under development since 1969) and additional exploration of the M formation (containing heavy,

FOR THE FIRST TIME
IN THE REPUBLIC
OF CUBA, AS A RESULT
OF THE APPLICATION
OF THERMAL METHODS,
HEAVY VOLUMES OF HIGHVISCOSITY OIL INFLOWS
HAVE BEEN OBTAINED FROM
THE M FORMATION

high-viscosity bituminous oil, which has never been developed), with pilot works to be carried out
in order to test the oil recovery technologies. Thermal-steam formation treatment technology was
adopted as the main EOR method.
In 2013, within the framework of the project’s implementation, our company launched drilling
operations. Within the minimum commitment program, six wells have been drilled (3 wells in the
E1 Formation and 3 wells in the M Formation): of which the total meterage drilled amounted to
7,710m, and core samples were taken in the amount of 404m (70m from the E1 Formation and
334m from the M Formation). Well pads were equipped for the E1 and the M formations for the
operation the wells without treatment and after thermal-steam treatment; the steam-generator
complex has been mounted for thermal-steam formation treatment with the whole auxiliary
infrastructure (gas, was, power systems).
In 2015, our company’s major goal was the immediate conduct of thermal-steam well treatment,
with well tests of the subsequent oil flow and an evaluation of the results. In 2015, within the
framework of the pilot works, four thermal-steam well treatment operations were carried out
(two well treatment operations at the E1 Formation, and two well treatment operations at the
M Formation). During these operations, 22.5 thousand tons of heat carriers have been injected,
including 17.4 thousand tons at the E1 Formation and 5.1 thousand tons at the M Formation. For
the first time in the Republic of Cuba, as a result of the application of thermal methods, heavy
volumes of high-viscosity oil inflows have been obtained, with flow rates exceeding 10 tons per
day. Since the beginning of the project’s implementation, 1,558 tons of oil has been produced,
including 1,331 tons from the E1 Formation and 227 tons from the M Formation. Based on results
of subsequent studies and well tests, geological and hydrodynamic models have been updated, and
forecast production profiles for the project have been revised. The duration of the pilot works has
been extended up to the middle of 2016 due to the necessity to complete all studies and tests.
The EOR methods have been implemented with the help of innovative technology, such as the use
of a mobile steam generator unit (MSGU).

ZARUBEZHNEFT
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LOCATION

OWNERSHIP STRUCTURE, %

 OSNIA AND HERZEGOVINA
B
(THE REPUBLIC OF SRPSKA)

Jadran Naftagas

34

JV JADRAN NAFTAGAS
Sarajevo

THE AREA CONSISTS OF 3 EXPLORATION BLOCKS:

66

MAJEVICA, EASTERN HERCEGOVINA AND MOTAJICA.
JV JADRAN NAFTAGAS LLC WAS ESTABLISHED
ON DECEMBER 23, 2010 IN BANJA LUKA.
NIS a.d. Novi Sad
(subsidiary of Gazprom Neft)

Participation share of Oil and Gas
Innovation Corporation (OGIC)
(a subsidiary of Zarubezhneft JSC) is

34%

OGIC (subsidiary
of Zarubezhneft JSC)

The Concession Agreement is for the exploration of hydrocarbons and operation in the territory
of the Republic of Srpska (dated September 26, 2011). Participation shares in the concession are
divided as follows: NIS a.d. Novi Sad (a subsidiary of “Gazprom Neft”) – 66%, and Oil and Gas
Innovation Corporation (OGIC) (a subsidiary of Zarubezhneft JSC) – 34%.
JV Jadran Naftagas has obtained license for oil and gas prospecting, exploration and development
within the Republic of Srpska (Bosnia and Herzegovina).
In 2011-2013, regional (519 linear km) and detailed (1,391 linear km) 2D seismic surveys were
completed. In 2013, 2D seismic operations were completed in the Prždol sub-basin (400 linear km).
Two exploration wells (Obudovac-2) were drilled in the Obudovac structure in the Posavina subbasin; a well was also drilled in the A-1 structure in the Semberija sub-basin (it was abandoned for
geological reasons, and indications of HC were not found).
In 2014, additional operations were approved and carried out for the testing of the Ob-2 well. Phase
1 was completed in full: this included re-testing of the 1,615-1,620m interval (with the extension to
1,614-1,621m) with re-perforation, bottom-hole treatment, and the measurement of pressure-build
up in order to obtain representative hydrodynamic parameters and then to estimate the production
capacity of the well. As a result of this re-testing, a commercial oil flow rate was not obtained.
Based on the results of this project’s analysis at the meeting of the company’s scientific-andtechnical council in 2015, the geological potential in the regions of interest was recognized as poor,
and a decision was made to withdraw from the project.

ZARUBEZHNEFT
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LOCATION

OWNERSHIP STRUCTURE, %

RUSSIAN FEDERATION
JOINT COMPANY RUSVIETPETRO
THE JOINT COMPANY RUSVIETPETRO IS THE MAJOR RUSSIAN

49

ASSET HELD BY ZARUBEZHNEFT JSC.

51
JC Rusvietpetro
Naryan-Mar

Zarubezhneft JSC

HC production has been carried out from assets in the Central Khoreyver Uplift in the Nenets
Autonomous Area since September 2010. These are predominantly from Upper Devonian carbonate
deposits.

Cumulative output
by Rusvietpetro totaled

10

THANKS TO STRICT ADHERENCE TO PROJECT PLANS, THE THREE LARGEST
FIELDS WERE PUT INTO COMMERCIAL PRODUCTION WITHIN A RECORD SHORT
PERIOD:

MILLION TONS

2010 – North Khosedayu
2011 – Visovoye
2012 – West Khosedayu
In summer of 2015, JC RUSVIETPETRO commissioned two more oil fields – Sikhoreyskoye and NorthOshkotynskoye. The launch of these fields enabled RUSVIETPETRO’s target production levels for
2015 to be reached.

Production Volume,
thousand tons

Scope of Production Drilling,
thousand tons

3,203

165.6

3,243

Scope of Exploration Drilling,
thousand tons
6.9

160.1

7.1

7.0

6.8

108.0

84.0

2014

2015

The reserves recovery for these three fields (North Khosedayu, West Khosedayu and Visovoye)
stands at 19%, with an average production water-cut of 42-63%. The active well stock includes
198 producers, 9 injectors and 2 water wells.
Development of the fields and the construction of surface facilities is being carried out in strict
compliance with the project’s trial production plans, incorporating new technologies and the latest
equipment.
In 2015, JC RUSVIETPETRO increased its production index by 1.3% compared to the year 2014.
The growth of oil production was a result of active drilling in West Khosedayu, the largest by
reserves field, and the successful drilling of horizontal wells.
All of Joint Company RUSVIETPETRO’s project plans aim for the maximum use of the electricity
generation of petroleum gas for in-house needs and its useful applications. In the construction of
Energy Centre No. 2, installation and the pre-commissioning of jobs at Power Block No. 3 have been
completed. In December 2014, a pipeline (Du 426mm) was commissioned for the transportation of
NPG from the West Khosedayu field to the North Khosedayu field. Work is done for sulfur recovery
from the APG (associated petroleum gas) that is supplied to the Energy Centre No. 2 on a temporary
scheme. Two pipeline heaters have been commissioned for the West Khosedayu field.
By the end of 2014, these performance enhancing actions helped the company to use 46.3% of
its associated petroleum gas, compared to 26% in 2013, and with the possibility of boosting usage
above 70% across all of the company’s fields in 2015.

134.5

2,796
2,091

THE LAUNCH OF THE
SIKHOREYSKOYE AND
NORTH-OSHKOTYNSKOYE
FIELDS ENABLED
RUSVIETPETRO’S TARGET
PRODUCTION LEVELS FOR
2015 TO BE REACHED

PetroVietnam

4.0

1,513

2011

2012
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In 2015, EBITDA, compared to the previous
year, has been increased by

In 2015, 31 wells, eight side-tracks, and 4 exploration wells were completed at RUSVIETPETRO’s
fields, helping to boost the annual production level above 3 million tons of oil.

Based on results of 2015, EBITDA amounted to 32.5 billion Rubles, a 23% increase compared to the
previous year. Such a result was achieved thanks to a growth in oil production, the determination of
the optimal directions of its sales, as well as the implementation of the 2015 program for efficiency
improvement and cost optimization. The results of this program’s implementation are as follows:
work was done with contractors to reduce prices;
the agreements’ terms and conditions were revised (refusal of an advance payment, increasing
the time periods);
a range of works was completed independently, instead of attracting third-parties services;
inefficient well intervention operations were revealed and excluded from the work program;
improved energy efficiency actions were taken.

In 2016, the plan is to continue the production-drilling program at the main fields (North
Khosedayu, West Khosedayu as well as North-Oshkotynskoye, North-Sikhoreyskoye and EastYanemdeyskoye.) In 2016, there is a plan to drill 4 new wells and seven side-tracks in aggregate.

23%

In addition to production drilling, there is also a plan to implement a well intervention program
intended to sustain base production from the main fields (more than 30 well interventions) in 2016.
Special focus is on a program of acid hydro-fracturing operations, as well as large-volume matrix
acid treatment operations. There is also a plan to continue the optimization of formation pressure
maintenance in the Visovoye and North-Khosedayu fields.

In 2015, Rusvietpetro’s output,
compared to the previous year,
has been grown by

As a result of the successful implementation of our company’s efficiency improvement and costs
optimization program, comparing to 2014, the specific opex has been decreased by 25%.

In 2015, within the framework of developing new technologies, water-shut off technologies were
tested at the wells.

1.3%

The CAPEX amount totaled 13.9 billion Rubles, a 6% increase from 2014. CAPEX’s growth in 2015
was a result of the construction and commissioning of the following large facilities:
Preliminary water removal unit (PWRU)-2 at Visovoye oil field;
PWRU-3 facilities at the West Khosedayu booster pump station (BPS);
The construction and commissioning of inter-field oil pipeline of the multi-phase pump station
(MPPS) at “North-Oshkotynskoye oil field – BPS “West Khosedayu”.

Based on results of 2015, active well stock amounted to 195 wells equipped with ESP units.
The average meantime between pumping equipment failures was 569 days, whereas inter-repair
time was 905 days.
In 2016, to maintain a strong performance of the well stock in addition to cutting OPEX, a program
for improving the efficiency of artificial lift well stock will be realized.
In 2015, JV RUSVIETPETRO carried out works to equip the pads and wells of the North-Khosedayu
Visovoye and North-Khosedayu fields with tele-mechanics.
An automatic system of the real-time operations control has been introduced, allowing the real
time visualization of subsurface equipment processes and the surface infrastructure in the fields.
In the North-Khosedayu field, a pilot project has been implemented for expanding the IT system
of geology and production monitoring (electronic results grid, process mode), and it has also
been integrated with adjoining IT systems: OIS Production and the automatic system of real-time
operations control. This system is designed for the data review and analysis of producers and
injectors.
In 2015, a project was commenced to introduce the Industrial System of the Zarubezhneft Group
of Companies aimed at improving efficiency and operating culture, establishing its knowledge base
and best practices and insuring the company’s long-term development, thanks to the continuous
improvement of industrial and business processes.

AS A RESULT OF
THE SUCCESSFUL
IMPLEMENTATION OF OUR
COMPANY’S EFFICIENCY
IMPROVEMENT AND COSTS
OPTIMIZATION PROGRAM,
COMPARING TO 2014, THE
SPECIFIC OPEX HAS BEEN
DECREASED BY 25%

These actions will allow the company to ensure that the oil production level of this asset remains
at the level of over 3 million tons per year, helping to reach the approved financial and economic
indicators and increase the operating culture.

EBITDA, million Rubles

OPEX, Rubles/ton

32,537
23,487

26,500

1,447

CAPEX, million Rubles

1,578

1,569

13,979

16,152
13,194

13,051

13,894

2013

2014

2015

1,339
1,181

16,221
9,783
2011

2012
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LOCATION

OWNERSHIP STRUCTURE, %

RUSSIAN FEDERATION

10

KHARYAGA PSC

40

20

ZARUBEZHNEFT JSC BEGAN THE KHARYAGA PSC PROJECT ON
JANUARY 1, 2010, OF WHICH IT TAKES A 20% PARTICIPATION SHARE.
THE PROJECT’S OPERATOR IS TOTAL E&P RUSSIA (40%). OTHER

Kharyaga PSC

PARTICIPANTS IN KHARYAGA PSC INCLUDE: STATOIL SVERIGE A.B.
(30%) AND THE NENETS PETROLEUM COMPANY JSC (10%).
Total Exploration &
Production Russia
Statoil Sverige AB

Initial recoverable reserves (in the BC1+C1 category) are estimated at 53.8 million tons. In 2015,
Kharyaga PSC’s production volume stood at 1,512.0 thousand tons. The active well stock consists
of 32 wells.

In 2015, OPEX fell

28%

During 2015, two wells were drilled on the NP1 pad (N1-04, N1-05). After the drilling’s completion,
the Nabors 536 drilling unit was demobilized from the field, due to the termination of the
agreement with Nabors Drilling International Limited. There is a plan to sign an agreement with
a Russian drilling company to optimize the drilling costs.

YOY

IN 2015, A RANGE OF ACTIVITIES WERE CARRIED OUT WITH THE AIM TO STABILIZE
PRODUCTION:

Production volume,
thousand tons

1,431

2011

1,537

2012
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1,556

2013

1,481

2014

1,512

2015

Naryan-Mar

30
Zarubezhneft JSC
NPK JSC

2015’S PRODUCTION TARGET VOLUME WAS 1, 541 THOUSAND TONS, WHEREAS
THE ACTUAL PRODUCTION LEVEL TOTALED 1, 512 THOUSAND TONS. THE
FOLLOWING KEY FACTORS INFLUENCED THIS DECREASE IN OUTPUT:

CAPEX, USD million

331
281

251

218

173

2011

2012

2013

The performance and operation mode of wells with a high daily flow and low water-cut rates
were analyzed, and based on the analysis performed, an exact adjustment of operational modes
of electrical submersible pumps (ESPs) was made;
The scheduled summer field shut-down period was shortened, thanks to conducting simultaneous
operations at production facilities;
Ahead of schedule at tie-in of wells on EP2 pad in test mode (E2-7, E2-8, E2-1 wells);
Six well work overs were done to change the ESPs in the wells of the 108, EP-1 and EP-2 pads.

2014

2015

A decrease in the productivity of N1-4 and N1-5’s new wells;
Water shut-off operations at Е1-11 well turned out to be unsuccessful;
Dates of low-flowing well tie-ins on the EP-2 pad were rescheduled;
The time between well shutdowns was increased as a result of well inflow failures;
A considerable amount of time spent on the disconnection from the Transneft’s pipeline system.
Taking into account alternations in the economic situation, as well as the government proposals of
the project partner’s officials, work has been done for optimization of the 2015 work program and
budget. CAPEX dropped 22%, and OPEX fell 28% YOY. However, in connection with the slump in
crude oil prices, Zarubezhneft’s profitability under the project fell from $19 million USD in 2014 to
$9 million USD in 2015.
In March 2015, negotiations with Total PPP were started on selling a 20% participating interest and
the transfer of operatorship to Zarubezhneft’s subsidiary, Zarubezhneft – Production Kharyaga LLC.
Work on agreeing to the terms and conditions of the deal continued until the end of 2015.

These actions allowed for a 2% Year On Year increase in the indicator.

On January 21, 2016, a farmout agreement regarding a 20% participating interest in the project and
the operating transfer agreement under Kharyaga PSC was concluded.
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OWNERSHIP STRUCTURE, %

RUSSIAN FEDERATION

100

UL'YANOVSKNEFTEGAZ LLC (UNG)
Ul’yanovskneftegaz

UL’YANOVSKNEFTEGAZ IS OUR OIL-PRODUCING ASSET THAT IS
ENGAGED IN PROSPECTING, EXPLORATION AND PRODUCTION

Orenburg

IN FIVE LICENSED AREAS LOCATED IN THE ULYANOVSK REGION.
THE COMPANY PRODUCES OIL FROM LOWER AND MEDIUM
CARBONIFEROUS DEPOSITS, PREDOMINANTLY IN TERRIGENOUS
RESERVOIRS.

The oil production grew by

36%

YOY

Zarubezhneft JSC

The reserve recovery rate stands between 1% and 7% at the Kondakovskoye and Sulakskoye fields
and is between 38% and 87% at the Slavkinskoye and Ruzhevskoye fields; the average field oil
water-cut is ranges from 44% to 70%.
In 2015, the realization of the exploration-drilling program was continued in the field. The CAPEX
were mainly related to the drilling and commissioning of six production wells in the Kondakovskoye
field. As a result of realized activities, the oil production grew by 36% YOY.

The 2015 EBITDA increased

2.5

As a result of a significant oil sales increase (100% export sale) and the growth of the US Dollar
exchange rate, the 2015 EBITDA stood at 137 million Rubles, an increase of 2.5 times from the last
year. Realization of the efficiency improvement and cost optimization program resulted in a 4%
specific reduction in OPEX compared to 2014. The CAPEX’s growth was a result of an increase in
production drilling at the Kondakovskoye field and also connected with conducting 2D seismic
operations (in Radischevsky LA) and 3D seismic operations (in the Sulakskoye field and Radischevsky
LA of the Nizhnemazinskoye area).

IN 2016, THERE IS A PLAN TO
CARRY OUT AN INTEGRATED
ANALYSIS OF GEOLOGICAL
DATA OBTAINED BY THE
RESULTS OF PRODUCTION
DRILLING AND THE NEW 3D
SEISMIC SURVEYS THAT WERE
CARRIED OUT IN 2015

In 2016, there is a plan to carry out an integrated analysis of geological data obtained by the results
of production drilling and the new 3D seismic surveys that were carried out in 2015.

TIMES FROM THE LAST
YEAR

Production volume,
thousand tons

Production drilling meterage,
thousand meters

42

EBITDA, million Rubles

OPEX, Rubles/ton

137

10
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23

3.9
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CAPEX, million tons
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LOCATION

OWNERSHIP STRUCTURE, %

RUSSIAN FEDERATION

100

ORENBURGNEFTEOTDACHA
ORENBURGNEFTEOTDACHA IS OUR OIL-PRODUCING ASSET THAT

Orenburgnefteotdacha

IS ENGAGED IN PROSPECTING, EXPLORATION AND PRODUCTION
IN THREE LICENSE AREAS LOCATED IN THE ORENBURG

Orenburg

REGION. THE COMPANY IS PRODUCING OIL FROM LOWER
CARBONIFEROUS AND UPPER DEVONIAN DEPOSITS REPRESENTED
PREDOMINANTLY BY CARBONATE RESERVOIRS.

Reserves recovery rates vary from 3% in the Chernovskoye field to 18% and 29% in the
Kirsanovskoye and Pashkinskoye fields respectively, with an average oil water-cut of 3-53%.

The 2015 EBITDA grew by

17%

Zarubezhneft JSC

In 2015, one horizontal well was drilled and one well was reconstructed in the Kirsanovskoye field.

YOY

Also during the last year, complex acid compositions were developed and successfully introduced
at a number of wells on the Pashkinskoye field that helped to stimulate production from the active
production well stock and also helped level the injectivity profile at injection wells.
In view of the high efficiency of involving the reserves into field development with horizontal wells,
the drilling program will be continued in 2016. In addition, there is a plan to introduce a pressure
maintenance system in the Kirsanovskoye field in order to maintain the base production.
In 2015, EBITDA grew from 17% YOY to 240 million Rubles. The specific OPEX rose by 3% compared
to the previous year.

Production Volume, thousand tons

OPEX, Rubles/ton

EBITDA, million Rubles

CAPEX, million Rubles

In 2015, the CAPEX fell 5% YOY to 175 million Rubles.

73

74

75

77

Horizontal wells being drilled in the Kirsanovskoye field (11H and 81 ST, 12H) and design-research
work for the preliminary water gathering unit account for the main share of expenditures. In 2016,
there is a plan to carry out drilling operations in the Kirsanovskoye and Pashkinskoye fields.
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LOCATION

OWNERSHIP STRUCTURE, %

RUSSIAN FEDERATION

100

ARCTIC OIL COMPANY LLC
ARCTIC OIL COMPANY LLC IS OUR OIL-PRODUCING ASSET THAT IS
ENGAGED IN THE PRODUCTION IN ONE LICENSED AREA LOCATED

Kolguev OGPD

IN THE NORTHWEST PART OF TIMAN-PECHORA PROVINCE ON
KOLGUEV ISLAND IN THE OF THE NENETS AUTONOMOUS AREA

Naryan-Mar

OF THE ARKHANGELSK REGION, 200KM FROM NARYAN-MAR.
Zarubezhneft JSC

This company is producing oil from the central block and the eastern part of the western
block of the Peschanoozerskoye field. The company is registered by resolution No.9, dated
March 3, 2014, of the inter-regional inspection of the federal tax service of Russia No.4, in the
Arkhangelsk region and Nenets Autonomous Area. A license to use subsoil was obtained from
Arktikmorneftegazrazvedka JSC on March 6, 2015.
Oil is produced from Lower Triassic deposits, represented by terrigenous reservoirs. Recovery of Oil
reserves within the license area stands at an average of 32%, with an average oil water-cut of 30%.

Production Volume, thousand tons

24.0

CAPEX, million Rubles
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ZARUBEZHNEFT’S PROJECT FOR THE RECONSTRUCTION AND
UPGRADING OF ENTERPRISES OF ITS DOWNSTREAM SEGMENT IN
BOSNIA AND HERZEGOVINA BEGAN ON FEBRUARY 2, 2007 AFTER THE
SIGNING OF AN AGREEMENT WITH THE GOVERNMENT OF THE REPUBLIC
OF SRPSKA (THE STATE OF BOSNIA AND HERZEGOVINA [BIH]) FOR THE
PURCHASE OF THE BROD REFINERY, THE MODRICA OIL PRODUCTION
PLANT AND THE RETAIL NETWORK OF NESTRO PETROL THAT CONSISTED
OF 79 FUEL STATIONS AT THE TIME OF PURCHASE.

The following enterprises are included in the segment:
Company’s name

Main Characteristics

BOSNIA AND HERZEGOVINA (THE REPUBLIC OF SRPSKA)
OPTIMA Group Ltd

The purchase of oil, raw materials for motor oil production, wholesale and small wholesale trade of oil products
in domestic and export markets

Brod Refinery

Refining, oil products production

Modrica Oil Production Plant

Base oils and paraffin, motor oils and lubes production

Nestro Petrol

Wholesale trade of oil products and associated goods

THE RUSSIAN FEDERATION
Oil and Gas Innovation Corporation (OGIC) JSC

Loan debtor for the project’s implementation, the controlling shareholder of BiH enterprises

THE OIL PRODUCTS MARKET, PRICING,
AND COMPETITVE ENVIRONMENT
This segment’s companies, located in Bosnia and Herzegovina (the Republic
of Srpska), produce oil products using its own capacities, its wholesale
to Bosnia and Herzegovina and adjoining countries, as well as to the retail segment
of the Republic of Srpska, Bosnia and Herzegovina.
The market of Bosnia and Herzegovina – the main marginal market of this segment’s products sale,
remains open for foreign (alternative) products. The absence of regulatory barriers for the entry of
import fuel, a simple registration procedure for the companies’ purchase and sale of oil products
not requiring any licensing, serve as prerequisites for the current situation.

DOWNSTREAM

In addition to oil products produced by the neighboring countries (Croatia and Serbia), there
is a significant quantity of products (Eurodiesel-5 and Gasoline-95) imported from far-abroad
countries, including small traders, in BiH’s market. This creates an additional competitive
environment in the south and southeast of BiH, where the main demand for oil products is formed.

www.zarubezhneft.ru/en
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AS ONE OF THE IMPORTANT INITIATIVES

Structure of BiH’s market in the section of the major wholesale
suppliers of oil products, %

Структура рынка Боснии и Герцеговины в разрезе основных оптовых поставщиков нефтепродуктов. %

FOR IMPROVING EFFICIENCY AND ENSURING
ENVIRONMENTAL SAFETY IN OUR COMPANIES

5 NIS a.d. Novi Sad

AND ADJACENT TERRITORIES, GASIFICATION AT
THE BROD REFINERY HAS BEEN CONSIDERED.

3 Other Suppliers

2015

45 HoldINA
40 OPTIMA GROUP
7 Petrol BH Oil

The
major wholesale suppliers in the market are: OPTIMA Group (40%), HoldIna Sarajevo (45%), Petrol
Рыночный спред по корзине котируемых нефтепродуктов.
долл/т
Market Spread by the quoted oil products
basket, USD/ton

53

2011

65
47

46

2012

2013

2014

58

2015

BH OIL Sarajevo (7%) and NIS Gazpromneft (5%), other suppliers (3%).

THE LOGISTIC CONDITIONS FOR THE SALE OF OIL PRODUCTS BY MAJOR MARKET
PARTICIPANTS ARE THE FOLLOWING:
Optima Group realizes its own oil products from the Brod Refinery;
NIS realizes oil products from the Srebrenica terminal in the east of BiH, as well as through direct
supplies by motor transport from the refinery in Pančevo;
Slovensky Petrol sells oil products from Ploče (Croatia), as well as from terminals in Koper
(Slovenia);
INA sells oil products from two own refineries in Croatia (Sisak and Rijeka), as well as from
terminals in Ploče and Solin (Croatia) and a terminal in Sarajevo.
Over the period from 2009 to 2015, negative trends in Europe’s refining market resulted in the
shutdown of 18 refineries with a total capacity of more than 85 million tons. In the current market
conditions, only refineries with a complex configuration, high operational efficiency and logistic
advantages are profitable.

OPTIMA GROUP HOLDS

40%

A
SHARE
IN THE BIH’S MARKET

Премии
по корзине
нефтепродуктов
за отчетный
период. долл/т
Premiums
the oil
products basket
for

the reporting period, USD/ton

30.1

30.0

2012

2013

33.4

2014

34.9

2015

UNDER THE EXISTING CONDITIONS OF THE PROJECT’S REALIZATION, IN ORDER TO
IMPROVE THE OPERATING EFFICIENCY OF THE BOSNIAN REGION’S COMPANIES,
WE HAVE DEVELOPED AND REALIZED A PROGRAM OF ACTIONS UNDER THE
FOLLOWING MAIN DIRECTIONS:

Further expansion of the market of the sale of oil products produced independently by the Brod
Refinery in the BiH is being curbed by the non-optimal location of the refinery (located in the
north of BiH), which increases the costs of supplying the fuel to consumers inside of BiH, thus
deteriorating an advantage that domestic producers otherwise always have. To compensate for
logistical limitations and boost competitive advantages within BiH’s territory, end consumers have
been offered to be partially reimbursed for transport costs. Another limiting logistical factor is
that the Brod Refinery is the only single refinery in the region that has no railroad or access to the
railroad infrastructure.

An orientation of sales towards end-users;
Decreasing the realization through traders;
Increasing the average weighted premium;
Decreasing the sale of low-margin products;
Optimizing the Investment program;
Optimizing OPEX;
Improving energy efficiency;
Retaining the share in the domestic market of more marginal products.

Pricing in BiH’s oil product market, as well as across the region, is built on the basis of Platt’s
quotations on Genoa/Lavera (Mediterranean), plus individual premiums set by market participants
(producer/trader).

As one of the important initiatives for improving efficiency and ensuring environmental safety in
our companies and adjacent territories, gasification at the Brod Refinery has been considered. This
project is important in connection with the enactment of the amended “Regulations on measures
to prevent and reduce air pollution and air quality improvement” in the Republic of Srpska from
June 26, 2015 that regulate standards of hazardous substance emissions. To bring the emissions at
the enterprise to the norm, a transition period is provided from December 31, 2017. There is a plan
to supply approximately 63.5 million cubic meters of natural gas annually in the process realizing
the Brod Refinery’s gasification project.

The dynamics of the Platt’s quotation is highly dependent on the price of crude oil, supporting the
difference between the crude oil price and the oil product price (so-called “spreads”) that finally
provide the refiner’s margin.
In 2015, the dynamics of the medium spreads by the quoted oil products basket that demonstrated
the decrease over the last few years is characterized by a 23.4% YOY growth of this indicator.

ZARUBEZHNEFT
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Premiums in the market are defined by a classical interaction of demand and supply, and alternative
possibilities for the buyer amid stiff competition between several of BiH’s producers and traders.
Unlike Russia, BiH’s market and its region is a buyer’s, not a seller’s market, therefore possibilities
to form prices by producers/sellers are reduced. In 2015, the price of premiums by the oil products
basket, sold by the Optima Group, grew 4.4% compared to 2014.
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LOCATION

OWNERSHIP STRUCTURE, %

BROD REFINERY JSC
20

PRODUCTION ASSET IN THE SEGMENT. THE COMPANY

Brod

STARTED ITS REFINING ACTIVITY IN THE TERRITORY OF BOSNIA
AND HERZEGOVINA IN 1968, AND BECAME A MEMBER OF THE
ZARUBEZHNEFT GROUP IN 2007. THE BROD REFINERY IS THE ONLY

Sarajevo

REFINERY COMPLEX WITHIN BIH’S TERRITORY.

80
OGIC JSC
(Zarubezhneft’s subsidiary)

The yield of light products has seen a

2.5%

INCREASE WHEN
COMPARED
WITH 2014

Other shareholders

PRODUCTS PRODUCED BY THE REFINERY INCLUDE THE FOLLOWING TYPES OF OIL
PRODUCTS:
Motor gasoline
Diesel fuel
Bitumen
Fuel oil
Heating oil
Liquefied gas
Raw materials for base oils and paraffin production.
In 2015, refining throughput totaled 916 thousand tons, a rate lower by 32 thousand tons in 2013.
Refining throughput was reduced to optimize the production program and the financial results of
the segment.
The yield of light products has seen a 2.5% increase when compared with 2014. Thanks to a catalyst
change, the supply of light oils and Rebko oil’s increased in quality.
In 2015, all production auxiliary units, facilities and equipment at the main refinery were
in operation. However, secondary refining units were operated at 70-90% of their rated capacity
(up to 1.3 million tons per year) due to the below factors:
difference in design capacity between primary oil refining and secondary processes;
small volume of oil product consumption by the domestic market in the Republic of Srpska,
a respective wholesale level of up to 800 thousand tons per year,
insufficient network of retail fuel stations;
section 31 at Brod refinery is utilized at 30% of its design capacity (up to 3 million tons per year).

Refining throughput, thousand tons

1,148

985

1,025

948

Light Products Yield, %

916
55.0
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ZARUBEZHNEFT
56

2012

2013

www.zarubezhneft.ru/en

2014

2015

2011

58.5

58.2
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Losses and in-house needs, %

60.7
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In 2015, in connection with the above stated, the refinery was exploited in a cyclic regime of six
scheduled shutdowns using a technological CDU and secondary processing units throughout the
year that certainly resulted in an increase of the specific value of fuel consumption for in-house
needs and irrecoverable losses (+0.2%), an increase in physical wear-and-tear of equipment, and
the increased risk of emergencies and incidents. Therefore, the key task of the refinery’s operation
planning for 2015 was to ensure the rhythmic operation of all processing units during the year,
the constant monitoring of: residuum from oil products, the movement of reserves within the
reporting period, and the Optima Group’s coordinated work of commercial and logistics services for
systematic deliveries of oil products from the refinery.

The 2015 EBITDA grew by

12%

YOY

EBITDA, million Euro

20.3

22.7

Based on the results of 2015, the EBITDA equaled 22.7 million Euro, a 12% increase from the last
year. This was the result of cutting the costs of operating activities.

7.9

6.1
1.9
2011
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2014

2015

OPEX , million Euro

20.6

21.1
19.2

2011

2012

2013

In 2015, actions taken to improve the energy efficiency of production fostering the optimization of
the refining’s inventory balance and the optimization of OPEX served as the basis for the company’s
industrial program.

18.5

2014

17.6

IN 2015, THE FOLLOWING ACTIONS WERE REALIZED AT THE REFINERY:
Reconstruction of a vacuum-forming system was completed (saving up to 2000 tons of fuel per
year);
Catalyst systems were changed at the diesel hydro treatment and hydrocracking units (in order
to shift to the production of Euro-diesel fuel, increasing the daily utilization rate by 20-25%);
Automated Data System “Optimized production planning” was introduced;
Daily monitoring of irrecoverable loses, with a localization on where they occur, was developed
and introduced;
Refining of Alternative Kirkuk grade oil, in the volume of 84.6 thousand tons, to increase the light
products yield;
Optimization of the headcount.

2015

IN 2015, ACTIONS
TAKEN TO IMPROVE
THE ENERGY EFFICIENCY
OF PRODUCTION FOSTERING
THE OPTIMIZATION
OF THE REFINING’S
INVENTORY BALANCE
AND THE OPTIMIZATION
OF OPEX SERVED AS THE
BASIS FOR THE COMPANY’S
INDUSTRIAL PROGRAM

ZARUBEZHNEFT
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As a result of technological and organizational actions taken to improve efficiency in 2015,
the OPEX’s absolute value fell 5% YOY.
The 2015 CAPEX volume totaled 6.6 million Euro.

IN 2015, THE MAIN DIRECTIONS FOR FUNDING WERE THE FOLLOWING ONES:
Reconstruction/upgrading of the active processing units (a section control system, a vacuumforming system),
Construction of off-site facilities (a new boiling room, the shifting of main pipelines to electrical
heat-tracing),
Conducting of preventive maintenance and replacement of equipment,
Catalyst changes.
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LOCATION

OWNERSHIP STRUCTURE, %

MODRICA OIL PRODUCTION PLANT JSC

8

THE MODRICA OIL PRODUCTION PLANT IS OUR ASSET ENGAGED

16.3

Modrica

IN OIL DISTILLATE PROCESSING AND MOTOR OIL AND LUBRICANT
PRODUCTION. THE COMPANY STARTED ITS PRODUCTION
ACTIVITY IN THE TERRITORY OF BOSNIA AND HERZEGOVINA

Sarajevo

IN 1957, AND BECAME A MEMBER OF THE ZARUBEZHNEFT GROUP
IN 2007. THE MODRICA OIL PRODUCTION PLANT IS THE ONLY OIL

75.7

AND LUBRICANT PRODUCTION PLANT IN BIH’S TERRITORY.

OGIC JSC (Zarubezhneft’s subsidiary)
Other shareholders
Nestro Petrol

The range of the oil refinery products amounts to over 220 items. At present,
the Modrica Oil Production Plant is producing the following types of products:
Base oils;
Paraffin;
Lubricants and liquids for motor vehicle equipment;
Lubricants and liquids for industrial units;
Motor oils for gasoline and diesel engines;
Industrial oils and liquids for metal working;
Lubricant greases.

In 2015, lube distillate throughput stood at 52.3 thousand tons, a 3.8%
increase when compared to 2014’s level. As a result of cutting the refining
throughput, a decrease in the volumes of oil distillate delivered was offset by
raw materials residuum accumulated at the end of the last year.
The production volumes of base oils and paraffin correspond to the
customer’s requests represented by the Optima Group, formed when taking
into account the product sale schedule in the reporting period.
In 2015, production volumes of motor oils and lubricants totaled
13.2 thousand tons, including 2.7 thousand tons, of which products
produced by special orders with bio-oils were used. In the reporting period,
oil production volume by special order slighted dropped when compared to
2014, by reason of a reduction in the number of orders. However, the issue
of packed oils corresponds to 2014’s level.

Modrica Oil Production Plant’s products are certified by major motor vehicle
and industrial machinery producers (such as Audi, Volkswagen, BMW,
Daimler-Chrysler, Opel, Scania, Volvo, MAN, Caterpillar, John Deere, etc.) and
also by South Korean companies actively working in the European market
(Hyundai and KIA Motors), which help to increase the competitiveness of its
products.

The 2015 EBIDTA grew by

81%

Oil distillate refining, thousand tons

Base oil and paraffin production volume,
thousand tons

2011

2012

2013

49.4

2014

Motor oils and lubricants production
volume, thousand tons

49.8

14.2

EBITDA, million Euro

2011

OPEX, million Euro

2012

2013

2014

2015

2011

11.8

2012

4.7

4.1

52.3

2015

In 2015, the CAPEX volume was 1.6 million Euro, a 73% decrease compared
to 2014. This decrease in investment was connected to the completion of
costly investment projects in the previous periods and the implementation
of projects focused on the support and optimization of production
operations in 2015.

In 2015, the following efforts were realized:
Completion of the construction and commission of a new blending unit
(increasing the capacity up to 40 thousand tons per year);

18.6

68.2

70.3
50.4

As a result of these technological and organizational actions realized in order
to improve efficiency, the OPEX’s absolute value fell 20.6% YOY in 2015.

5.4
64.1

64.1

Realization of the “thermal pump” project (fuel oil saving);
Constant production and monitoring of steam consumption, a change in
the technology for a free steam supply to the power unit at the boiler;
Optimization of the structure for routine repairs;
An automated Data System “Optimized production planning” was
introduced.

In 2015, EBITDA was 4.7 million Euro, an 81% increase when compared
with the previous period. This deviation was justified by a change in
the company’s operation scheme from July 2014 – a complete shifting
to processing, with the transfer of selling functions to the Optima Group.
In addition, during the reporting period, technical-and-technological and
organizational actions were undertaken for the improvement of efficiency
that contributed to the OPEX’s cut.

84.0

85.3

YOY

In 2015, the company continued the realization of measures aimed at
increasing the reliability of equipment operation and production operations
efficiency.

2013

14.0

13.2

3.8

2.7

10.2

10.5

2014

2015

14.6

15.3
13.3

2.6

12.1
9.6

0.7
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2014

2015

2011
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2015

Motor oils and lubricants produced
under special orders based on BIO-oils (BBU)
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LOCATION

OWNERSHIP STRUCTURE, %

OPTIMA GROUP

100

THE OPTIMA GROUP IS OUR COMMERCIAL ASSET IN THE

Brod

DOWNSTREAM SEGMENT THAT IS ENGAGED IN THE PURCHASE

Banja Luka

OF HYDROCARBON RAW MATERIALS FOR PROCESSING AT
REFINERIES, RAW MATERIALS FOR MOTOR OIL PRODUCTION

Modrica
Sarajevo

AT LUBE PLANTS, AND FURTHER WHOLESALE DISTRIBUTION
OF FINISHED PRODUCTS FROM OIL PRODUCTION PLANTS
AND REFINERIES, WITHIN THE TERRITORY OF BOSNIA AND
HERZEGOVINA, AS WELL AS IN ADJOINING COUNTRIES.

IN 2015, THE WHOLESALE
VOLUME OF OIL
PRODUCTS TOTALED

777

THOUSAND TONS

OGIC JSC
(Zarubezhneft’s subsidiary)

In 2015, the company continued its aim of selling oil products intended to increase the end buyers’
share, as well as retaining the share of fuel sales in the domestic market.
In 2015, the wholesale volume of oil products totaled 777 thousand tons, a 5.5% drop compared
to 2014. This was a result of decrease in volumes of fuel export to Croatia, in connection with the
introduction of restrictive measures.

Wholesale of oil products,
thousand tons

941

2011

11.5

848

2012

786

2013

Structure of oil product sales, %

822

2014

777

2015

2012

848

786

822

777

32

27

26

31

25
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73
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80.3
64.5

74

2013

9.5

10.1

Volume of base oils and paraffin sales,
thousand tons

941

Domestric Market, %
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IN 2015, THE FOLLOWING ACTIONS WERE REALIZED:

14.0

2011

69

75

2014

2015
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2012

The sales volume of motor oils and lubricants in 2015 grew by 5.4% YOY. This was the result of
work done by the commercial department.
In 2015, the volume of base oils and paraffin sales totaled 43.5 thousand tons, a drop from last
year. This decline was mainly a result of the selling of basic oil and paraffin inventories in 2014.

19.4

The structure of oil products sales by markets for the reporting period demonstrates a sales
increase in the domestic market (75%) when compared with the previous period (69%).
Based on the results of commercial activity in 2015, the Optima Group held 40% of the sales of oil
products in Bosnia and Herzegovina’s market.

62

Volume of motor oils and lubricants sales,
thousand tons

65.7

2013

53.1

2014

43.5

Changing the sales policy to increase sales to end-users. In 2015, the share of end users by the
total sales volume of light oil products in BiH was 45.9%, a 6.9% increase compared to 2014;
Increasing the sale of gasoline components on alternative markets, as a response to the
introduction of restrictive measures, in relation to the export of gasoline to Croatia;
Conducting marketing actions in order to increase the sale of base and motor oils on the
markets in BiH, Serbia, Croatia and Slovenia;
Participation in tenders of large industrial consumers of base and motor oils in BiH;
Implementing a project for selecting the optimal crude grades for refining at the Brod refinery.
Within the framework of a project aimed at selecting the optimal grades for crude, over
50 alternative crude grades have been analyzed, a delivery of crude samples was organized
and sent to the Brod refinery for laboratory analysis, and a methodology to calculate the
comparative economic efficiency for refining the alternative grades of crude has been developed
as well. The economic effect as a result of processing alternative grades of crude in 2015 totaled
3.5 million USD.

2015

Export sale, %
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The sales volume of motor oils
and lubricants in 2015 grew

5.4%

YOY

In addition, a project has been launched within the segment, integrating the supporting functions in
order to optimize production and support the processes of all the segment’s companies.
In accordance with the project’s implementation for joining the functions on the Optima Group’s
base, a united service center for supporting functions and competencies was created and
centralized in the company under the following directions:
Legal support;
HR management;
Marketing;
Procurement management;
Capital construction management.

Share of oil product market in BiH, %

BASED ON THE RESULTS OF THE PROJECT’S REALIZATION TO JOIN FUNCTIONS,
THE FOLLOWING RESULTED HAVE BEEN PREDICTED:
The unification and standardization of business processes;
Increasing the quality of supporting functions;
Solving the problem of a lack of qualified personnel.

2015

39 Optima
61 Others

In 2015, reorganization within the framework of the project for joining caused the number of
Optima Group’s personnel to grow (+19 persons by 2014), that was followed by a 22% increase in the
company’s general administrative expenses.
Commercial actions undertaken helped to retain the tendency of an annual reduction in commercial
costs. In 2015, the reduction in costs amounted to 59.2% when compared to 2014.
.

THE ECONOMIC
EFFECT AS A RESULT
OF PROCESSING
ALTERNATIVE GRADES
OF CRUDE IN 2015 TOTALED

3.5

ZARUBEZHNEFT
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LOCATION

OWNERSHIP STRUCTURE, %

NESTRO PETROL
20

THE OPTIMA GROUP IS THE COMMERCIAL ASSET OF THE

Brod

DOWNSTREAM SEGMENT THAT IS ENGAGED IN THE RETAIL SALE

Modrica

Banja Luka

OF BASIC TYPES OF PRODUCTS PRODUCED BY THE BROD REFINERY
AND THE MODRICA OIL PRODUCTION PLANT. THE COMPANY

Sarajevo

OWNS PRODUCTION ASSETS IN THE TERRITORY OF THE REPUBLIC
OF SRPSKA, LOCATED IN THE FEDERATION OF BOSNIA AND

80

HERZEGOVINA. A RETAIL FUEL STATION NETWORK WAS ESTABLISHED
IN 1945, AND IT IS A MEMBER OF ZARUBEZHNEFT’S GROUP, WHICH

OGIC JSC
(Zarubezhneft’s subsidiary)

HAS BEEN CONDUCTING ACTIVITY SINCE 2007.

The retail sale of oil products, as well as additional items, is carried out through the retail network,
which made up of 87 active fuel stations at present.

Retail sale of oil products,
thousand tons

82

90

95

99

100

Revenues from the sale of additional items,
million Euro

Retail trade volumes of oil products at the company’s fuel stations have followed a positive trajectory.
In 2015, retail fuel sales were up 1.6% compared to 2014.
11.5

The daily level of fuel sales, per 1 fuel station, corresponds to the previous year’s level.
2011

2012

2013

2014

2015

Other shareholders

13.7

13.8

14.8

9.0

Revenues from the sale of additional items at fuel stations were up 7.3% compared to 2014, which is
one of the factors contributing to the increased operating efficiency.
2011

2012

2013

2014

2015

As a result of implementing measures to increase efficiency, the annual tendency of a reduction
in the specific OPEX level has been retained. In addition, specific costs grew 5.4% YOY in 2015.
This can be explained by the additional costs of periodic maintenance for process equipment at
newly purchased (rented) fuel stations, as well as the active implementation of marketing activities
amid an insufficient growth of sales volumes. A more significant additional effect caused by this
year’s implemented activities to expand the network and develop marketing is expected in the
forthcoming periods.
In 2015, the CAPEX totaled 3 million Euro, a 15% drop compared to 2014. A decrease in the
investments’ levels is the result of the CAPEX optimization program, and the application of tougher
criteria in the selection of long-term investment projects for the expansion of fuel stations’ network.

Based on results of work done in 2015, EBITDA totaled 4.8 million Euro, dropping 8% YOY. A decrease
in a specific retail margin from 145 Euro/ton in 2014 to 130 Euro/ton in 2015, amid ongoing changes
in the microeconomic environment, is the main negative cause of the aforementioned deviation.
However, in the reporting period, the company has taken measures to improve efficiency, enabling it
to offset losses in connection with a decrease in the retail margin.
Average sales volume per 1 fuel station,
tons/day

3.0

3.1

3.2

3.2

2.5

2011

2012
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2013

2014

2015

IN 2015, THE COMPANY CARRIED OUT THE FOLLOWING ACTIVITIES:
The first automated mini-format fuel station was commissioned;
Reconstruction and rebranding of two fuel stations was completed;
Equipment for LHG sales was commissioned at four fuel stations;
Car washes were put into operation at two fuel stations;
Ten self-service machines were installed;
Inter-acceptance of fuel cards with KNEZ Petrol (Serbia) was arranged.

EBITDA, million Euro

OPEX, Euro/ton

5.2
4.1
2.3

2011

2012

4.8

101.3

5.4
88.5
78.0

2.9

2013
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2014

2015

2011

2012

2013

71.9

2014

4.8

5.6

75.8

2015

2011

2012

2013

2.8

3.0

2014

2015

ANNUAL REPORT 2015
67

THE RESULTS OF THE COMPANY’S ACTIVITIES IN THE YEAR 2015

CURRENT ASSETS PORTFOLIO
OF THE SEGMENT

Subsidiary or Affiliate Name

Line of activity

ARKTIKMORNEFTEGAZRAZVEDKA JSC
(AMNGR)

The company renders services in the oil and gas sector for drilling and construction
of offshore exploration wells by means of Murmanskaya Jack-Up Rig and Deep
Venture Drill Ship, cargo-handling port, auxiliary production services (Professional
and technical training school).

GIPROVOSTOKNEFT JSC

The Institute renders engineering services and implements scientific research,
planning and surveying for oil and gas companies.

VNIINEFT NAMED AFTER ACADEMICIAN
A.P. KRYLOV JSC

The company renders services for scientific support to the field development
processes and enhanced oil recovery. Main lines of its activity include research and
development (R&D), and engineering and design work.

OIL RECOVERY JSC

The company carries out works related to technical and HR provision of services
rendered at RUSVIETPETRO’s fields, carries out contractor works under
the Boca de Jaruco project in Cuba, renderes services for the Visha-Thermogas
nitrogen-compressor unit in the Republic of Belarus.

ZARUBEZHNEFTESTROYMONTAZH (ZNSM)
LLC

The company performs the organization of construction, reconstruction, overhaul,
construction control, and preparation of the design documentation engaged by
developers or customers, based on a general contractor agreement.

ZARNESTSERVICE LTD

The company engaged in the sale of crude oil produced by the Zarubezhneft Group
of Companies to domestic and foreign markets, the supply of materials equipment,
and the rendering of services for JV Vietsovpetro’s requirements.

SERVICE
AND OTHER ASSETS
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LOCATION

OWNERSHIP STRUCTURE, %

ARKTIKMORNEFTEGAZRAZVEDKA

100

ARKTIKMORNEFTEGAZRAZVEDKA JSC (AMNGR) IS A COMPANY
THAT RENDERS SERVICES IN THE OIL AND GAS SECTOR
FOR DRILLING AND CONSTRUCTION OF OFFSHORE

Murmansk

EXPLORATION WELLS BY MEANS OF MURMANSKAYA JACK-UP
RIG AND DEEP VENTURE DRILL SHIP, CARGO-HANDLING
PORT, AUXILIARY PRODUCTION SERVICES (PROFESSIONAL
AND TECHNICAL TRAINING SCHOOL).
Zarubezhneft JSC

AMNGR PRIMARILY
WORKS AS A DRILLING
CONTRACTOR ON
ZARUBEZHNEFT’S
OFFSHORE WELL
CONSTRUCTION
PROJECTS

Arktikmorneftegazrazvedka (AMNGR) conducts its activity in Murmansk, where its head office
is located. The company’s priority line of activities focuses on South-East Asia, where the company
participates in the prospective drilling of offshore wells in the Socialist Republic of Vietnam.
AMNGR primarily works as a drilling contractor on Zarubezhneft’s offshore well construction
projects.
In 2015, an upgrade of Deep Venture DV’s drilling and shipboard equipment was completed
in Vietnam, including the upgrade of the power distribution system, the power system of DV’s
positioning system, drilling derrick, subsea BOP equipment control system, the excess pressure
control system on the BOP unit, the drilling parameters control system, and the top drive control
station.

Number of working days for
the Murmanskaya jack-up rig, days

365

334

Day rate of the Murmanskaya jack-up rig,
thousands of USD per day

108.0

365

111.3

Thanks to the two exploration wells that
were drilled in the Tho Trang field by
the Murmanskaya jack-up rig in 2015,
hydrocarbon reserves grew by

3.9

MILLION TONS

Starting from February 1, 2015, within the framework of the implementation of the contract with
JV Vietsovpetro, the day rate of the Murmanskaya jack-up rig was reduced from $111.34 thousand
USD per day to $85 thousand USD per day, and from November 1, 2015, up to $80 thousand USD
per day.

Number of wells drilled by the Murmanskaya jack-up rig, number of wells

111.3

7

85.0
65.0

230

1

2011
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2012

2013

2014

2015

2011

2012

2013

2014

2015

2011

Revenues, million Rubles

2,039

OPEX, million Rubles

3,483

2,323
1,647

1,954

2,858
2,458

4

3
20

In 2015, the Murmanskaya jack-up rig successfully has implemented work on a contract with
JV Vietsovpetro (VSP). The drilling of seven wells, including two exploration wells, was completed.
The drilling meterage totaled 22,323 meters. The Murmanskaya jack-up rig’s commercial drilling
rate was 2,899 meters per rig-month, which is higher than the previous year’s rate by 10.5%.
The Murmanskaya jack-up rig was non-productive only 0.85% of the time. Thanks to the two
exploration wells that were drilled in the Tho Trang field by the Murmanskaya jack-up rig in 2015,
hydrocarbon reserves grew by 3.9 million tons.

2,433

1,997

284
0

2012

2013
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THE ASSETS OF ARKTIKMORNEFTEGAZRAZVEDKA JSC
COMPARED WITH 2014, RESULTS IMPROVED IN TERMS OF REVENUES AND EBITDA
DUE TO THE FOLLOWING FACTORS:
Smooth, accident-free operation of the Murmanskaya jack-up rig over the entire year of 2015;
The completion of repairs and shifting in conservation of the Deep Venture DV;
Quitting the “Fleet” line of activity, with the disposal of vessels and by cutting the crew;
The implementation of a program to optimize AMNGR’s costs.

1

MURMANSKAYA JACK-UP RIG
A jack-up rig, capable of drilling wells up to a depth of
6,000 meters with a maximum sea depth of 100 meters

Short characteristics

Year of production/year upgraded

1991/2014

Dimensions

109 x 68 m

Living space, persons
Total weight

2
3

84
14,465 tons

DEEP VENTURE (FORMERLY VALENTIN SHASHIN) DV
A vessel capable of drilling wells up to a depth of 7,000
meters with a maximum sea depth of 1,715 meters

Short characteristics

Year of production/year upgraded

1982/2014

Dimensions

149 x 28 m

Living space, persons

116

THE ON-SHORE INFRASTRUCTURE OF AMNGR INCLUDES:
A CARGO-HANDLING PORT STATION – VESSEL MOORING, LOADING, OFFLOADING:

Lavna (Murmansk, 20th km of Pechengskoye highway).
MAINTENANCE ENGINEERING STATION (MES) – (KOLA, KILDINSKOYE HIGHWAY 2):

Transportation group (berthing, repair, vehicle maintenance),
Operation and energy group – the repair and maintenance of power systems of AMNGR.
PROFESSIONAL AND TECHNICAL TRAINING SCHOOL.
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LOCATION

OWNERSHIP STRUCTURE, %

GIPROVOSTOKNEFT
A SCIENTIFIC ORGANIZATION THAT RENDERS ENGINEERING

22

SERVICES AND IMPLEMENTS SCIENTIFIC RESEARCH, PLANNING

40

AND SURVEYING FOR OIL AND GAS COMPANIES.

Samara

38
Others
Zarubezhneft JSC

IN 2015, THE COMPANY COMPLETED THE FOLLOWING WORKS::

The 2015 revenue grew by

87%

YOY

Revenues, million Rubles

2,969

1,130

1,59

1,343

2011

2012

2013

1,584

2014

2015

EBITDA, million Rubles

283
216

39
2011

71

80

2012

2013
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Oil Recovery JSC

2014

A project for expanding the CPC pipeline system in the Russian Federation;
An engineering survey and engineering works for field surface facilities, treatment and external
transportation from CKU fields;
A project for Verkhnechonskneftegaz that included the construction of surface field facilities,
a gathering system and in-field oil transportation facilities;
A project at the Suzunskoye field that included work on treatment, external transportation
and surface facilities;
Projects for Orenburgneft and Buguruslanneft that included survey and research works
for treatment, external transportation and field surface facilities;
Well drilling projects for Orenburgneft;
Projects at the Kuyumbinskoye (Slavneft-Krasnoyarskneftegaz) and Srednebotuobinskoye fields
(Taas-Yuryakhneftegazdobycha) that included a general design engineering survey and research
works on treatment, transportation and field surface facilities;
Design and research work for the construction of field surface facilities at new well pads
in the Kharyaga field (Total E&P Russia).
In 2015, the improvement of Giprovostokneft’s key indicators was the result of additional work
on a number of projects for the construction of field surface facilities, production treatment
and external transportation from CKU fields; the survey, engineering and design of field surface
facilities, treatment and external transportation at Orenburgneft, Slavneft-Krasnoyarskneftegaz,
and Total; and a project for expanding the CPC pipeline system in the Russian Federation. EBITDA
rose to 283 million Rubles (a 31% increase compared with 2014). This was the result of exceeding
the main production program’s goals, improved management efficiency, realizing the cost the
optimization program revenues from works performed, and services rendered using its own
resources, increased in a faster pace (a 36.5% growth compared to 2014’s indicator) than the cost
of works performed using its own resources (a 33.8% growth compared to 2014’s indicator).

2015
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LOCATION

OWNERSHIP STRUCTURE, %

VNIINEFT
VNIINEFT IS A SCIENTIFIC RESEARCH INSTITUTE ENGAGED

30

IN SOLVING THE PROBLEMS OF OIL FIELD DEVELOPMENT

38

AND ENHANCED OIL RECOVERY. IN 2015, THE MAIN CUSTOMERS

Moscow

FOR VNIINEFT’S RESEARCH AND DEVELOPMENT (R&D),
AND ENGINEERING AND DESIGN WORK WERE: ZARUBEZHNEFT,
JC RUSVIETPETRO, SLAVNEFT-MEGIONNEFTEGAZ.

32
Oil Recovery JSC

Others

Zarubezhneft JSC

In 2015, the Company carried out 52 projects in scientific research, design and other works, totaling
more than 279.8 million Rubles. For the most part, the orders were for work on field development
projects and enhanced oil recovery (EOR) methods.

Revenues, million Rubles

426
341

2011

336

2012

330

2013

2014

379

2015

In the structure of revenues received from the implementation of all types of activities, the largest
percentage was for the income generated by R&D deliverables.
The primary objective of VNIIneft is the creation of a Scientific and Technical Center (STC)
responsible for geological research, the optimization of field development and the creation
of integrated development plans for all of Zarubezhneft’s assets.
In addition to supporting Zarubezhneft’s main lines of upstream business, the STC should help
drive company-wide innovation, support planning and R&D relevant to the entire business, as well
as drive the development and uptake of new technologies.
In 2015, the drop in revenue YOY was a result of changes in microeconomic indicators that had an
impact on changes in the structure and the volume of the filling order portfolio, including the one
across the Zarubezhneft Group.
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LOCATION

OWNERSHIP STRUCTURE, %

OIL RECOVERY JSC

100

OIL RECOVERY JSC IS A COMPANY THAT CARRIES OUT WORKS
RELATED TO TECHNICAL AND HR PROVISION OF SERVICES
RENDERED AT RUSVIETPETRO’S FIELDS, CARRIES OUT

Moscow

CONTRACTOR WORKS UNDER THE BOCA DE JARUCO PROJECT
IN CUBA, RENDERES SERVICES FOR THE VISHA-THERMOGAS
NITROGEN-COMPRESSOR UNIT IN THE REPUBLIC OF BELARUS.

Zarubezhneft JSC

Revenues, million Rubles

1,184

92

139

2011

2012

236
2013

THE COMPANY’S MAIN LINES OF ACTIVITIES, IN ACCORDANCE WITH THE ARTICLES
OF INCORPORATION, CONSIST OF THE FOLLOWING:

397

2014

2015

EBITDA, million Rubles

190

52
12
–2

–1

2011

2012
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2013

2014

The company was founded in order to conduct works on the creation, commercial testing and
introduction of the new production stimulation and EOR technologies/methods in: specially
allocated targets of development, pilot areas and fields with hard-to-recover oil reserves so as to
ensure the efficient functioning of sectorial science under market conditions.

2015

Carrying out fundamental and applied research to create new production technologies and EOR
methods, technical means and chemical products for these purposes, and the development
and introduction of well repair technologies;
Participation in elaboration and coordination of scientific and technical programs for the
implementation of integrated sectorial and inter-sectorial oil production techniques and
technology, and EOR field methods;
Technical and economic research in oil, gas and bitumen production; the working out of proposals
on the economical provision of creating and introducing new technical means and technologies
for production and EOR methods;
The creation and improvement of calculation methods for hydrocarbon raw materials and
associated components;
Elaborating on the forecasts of production methods development in the Russian Federation;
Development of projects for technological schemes for field development and the construction
of field surface facilities;
Appraisal of the projects for technological schemes for field development and the construction
of field surface facilities.

ADDITIONAL REVENUE
ALONGSIDE COST
OPTIMIZATION ENABLED
EBITDA TO INCREASE TO

190

MILLION RUBLES

In the medium term, there is a considerable scope for providing integrated drilling services at
JV Rusvietpetro’s fields. JSC Oil Recovery expects to receive revenues of 400 million Rubles per
year from this project. This will help provide positive support to both the EBITDA and FCF indices.
In the longer term, JSC Oil Recovery plans to create a mobile structure with the possibility of a wide
range of activities, including wells surveys, the arrangement of works on well construction and
repair, the introduction of EOR methods, as well as to provide qualified staff for Zarubezhneft’s
projects (for implementation and engineering services).

IN 2015, OIL RECOVERY JSC INCREASED ITS SCOPE OF WORK AND, AS A RESULT,
SAW IT EXCEED ITS PLANNED REVENUE/INCOME SIGNIFICANTLY (BY 147%).
BUSINESS LINES THAT SAW INCREASED ACTIVITY INCLUDE:
Services rendering to CKU fields, including geological and technical research works, drilling and well work
over supervising, well testing, wire line operations (290.5 million Rubles);
Integrated service (307.3 million Rubles);
Well work over in the Boca de Jaruco field (339.3 million Rubles);,
Boca de Jaruco services (thermal-steam formation treatment, field geophysical tests/logging, production,
etc. (236.2 million Rubles);
Other (VishaThermogas etc.) (11.4 million Rubles).
In terms of investment in 2015, equipment was purchased in order to provide supervision services,
as well as geological and technological well surveys.
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LOCATION

OWNERSHIP STRUCTURE, %

ZARUBEZHNEFTESTROYMONTAZH
THIS COMPANY PERFORMS THE ORGANIZATION

20

OF CONSTRUCTION, RECONSTRUCTION, OVERHAUL,
CONSTRUCTION CONTROL, AND PREPARATION OF THE DESIGN

Moscow

DOCUMENTATION ENGAGED BY DEVELOPERS OR CUSTOMERS,
BASED ON A GENERAL CONTRACTOR AGREEMENT.

80
Zarubezhneft JSC

This company was established in 1999 in order to provide a full range of services in the construction
of production facilities, and the treatment and transportation of oil, gas and their derivative
products in the territory of the Russian Federation and abroad.

Revenue, million Rubles

6,575
5,704
2,747

2,757
1,454

2011

2012

2013

2014

2015

In 2015, using its own resources, ZNSM also constructed a gas pipeline to the automated gas
distribution station (AGDS) and a hydrofrac steam-generating unit (Boca de Jaruco). This facility was
put into operation by the KS-11 act, dated May 30, 2015.

729
470
260
112
2012

ZARUBEZHNEFT
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In 2015, Zarubezhneftestroymontazh LLC’s (ZNSM) order book was dominated by jobs for companies
belonging to the Zarubezhneft Group. It completed work on the construction of facilities for
JC RUSVIETPETRO. The majority of ZNSM’s revenues (89.8%) came from this work (2,474.8 million
Rubles). The second significant line of activity involved the organization of work on the construction
of field surface facilities within the pilot area on the E1 and M formations in the Boca de Jaruco field
in the Republic of Cuba (128.5 million Rubles).
In 2015, using its own resources, ZNSM constructed pipelines 34.2 km long, provided the
preparation for works for back filling in the volume of 401 thousand m3, constructed three site
facilities, namely: a preliminary water removal unit (PWRU)-2 of the Visovoye field, PWRU-3 of the
Western-Khosedayu field, and a sulfur removal station of the Northern-Khosedayu field.

EBITDA, million Rubles

2011

Zarnestservice Ltd.

2013

30
2014

2015

The implementation of this energy efficiency program resulted in a reduction in production costs for
Rusvietpetro’s new projects for oil production, treatment and transportation; for the most part, cost
optimization was the result of the shift from using diesel fuel at the earlier power facilities to the
use of associated petroleum gas.
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OWNERSHIP STRUCTURE, %

ZARNESTSERVICE
20

ZARNESTSERVICE LTD IS A COMPANY ENGAGED IN THE SALE
OF CRUDE OIL PRODUCED BY THE ZARUBEZHNEFT GROUP OF
COMPANIES TO DOMESTIC AND FOREIGN MARKETS, THE SUPPLY
OF MATERIALS EQUIPMENT, AND THE RENDERING OF SERVICES
FOR JV VIETSOVPETRO’S REQUIREMENTS. THIS COMPANY WAS
ESTABLISHED IN 1999 TO GIVE ZARUBEZHNEFT THE OPPORTUNITY
TO SUPPLY RUSSIAN EQUIPMENT, MATERIALS AND SERVICES TO
THE SOCIALIST REPUBLIC OF VIETNAM (SRV) IN ORDER TO MEET
JV VIETSOVPETRO’S OPERATIONAL REQUIREMENTS.

AREAS OF ACTIVITIES INCLUDE:
Supplying Russian goods for JV Vietsovpetro and other companies of SRV;
Commissioning of Zarubezhneft’s oil sales in domestic and foreign markets;
Commissioning of freight vessels for JV Vietsovpetro;
Commissioning of oil sales to external producers;
Supplying goods to Zarubezhneft’s subsidiaries.

Moscow

80
Zarubezhneft JSC

Zarnestservice Ltd.

In 2015, Zarnestservis’s increase in revenues was a result of signing additional sales-purchase
agreements, as well as advantageous movement in exchange the rate (charter-hire agreements on
supply vessels, and tubulars supplied under the sales-purchase agreements in SRV, commission fees
on export sales of part of the RUSVIETPETRO’s crude oil were all paid in USD).

The 2015 EBITDA grew by

76%

Zarnestservis’s EBITDA grew to 197 million Rubles. This was a result of both core activities as well
as better management performance and cost reductions in accordance with the cost optimization
program.

YOY

IN 2015, THE KEY ACHIEVEMENTS OF ZARNESTSERVICE INCLUDED
THE FOLLOWING:

THE ZARUBEZHNEFT
GROUP OF COMPANIES
DOMINATES
ZARNESTSERVIS’S ORDER
PORTFOLIO

Contracts were concluded for the monthly sales of crude oil from Russian producers that are not
part of the Zarubezhneft Group of Companies, under sale-purchase terms: OC Yangpur JSC and
INTEK-West Siberia LLC. In 2015, crude oil sales totaled 46,038 tons (from Yangpur) and 1,531 tons
(from Intek);
Tubulars supplied to JC Rusvietpetro LLC;
Eight presentations were organized from different Russian producers in the Socialist Republic
of Vietnam;
A range of products intended for supply was expanded. Supply contracts for gantry crane,
cementing unit, bits, lubes and well work over tools were signed.
In June 2015, a Zarnestservice’s representation office was opened in Vietnam with the aim
of boosting the sales of materials and equipment.

Crude oil sales, thousand tons

2,837

ZARUBEZHNEFT

4,036

999
2013
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197

2,323

1,539

2012

EBITDA, million Rubles

3,380

2,108

2011

82

3,247

Revenues, million Rubles

2014

2015

2011

1,607

1,700

2012

2013

112
56

2014

2015

2011

71

68

2012
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2014
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THE EXPANSION
OF ZARUBEZHNEFT’S
FOOTPRINT
IN 2015, ZARUBEZHNEFT REMAINED ACTIVE IN ITS BUSINESS DEVELOPMENT

IN VIETNAM, WE CONTINUED WORK
ON CONSIDERING THE ISSUE OF
PARTICIPATION IN THE OFFSHORE
DEVELOPMENT OF BLOCK 16-1/14
(RECOVERABLE OIL RESERVES ARE
ESTIMATED AT 20 MILLION TONS)

IN GENERAL, OUR COMPANY LAID
A PROFOUND GROUNDWORK
FOR ENTERING INTO EFFICIENT
PROJECTS IN THE COUNTRIES
OF PRIORITY INTEREST IN 2015

AND IN EXPANDING ITS BUSINESS FOOTPRINT.

MAJOR POSSIBILITIES
FOR THE DEVELOPMENT
OF ZARUBEZHNEFT’S
RESOURCE BASE IN THE
RUSSIAN FEDERATION MAY
BE CONNECTED WITH FIELDS
FROM A NON-DISTRIBUTED
FUND, AS WELL AS WITH
SUBSOIL USERS OF SMALL
AND MEDIUM-SIZE COMPANIES

Zarubezhneft confirmed its priority of business development in the key region of its
presence, i.e. South-East Asia.
In VIETNAM, we continued work on considering the issue of participation in the offshore
development of Block 16-1/14 (recoverable oil reserves are estimated at 20 million tons).
As a result of new participants entering into the previously formed consortium, it took more
time to coordinate technical and economic conditions, as well as PSC and JOA’s terms and
conditions.
Work was carried out to attract a new partner in the project for the development of Block
12/11, implemented by Zarubezhneft (for the exploration drilling stage).
Our company has also considered a range of other oil and gas assets, in which then operators
would be ready to transfer its stake. However, none of these projects had entered into the
active negotiation stage, nor was the deal completed.
We have conducted an active work on examining new assets in oil and gas regions
of the company’s greatest interest.
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INNOVATION
ACTIVITY
OF ZARUBEZHNEFT
OUR COMPANY PAYS SPECIAL ATTENTION TO THE DEVELOPMENT
OF COMPETITIVE SCIENTIFIC AND TECHNICAL POLICY, ESTABLISHING
A STRATEGIC INNOVATION APPROACH TO MATTERS OF THE
DEVELOPMENT AND OPERATION OF OIL AND GAS FIELDS, AS WELL
AS TO THE CONVERSION OF BUSINESS PROCESSES TO A HIGHER
LEVEL OF QUALITY INNOVATION.

Based on results of the pid’s
implementation in the 2013-2015 period,
Zarubezhneft realized

12

INNOVATION
PROJECTS

The 2015 amount of Zarubezhneft’s funding
for research and development works (r&d)
totaled

298.165

MILLION
RUBLES

The strategic tasks and goals of Zarubezhneft’s scientific and technological development are
formulated in the acting corporate documents, in particular, in the corporate Program for
Innovation Development for the 2012-2017 period (up to the year 2030), approved by the
Zarubezhneft Board of Directors (Minutes of Meeting No. 69, dated April 12, 2013). Currently, in
accordance with the directives of the Government of the Russian Federation, dated November 7,
2015, No. DM-P36-7563, our company is updating the Program for Innovation Development for
the 2016-2020 period.
The Program for Innovation Development (hereinafter referred to as PID) is integrated into the
company’s package of strategic documents that also include the Strategy of Zarubezhneft’s
Development and Long-term Development Program. The synchronization of strategic documents,
in the case of their amending, is ensured within the framework of the business processes of
strategic management, providing for the updating of PID, in the case of the Strategy and Longterm Development Program’s updating.
The main goal of Zarubezhneft’s Program for Innovation Development is to improve the economic
efficiency of the company’s activity, the expansion of its footprint and achieving competitiveness
on the global market through the development of its own innovation potential.

ZARUBEZHNEFT’S GOALS IN THE SPHERE OF INNOVATION DEVELOPMENT:

THE MAIN GOAL
OF ZARUBEZHNEFT’S
PROGRAM FOR INNOVATION
DEVELOPMENT IS TO IMPROVE
THE ECONOMIC EFFICIENCY
OF THE COMPANY’S ACTIVITY,
THE EXPANSION OF ITS
FOOTPRINT AND ACHIEVING
COMPETITIVENESS ON THE
GLOBAL MARKET THROUGH
THE DEVELOPMENT OF ITS
OWN INNOVATION POTENTIAL

The improvement of the company’s activity efficiency through the development of innovation
technologies;
Cutting the production cost, thanks to the use of new technologies;
Orientation of business processes by considering the interests of innovation development;
Strengthening the competencies and provision of the company’s technological leadership under
the key competencies: the tapping of hard-to-recover and unconventional oil and gas reserves;
Zarubezhneft’s formation as high-tech energy company.
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The more oil and gas resources are recovered from the most cost-efficient conventional reservoirs,
the bigger the share of hard-to-recover oil and gas reserves in the total volume with the growing
specific oil production costs is. In accordance with the forecast dynamics of the reserves structure,
as well as Zarubezhneft’s Strategy and Long-term Development Program, the priority directions of
Zarubezhneft’s competencies development are the following:
Carbonate reservoirs, including fractured and hydrophobic reservoirs;
Low-permeable terrigenous reservoirs;
Depleted, out-of-balance fields, including the ones of non-rational development, and matured fields;
High-viscosity oil fields.
Based on results of the PID’s implementation in the 2013-2015 period, Zarubezhneft realized
12 innovation projects. Five of them have been successfully completed. The technical solutions
obtained as a result of these projects have been introduced into production operations and are
being used by our company. As to other large long-term projects in 2015, the expected results were
reached, and the milestones we set have been successfully passed. The projects are in the process
of realization, in full compliance with completion schedules, and there is a plan to reach the final
results within the 2016-2018 period.
The 2015 amount of Zarubezhneft’s funding for research and development works (R&D) totaled
298.165 million Rubles (exclusive of VAT), taking into account the pilot works performed at
JC RUSVIETPETRO LLC.
In 2015, engineering and scientific research entities, including the ones which are a part of the
Zarubezhneft Group of Companies (VNIIneft, Giprovostokneft), leading higher education institutions
of the Russian Federation (Moscow Physical and Technical Institute, Kazan Federal University,
Gubkin Russian State Oil and Gas University), small and medium-sized business enterprises and
other scientific and production entities were all major contractors engaged in implementing
innovation projects within the framework of the PID’s implementation.
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STB’S MAIN FUNCTIONS ARE THE FOLLOWING:

In 2015, an innovation project named “Development and introduction in Zarubezhneft’s Group
of an innovation complex system for a development and production system” was successfully
implemented. Within the framework of this project, Zarubezhneft, RUSVIETPETRO, Giprovostokneft,
VNIIneft, Ul’yanovskneftegaz, Orenburgnefteotdacha and JV Vietsovpetro have introduced a field
development management and monitoring IT system.

Carrying out expert examinations and elaborations of solutions and recommendations on key
issues in the area of the scientific, technical and innovation development of the Zarubezhneft
Group of Companies;
Carrying out expert examination, control and consideration of the technological results of
innovation projects within the Program for Innovation Development;
Review, assessment and decision making on potential technological efficiency, expediency and
compliance with the company’s scientific and technical priorities and the market tendencies of
novel innovation projects, as well as technologies for development, testing and/or introduction;
Elaboration on decisions and recommendations of issues connected with the registration,
cancellation and/or termination of the validity of objects of intellectual property owned by the
company and its subsidiaries.

In 2015, within an innovation project named “Method and software development for integrated
stimulation,” the company developed its own software (NESTROWAY) to implement the integrated
approach to the development of assets, and integrated models were created for RUSVIETPETRO and
JV Vietsovpetro’s fields.
In 2015, also within the framework of the realization of a system for searching and testing new
technologies, JC RUSVIETPETRO tested innovation technologies for remedial cementing jobs on
14 wells, including the ones using liquid glass based gel-forming solutions, as well as polymer based
gel-forming compositions.

With the aim of strengthening cooperation and broadening the STB’s professional competences, as
well as in pursuance of the requirements of federal executive authorities, a Group of independent
experts has been formed at the STB to deal with key issues of innovation development from among
the leading representatives of oil and gas companies, higher education institutions and institutes of
the public-private partnership.

Incremental oil output in 2015, thanks to the realization of remedial cementing jobs, totaled to
more than 45 thousand tons. Work in this direction will be continued in 2016.

INCREMENTAL OIL OUTPUT
IN 2015, THANKS TO THE
REALIZATION OF REMEDIAL
CEMENTING JOBS,
TOTALED TO MORE THAN

The Scientific and Technical Board holds around 30 meetings annually to examine the company’s
important scientific and technical issues (in 2015, 33 meetings were held, and decisions were made
on more than 70 issues).

Share of the R&D cost in the Zarubezhneft’s 2015 revenues totaled 0.658%, with the target
KPI’s value set in the Program for Innovation Development at 0.55%, considerably exceeding the
requirements of the federal executive authorities on R&D funding to the amount of not less than
0.3% of the company’s revenues.

Within the framework of implementing the Program for Innovation Development, we have actively
developed a mutually profitable cooperation with higher institutions that is aimed at forming plans
for the joint implementation of innovation projects and joint work in the area of predicting scientific
and technical development, as well as training and advanced training of personnel. At present,
we interact most actively with Gubkin Russian State Oil and Gas University, Moscow Physical and
Technical Institute and Kazan Federal University.

At the end of 2015, the Zarubezhneft’s Group of Companies had 43 patents on its books. For the
year, 38 articles were published in magazines on the Higher Attestation Commission’s (HAC) list.

45

THOUSAND TONS.
WORK IN THIS DIRECTION WILL
BE CONTINUED IN 2016

In 2015, to improve the management system of innovation development, a separate subdivision
that is responsible for the innovation development of our company was formed – the Department
of Innovation Development (DID). A Deputy General Director for Production was appointed as the
officer in charge of innovation development in Zarubezhneft. Each of Zarubezhneft’s subsidiaries
has also determined a Deputy General Director, who is to be responsible for the subsidiary’s
innovation development.

Recognizing the importance of mutually profitable cooperation, Zarubezhneft has plans to expand
the list of strategic partners for joint studies and developments among education institutions,
scientific organizations and small and medium-sized innovation business enterprises.
Zarubezhneft is a participant in the Technological platform named “Petroleum Production and
Usage Technologies” that provides for a search for potential partners to carry out scientific research
in the directions of well intervention, well drilling and the construction, production, and production
stimulation of field surface facilities and EOR methods.

In 2015, our company has been engaged in systematic work on the automation of processes for the
submission and gathering of administrative reporting (we have created a form called “Innovation
activity” in the automated system of budget management), and worked out a range of internal
Динамика
затрат
на НИОКР
выручке
за 2011–2015
годыnormative documents (IND) regarding the innovation development aspects that formalize the
Dynamics
of R&D
costsкvs.
revenues
for
2011-2015, %
PID’s updating, searching, selection, assessment, planning and realization of innovation projects
procedures:
Regulations on the order of working out and implementing Zarubezhneft’s PID;
0.7
Regulations on the management of innovation projects in the Zarubezhneft Group of Companies.
0.4

0.4

0.4

0.2
2011

2012
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We also have plans to expand cooperation with existing and emerging innovation territorial clusters,
in terms of joint development of themes, in the area of innovation development that serves
Zarubezhneft’s interests.

The Scientific and Technical board of Zarubezhneft (STB), which has functioned since 2001 as
a collective advisory body of Zarubezhneft, continues its work providing expertise, and searches for
solutions and recommendations on a wide range of issues connected with the company’s scientific,
technical and innovation development.
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REPORT ON
THE PROCUREMENT
ACTIVITIES OF THE
ZARUBEZHNEFT GROUP
OF COMPANIES
ONE OF THE MAIN CONSTITUENTS OF SUCCESSFUL WORK
COMPLETED BY ANY LARGE COMPANY IS THE EFFICIENT
ORGANIZATION OF PROCUREMENT ACTIVITIES, ENSURING THE
PURPOSEFUL AND ECONOMICALLY EXPEDIENT SPENDING OF FUNDS
ON GOODS, WORKS AND THE PROCUREMENT OF SERVICES.

Upon the results of 2015, the share
of purchases made in electronic form
in the total annual volume of the open
competitive purchases amounted to

97%

In 2015, Zarubezhneft’s Tender commission organized and reviewed 315 procedures for the acquisition
of goods, works and services to the total amount of 30.3 billion Rubles, including 28.7 billion Rubles
(95%) for the procurement of products based on the results of open competitive procedures.
The application of an electronic trading facilities system, as well as the publication of information
about procurements in the state’s Unified data system and in corporate information resources,
allowed us to increase the openness and transparency of procurement activities, resulting
in an increased number of participants in procurement, expanding the company’s possibilities
in the selection of proposals with the most optimal conditions.
With the aim of optimizing costs and cutting expenditures, our company has been also engaged
in work with potential vendors and contractors. Upon the results of an analysis of the bidder’s
technical and commercial offers, when a possibility was found to reduce the cost of the goods
and services, the participants were granted an opportunity to improve their commercial offers
by offering the maximum possible discount. Consequently, we achieved significant funds savings
to the amount of more than 1.5 billion Rubles in 2015.

THE SHARE OF PURCHASED
PRODUCTS, WORKS AND
SERVICES OF FOREIGN
ORIGIN HAS BEEN
CONTINUOUSLY DROPPING,
AND IN PROJECTS BEING
IMPLEMENTED IN THE
TERRITORY OF THE RUSSIAN
FEDERATION IS CURRENTLY
NOT EXCEEDING 4%

ZARUBEZHNEFT

The public audit of the efficiency of purchases pursued was ensured by means of holding
regular meetings of the consultative body on issues of ensuring the efficiency of Zarubezhneft’s
purchases.
Within the period from July 1, 2015 to December 31, 2015, share of purchases from small and
medium-sized business enterprises totaled 26%. The target value set by the Decree of the
Government of the Russian Federation No.1352, dated December 11, 2014 (amended on June
26, 2015) “On the features of the participation of small and medium business enterprises in the
purchase of goods, works and services by separate types of legal persons,” for that period was 9%.
The share of purchases, as a result of procedures with participation of small and medium business
enterprises, for the above period totaled only to 10% with the target value of 5%.
In 2015, 25 companies joined the Zarubezhneft’s Partnership Program with small and medium
business enterprises.
Taking into consideration the country’s present orientation towards import substitution, which is
one of the strategic directions of work in state-run companies over the next few years, Zarubezhneft
has been constantly working on the scheduled and stage-by-stage substitution of import products
with Russian ones. As a result, the share of purchased products, works and services of foreign origin
has been continuously dropping, and in projects being implemented in the territory of the Russian
Federation is currently not exceeding 4%.

The directives of the Government of the Russian Federation No. 7377p-P13, dated December 7,
2013, and paragraph 7 of the Plan of activities (the “action plan”) “On broadening the access of
small and medium-sized business enterprises to purchases of infrastructural monopolies and
companies with state participation” (the Directive of the Government of the Russian Federation,
dated 29 May 29, 2013, No.867-r) provide for the growth of procurement in electronic form.
In 2015, it was required to provide not less than a 45% share of purchases made in electronic form
against the total annual volume of purchases by open competitive methods. Upon the results
of 2015, the share of purchases made in electronic form in the total annual volume of the open
competitive purchases amounted to 97%.
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AS A RESULT OF ACTIONS TAKEN TO BROADEN THE ACCESS OF SMALL
AND MEDIUM-SIZED BUSINESS ENTERPRISES TO ZARUBEZHNEFT’S PURCHASES
IN 2015, THE FOLLOWING GOALS HAVE BEEN FULFILLED:
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SUSTAINABLE
DEVELOPMENT

IN 2014 ZARUBEZHNEFT’S MAJOR
STRATEGIC GUIDELINES WERE APPROVED
BY THE COMPANY’S BOARD OF DIRECTORS
WHICH SERVED THE BASIS FOR THE
ADOPTION OF THE NEW CORPORATE
DEVELOPMENT STRATEGY UNTIL 2030.

DEVELOPMENT STRATEGY
THE STRATEGY WILL BE CARRIED OUT IN THREE
STAGES:
Stage One “Preparation for growth” (2014-2016) –
will encompass work to develop already active assets,
strengthen competencies and increase the efficiency of
all organizational processes.
Stage Two “Readiness for growth” (2017-2020) –
will see the formation of a business development
team and an entry into 3-5 new assets, leveraging the
company’s core competencies.
Stage Three “Intense growth” (2020-2030) –
will see an achievement of results by the company
based on development of competencies in the previous
periods, reaching production levels beyond 15 million
tons by 2030.

FOR MORE DETAILS, SEE PAGE 94

REPORT
ON SUSTAINABLE
DEVELOPMENT

SUSTAINABLE DEVELOPMENT

DEVELOPMENT
STRATEGY
IN 2014, ZARUBEZHNEFT’S DEVELOPMENT STRATEGY UNTIL
2030 (MINUTES OF MEETING NO. 85, DATED JUNE 26, 2014)
WAS APPROVED. IN ACCORDANCE WITH THE STRATEGY, THE
MAIN FOCUS OF THE COMPANY IS ON THE OIL-AND-GAS FIELD
PRODUCTION SEGMENT.

IN 2015, THE RESULTS OF THE MAIN ACTIVITIES WERE AS FOLLOWS:

In this segment, Zarubezhneft shall concentrate on fields where it can boost its already existing
competencies, namely in out-of-balance fields and in those with complex reservoirs, similar to those
that the company has already developed.

1
2
3

The strategy will be carried out in three stages:

STAGE ONE “PREPARATION FOR GROWTH” (2014-2016) – will encompass work
to develop already active assets, strengthen competencies and increase the efficiency of all
organizational processes.

STAGE TWO “READINESS FOR GROWTH” (2017-2020) – will see the formation
of a business development team and an entry into 3-5 new assets, leveraging the company’s
core competencies.

ALL TARGET INDICATORS
OF THE FIRST STAGE OF THE
STRATEGY (2014-2016) HAVE
BEEN PERFORMED, EVEN
WHEN TAKING INTO ACCOUNT
THE SIGNIFICANT CHANGES
IN MACRO-ECONOMIC
PARAMETERS

STAGE THREE “INTENSE GROWTH” (2020-2030) – will see an entry into 5 and more
projects, achieving production levels beyond 15 million tons by 2030.
To supervise over the achievement of the goals established by the corporate strategy, an annual
plan of top priority actions for the realization of the Strategy has been formed. Monitoring of the
plan is carried out on quarterly basis. The plan’s activities are included in the KPI forms of the
Deputy General Directors for their lines of activities.
In 2015, the intermediate results of the corporate strategy were considered at the Board
of Directors’ meeting, where the main achievements across all lines of activities were noted.
In addition, all target indicators of the first stage of the strategy (2014-2016) have been performed,
even when taking into account the significant changes in macro-economic parameters.
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I. The following measures have been implemented for the development of technological
competencies.
On the basis of VNIIneft, a scientific and technical center team was formed.
Groups of projects have been arranged within the structure of VNIIneft across the following main
assets:
The monitoring of CKU,
The monitoring of SRV,
Support for Boca de Jaruco’s field development,
A project group on the Middle East.
A team of the well construction and reconstruction unit has been formed.
Information systems have been introduced, providing support for the key technological
operations:
Information system of remote drilling monitoring (ISRDM).
Information system of development management and monitoring (on the basis of NGT-SMART).
Information system of geology and production monitoring (electronic results grid, process
mode).
Information system of integrated engineering.
A testing process for new technologies has been organized. A project portfolio has been formed
under the following directions:
Water-shutoff operations (Rusvietpetro).
Тechnologies for the control of asphalt, resin, and paraffin deposits (Rusvietpetro).
High-viscosity oil production in artificial well production (Zarubezhneft-Production Samara).
Increasing the monitoring quality of the parameters for work at the SRP units (ZarubezhneftProduction Samara).
Application of the huff and puff treatment/cyclic steam soaking for the oil recovery factor’s
(ORF) increase in super viscous oil (bitumen) fields at the Cuban Boca de Jaruco field.
A pilot test of the thermal-gas formation treatment technology at the Vishanksoye field in the
Republic of Belarus.
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THE PERFORMED MEASURES PROVIDE THE ACHIEVEMENT OF ALL TARGET
INDICATORS

II. The following measures have been implemented in the framework of a search for assets
in Russia.
An analysis of the allocated and unallocated reserves stock of the Russian Federation has been
performed.
A TOP of specific target assets has been selected for the purpose of comprehensive consideration
and economic assessment.
Participation interest of Zarubezhneft in the Kharyaga PSA has been increased and an operatorship
in the project has been obtained.
III. In the framework of the optimization of the Downstream segment.
An optimized planning system has been introduced – a planning model has been established for
the Brod Refinery and Modrica Oil Plant.
The output of light oil products has been optimized due to the selection of oil grades for refining
at the Brod Refinery (58.2% in 2014 compared to 60.7% in 2015).
Measures ensuring the quality of the raw material and base oils, and the production of motor oils
and lubricants have been developed and implemented.
An electronic trading platform (ETP) for the marketing of the entire range of the oil products to
end-users has been developed and introduced.
An expansion of the retail network has been performed by means of the development of the Mini
Fuel Stations network and the purchase of new fuel stations.
IV. The key measures within the oil service segment of the Company Group, with the main aim
of synergy with the Production segment, have been carried out.

ARKTIKMORNEFTEGAZRAZVEDKA OJSC
The following state-by-stage measures were taken to enhance the company’s efficiency:
A determintation of the priority lines of activities;
A rehabilitation of the company’s production capacities;
A divestment of the non-core assets (including the auxiliary fleet for not being efficient);
The modernization of the main production capaicities.

THE KEY MEASURES
WITHIN THE OIL SERVICE
SEGMENT OF THE COMPANY
GROUP, WITH THE MAIN
AIM OF SYNERGY WITH
THE PRODUCTION SEGMENT,
HAVE BEEN CARRIED OUT

Stage I development strategies:
The efficiency of the geologic exploration works has been improved thanks to the implementation
of modern geologic exploration methods and the geologic modeling of the oil and gas basins:
The actual success rate of the drilling at exploration wells – 75%.
Average increments of hydrocarbon reserves for each well – 1 million tons.
A flow rate of up to 2,000 tons/day.
The oil recovery factor (ORF) has been increased due to the optimization of development with the
application of flooding management technologies, for example:
Arrangement of the formation pressure maintenance system at the Dragon (Rong) Field ensured
the more than two times increase of oil production from the established flooding elements.
The efficiency of fields with misbalanced development systems has been increased. The
implementation of Ul’yanovskneftegaz LLC’s comprehensive program for efficiency improvement
ensured an increase of more than two times in production, and a well work over program with IRR
45% has been formed.
The OPEX in the Upstream segment has decreased, not only in USD, but also in rubles as well.
Thus, with Rusvietpetro as an example, the decrease of the specific OPEX in rubles stood at 5%,
in comparison with the actual value of 2014.
The Downstream losses have decreased as well, and the EBITDA in 2015 stood at 12 million Euro
(for the purpose of comparison, in 2014 this indicator amounted to 51.7 million Euro).
The scope of services has expanded, independent capacities for performing work by independent
efforts have developed.
The performance efficiency of the Murmanskaya jack-up has been improved, with the commercial
drilling rate amounting to 2,858 meters/standard month.

JSC RMNTK “OIL RECOVERY”
The area of activities for oil services is being developed at the following fields:
Boca de Jaruco in the Republic of Cuba, by heat transfer medium injection and commissioning
of the aforementioned wells;
Vishanksoye field in the Republic of Belarus, with a 24/7 injection of air mixed directly into the
oil-saturated pay formation.
The development of the company’s new area of activities was commenced: supervisory support
for the construction of the wells offshore SRV.

ZARUBEZHNEFTESTROYMONTAZH LLC
General contractor projects for construction at CKU, Boca de Jaruco, and at facilities of the Brod
Refinery, and the Modrica Oil Production Plant have been implemented;
Independent capacities aimed at performing construction work by independent efforts have been
developed.
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ADVANCED
TECHNOLOGIES
INTRODUCTION
EXPLORATION
EFFICIENCY
IMPROVEMENT

OUTLINED
STRATEGY’S
FULFILLMENT
PROVEN
RESERVES
GROWTH

OIL RECOVERY
ENHANCEMENT
INTERNATIONAL
COOPERATION
DEVELOPMENT

PRODUCT
QUALITY
ENHANCEMENT

DEVELOPMENT STRATEGY
UNTIL

2030

VIETNAM

ZARUBEZHNEFT’S STRATEGY
MAKES A FULL PROVISION FOR
TASKS AND REQUIREMENTS OF THE
SECTORAL STRATEGIC AND PROGRAM
DOCUMENTS, AND ALSO ENSURES
ACHIEVING SUCH TARGET VALUES AS
SIGNIFICANT ORF’S IMPROVEMENT
REGARDING THE CURRENT
ASSETS, INCREASING APG’S USE
FACTOR, PRODUCTION EFFICIENCY
IMPROVEMENT ETC.

REOGRANIZATION
OF THE SALE
ACTIVITY MODEL

The long-term development program
of Zarubezhneft JSC is in fulfillment
of the Decree of the Government of the Russian
Federation No.4955p-P13, dated July 17, 2014.
The main case scenarios of the Long-term
program have been formed for the term
up to the year 2030.

REFINERY
MODERNIZATION

CUBA

DEVELOPMENT
OF THE FIELDS
WITH HARD-TORECOVER
RESERVES

REFINING
EFFICIENCY
IMPROVEMENT
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LONG-TERM
DEVELOPMENT
PROGRAM
THE LONG-TERM DEVELOPMENT PROGRAM OF ZARUBEZHNEFT JSC
IS IN FULFILLMENT OF THE DECREE OF THE GOVERNMENT
OF THE RUSSIAN FEDERATION NO.4955P-P13, DATED JULY 17, 2014.
THE MAIN CASE SCENARIOS OF THE LONG-TERM PROGRAM HAVE BEEN
FORMED FOR THE TERM UP TO THE YEAR 2030.

THE LONG-TERM DEVELOPMENT PROGRAM OF ZARUBEZHNEFT JSC (HEREINAFTER
REFERRED TO AS LTDP) WAS APPROVED BY ZARUBEZHNEFT'S JSC BOARD
OF DIRECTORS ON NOVEMBER 20, 2014, IN THE MINUTES OF MEETING NO.91.
THE LTDP IS AGREED TO BY:

FOR THE PURPOSE
OF MINIMIZING THE
RISK OF A DECREASE
IN PRODUCTION,
ZARUBEZHNEFT JSC’S
LONG-TERM DEVELOPMENT
PROGRAM PROVIDES
5 SCENARIO FORECASTS
FOR PRODUCTION LEVELS
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The Committee for strategic planning at Zarubezhneft JSC’s Board of Directors, Minutes
of Meeting No.1, dated September 19, 2014;
The Expert council in the Government of the Russian Federation, letters No.ES-2909/02, dated
September 29, 2014 and No.ES-1211/02, dated November 12, 2014;
The Federal Property Management Agency (ROSIMUSHESTVO), letter No.05/43392, dated October
10, 2014 (The Ministry of Economic Development of Russia, Ref.No. 102212, dated October 14,
2014);
The Ministry of Economic Development of the Russian Federation, letter No.26273-NP/D07i, dated
October 24, 2014;
The Governmental Committee for development of the fuel and energy complex, mineral
and resource base replenishment and energy efficiency of economic improvement, Minutes
of Meeting No.2, dated October 23, 2014.

FOR THE PURPOSE
OF INCREASING THE
EFFICIENCY OF ACTIVITIES
IN UPSTREAM’S KEY
AREAS, ZARUBEZHNEFT
JSC CARRIES OUT FOCUSED
EFFORTS IN ORDER TO
DEVELOP COMPETENCIES
FOR THE PURPOSE OF THE
EFFICIENT DEVELOPMENT
OF COMPLEX RESERVOIRS

The primary objective of the further development of the Company is continuing to increase the
current value of assets by means of a resource base of the current assets’ increment and increase
of its development efficiency by means of improving the oil recovery factor for fractured basement
deposits and active engagement of small thickness terrigenous block structures into development.

BLOCK 09-1’S FIELDS HAVE THE MAIN POTENTIAL TO INCREASE THE OIL
RECOVERY FACTOR, WHICH CAN BE ACHIEVED BY THE IMPLEMENTATION
OF THE FOLLOWING MEASURES:
Localization of the residual reserves in the fracture basements and terrigenous lenticular
structures by means of comprehensive geologic and hydrodynamic modeling;
The localized residual reserves shall see an increase of the scope of application and efficiency
of front-end enhanced oil recovery technologies (directional and horizontal wells, side-tracking,
fracking, water and gas mix injection, etc.).

For the purpose of minimizing the risk of a decrease in production, Zarubezhneft JSC’s long-term
development program provides 5 scenario forecasts for production levels that are formed on the
basis of the progressive development of the current assets, geologic exploration objects and
prospects of entering into new projects.
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For the purpose of increasing the efficiency of activities in Upstream’s key areas, Zarubezhneft
JSC carries out focused efforts in order to develop competencies for the purpose of the efficient
development of complex reservoirs. So, the centers for the modeling of fractured basement
deposits and fractured hydrophobic carbonates have been established on the basis of JSC VNIIneft’s
scientific institute; work to improve geologic and hydrodynamic models and to localize the current
assets’ residual deposits is continuously being carried out. For the purpose of increasing the
efficiency of JV Vietsovpetro’s reserves, preparation for a program the development for small
thickness terrigenous block structures is being carried out.
The most significant achievement as a result of LTDP’s implementation in 2015 was the completion
of the pilot injection of smart water into RUSVIETPETRO LLC’s fields. The said technology was one of
the most significant achievements within the framework of improving the Group of Companies’ Oil
Recovery Factor. For the first 4 months, the results of this work’s performance showed a potential
future production increase by more than 10%. The monitoring of the said technology’s efficiency is
currently being carried out.

NEGOTIATIONS TO
INCREASE INTEREST IN
THE PARTICIPATION OF THE
KHARYAGA PSA PROJECT
UP TO 40%, WITH AN
OPERATORSHIP TRANSFER
BY MEANS OF PURCHASING
THE INTEREST OF
TOTAL, COMMENCED IN
2015 FOR THE PURPOSE
OF INCREASING THE
EFFICIENCY OF THE
COMPANY’S ACTIVITIES
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2015 saw an end of the studies for the application of surface-active agent polymer flooding
technology, as well as studies of the possibility of drilling multi-lateral wells on a number of the
asset’s fields.

The potential economic efficiency of
innovation measures and the introduction
of new technologies shall allow for the
increase of long-term production by

9

MILLION TONS

The seismic exploration works have been
carried out in full, of which the coverage
area was

847

SQUARE KILOMETERS

The potential economic efficiency of innovation measures and the introduction of new technologies
shall allow for the increase of long-term production by 9 million tons. Experience in the application
of such technologies shall allow the development of hard-to-recover reserves, which is the key
milestone in achieving the key indicators of the Group of companies’ Strategy for development in
general.

The seismic exploration works have been carried out in full, of which the coverage area was
847 square kilometers, and the data will be interpreted in the 2016-2018 period. The information
obtained in the frameworks of seismic data interpretation shall be used in the online mode to allow
for the increase in development efficiency as early as 2016.
Projects for the development and introduction of modeling technologies for oil and gas bearing
systems and the identification of prospective sites, for the development and introduction of lowresistivity terrigenous deposit wells’ logging data, as well as for the development of a methodology
and software for integrated modeling, were commenced throughout the year 2015. The said
projects will allow the achievement of an increase in production at JV Vietsovpetro’s fields and
performing the Group of Companies’ optimization of the scope of asset drilling within the Russian
Federation.
Negotiations to increase interest in the participation of the Kharyaga PSA project up to 40%, with
an operatorship transfer by means of purchasing the interest of Total, commenced in 2015 for the
purpose of increasing the efficiency of the Company’s activities.
In 2015, the Company’s LTDP underwent an independent audit by the Financial and Tax Audit LLC,
a division of the WiseAdvice Group of Companies, to comply with the decree of the Government
of the Russian Federation No.4955r-R13, dated July 17, 2014.
An independent auditor confirmed the achievement of implementing the long-term program’s
objectives in 2014.
The LTDP audit results were presented for the consideration of the Committee for strategic planning
at Zarubezhneft JSC’s Board of Directors on September 21, 2015. The report was sent to the
Ministry of Energy of the Russian Federation on October 5, 2015.

2015 saw the implementation of 3D/4C seismic project in the area of JV Vietsovpetro’s White Rabbit
and Southern Dragon fields, which allowed for the identification of the most prospective parts of
the field, defining the priority of the drilling grid, and discovering new prospective reserves. The
implementation of this project shall allow significant forwarding of the achievement of the second
LTDP scenario indicators, specifically, an increment of the geologic reserves of the current assets.
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INVESTMENT PORTFOLIO
MANAGEMENT SYSTEM
AN INVESTMENT PORTFOLIO MANAGEMENT PROCESS IS ESTABLISHED WITHIN THE COMPANY BY
THE INVESTMENT ACTIVITIES STANDARD, CONTAINED IN THE ORDER NO.333, DATED JULY 15, 2015.
THE GENERAL SET OF TOOLS APPLIED TO THE MANAGEMENT OF THE PROJECT AND INVESTMENT
PORTFOLIO IS DEFINED IN THE REGULATION ON THE INCREASE OF INVESTMENT AND OPERATIONAL
EFFICIENCY AND COSTS DECREASE.

THE MAIN INVESTMENT
PORTFOLIO MANAGEMENT
TOOLS AT THE PLANNING
AND ENTERING STAGE
OF THE PROJECT INCLUDE
AN INVESTMENT PROJECT
RATING SYSTEM

This said Regulation complies with the requirements of directive No.3984p-P13, dated June 24,
2015, on the topic “On the application of methodological guidelines for the development of internal
regulatory documents regulating the activities of the company” and was approved, in its final
revision, by the Minutes of Meeting of the Board of Directors No.117, dated January 29, 2016.
The main investment portfolio management tools at the planning and entering stage of the project,
including an investment project rating system that is used to identify priority investment areas,
in order to achieve the Strategic objectives of the Group, and an investment project scoring system,
which allows for the identification of the project’s compliance with the Strategy. These projects
undergo an analysis from the point of view of production capacities, as well as the influence on the
Group of Companies’ cash flows, in accordance with the long-term development program and the
Company’s mid-term plan.

FOR THE PURPOSE
OF IDENTIFYING THE MOST
ATTRACTIVE INITIATIVES
AMONG OTHER SIMILAR
ONES, THE ADDITIONAL
RANGING OF ALL PROJECTS
IN THE COORDINATE
SYSTEM WAS FURTHER
PERFORMED

The primary key point of the Company’s Strategy for the purpose of achieving a balanced and
rational investment activity at the formation of the investment portfolio is represented as a tool for
the assessment of the compliance of potential Projects with the current Strategy and the Company’s
established Long-term development program; in other words – project scoring.

The changes in the investment portfolio are introduced under the results of the Investment
Committee’s decisions, including those made under the results of the IC’s escalation of issues due to
the monitoring of investment projects.

In order to maintain the relevancy of the financial and economic assessment in the course of
quarterly monitoring, there is a mandatory requirement to provide the project’s updated financial
and economic model in the framework of the monitoring of investment projects. This process allows
for prompt responses to both changes within the company’s activities and the realization of risk in
course of investment project management.

The Investment Committee, a corporate deliberative authority, has been operating within
the company since 2013. Its main function is making decisions on the most efficient funding
of various investment projects. The selection of the most efficient projects and proposals
regarding the improvement of economic indicators for projects being considered are part
of the Investment Committee’s activities framework. The Investment Committee carries out control
over the implementation of approved investment projects, by means of efficiently monitoring
the implementation process and its stages.

ZARUBEZHNEFT

All projects having the approval status by the Company’s Investment Committee (hereinafter referred
to as IC) are subject to monitoring.

Due to the requirement of a mandatory stage process, established by the Project management
corporate system policy, an up-to-date project under a financial and economic model shall be formed
in order to make the project pass from one stage to another. Thus, an assessment of the project’s
economic efficiency at various stages up to the completion of the project is provided.

For the purpose of identifying the most attractive initiatives among other similar ones, the additional
ranging of all projects in the coordinate system was further performed.

104

The main investment portfolio management tool at the design and implementation stage of
investment projects is the monitoring of investment projects. This monitoring of investment projects
is performed quarterly, or in some cases, during the projects’ achievement checkpoints. The main
objective of monitoring investment projects is to obtain accurate data on the results and prospects
of the implementation of investment projects for the purpose of making justified and timely
management decisions.
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THE RISK MANAGEMENT SYSTEM
OF THE ZARUBEZHNEFT GROUP
OF COMPANIES
THE ZARUBEZHNEFT GROUP OF COMPANIES IS AIMING TO BOOST ITS SHAREHOLDER
VALUE TO THE MAXIMUM LEVEL, WORKING ON IMPROVING THE EFFICIENCY
OF ITS ACTIVITIES, BY ENSURING ITS SUSTAINABLE DEVELOPMENT AND ENHANCING
ITS COMPETITIVENESS IN PROVIDING FOR THE STATE’S INTERESTS.

IN ACCORDANCE WITH
THE REQUIREMENTS OF
THE RISK MANAGEMENT
POLICY, THE CORPORATE
RISK MANAGEMENT SYSTEM
(CRMS) IS CURRENTLY
FUNCTIONING AND IS BEING
CONSTANTLY IMPROVED
WITHIN OUR GROUP OF
COMPANIES. THIS SYSTEM
IS INTENDED FOR ENSURING
A REASONABLE CONFIDENCE
IN ACHIEVING THE
COMPANY’S OBJECTIVES

In accordance with the requirements of the Risk Management Policy1,the Corporate Risk
Management System (CRMS) is currently functioning and is being constantly improved within our
Group of Companies. This system is intended for ensuring a reasonable confidence in achieving the
company’s objectives.
The CRMS is an aggregate of the processes, policies, and procedures integrated into various
business-processes of the company, including the processes of the strategic business planning to be
implemented by the Board of Directors, management, and officers at all management levels aimed
at achieving the corporate activities’ objectives.
The CRMS’s objectives are defined in the Risk Management Policy of the Zarubezhneft’s Group of
Companies, and has been developed by taking into account recommendations of the international
professional organizations in the area of internal control and risk management, international
practice in the corporate management area, including the risk management model of the
Committee of Sponsoring Organizations of the Treadway Commission (COSO ERM).

1
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THE CRMS’S OBJECTIVES, IN ACCORDANCE WITH THE COSO METHOD,
ARE CLASSIFIED INTO FOUR MAJOR CATEGORIES:

We pursue long-term objectives, carry out analyses of the current problems, threats and
opportunities across all lines of the company’s activities and consider potential risks when making
decisions.

RISK MANAGEMENT
IN THE ZARUBEZHNEFT
GROUP OF COMPANIES IS
A CONTINUOUS PROCESS
AND REQUIRES THE
PARTICIPATION AND
INTERACTION OF DIFFERENT
LEVELS OF MANAGERS
AND/OR DIFFERENT
DIVISION REPRESENTATIVES
OF THE COMPANY

Strategic objectives – fostering an increase in the company’s capitalization, ensuring sustainable
development, enhancing competitiveness in providing for the state’s interests;
Operational objectives – relating to the issues of the efficiency of financial and operating activities,
as well as the safety of assets;
Objectives in the area of the company’s compliance activities – a compliance with applicable
requirements of legal and internal documents, including the requirements of industrial, ecological,
economical, informational safety, currency legislation, license agreements, joint operating
agreements, etc.;
Objectives in the area of reports preparation – a timely preparation and provisioning of the
reliability of financial, managerial and non-financial reporting.

THE CRMS’S NORMATIVE DOCUMENTS:
The Zarubezhneft Group of Companies’ risk management policy (approved by the Zarubezhneft Board
of Directors, Minutes of Meeting No.112, dated November 11, 2015; Minutes of Meeting No.117,
dated January 29, 2016).
The Zarubezhneft’s standard for risk management (approved by the order No.421, dated October 13,
2013).
Regulations on the Zarubezhneft’s Working Committee on risk management (order No.152, dated
May 28, 2013).

T he Risk Management Policy for the Zarubezhneft Group of companies was approved by decision
of the Board of Directors (Minutes of Meeting No.112 dated November 11, 2015)

www.zarubezhneft.ru/en

ANNUAL REPORT 2015
107

SUSTAINABLE DEVELOPMENT

PARTICIPANTS IN THE CORPORATE RISK
MANAGEMENT SYSTEM

STRATEGY AND PRINCIPLES
OF RISK MANAGEMENT

Risk management in the Zarubezhneft Group of Companies is a continuous process
and requires the participation and interaction of different levels of managers and/or
different division representatives of the company.

The value of a company is created depending on the decisions made by the management
across all lines of activities, from the definition of a strategy to the operational
management.

The department for the development of corporate risk management systems is responsible for the
CRMS’ development and maintenance.

SHAREHOLDERS

DEFINE THE CONTOUR
OF THE COMPANY’S DEVELOPMENT

BOARD OF DIRECTORS

APPROVE ACCEPTABLE RISK LEVEL
SUPERVISION OVER RISK MANAGEMENT SYSTEM

THE VALUE OF A COMPANY
IS CREATED DEPENDING
ON THE DECISIONS MADE
BY THE MANAGEMENT
ACROSS ALL LINES OF
ACTIVITIES, FROM THE
DEFINITION OF A STRATEGY
TO THE OPERATIONAL
MANAGEMENT

GENERAL DIRECTOR
ORGANISATION OF THE EFFICIENT RISK
AND CAPACITIES MANAGEMENT PROCESS

COMMITTEE
FOR RISK
MANAGEMENT

MAJOR BODY FOR THE PREPARATION
AND MANAGEMENT OF RISKS AND CAPACITIES

The company’s strategy is defined so that optimal balance would be provided between its growth,
profitability, and risks with the efficient use of the resources required for achieving the company’s
goals.
The CRMS provides a structured approach to the evaluation of capacities and risks, a comparison
of which enables the company to make more balanced managerial decisions.

THE CRMS’S KEY PRINCIPLES ARE THE FOLLOWING:
Continuity – ensuring that the company’s CRMS is functioning on permanent basis.
Integration – the CRMS covers all lines of activities and risk types arising within its framework and
at all management levels.
Complexity – the CRMS is an integral part of the corporate management system and the
company’s business and decision-making processes.
Full responsibility – all CRMS’ participants bear the responsibility of risk revelation, evaluation,
analysis and monitoring, as well as the development and introduction of activities for risk
management.
Consistency of the methodology – the CRMS’ procedures are implemented based on approaches
and standards that are the same for the whole Group of companies.
Optimality and cost-efficiency – a ratio is analyzed of the costs of introducing procedures and its
effects, and/or the activities for risk management.
Priority ranking – the company is taking the required priority measures in relation to critical risks.
A principle of reasonable confidence – the company’s management makes decisions by
considering the risk analysis carried out (when risks are revealed and analyzed) and takes
measures to mitigate them.

DEPUTIES
GENERAL DIRECTOR

RESPONSIBLE FOR RISK MANAGEMENT BY LINES OF ACTIVITY
DECISION MAKING BASED ON A RISK-ORIENTED APPROACH

DIVISIONS/UNITS

RISK OWNERS – DETECT, EVALUATE, MANAGE
THE RISKS INCLUDING BUDGET, RECOURSES
OWNERS OF ACTIONS – PERFORM ACTIONS TO REDUCE RISKS

SUBSIDIARIES
AND AFFILIATES
THE WHOLE COMPLEX OF SUBSIDIARIES’
RISK MANAGEMENT, INFORMING ABOUT
THE MOST ESSENTIAL RISKS
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RISK MANAGEMENT SYSTEM
DEVELOPMENT
THE FOLLOWING HAS INFLUENCED THE
APPROACHES TO BUILDING THE RISK
MANAGEMENT SYSTEM:

The risk management system has been improved in accordance with the requirements
of legislation, and international standards, taking into account the best practices of risk
management.

INSTRUCTION OF THE PRESIDENT
OF THE RUSSIAN FEDERATION
TO THE GOVERNMENT OF THE
RUSSIAN FEDERATION TO
DEVELOP PROVISIONS ON A RISK
MANAGEMENT SYSTEM IN STATERUN COMPANIES1

IN 2015, THE FOLLOWING ACTIVITIES AND INITIATIVES WERE IMPLEMENTED
WITHIN THE FRAMEWORK OF CRMS’ DEVELOPMENT:

ENACTMENT OF THE NEW
CORPORATE MANAGEMENT CODE
OF THE BANK OF RUSSIA2
REQUIREMENTS OF THE FEDERAL
PROPERTY MANAGEMENT AGENCY
(FPMA) ON THE PREPARATION OF
A SECTION FOR RISK WITHIN THE
FRAMEWORK OF THE COMPANY’S
LONG-TERM DEVELOPMENT
PROGRAM3
THE FPMA’S REQUIREMENTS
TO THE RISK SECTION IN THE
ANNUAL REPORT FOR STATE-RUN
COMPANIES4
CHANGE IN THE GRI’S
REQUIREMENTS FOR THE RISK
SECTION OF THE SUSTAINABLE
DEVELOPMENT REPORT5
Instruction of the President of the Russian Federation
No.Pr-3013, paragraph 1.
2
Corporate Management Code recommended by the
letter of the Bank of Russia No.OG-52/2463 dated April
10, 2014.
3
A FPMA’s letter No.OD-11/18576, dd. 29 April, 2014 “On
development of the key strategic documents in state
companies”.
4
A FPMA’s letter No.11/2035, dd. 01 January,2015 “On
Additions To The Form Of The Annual Report In State-Run
Companies”.
5
Global Reporting Initiative (GRI). G4 Sustainability
reporting guidelines.
1
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A risk matrix was formed for the 2015-2019 business plan, and risk management cards were
elaborated.
KPIs for risk/capacities management were elaborated and established.
Six meetings of the Working Committee for risk management were held (five meetings
in presentia and one in absentia).
The regular monitoring of risks (their change of probability and/or impact) was maintained, as well
as plans of measures to be taken for their management on quarterly basis.
The risk management process was integrated into the investment process by means of investment
projects’ due diligence to check if all risks are included.
The risk management system was replicated and standardized to the level of the subsidiaries
(committees for risks were created, risk registers and matrices were approved, risk owners were
appointed, risk cards with actions plans, dates, and responsible parties were elaborated, and
monitoring of the plan’s implementation is being performed).
In June 2015, at the meeting of the Audit Committee under the Board of Directors, the subject
of a risk management organization system at the Group of companies was considered.
In November 2016, the Board of Directors approved the Group of Companies’ risk management
policy at its meeting, and this policy was adopted by all subsidiaries.
Programs of training/seminars for risk management were developed under the “Risk
management” discipline for the Gubkin State Oil and Gas University and Zarubezhneft’s Project
Management School.
Strategic sessions were held in ten subsidiaries with senior management participation.

THE MAJOR ACTIVITIES AND PRIORITIES SCHEDULED FOR 2016 WITHIN
THE FRAMEWORK OF DEVELOPING THE CORPORATE RISK MANAGEMENT SYSTEM
INCLUDE THE FOLLOWING:
Improvement of approaches and methods for qualitative and quantitative risk assessment.
Elaboration of the methodology to define the risk appetite.
Updating of the methodology in the risk management area.
Maintaining a sustainable process of risk management in the subsidiaries.
Standardization of the risk management system’s (RMS) processes in the subsidiaries, with a focus
on the company’s strategic risks.
Organization of the risk management committee’s work, on quarterly basis.
Consideration and updating the risks of the long-term development program and business plan
of the Zarubezhneft Group of Companies.
Ensuring insurance protection of the Zarubezhneft Group of Companies’ risks.
Improving the efficiency of the insurance programs of the Zarubezhneft Group of Companies.

CORPORATE INSURANCE
Zarubezhneft JSC employs insurance as an economical tool, allowing it to diminish the
amount of risk-induced impacts and consequences, and to decrease the probability of their
occurrence.

SURVEYS AND ENGINEERING
INSPECTIONS ARE BEING
CARRIED OUT UNDER
THE MAJORITY OF THE
INSURANCE PROGRAMS.
THEY ENABLE THE
COMPANY TO MAKE A
QUALITY ASSESSMENT OF
A RISK AND ITS FINANCIAL
CONSEQUENCES

The main production assets of our company are insured by major Russian insurers, all of which have
high reliability ratings. We have provided insurance protection for: the property complex of the oil
industry, life, health and the medical care costs of personnel, construction and installation works,
the civil liability of enterprises, and many other risks.
Surveys and engineering inspections are being carried out under the majority of the insurance
programs. They enable the Company to make a quality assessment of a risk and its financial
consequences.

THE NORMATIVE DOCUMENTS REGULATING INSURANCE INCLUDE:
The corporate risk insurance policy of the Zarubezhneft Group of Companies, dated November 1,
2013.
A method of bidder evaluation for participation in the procurement of selecting insurers for
Zarubezhneft and its affiliated and subsidiary companies’ needs, dated February 27, 2013.
Regulations on insurance for jack-up rigs and drill vessels owned by Zarubezhneft and its
subsidiaries (2015).
Regulations on the voluntary medical insurance of the Zarubezhneft’s personnel, dated December
26, 2014.

MAIN RISK FACTORS
Depending on the goals of the Company, risks are subdivided as follows.
STRATEGIC RISKS

OPERATIONAL RISKS

RISKS RELATED
TO REPORTING
PREPARATION

RISKS OF COMPLIANCE
WITH THE LAW AND
REQUIREMENTS OF
REGULATORY AUTHORITIES

These risks are connected
with the achievement of longterm goals, as well as with
the impact of competitors
from other companies
working in the same industry.
Strategic risks are to be
analysed from the point
of view of the company’s
development prospects;
For this risk assement at the
company's level, a scenario
analysis is used and stress
testing under new macroeconomical parameters is
carried out.

These risks are caused by
features of the whole cycle
of the Company’s value
creation and connected
with the processes of
exploration, development,
the construction of surface
facilities, and production,
transport, realization, refining
and oil-products sales.
The slump in crude prices
and the ruble’s high volatility
in relation to other world
currencies had a significant
negative impact on the
activity of many Russian
corporations.

Financial risks as a group of
commercial risks may rise as
a result of instability in the
capital’s markets.

These risks are caused by
varying legal requirements
and statutory regulations
with ambiguity, uncertainty,
contradictions in statutory
regulations; also by changes
to legislative and regulatory
compliance practices by court
and administrative authorities
in the countries where
Zarubezhneft implements its
projects.
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RISKS RELATED TO REPORTING PREPARATION AND FINANCIAL FLOWS MANAGEMENT

STRATEGIC RISKS
NAME OF THE RISK

RISK DESCRIPTION

RISK MANAGEMENT MEASURES

NAME OF THE RISK

RISK DESCRIPTION

RISK MANAGEMENT MEASURES

FINANCIAL
REPORTING
PREPARATION AND
RISK FORMATION

Circumstances of economic activity or
certain business processes which may
become a reason for
uncertainty/incompleteness/
impertinence of financial and managerial reporting.

Our company is implementing a project named “A system of Single accounts and tax returns”
A single accounting policy for accounts and tax returns was approved. In terms of International
Accounting Standards, we have realized the mapping of national and international accounting standards.
We have approved temporary Regulations for an internal control system for the process of accounting and
tax reporting formation. Also we have carried out a follow-up audit for the evaluation of the efficiency of
the internal control service.
We have regularly carried out an expert assessment of the risk of possible additional tax charges
after updating the tax obligations of the company and its subsidiaries, as well as when requesting the
data regarding deals under control.
In the area of pricing transfer: our company and subsidiaries carry out a regular analysis of the initial
documentation with the purpose of creating a list of the deals under its control.

INTEREST RATE RISK

The risk of a change in the interest rate
paid under attracted funds. This risk
has a negative impact on the politics of
external borrowings, the credit policy
and funds management process, and
the company’s expected cash flow.

In May 2015, our company approved a Single financial and credit policy.
The company elaborated on actions for obtaining an international credit rating with the purpose of
diversifying its sources of finance.
Analysis of the necessity of attracting additional means of credit or refinancing the current debt was
carried out, and the debt instruments’ time of maturity was revised.
In connection with the growth of the currency exchange rate, the debt of intra-group obligations
expressed in local currency were transferred into ruble obligations.

LIQUIDITY RISKS

Risks connected with possible lack in
funds for the company’s performance
obligations performance, the
impossibility to realize investments at
their market price, and devaluation of
assets and other liquidity risks.

The company conducts a monthly analysis of liquidity indicators.
The company carries out a planning of the cash flow budget and implements constant control of turnover
funds for the performance of its operational activities. The Company opened credit facilities in leading
Russian banks.
In 2015, our company implemented a project to form a Single Treasury covering all subsidiaries within the
territory of the Russian Federation that enables the laying of a powerful foundation in order to strengthen
the Group of Companies’ liquidity.

CURRENCY RISKS

The probability of change in the
cross-rates of basic currencies and its
negative impact on financial reporting
indicators and/or cash flow.

In connection with the growth of currency rates, the Zarubezhneft Group of Companies has an increased
currency risk in terms of the growth of costs expressed in foreign currency. However, this risk is leveled
by the fact that part of the revenues of the Zarubezhneft Group of Companies is in the realization of the
export proceeds of oil and oil-products.

POLITICAL RISK

Zarubezhneft JSC conducts its
activity in the Asia-Pacific Region,
Eastern Europe, and the Middle
East, as well in the Russian
Federation.

Zarubezhneft is the state-owned company and represents interests of the Russian Federation abroad.
We consider potential political risks not as a threat but a possility to expand its footprint.
We manage political risks through activites aimed at development of the international cooperation,
interaction with the state authorities of our company’s presence and our company’s participation in
intergovernmental negotiations between Russia and such countries.

INVESTMENT RISK

The possibility that the anticipated
(estimated) profit (rate of return)
for the investment will not be
obtained. Such risks are related
to investments in the form of
capital investments and financial
investments (investing into shares
and equity shares of other entities).

Strategic guidelines for the company’s development have been elaborated: priority by country, region,
scoring model, and the required competences were defined. A priority action plan was approved for the
realization of this Strategy for 2015-2016. Quarterly monitoring of the Plan is being carried out.
Centers of competencies are being established based on service subsidiaries (VNIIneft JSC, RMNTK-Oil
Recovery JSC, ZNSM LLC).
The company is developing and supporting the investment process.
To develop the personnel, our company has developed a motivation system for project managers and HR
reserve list of project managers was formed.

OPERATIONAL RISKS
NAME OF THE RISK

RISK DESCRIPTION

RISK MANAGEMENT MEASURES

GEOLOGICAL RISK

Risks connected with the
uncertainty of volumes and the
quality of reserves, and possible
additional costs connected with
reservoir pressure reduction, etc.
(Geological risks are considered
in connection with economical
conditions, which are put into the
calculation of production efficiency)

Considering the changes in macro-parameters, a justification of exploration works has been carried
out by the company. Elaborated financial and economic models of the projects for assets development
include only efficient exploration activities.
The company conducts monitoring of its resource base, including the growth of recoverable resources.
A rating of prospective areas was made. The newest technologies were employed in seismic survey works
(Block 12/11; Bach Ho field).
DeGolyer and MacNaughton Corp conducted an evaluation for the recalculation of recoverable HC
reserves for the Zarubezhneft’s Group of Companies in accordance with PRMS and SEC international
standards.
In addition, the company conducts work on the development of its competencies regarding the
development of complex structure fields.

The probability of a price change in
oil/oil products and its unfavorable
impact on the company’s revenues/
cash flow.

Our company has developed a program of efficiency improvement and the optimization of costs.
A sensibility analysis of jobs for the remedial stimulation of wells was carried out for all of the production
segment’s enterprises. The calculation of economic efficiency was carried out under 70/50 scenario
conditions, as well as a calculation of minimum cost-efficient prices.
The capital investments program has been corrected: a part of the volumes of the capital investments
program not influencing the 2015 production level has been postponed to the later periods.

CRUDE PRICE CHANGE
RISK

ACCIDENT RISKS
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Risks related to accidents (and
emergencies) – blowout in course
of drilling, the completion and
operation of wells, as well as at
offshore oil and gas producing
platforms in the Socialist Republic
of Vietnam.

The company leads constant work on improvement of its incident and accident prevention system, in
connection with the execution of operations while drilling, the completion and operation of wells, as well
as oil and gas producing platforms in the shelf of SRV.
The Zarubezhneft’s Group of Companies developed a double-level HSE control system.
The company has also approved and put into force Regulations on the prevention of open, uncontrolled
flowing in the operation of oil and gas producing platforms.
During this year, our subsidiaries held audits oriented at the presence of the normative base for observing
safety rules in the operation of oil and gas producing platforms; an audit of compliance with the safety
requirements in well drilling by the Murmanskaya Jack-Up Rig and Deep Venture DS; an audit of the
equipment and availability of the spare parts needed and compliance with safety rules in well drilling and
completion by Jack-Up Rigs and Drill Ships.
To check the compliance with rules of use, AMNGR’s SSDR audit was carried out. External companies
carried out additional audits. The condition of the SSDR was satisfactory.
We regularly carry out work on maintaining the working capacity of the rigs through the use of Techman
and Macy’s software.
With the Federal Property Management Agency, we have developed and approved tests for production
units and for AMNGR SSDR crews. Successful tests were carried out.
The Oil Recovery JSC’s specialists have been trained.
An absence of emergency situations affirms the efficient performance of response plans by the personnel.

RISKS OF COMPLIANCE WITH REQUIREMENTS OF THE LAW AND REGULATORY AUTHORITIES
NAME OF THE RISK

RISK DESCRIPTION

RISK MANAGEMENT MEASURES

ECOLOGICAL RISKS

Risks connected with the probability
of environmental pollution, fines and
the application of other sanctions
on the part of regulatory bodies, in
connection with non-compliance
with applicable legislation in the
environmental sphere and so on.

The company and its subsidiaries introduced internal normative HSE regulating documents: the HSE and
social responsibility policy; the “HSE management system” Standard; a number of nature conservation
actions have been developed and realized.
Within the framework of work on the liquidation of “acid sludge” sediment ponds at the refinery and lube
plant, a special analysis of selected cuttings and liquid samples was carried out. Work is being carried out
on getting approvals for the technology from the Ministry of Environment of the Republic of Srpska and
its subsequent utilization at the Brod Refinery.
Modrica Lube Plant (Oil Refinery) and Brod Refinery confirmed a compliance of the HSE management
system with the OHSAS 18000-2007 and ISO 14000-2004 international standards, and respective
certificates were awarded.
In December 2015, Zarubezhneft took a 4th place rating in the ecological responsibility of Russia’s oil and
gas companies that was initiated by the analytical and consulting group in the fuel complex area called
“Kreon”, and the World Wildlife Fund (WWF) with the participation of the National Rating Agency and
the Ministry of Natural Resources and Ecology of Russia within the framework of the UN project, and also
a special nomination and a diploma “For high quality and availability of ecological reporting under the
rating indicators” was awarded.

HEALTH AND SAFETY
RISKS

Risks of non-performance/noncompliance with the rules of work
safety performance, which can
become a reason for accidents,
damage or loss of durable
equipment, and also result in the
deterioration of the company’s
business reputation.

The company developed a brochure called “Practical instructions for managers on HSE leadership”;
and updated the HSE Standard.
All subsidiaries joined the Zarubezhneft’s HSE policy.
We have introduced and maintain a Program of 12 Life Saving Rules, STOP cards of work safety
performance were developed and introduced on the basis of JC Rusvietpetro.
Constant HSE training is being performed: training for safety methods and techniques of work execution
and first aid for the injured at the production site according to the “First aid pre-doctor treatment to the
injured”; on July 3-4, 2015, a strategic session on the leadership of subsidiaries’ general directors was
carried out.

LEGAL RISKS

Related to the ambiguity,
uncertainty, the contradictions of
applicable laws, changes in the legal
application practice of the court and
administration authorities.

The Company performs constant monitoring of changes in the Russian laws (tax, currency, customs,
subsoil use, licensing, etc.) and the monitoring of court practice with the purpose of settling disputable
issues arising in the course of the Company’s activities.
For example, the Company has certain divisions aimed at studying the changes of tax laws, the analysis of
the tax burden and at monitoring compliance with license agreements.
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THE PROVISION
OF INTERNAL CONTROL
IN THE ZARUBEZHNEFT
GROUP OF COMPANIES
WITHIN THE FRAMEWORK OF THE EXISTING SYSTEM OF THE CORPORATE
MANAGEMENT, ZARUBEZHNEFT HAS ESTABLISHED AND OPERATES
A DEPARTMENT FOR INTERNAL AUDITS, CONSISTING OF FOUR PERSONS.

SINCE SEPTEMBER 2015,
THE INTERNAL AUDIT
HAS BEEN FUNCTIONALLY
ACCOUNTABLE TO THE
BOARD OF DIRECTORS.
TO STANDARDIZE THE
INTERNAL CONTROL
PROCESS, THE DEPARTMENT
INTRODUCED A STANDARD
FOR PLANNING AND
INTERNAL AUDITING

IN THE REPORTING YEAR, WE REALIZED THE FOLLOWING RANGE OF KEY
MEASURES FOR IMPROVING THE INTERNAL CONTROL SYSTEM:

In its activity, this department is governed by the Regulations for the internal audit of Zarubezhneft
and Regulations for Internal Audit Management. According to these regulations, the main task
of the company’s internal audit is to evaluate and express an opinion on the reliability and efficiency
of the internal control, corporate management and risk management system within the company.

In terms of corporate management: we introduced a standard of corporate management to the
Zarubezhneft Group of Companies and a standard for integrating assets at the Zarubezhneft
Group of Companies; the company’s Board of Directors approved a Policy for risk management
and Regulation for an internal audit that fixes the functional accountability of the internal audit to
the company’s Board of Directors;
In terms of account (financial) reporting: we adopted a single accounting policy for accounting and
tax records, regulated the internal control system in the process of forming accounting and tax
records; the Board of Directors approved the criteria for the selection of an external auditor for
the International Financial Reporting System (IFRS);
In terms of business planning: a single standard of budgeting, business planning and preparation
for management reporting based on as single methodology was introduced to the Zarubezhneft
Group of Companies;
In terms of investment activities: in order to establish single principles and efficient investment
management system, the Zarubezhneft Group of Companies introduced a standard for investment
activities, updated the standard for a technological and price audit of the investment projects of
the Zarubezhneft Group of Companies;
In terms of financial management: we organized work on a Single Treasury in the Zarubezhneft
Group of Companies, taking a single standard of inside-the-Group financing into consideration,
and introduced a system of operative cash management, operative planning and control of the
cash flow budgets within the Zarubezhneft Group of Companies; the company’s Board of Directors
approved the criteria for selecting a bank;
In the framework of building an anti-fraud and unethical practices system: our company
introduced a corporate anti-fraud policy, as well as a standard for checking potential partners at
the Zarubezhneft Group of Companies.

THE DEPARTMENT HAS IMPLEMENTED THE FOLLOWING ACTIVITIES INTENDED
TO DEVELOP AND IMPROVE THE INTERNAL AUDIT’S FUNCTIONS:
Evaluation of professional and corporate competencies of the internal audit’s employees
was completed, on the basis of this evaluation plan for developing the competencies of the
department’s employees in the 2016-2017 period;
A system of indicators for the evaluation of the internal audit’s activity was introduced after
considering the results of feedback from the management;
A system of the regular internal audit’s accountability to the company’s management
was introduced;
Consideration of the plans and results of the internal audit’s work was organized at the meeting
of the Audit Committee under the Board of Directors.
The Internal Audit department is also an organizer of the auditing process and actively interacts
with audit commissions and external auditors of both the company and the company’s
subsidiaries. This department has also conducted continuous monitoring of the introduction
of recommendations based on the results of the internal audit and control-and-auditing activity
aimed at improving internal control systems, risk management and corporate management.
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SYSTEM OF KEY
PERFORMANCE
INDICATORS (KPIS)
OF THE ZARUBEZHNEFT
GROUP
ZARUBEZHNEFT’S UPDATED SYSTEM OF KEY PERFORMANCE INDICATORS (KPI)
(REGULATION ON KPI, LIST OF CORPORATE KPIS) WAS APPROVED BY THE BOARD
OF DIRECTORS ON DECEMBER 24, 2014 (MINUTES OF MEETING NO.94).

This update was implemented in order to fulfill the directive of the Government of the Russian
Federation No. 2579p-P13, dated April 25, 2014, in accordance with the Methodical Guidelines
elaborated by the Federal Property Management Agency, for the application of KPIs of state-owned
companies, as well as in connection with the development of the system and its rollout from the
corporate center to its subsidiaries.

THE COMPANY’S KPI
SYSTEM IS MOTIVATED
BY THE NEED FOR
MANAGEMENT
AND SUBSIDIARIES
TO FULFILL THE SET
TASKS

ZARUBEZHNEFT
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The company’s KPI system is motivated by the need for management and subsidiaries to fulfill
the tasks set by the Government, who is the 100% shareholder of the company (in the form of
directives and recommendations). Target indicators include items from: Zarubezhneft’s Strategy,
Long-term Development Program, Zarubezhneft’s Business plan, and its investment projects.

The company’s KPI system consists of three main groups:

ZARUBEZHNEFT’S
UPDATED SYSTEM OF KEY
PERFORMANCE INDICATORS
(KPI) WAS APPROVED BY
THE BOARD OF DIRECTORS
ON DECEMBER 24, 2014

To ensure the linking of the achievement of KPIs to the compensation of the company’s executives,
the following regulations have been updated: “Regulations on the annual remuneration of the
General Director of Zarubezhneft JSC” (Minutes of Meeting of the Board of Directors No.91,
dated November 20, 2014), “Regulations on the annual remuneration of the managerial staff of
Zarubezhneft JSC” (Minutes of Meeting of the Board of Directors No.94, dated December 24,
2014). In accordance with these documents, the annual remuneration for the managerial staff of
Zarubezhneft JSC shall be paid based on results of achieving the KPIs.

CORPORATE KPI (financial and sectorial indicators):
The company’s main indicators are approved and controlled by the Board of Directors, and by the
Audit Committee under the Board of Directors.;
FUNCTIONAL KPI (Operational indicators by business directions):
The indicators of functional lines of activities are established in accordance with the authority and
responsibility matrix, approved and controlled by General Director;
DESIGN KPI (strategic initiatives by business directions):
The indicators of performing business initiatives and design objectives are aimed at the corporate
strategy realization.
In accordance with the Methodological Guidelines for the application of KPIs by state-owned
companies, the corporate KPI system is added as a bonus reduction indicator.
Additionally, in accordance with best practices, Zarubezhneft’s KPI system includes a block of quality
indicators. This block of indicators provides an expert estimate of employees that reflects the
management’s performance under the following directions:
The strategic development of the business-direction;
The development of the block’s HR potential;
Interaction with adjacent blocks by company processes.
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IN 2015, THE FOLLOWING KPI’S SYSTEM ACTIVITIES WERE CARRIED:
In accordance with methodology guidelines for applying KPIs by state-owned companies, the
Board of Directors considered a report on achieving the 2014 corporate KPIs and also approved
corporate target KPIs values for the next three years (Minutes of Meeting of the Board of Directors
No.103, dated May 28, 2015).

The 2015 KPIs
2015
Indicator cards

Units

Indicator’s weight, %

Target value

Actual Value

Consolidated Revenues

million Rubles

10

62,201

56,554

EBITDA

million Rubles

10

16,597

15,915

Dividends amount

million Rubles

15

3,148

4,064

%

15

7.3

8.8

thousand Rubles/
man-hours

10

49.1

50.4

Chartered capital cost-efficiency ROE
Labor efficiency (revenue per one hour of the
Zarubezhneft’ employee’s work)
OPEX decrease

%

10

2.0

2.7

Gross hydrocarbon production volume
(considering share)

MTOE

15

4,960

5,040

ABC1 Category Reserves Volume

MTOE

15

87,188

90,999

2.4

1.5

TOTAL
Non-exceedance of the limit under
Net Debt/EBITDA indicator

Achievement for KPI

100
–

Target value was
achieved

IN 2015, ZARUBEZNEFT
EXCEEDED THE TARGET
VALUES UNDER THE
SIX OUT OF EIGHT MAIN
CORPORATE KPI VALUES

In order to implement the Directives of the Government of the Russian Federation No. 2303p-P13
“On OPEX reduction,” dated April 16, 2015, an “OPEX reduction” indicator was addeded to the list
of corporate KPIs (Minutes of Meeting No.111, dated October 29, 2015).
In accordance with the Regulations for the Zarubezhneft’s KPIs system, presentations of 2015’s
performance of KPI values were made before the General Director by Zarubezhneft’s management
(the Deputies’ General Director, the Heads of Departments), the subsidiaries’ General Directors for
2014, and the KPIs for 2015 were also approved.
Additionally in 2015, the company’s KPI system was deconstructed by the level of the Deputies’
General Director’s subsidiaries.

The total number of indicators under control amounts to 460. Monitoring of KPI performance
is performed on monthly, half-year and annual basis. The consolidated actual value of the Revenues
indicator under IFRS was 56,554 million Rubles, a 9% decrease compared with the target value.
The non-performance of the target value was a result of deterioration in the macro-economic
environment: a price drop in crude impaired the upstream indicators, a price decrease in oil products
resulted in a decrease of Downstream’s indicators.
The EBITDA indicator’s actual value under IFRS was 15,915 million Rubles, a 4% decrease compared
with the target value. Non-performance of the target value was a result of the impairment
of Upstream’s indicators by 1,639 million Rubles amid the crude price decrease, partially
compensated by the effect of cheaper oil in the cost of oil products under the downstream segment.
The actual amount of the dividends indicator amount was 4,064 million Rubles, a 29% increase
compared to the target value (3,148 million Rubles).
2015’s chartered capital cost-efficiency indicator under IFRS totaled 8.8% compared to the target
value of 7.3%.
The actual labor efficiency to be calculated as Zarubezhneft’s Revenues under the Russian Accounting
Standards, re-calculated using 2014’s prices and correlated with the number of man-hours worked by
the company’s employees, totaled 50.4 thousand Rubles/man-hours, an increase of 49.1 thousand
Rubles/man-hours from the target value.

In 2015, the Board of Directors, amid significant deterioration of micro-economic environment,
made a decision to normalize the corporate KPI values for actual macro-parameters. However,
timely optimization measures taken by the company’s managemen made it possible to provide target
KPIs performance formed on the basis of the world crude price to the amount of $100 USD/bbl.
Considering the results achieved and retaining high values of efficiency indicators of the company’s
activity, even under new conditions, the company’s management took decision not to carry out
a normalization of the target KPI values. The final estimate is presented without normalization for
the objective change in external macro-environment.

2015’s OPEX decrease in the indicator’s actual value totaled 2.7% – 2% higher than the value
established by the Directives of the Government of the Russian Federation.
The Zarubezhneft Group of Companies’ actual gross hydrocarbon production volume totaled
5,040 thousand tons, a 2% increase compared with the target value (4,960 thousand tons).
The growth of this indicator against the planned figure was the result of a growth in Vietsovpetro
and Rusvietpetro’s output.

THEREFORE, IN 2015, THE COMPANY’S KPI SYSTEM COVERS THE ENTIRE GROUP
OF COMPANIES’ KEY MANAGEMENT LEVELS:

The 2015 ABC1 Category Reserves Volume (considering the share), as well as the output, remained
at the same level as in 2014. As of the end of 2015, actual reserves totaled 90,999 MTOE, a 4%
growth compared with the target value (87,188 MTOE). The growth of this indicator against the
planned figure was the result of a growth in reserves that compensated for the growth in oil output.

The management of the corporate center (the Deputies’ General Director and Heads
of Divisions) – 38 persons;
The General Directors of subsidiaries – 14 persons;
The Deputies’ General Director of subsidiaries – 54 persons.

In addition, the target value of the 9th indicator – NetDebt/EBITDA was achieved. The indicator’s
actual value was 1.5 which is better than the target value.
As a result, KPIs performance rate in 2015 was 109% compared to 114% in 2014.
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IMPLEMENTATION OF
PROJECTS FOR INTERNAL
IMPROVEMENTS
THE PROJECTS ARE AIMED AT OPTIMIZING THE ZARUBEZHNEFT GROUP OF COMPANIES’
ACTIVITIES AND TOUCH UPON THE AREAS OF CORPORATE MANAGEMENT, PROJECT
MANAGEMENT, FINANCIAL AND ECONOMIC MANAGEMENT, HR MANAGEMENT,
THE AUTOMATION OF BUSINESS PROCESSES AND IT SYSTEMS.

Since 2013,

37

PROJECTS HAVE BEEN
INITIATED

14

PROJECTS WERE
COMPLETED IN 2015

IN 2015, THE FOLLOWING REAL RESULTS WERE OBTAINED FROM THE PROJECTS
FOR IMPROVEMENTS:
A unified system of management for the subsidiaries of Zarubezhneft Group of Companies’ was
created;
Internal normative documents regulating corporate management were improved;
The KPI system’s introduction was completed;
A corporate project management system (CPMS) was introduced, which is being tested on “pilot
projects”;
A single base of specific cost indicators for capital construction facilities was created;
The planning and budgeting system was improved, a single automated system of budget control
was introduced across the Group of Companies;
A single system of business and tax accounting for Zarubezhneft and its subsidiaries was
introduced;
A single treasury was created in the Zarubezhneft Group of Companies;
An integrated personnel motivation and training system was introduced;
Responsibility zones of structural divisions in the process of procurements were prescribed;
An oil engineering school was created.

ZARUBEZHNEFT’S
STRATEGIC GUIDELINES
WERE IMPLEMENTED
WITH THE HELP OF AN
INSTRUMENT CALLED
“PROJECTS FOR INTERNAL
IMPROVEMENTS”

IN 2016, IN ACCORDANCE WITH PROJECT SCHEDULES, THE FOLLOWING PROJECTS
WILL BE COMPLETED:
Development of a risk management system in the subsidiaries;
Checking the partners of the Zarubezhneft Group of Companies;
Realization of measures to develop a methodology for project management and the introduction
of CPMS’s tools to Zarubezhneft in 2016;
The creation of a project management school;
The standardization and optimization of business processes;
Creation of a common information field across Zarubezhneft’s projects;
Creation of processes for satisfying HSE requirements in the Zarubezhneft Group of companies;
Creation of an industrial system for Zarubezhneft using the pilot project at JC RUSVIETPETRO;
Creation and development of the specialized and unique competencies of Zarubezhneft;
Introduction of a single “Technological framework” for Zarubezhneft’s upstream segment;
Organization of the process of the technological audit of assets;
Improving the efficiency of processes and systems of the “Economics and finance” unit;
Disposal of Modrica’s products in the SRV territory and the South-Eastern Asia region;
A fast-track formation (closure) of accounting reports.

IMPROVEMENTS TO THE PROJECT PORTFOLIO OVER THE 2017-2019 PERIOD WILL
BE BASED ON THE FOLLOWING:
Zarubezhneft’s corporate development strategy up until 2030 and the top priority activities for the
realizing this strategy;
Key processes and functional maturity model;
Results of the audit and assessment of the efficiency of business processes active in the company.
Requirements of external regulating bodies – the Government of the Russian Federation, Federal
Property Management Agency (Rosimuschestvo) and others.
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ENERGY EFFICIENCY
THE ENERGY SAVING AND ENERGY EFFICIENCY PROGRAM FOR THE 2011-2015
PERIOD WAS DEVELOPED AND IMPLEMENTED ACROSS THE ZARUBEZHNEFT’S
GROUP OF COMPANIES. THIS PROGRAM WAS APPROVED BY THE DECISION
OF ZARUBEZHNEFT’S BOARD OF DIRECTORS ON DECEMBER 14, 2012,
(MINUTES OF MEETING NO.68) FOLLOWING A MANDATORY ENERGY
INSPECTION OF ITS SUBSIDIARIES IN THE RUSSIAN SEGMENT.

The program provides for a decrease in the specific costs of energy
resources and/or their volumes across subsidiaries of the Russian
segment of 15% from the level of the energy inspection year (2010)
over a five-year period.

Change in the consumption of specific energy resources for oil
production in the Group of Companies, tons of oil equivalent/one
thousand ton in the russian segment
16.2
13.8

12.5
11.7

11.1

9.5
6.5

2011

2012

Indicators of the energy audit 2010

2013

2014

2015

Reduction as per the FL 261-FL

This program has been developed in accordance with the Decree of the
President of the Russian Federation No.889, dated June 4, 2008, “On
certain measures to increase the energy and ecology efficiency of the
Russian Economy”, and federal law No. 261-FZ, dated November 23,
2009, “On Energy Saving, Increasing Energy Efficiency And Amending
Certain Legislative Acts Of The Russian Federation”.
The strategic purpose of the development and introduction of the
Zarubezhneft Group’s Energy Saving and Energy Efficiency Program is to
reduce the cost of finished products in the Group’s production segments
and, as a result of this, improve its competitiveness at the local and
global level.
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For the year 2015, the target guidelines of the energy saving program
provided for the development, preparation and introduction of new
activities (along with the continued functioning of activities introduced
in 2013-2014) taking into account the division’s area of activity and
organization, as well as the profile of the Zarubezhneft Group of
Companies’ activities of in general.
The organizational work implemented for energy resources saving in all
the company’s subsidiaries in 2015 allowed for a reduction of energy
consumption against the set energy efficiency target indicators and an
increase in energy efficiency parameters for each company separately
and the Group of companies in general accordingly.
The specific consumption of energy resources per one thousand
tons of oil produced by the producing assets of the Russian segment
(Rusvietpetro, Orenburgnefteotdacha, Ul’yanovskneftegaz) have
decreased from 9.5 tons of oil equivalent/one thousand ton of oil in
2014 to 6.5 in 2015. We have reached a 32% decrease.
From 2011 to 2015, a steady reduction in energy resource consumption
was seen in percentage terms against the planned parameters of
energy efficiency (indicators) for all upstream subsidiaries. In 2014,
as a result of the organization of maintenance on the stabilization
system for reservoir pressure and oil production volumes,
Orenburgnefteotdacha JSC increased its specific energy resource
consumption.

A reduction of energy resource consumption has also been achieved
against the 2010 base value (energy inspection) for the “Service and
Other Assets” segment.

THE MAIN ACTIVITIES FOR ENERGY EFFICIENCY
IN THE ZARUBEZHNEFT GROUP OF COMPANIES INTRODUCED
IN 2015 INCLUDE:
The implementation of an optimization program for the CKU energy
system to minimize the electric energy output by generating capacities
operating on diesel fuel (Rusvietpetro);
The optimization of power losses by the CKU energy system by cutting
off inefficient consumers, and the installation of a reactive compensator
(Rusvietpetro);
The introduction of variable speed drive systems (VSDS) of PWRU “West
Khosedayu”, PWRU “Visovoye” (Rusvietpetro);
The installation of fuel gauges for automotive equipment
(Orenburgnefteotdacha);
The construction of an isolated overhead line-10 (IOL) in the
Kondakovskoye and Slavkinskoye fields (Ul’yanovskneftegaz);
Replacement of pumping equipment units with more efficient ones
(Ul’yanovskneftegaz);
The installation of VSDSs at pumping equipment in the
Nizhnemazinskoye field (Ul’yanovskneftegaz);
The installation and commissioning of a 390 KW GTPS ENEX-390 gas
turbine unit on Kolguev Island (Arctic Oil Company);
The installation of tower stabs for feeding working lighting for the
standard substation-1588 (Giprovostokneft);
Roof repair for buildings No.3 and No.4 with heating insulation
(VNIIneft).
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In 2015, work on the further improvement and development of energy
saving and energy efficiency of the Group of Companies was carried
out. The 2016 Energy Saving Program was elaborated and approved.
It included 92 activities proposed by subsidiaries and 12 activities , which
have been implemented since 2015. In addition to the subsidiaries of
the Russian segment, companies in the foreign segment (Brod Refinery,
Modrica Oil Production Plant, JV Vietsovpetro) have also participated
in the implementation of the Zarubezhneft Group’s 2016 Energy Saving
Program.
The implementation costs of the Zarubezhneft Group’s 2016 Energy
Saving and Energy Efficiency Program are planned to amount
to 1.7 billion Rubles, with the estimated annual amount saved as a result
of introducing these activities should amount to 778,000 thousand
Rubles or, in terms of tons of oil equivalent, should amount to 41,447
tons of oil equivalent.
In 2016, Zarubezhneft’s main subsidiaries in the Russian segment –
i.e. Rusvietpetro, Orenburgnefteotdacha, Ul’yanovskneftegaz, Arctic Oil
Company, Giprovostokneft, VNIIneft – will pass a new mandatory energy
inspection/audit, in accordance with 261-FZ, dated November 23, 2009.
In the foreign segment, energy inspection will be held at the Modrica Oil
Production Plant. Based on results of energy inspections, the energy
saving potential of these subsidiaries will be defined, activities will be
introduced and energy saving programs for the next five years will be
worked out. Based on these programs, we will schedule further work in
the area of energy efficiency for the Zarubezhneft Group of Companies
for the short-term.
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ENVIRONMENTAL
PROTECTION
THE COMPANY’S ECOLOGICAL POLICY DEFINES ECOLOGICAL
WELL-BEING AS THE BASIS FOR ECONOMIC PROSPERITY.

AN IMPORTANT DIRECTION
IN ZARUBEZHNEFT JSC’S
ENVIRONMENT PROTECTION
WORK IS THE PREVENTION
OF ENVIRONMENTAL
CONTAMINATION,
WHICH DECREASES THE
NEGATIVE IMPACTS ON THE
ENVIRONMENT AND ENSURES
ECOLOGICAL SAFETY ACROSS
ALL OF OUR PRODUCTION
FACILITIES

In its daily activities, our company realizes its principles in practice, by the constant improvement
of nature conservation activities, the rational use of natural resources, a reduction of the number
of contaminants and by decreasing the toxicity of both contaminants and waste emissions.
An international approach to solving these tasks allows our company to introduce advanced
scientific achievements into production and environmental protection work.
Therefore, our company, which plays an important role in the economic development of the
country, conducts its activities in strict compliance with the principles of environmental friendliness
so as to fully realize the social obligations of the joint stock company in the provision of the well
being of the population and its footprint.

JC Rusvietpetro, through contractor
organizations, rehabilitated

133.95

ACRES (HA)

In the area of environmental protection, our subsidiaries regularly conduct training for managers under
“The hazardous waste management” program; ecological audits were accomplished, ecological risks
were established; the elaboration and updating of normative ecological documentation was completed;
all necessary licenses and permissions for emissions and pollutant discharge, and limits for waste
disposal were obtained.
Payments for negative environmental impact were calculated and made on time. The preparation and
submission of reporting to the state supervision and statistical authorities was made in a timely fashion.
One of the most important tasks for the minimizing the negative impact of drilling waste is the
treatment and subsequent reclamation of waste pits.

An important direction in Zarubezhneft JSC’s environment protection work is the prevention
of environmental contamination, which decreases the negative impacts on the environment
and ensures ecological safety across all of our production facilities.

Thus, in 2015, JC Rusvietpetro, through contractor organizations, rehabilitated approximately 133.95
acres (ha) of disturbed lands and liquidated seven waste pits.

OUR ENVIRONMENTAL PROTECTION AND RECOVERY MEASURES PROGRAM
OF THE RUSSIAN SEGMENT FOR 2014-2016, WILL SEE THE COMPANY CARRY OUT
A SERIES OF ENVIRONMENTAL PROTECTION MEASURES EACH YEAR, INCLUDING:

In 2015, the results of the Second rating of ecological responsibility of Russia’s oil and gas companies
were summed up, initiated by the analytical and consulting group in the fuel complex area called
“Kreon”, the World Wildlife Fund (WWF) with the participation of the National Rating Agency, and the
Ministry of Natural Resources and Ecology of Russia, within the framework of the UN project.

The ecological training of personnel;
The prevention of air pollution and the safeguarding water and land resources;
The neutralization of production waste;
Industrial environmental control;
Monitoring the impact on environmental conditions and production facilities;
The prevention and liquidation of consequences due to breaks in the pipeline;
Construction of new and re-construction of existing environmental facilities.

Materials and publications acknowledging high ecological responsibility have been submitted by 21 oil
and gas companies, among which our company took 4th place, having risen from 8th place in 2014.
The rating’s organizers marked a significant improvement of Zarubezhneft’s positions, based on the
submission of structured and well-documented information.

In 2015, current funding for the environmental activities for subsidiaries located within the Russian
Federation totaled approximately 196 million 925 thousand Rubles.
Costs for the conservation of biodiversity and safeguarding nature territories for JC Rusvietpetro
in 2015 totaled 1800 thousand Rubles.
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299.7

134

117
6.24
2012

2013

DECREASE IN GREENHOUSE GAS (GHG)
EMISSIONS

In 2015, the implementation of plans at the Brod Refinery (in the Republic of Srpska) for the
processing and conversion of acid sludge into safe inert materials was continued. These plans call
for the subsequent use of the conversion product in the reclamation of containment ponds.

Land restoration, in acres (ha)

2014

2015

In general, in all of its territories and license areas, the Zarubezhneft Group of Companies performs
regular monitoring of the air, soil, snow, surface water and bottom sediments within a framework of
local ecological monitoring and production controls.

Zarubezhneft considers the Kyoto Protocol mechanism as an important step towards increasing the
efficient use of associated gas. The Mechanism of Activities Implemented Jointly (AIJ), provided by
the Kyoto Protocol to the UNFCCC, remains one of the most serious incentives for the realization of
APG utilization projects, and other projects aimed at the reduction of atmospheric GHG emissions.

Greenhouse gases in CO2-equivalent1,
million cubic metres

Observation data is compared with the background values of the indicators. For the reporting
period, the norms of the maximum permissible concentrations (MPC) were not exceeded in the
territory of the Russian Federation.

2015
2014

0.477
0.536

In 2015, our company continued its consistent work towards atmospheric emissions control.
Waste pits reclamation (nos.)

Within the Group’s Downstream Segment, the gasification of the technological process was
continued at the Brod Refinery, with the aim of improving energy efficiency and reducing the
amount of sulfur oxides emitted as per EU norms and standards.

12
8

7

5

2012

2013

2014

2015

1

T he data given has taken the GHG emissions
volumes of the companies with participation shares
in the territory of the Russian Federation into account.

In accordance with the “Methodical recommendations and guidelines for the quantitative
calculation of the volume of GNG emissions by enterprises conducting its business or other
activities in the Russian Federation” (approved by the order of the Ministry of the Natural Resources
and Ecology of the Russian Federation No.300, dated June 30, 2015), registered with the Ministry
of Justice of the Russian Federation on December 15, 2015, registration No.40098, our company
determined the atmospheric GHG emission volume for 2015 as a result of the production activities
of the Group’s enterprises.

For 2015, gross atmospheric emissions parameters decreased for over the entirety of
Zarubezhneft’s Group of Companies, a growth in despite production volume: in 2015, we
commissioned gas turbine units at Energy Centre No.2 at the North-Khosedayu central production
facility (CPF) for electricity generation, using gas that helped to decrease NPG flaring volumes at
flaring facilities.
Construction of a multi-phase pumping station (MPPS) is ongoing in the North-Oshkotynskoye oil
field with the purpose of transporting the produced associated gas to the North-Khosedayu CPF and
its further use for in-house needs without the use of any flaring facilities within this field.

Production and use of Associated Petroleum Gas (APG) in the Zarubezhneft Group of Companies, million cubic metres
Name of the company of the Zarubezhneft Group of Companies

APG production

APG use for in-house needs

% of APG use

116.676

72.812

62.41

0.9

–

–

0.37

–

0.54

3.716

1.208

32.51

121.665

74

60.84

JC RUSVIETPETRO
Оrenburgnefteotdacha
Ul’yanovskneftegaz
Arctic Oil Company
TOTAL

Specific indicators on environmental protection in the Zarubezhneft
Group in the Russian Federation, tons/thousand tons of oil
Emissions
Water consumption
Waste formation

2012

2013

2014

2015

2,33

3,36

3,4

3,33

0,6

0,79

1,38

1,14

11,85

10,22

8,39

5,45

Specific indicators for the Group of Companies in the Russian
Federation for 2015, %

11 Water consumption

2015

55 Waste formation
34 Emissions
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Imposing the legal requirements and Zarubezhneft’s internal HSE standards ensuring compliance
control on contractor organizations working on Zarubezhneft’s production facilities;
Carrying on a dialogue with all concerned parties openly, and simply demonstrating the results of
HSE operations to the staff, authorities and general public.

INDUSTRIAL
AND OCCUPATIONAL
SAFETY
OUR COMPANY’S LONG-TERM HSE GOALS ARE:
The absence of any industrial accidents;
The reduction of injury rates to the level of leading international companies in the oil and gas
sector;
The reduction of negative environmental impact;
The improvement of the HSE system.
Our company conducts its activities in full correspondence with the appropriate legislation, including
the latest amendments dated July 13, 2015 to the Federal Act of the Russian Federation No. 116-FL
“On industrial safety of hazardous production facilities” dated July 21, 1997, and other subordinate
acts of the Russian Federation. This also includes the full identification of hazardous Russian
production facilities, with the provisioning of hazard ratings and their subsequent re-registration.

OUR COMPANY’S
HSE STRATEGIC
GUIDELINES ARE FIXED
IN ZARUBEZHNEFT’S
POLICY AND STANDARDS

Our company’s HSE strategic guidelines are fixed in Zarubezhneft’s policy and standards.

ZARUBEZHNEFT’S
HSE POLICY IS AIMED
AT PROVIDING LIFE
AND HEALTH SAFETY FOR
ALL OF THE COMPANY’S
EMPLOYEES
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Zarubezhneft’s HSE policy is aimed at:
Providing life and health safety for all of the company’s employees who conduct industrial
activities in all Zarubezhneft’s facilities;
Ensuring work and operational safety through risk management in the sphere of health and
industrial safety;
Taking measures aimed at the prevention of the possible occurrence of emergency situations,
thanks to an increase in the reliability and safety of process equipment operation, and in case
of their occurrence – at minimizing the consequences for environmental, health and public safety;
Preventing environmental pollution and minimizing the manmade impacts on the environment
through the management of ecological aspects in the process of industrial activities;
Providing resource savings, and a reduction of the negative impact on the natural environment,
taking all possible measures for the preservation of the climate, biodiversity and compensation
of possible damage done to environment;
Considering the interests and rights of indigenous peoples to lead traditional ways of life and the
preservation of their habitat;
Providing for the holding of internal investigations that take into consideration of every fact of any
incident, occupational accident, emergency occurrence, and an analysis of reasons and conditions
that prompted its occurrence, as well as elaboration and implementation of the respective
preventive measures for their non-admission;
The constant advancement of the level of knowledge and competences of the company’s
personnel in HSE;
Striving to conduct HSE operations on the basis of the employees’ internal convictions and
individual deliberate responsibility, as well as to increase the motivation of the company’s
personnel;

The formation of Zarubezhneft’s single HSE Management System is governed by the “HSE
management system” standard and is based on the following principles:
Development of HSE leadership and responsibility of managers at all levels of management;
HSE risks management in the projects’ realization and execution of works;
HSE operations management;
Investigation of incidents and the of learning lessons therefrom with the purpose of a nonadmission of incidents in future;
Upgrading of HSE training, teaching and competency for personnel;
Liaison with contractor organizations in the area of HSE;
Documentation and transparency of information containing HSE data;
Emergency situations management and the provision of unconditional readiness for management
under the conditions of emergency and crisis situations;
Creation and preparedness of resources and means for emergency situations;
Establishment of the target and scheduled HSE indicators;
Control of contractor organizations’ compliance with HSE legislation and the company’s
requirements;
Consistent improvement of HSE requirements in accordance with the best international practices.

WITHIN THE HSE SYSTEM’S METHODOLOGICAL FRAMEWORK, THE FOLLOWING
INTERNAL NORMATIVE DOCUMENTS WERE UPDATED, OR NEWLY ELABORATED
AND ADOPTED, IN 2015:
The “HSE management system” standard;
The civil defense plan for Zarubezhneft’s administrative building;
A Natural and Manmade Emergencies Response Plan in the territory of Zarubezhneft’s
administrative building;
Standard of personal protective equipment (PPE) for the employees of the companies included
in the Zarubezhneft Group of Companies;
Methodical recommendations on the introduction and realization of an efficient work space
(5C system) for enterprises of the Zarubezhneft Group of Companies.
All of the company’s subsidiaries joined the HSE standards of Zarubezhneft, and as a result, they
all operate within a single management field.
Zarubezhneft establishes serious goals for the improvement of the HSE system, corresponding
to the scale and nature of its activities, including:
Compliance of the company’s activities with legislation and international standards for industrial
safety;
Carrying out of HSE activities based on production risk management;
Constant advancement of the personnel’s competences in HSE in the company.
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WITHIN THE HSE SYSTEM’S
METHODOLOGICAL
FRAMEWORK, THE
FOLLOWING INTERNAL
NORMATIVE DOCUMENTS
WERE UPDATED,
OR NEWLY ELABORATED
AND ADOPTED, IN 2015

The subsidiaries’ aspiration for a constant improvement in HSE management, in accordance with
nature conservation legislation, as well as the OHSAS 18001-2007 and ISO 14001-2004 international
standards, is confirmed by the following results:
The Mordica Oil Production Plant confirmed its HSE management system’s conformity to the
OHSAS 18001-2007 and ISO 14001-2004 international standards in 2015;
The Brod Refinery obtained a certificate confirming its HSE management system’s compliance with
the ISO 9001, OHSAS 18001-2007 and ISO 14001-2004 international standards.

THIS PROCEDURE IS AN INTEGRAL PART OF THE COMMON CORPORATE RISK
MANAGEMENT SYSTEM AND REGULATES THE ORDER OF HSE RISK MANAGEMENT
IN RELATION TO:

In the area of the labor safety, our subsidiaries have regularly held training and examinations in the
following categories:
“Industrial safety”;
“Labor safety and first pre-medical aid”;
“Basics of fire safety”;
“Knowledge of rules and norms of working at electrical units”;
“Safe operation of electrical units”.

Commissions of production control (CPC), permanently acting in the subsidiaries, have been
established and approved, and are operating in accordance with the schedule.

Violation of the facilities’ integrity (in emergency situations);
Injury to workers, counter-agents and visitors;
Negative environmental impact in carrying out works;
Negative environmental impact as a result of technological processes.

Maintenance on the subsidiaries’ preparedness for civil defense and emergencies is ensured
through an integrated approach by:
The testing of safety facilities and the training of the people in charge of civil defense and
emergencies training centers;
Timely development and approval from the state supervisory authorities of response plans for oil
and oil-products spill (OSR) in the fields;
Teaching and the attestation of emergency accident rescue teams in the fields;
The conclusion of agreements to hold drills twice a year with specialized professional units that
provide gas rescue and well blowout safety services.

In addition, obligatory employee medical examinations and special evaluations of working
conditions (SEWC) at workplaces are carried out.
The subsidiaries’ workers have been provided with working clothes, safety shoes and personal
protective equipment; a range of other activities under this direction have been carried out.

In 2015, monthly open firefighting drills at the Mordica Oil Production Plant and the Brod Refinery
were carried out: “Evacuation, rescue and fire extinguishing in case of emergency”.

In 2015, an internal audit of the process of the provision of personal protective equipment was held
at Rusvietpetro and Orenburgnefteotdacha. Based on its results, corrective measures have been
elaborated to improve the system of providing the company’s workers with personal protective
equipment.

Within the framework of a complex examination of labor protection, well blowout, firefighting
safety and environmental conditions, joint drills for the emergency response to a simulated oil spill
in the sea were carried out at JV Vietsovpetro’s facilities.

A single corporate style for the Zarubezhneft Group’s working clothes has been elaborated and
approved.

The work with contractor organizations operating at the Zarubezhneft Group of Companies’
facilities is an integral part of the work of specialists within the health and safety management
system.

The corresponding reports on the improvement of labor protection and labor conditions have
been submitted to the State, supervisory and statistical authorities in a timely manner. In 2015,
with the aim of enhancing the HSE system and introducing best global practices and elements of
international standards in the industrial safety, a “12 Life Saving Rules” production program was
successfully implemented across all of Zarubezhneft’s Group of Companies by the HSE division.
Special attention was paid to the observance of safe working methods, the breach of which may
result in the risk of severe injuries or cause the death of people.
All the required emergency and response plans and plans for the elimination of their consequences
have been developed and agreed to by our subsidiaries.
Within the established periods, formal industrial safety review at hazardous production facilities
and declarations of industrial safety for hazardous facilities were held and detailed.
Industrial control is one of the most important elements of an effective HSE management system.
When it comes to HSE industrial control, the subsidiary company’s employees are governed by
the respective legislative and regulatory documents of the Russian Federation and the regions
of their presence, as well as by corporate provisions, including the procedure for “HSE risk
management”.
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ALL PERSONNEL OF OUR
COMPANY (INCLUDING
ITS SUBSIDIARIES’)
IS INSURED UNDER
THE PROGRAM OF THE
VOLUNTARY MEDICAL
INSURANCE
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In 2015, Zarubezhneft elaborated Regulations (an appendix to contracts) on the single requirements
and the interaction of subsidiaries with contractor organizations (general contractors and
subcontractors) in the HSE area when conducting activities in: the construction, exploration, drilling,
testing, operation of facilities, etc. These Regulations have passed the implementation stage and,
at present, are mandatory for the inclusion into the company’s and subsidiaries’ standard contracts
with contractor organizations promoting a task-oriented control over the contractor organizations’
HSE activities.
In 2015, we continued the formation and accumulation of an incident database, not just at
subsidiaries but also at contractor organizations that conduct contractual activities at production
facilities. The information accumulated allows for an onsite comparative analysis of the causes of
injuries and incidents.
The HSE division’s plans for 2016 include closer cooperation with the representatives of contractor
organizations and their engagement in the implementation of all of Zarubezhneft Group of
Companies’ HSE programs and trainings aimed at improving the production culture.
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KEY ASPECTS OF HR MOTIVATION
AND EFFICIENT MANAGEMENT.
CORPORATE CULTURE
OUR COMPANY’S WORK IN THE IMPROVEMENT OF HR MANAGEMENT IS BEING IMPLEMENTED
IN ACCORDANCE WITH THE “PERSONNEL POLICY OF THE ZARUBEZHNEFT GROUP OF COMPANIES
FOR 2014-2019”.

THE MAIN HR TASKS OF THE GROUP OF COMPANIES, WITHIN THE
FRAMEWORK OF THE PERSONNEL POLICY IMPLEMENTATION FOR
2014-2019, ARE:
IMPROVEMENT OF THE HR PAYMENT SYSTEM AND WORKER
MOTIVATION

IMPROVEMENT AND DEVELOPMENT OF AN INTEGRATED SYSTEM
OF HR PLANNING, CONCERNING THE GROUP OF COMPANIES’
REQUIREMENTS FOR BUSINESS-DIRECTIONS, THEIR RATIONAL
DISTRIBUTION AND EFFICIENT USE

RAISING THE PROFESSIONALISM OF WORKERS AT ALL MANAGEMENT
LEVELS. THIS WILL BE DONE THROUGH THE DEVELOPMENT OF
A CORPORATE SYSTEM OF CONTINUOUS EDUCATION AND THE
ENHANCEMENT OF THE CORPORATE TRAINING SYSTEM. THIS WILL
BE BASED ON PROFESSIONAL STANDARDS, WHICH WILL SET THE
REQUIREMENTS FOR THE CONTENTS AND CONDITIONS, AND OF
WORKER QUALIFICATION AND COMPETENCIES UNDER VARIOUS
QUALIFICATION LEVELS

THE UPSTREAM
SEGMENT, WHICH IS
64% OF THE TOTAL
NUMBER OF PERSONNEL,
IS A DEVELOPMENT
PRIORITY FOR THE GROUP
OF COMPANIES

PERSONNEL NUMBER
AND STRUCTURE
In 2015, the number of workers at the Zarubezhneft Group of Companies amounted to
12,694 persons. The total average number of personnel at the Group of Companies has
shown a tendency towards reduction.
These changes have been caused by activities started in the 2013-2014 period and which were
continued in 2015 for the optimization of the number of personnel in the Downstream, Service and
other assets Segments. At the same time, an expansion of activities in the Upstream Segment can
be seen. The growth in the number of personnel in this segment was 2.6%.
Taking into account the fact that oil production requires a large volume of physical labor at drilling
rigs (especially JV Vietsovpetro in Vietnam); male employees are the majority at the Group of
Companies, accounting for 86% of the personnel.

Structure of personnel in the Group of Companies
in 2015 by line of activity, %

Age structure of personnel as of December 31, 2015, %

3 Managing company

2015

64 Upstream
19 Downstream
14 Services

21 Younger than 30 years

2015

52 30 to 50 years old
26 Older than 50 years

PROVISION OF SOCIAL PROTECTION AND IMPROVEMENTS IN WORKING
CONDITIONS
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The average age of personnel at the Group
of Companies

43

YEARS IN 2015

SOCIAL PROGRAMS

The number of personnel in the Group of Companies depending on line
of activity for 2012-2015
Line of activity

2012

2013

2014

2015

Managing company

316

329

329

320

Representatives and Branches of Zarubezhneft

25

25

31

30

Upstream

9,018

8,094

7,923

8,135

Downstream

2,867

2,667

2,517

2,356

Service and other assets
TOTAL

1,640

2,260

1,898

1,853

13,866

13,375

12,698

12,694

An efficient social protection system remains the basis for successful industrial activity and
promotes the retention of highly qualified personnel. Therefore, the Group of Companies
pays special attention to the development of social programs.
In the Group of Companies, a Single Concept of the social policy is in force that has permitted the
unification of the list of benefits and the order of its granting. The main components of the social
package, within the framework of the adopted Concept, are as follows:
The creation of conditions for the improvement of the personnel’s health, and the maintenance of
corporate sports and fitness complexes;
Health protection, including voluntary medical insurance for workers and their family members
and non-working retirees;
Material support for veterans and non-working retirees;
Personnel welfare (for family reasons);
Rewards in connection with the presentation of governmental and corporate awards and in
connection with the celebration of Oil & Gas Workers Day.

The age structure of personnel is formed traditionally, with half of personnel falling within
the 30-50 age category, to ensure the best proportion of work experience and physical
capabilities. Significant and specific weight is accounted for by the younger, under 30 years of age
category (21%). The share of workers older than 50 years was reduced by 2% compared with the
2014 level.

To preserve and strengthen the health of our workers, our company is conducting work on
organizing recreation for them at resort and spa institutions in the Republic of Crimea. The workers
are given the possibility to buy the tours for themselves and their family members and are partially
compensated at the expense of Zarubezhneft’s funds. Special attention is paid to families with
children under 14.

THE PERSONNEL’S MOTIVATION
AND INCOME STRUCTURE

A parity corporate program providing a non-state pension to the company’s workers continued its
operation.

Zarubezhneft works consistently to improve its labor payment system and the motivation
of its personnel.
During 2015, we completed activities for our subsidiaries to switch to the single labor payment
system (SLPS), which was developed in the 2013-2014 period. The SLPS includes:
a system of official grade levels;
bonus payments based on key performance indicators (KPIs);
the annual assessment of personnel.
This system reflects our company’s business interests and priorities, matches the personnel’s KPI
achievement with the annual bonus amount and is one of the tools to manage worker activity
and efficiency in the interests of the company.

IN 2015, STATE AND
CORPORATE AWARDS
HAVE BEEN GIVEN TO
211 WORKERS OF THE
GROUP OF COMPANIES

Non-financial motivation occupies an important place in our personnel motivation system. The
company has established the following awards and ranks: “Honorary worker of Zarubezhneft”,
“Veteran of Zarubezhneft”, a Zarubezhneft Diploma, and Appreciation from Zarubezhneft. These are
seen as a way of strengthening corporate culture and encouraging staff and working groups to strive
to make significant contributions to the company’s development through important industrial,
financial and economic achievements.

AT THE BEGINNING OF 2015, WE SUMMED UP THE RESULTS OF REALIZING
THE PROJECT, “ARRANGEMENT OF THE INTEGRATED MOTIVATION SYSTEM
AT ZARUBEZHNEFT”. WITHIN THE FRAMEWORK OF THE PROJECT, THE
IMPLEMENTATION OF THE FOLLOWING HAS BEEN WORKED OUT AND APPROVED:
Single rules for establishing the salary for workers at the Zarubezhneft Group of Companies based
on a line of single grades;
A motivation system that provides the matching of the personnel’s KPI achievement with the
annual bonus amount;
A project team member motivation system;
A program for the long-term motivation of management personnel.
Zarubezhneft JSC maintains an average market salary level for the sectorial labor market.
The average monthly salary growth was ensured by the indexation of workers’ basic salary
and tariff rates at the Group of Companies.
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SELECTION AND PROMOTION
OF PERSONNEL
THE HR RESOURCE IS
THE MOST IMPORTANT
ASSET OF THE COMPANY
IN MANY RESPECTS THAT
ENSURES THE SUCCESSFUL
ACHIEVEMENT OF THE
COMPANY’S STRATEGIC
GOALS

The selection of highly professional specialists is one of the main factors underpinning the
company’s successful development. Zarubezhneft approved a target profile for candidates.
IN THE SELECTION PROCESS, A THREE-LEVEL ASSESSMENT SYSTEM IS APPLIED:
Evaluation of the individual’s abilities and personality with the application of certified testing as
per international standards;
Evaluation of professional, related knowledge and skills by the line of activity.
Evaluation of corporate and managerial skills as per the model of competencies approved at the
company.

THE PROVISION
OF MANAGEMENT
SUCCESSION, OPERATIVE
ROTATION, TRAINING
AND THE NOMINATION
OF PERSONNEL IS
A STRATEGIC DIRECTION
IN THE COMPANY’S
PERSONNEL POLICY

Based on the results of the annual assessment, in accordance with the Single compensation plan,
we have revised the salary level of those workers who reached positive results in their work. Plans
of worker development for the next year have been organized, and a procedure for putting on
various categories of HR reserves has been created.

To reduce the adaptation period for newly recruited workers and to enhance efficiency and loyalty
to the company, adaptation activities are carried out, including: adaptation workshops, supervisory
responsibilities and training at the workplace, and individual plans for the worker’s adaptation is
prepared.

The provision of management succession, operative rotation, training and the nomination
of personnel is a strategic direction in the company’s personnel policy. The HR reserve’s formation
provides the Group of Companies with highly qualified managerial personnel and gives the workers
an impetus for career development.

The HR resource is the most important asset of the company in many respects that ensures the
successful achievement of the company’s strategic goals. Our company is interested in engaging and
retaining highly professional personnel and their motivation for fulfilling prospective professional
tasks, as well as coordinated teamwork within a complicated market environment.

In 2015, we resumed work with the HR reserve that gained a status of availability and openness.
The HR reserve has been formed from among the high-potential workers of Zarubezhneft’s
corporate center and the Group of Companies’ workers by means of organization for selfnomination and the submission of recommendations from the heads of the structural units.

IN 2015, WE CONTINUED WORK ON THE IMPLEMENTATION OF THE PERSONNEL
POLICY, WHICH IS AIMED AT REALIZING THE FOLLOWING:
Efficient HR management, taking into account best global practices;
The potential rational use of HR;
The development of professional skills;
The creation of favorable and safe working conditions.
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Zarubezhneft pays a lot of attention to HR processes in the area of personnel evaluation, training
and development. Our company conducts regular personnel assessment activities that enables:
a systematic and objective evaluation of their activity efficiency parameters, the disclosure
of highly-potential workers, as well as material stimulation of our personnel for positive work
results and a high development level of their competencies. Personnel assessments are made using
modern methods and procedures. Our annual personnel assessment is conducted on regular basis
and includes the following parameters:
Assessment of the performance of an individual worker’s goals (KPIs);
Assessment of their professional level (the development of professional knowledge and skills,
their level of performing functional duties);
Assessment of the development level of corporate and managerial competence.

In order to determine the directions of the company’s HR reserve, assessment activities have been
conducted for the determination of the managerial potential and level of development of reservists
for occupying target positions. Based on assessment results, with the purpose of personal
growth and enhancing the level of managerial and corporate competence of reservists, individual
development plans have been formed and a module training concept has been elaborated,
planned to be conducted within the framework of our own School of Leadership Development
and Managerial Potential.
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THE SCHOOL’S MAIN TASKS ARE THE FOLLOWING:

Professional and technical training intended to develop knowledge, know-how and skills required
to fulfill job duties. In 2015, our company’s workers studied under a retraining program (MBA in oil
and gas business), which offers advanced training in such areas as: finance, treasury, contractual
law, tax regulation, the offshore construction of fields and drilling of wells, corporate security, etc.
Mandatory training conducted in accordance with requirements of the state authorities and
legislation of the Russian Federation that is to be confirmed by respective documents. In 2015, our
workers were trained in the area of industrial, environment, firefighting and technical safety, as
well as training in labor protection for directors and specialists.

Development of key high-potential workers;
Enhancement of the management culture;
Improvement of the personnel’s business and personal qualities/capacities;
Increasing of the efficiency of teamwork.
The HR’s training (and advanced training) for the improvement of competencies is one of the
priority directions of development and strengthening the company’s competitiveness. The HR’s
training system is intended to provide not only an increase in the employees’ required professional
and technical competence, but also by meeting the state’s mandatory requirements for the training
degree of oil and gas workers in the area of industrial and occupational safety.
Our company employs a full range of modern personnel training techniques that is implemented on
the basis of best Russian and foreign educational organizations, as well as corporate training centers
covering retraining, long-term and short-term advanced training, and business education programs
(special training programs, skill trainings). We have provided training in the following directions:
Corporate training under managerial and professional training programs, in accordance with the
priority tasks and objectives of the company’s business processes development, meant to develop
the workers’ corporate, managerial and professional competencies. In 2015, we conducted and
completed corporate training for workers under the program entitled “English language study,”
intended to develop the theoretical and, to a greater extent, practical skills of their mastery of the
English language. The training has been organized under three educational courses, depending on
level of the language proficiency: a general and intensive course of English language, a business
course of English language, a technical course of English language for the oil and gas industry.
The training process has been supported remotely by online courses as an addition to the main
educational program.

For the planning and completion of corporate training, a menu of corporate programs is provided,
including training programs for top and medium-level managers as well as specialists, the workers of
reserve personnel and courses for young specialists, aimed at personal and professional personnel
development.
The development of the key professional and technical competencies in geology, field development,
well drilling, oil & gas production and project development on the basis of corporate Schools of oil
engineering and project development is a priority direction in the company’s training system.

WITHIN THE FRAMEWORK OF THE OIL ENGINEERING SCHOOL:

FOR THE FIRST YEAR OF
ITS OPERATION, THE OIL
ENGINEERING SCHOOL
CONDUCTED TWENTY
TRAINING COURSES FOR
AROUND 120 EMPLOYEES
AT THE CORPORATE CENTER
AND ITS SUBSIDIARIES

Training courses and educational materials have been elaborated for production and technical
programs;
226 courses have been conducted (the corporate center’s and subsidiaries’ employees
participated in the training);
The corporate knowledge base is being expanded on permanent basis.

WITHIN THE FRAMEWORK OF THE PROJECT MANAGEMENT SCHOOL, ACTING ON
THE BASIS OF THE INTERNATIONAL BUSINESS SCHOOL, THE FOLLOWING HAS
BEEN CARRIED OUT:
120 courses have been conducted (the corporate center’s and subsidiaries’ employees
participated in the training);
Not only external but also INTERNAL LECTURERS have been actively attracted;
Upon the results of defending their thesis papers, students will receive state MBA diplomas.
In order to provide an automated personnel training and evaluation process, our company has been
actively engaged in the process of introducing WebTutor software since 2015. At the initial stage
of WebTutor’s development, we completed the integration with the company’s HR recordkeeping
system, various evaluation procedures, and 180/360 degrees evaluations are carried out remotely.
With the aim of the their professional and personal development, personnel are assigned to pass
this remote training. The next stage of this system’s introduction will be a general setting of all bases
by blocks, as well its integration into the company’s subsidiaries.
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A priority direction of the company’s activity is working with young specialists of the Group of
Companies that provides for the identification and professional development of prospective
youth. Zarubezhneft offers assistance in training to students/children of JV Vietsovpetro’s Russian
specialists in higher education institutions of the Russian Federation.
A council of young specialists is operating successfully in the company. Its objective is to create
special working conditions for successful integration into the company’s corporate culture.
The Council’s activity is aimed to help with young specialists’ adaptation and training, the
development of their innovation and scientific and technical potential, and involvement in the
company’s public life.

THE COUNCIL’S MAJOR LINES OF ACTIVITIES ARE:
The scientific and technical development of young specialists;
Sports development;
Involving young specialists in corporate culture;
Volunteering;
Strengthening communication relationships between the “generations” of workers.
In terms of developing the scientific and technical potential of young specialists, the Council holds annual
contests for scientific and technical papers by the Group’s young specialists. Within the framework of this
contest, any young specialist who applied for participation therein has the opportunity to introduce new
innovation, as well as technical and organizational solutions to the company that subsequently could be
applied in its production activities. Participation in this contest is comprehensively encouraged by the
company’s management and is considered in the rating of its subdivisions.

WORK WITH YOUNG SPECIALISTS
AND INTERACTION WITH EDUCATIONAL
INSTITUTIONS
With the purpose of realizing a program for innovation development and a policy for youth,
Zarubezhneft has actively interacted with the Russian Federation’s leading higher education
institutions in terms of recruiting and selecting high-potential students, the provision of
passing students into production practice, and the organization of the workers’ retraining
and advanced training.
Our company has concluded agreements on cooperation, as well as organized scientific and
technical interaction with each higher education institution partner that enables an operative
solution of training issues for the Zarubezhneft Group’s workers and young specialists. This
cooperation is implemented in various fields of activities: training, scientific and technical, and
socio-cultural.

A PRIORITY DIRECTION
OF THE COMPANY’S ACTIVITY
IS WORKING WITH YOUNG
SPECIALISTS OF THE
GROUP OF COMPANIES
THAT PROVIDES FOR
THE IDENTIFICATION
AND PROFESSIONAL
DEVELOPMENT OF
PROSPECTIVE YOUTH

Gubkin Oil and Gas Russian State University is a main strategic partner of Zarubezhneft. It has
established an academic department, entitled “Management of projects for the production
of foreign oil,” for Zarubezhneft JSC that promotes not only increasing the quality training for
specialists with higher education at the company, but also allows direct participation in the
university’s educational activity. Zarubezhneft continues to implement its young Serbian specialist
training program for the Group of Companies situated in Bosnia and Herzegovina at Gubkin Oil
and Gas Russian State University. During 2015, within the framework of this program, 15 persons
received higher specialized education.
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In 2015, 45 papers were presented for the contest. These papers have been prepared by the
Corporate Center, specialists at subsidiaries in the Russian segment, as well as by young employees
from subsidiaries located in Vietnam and the Republic of Srpska (Bosnia and Herzegovina).

THE NUMBER OF PARTICIPANTS GREW FROM 33 PERSONS IN 2014 TO 52 PERSONS
IN 2015. IN 2015, THE CONTEST WAS HELD IN THE FOLLOWING CATEGORIES:
Geology and development;
Infrastructure and the construction of field surface facilities;
Production, Energy and Energy Efficiency;
Drilling;
Refining and Marketing;
Economics and business processes.
Since 2015, we have monitored the introduction of scientific projects by young specialists into
production activity: a Method for the assessment of introducing their works and its efficiency
has been elaborated and approved, and efficiency criteria has been determined considering the
specifics of the type of effect the prevailing project will have. Based on 2015’s results, 25 papers
have been approved for application in the Group’s production activities, a process for the
adaptation and introduction of proposals is being realized.
The council of young specialists holds annual corporate tournaments intended to strengthen the
corporate spirit, the unity of the collective and employees’ involvement in teamwork.
Directions in sports have become the widespread type of activity for the young specialists council.
In 2015, it held billiard, beach volleyball, and bowling tournaments that have become a good
tradition for the company.
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FORMATION OF CORPORATE CULTURE
A strategic goal in the field of the development of corporate culture across the Group of
Companies is the formation of fundamental values, standards of activity, and ethic norms
supported by the company, as well as fostering a creative, open and innovative atmosphere
that promotes each worker’s high level involvement in finding solutions to main business
issues.
With the purpose of increasing the level of professional skills, the Zarubezhneft Group of Companies
holds professional contests both on the basis of its subsidiaries and the corporate center.
In 2015, in the “Best in Occupation” contest, gathered at the production site of
“Orenburgnefteotdacha” JSC in Buguruslan, participants from our subsidiaries, where the winners
under three nominations were defined, namely in “Oil and Gas Production Operator”, “Electric
and Gas Welder”, and “Maintenance Man”. According to tradition, this event was of international
significance: this time, for the first time, workers of the Brod Refinery and Modrica Oil Production
Plant took part in this contest. In the team contest, workers from RUSVIETPETRO became winners.
For the first time in 2015, the contest for “Best facility” at Zarubezhneft’s Group of Companies was
held under the nominations of “The facility with the Highest Culture of Production,” which included
two directions: oil, gas and water treatment, and transportation and oil production. This contest
was designed to foster the thrifty and solicitous attitude of the refineries’ workers towards facilities,
equipment and workplaces, as well as to stimulate the organization of a high level of production
culture.
In July 2015, for the first time in the company’s history, a chosen team of the Zarubezhneft Group
of Companies took part in the football tournament, organized by the Ministry of Energy of the
Russian Federation, within the framework of activities implemented on the occasion of the 70th
anniversary of Victory in Great Patriotic War in 1941-1945. Based on the match results of its group,
Zarubezhneft’s team has become a member of the silver division, where it reached the finals and
took 2nd place. The players of Zarubezhneft’s chosen team were awarded a Cup and medals, as well
as certificates of acknowledgement for participation.
In 2015, a movement of volunteers was widely developed.
So, for example, the council of young specialists, jointly with the “Gift of Life” Fund, has traditionally organized
actions for helping children who have serious diseases on the occasion of Children Protection Day.
Thanks to the active participation of our company and the money it gathered, pharmacy and
household goods were purchased for children staying in hospitals.

FOR THE FIRST TIME IN 2015,
THE CONTEST FOR
“BEST FACILITY”
AT ZARUBEZHNEFT’S
GROUP OF COMPANIES WAS
HELD. ORENBURGNEFTE
OTDACHA AND
RUSVIETPETRO HAVE
BECOME WINNERS UNDER
NOMINATIONS

With the aims of strengthening the corporate culture, and developing internal communications
and horizontal connections, projects of socio-cultural character are being introduced across the
Zarubezhneft Group of Companies. Amateur performances and plays have been prepared for
corporate celebrations by the company and it subsidiaries’ on-stage performance groups. In 2015,
two tournaments of the intellectual game “The Brain Ring” were successfully held. The games were
conducted in an exciting and competitive atmosphere and with the goal of developing the workers’
creative and intellectual potential and skills of public performance, while also increasing the level of
teambuilding level at the Zarubezhneft Group of Companies in general.

In December 2015, for the first time in the company’s history, the council organized an action called
“Let’s decorate the Christmas tree together” for the Luberetskiy Children’s Home.
The action was aimed at gathering toys, garlands and ornaments for decorating Christmas trees
and the buildings of the Children’s Home. The company’s workers actively responded to the action,
and using joint efforts, we gathered a large number of Christmas decorations. The kids from the
Children’s Home could feel the atmosphere of this magical celebration in the proper way!
The involvement of young specialists in corporate culture and creative work is not the only important
aspect of the council’s activity. In 2015, the council of young specialists took part in organizing two
theatrical performances that the company conducted in March and December of last year.
The organization of such events has already become a good tradition in our company, and
such practice helps employees to discover new sides of their talents while also contributing to
strengthening the general corporate spirit and the unity of the collective.
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SUSTAINABLE DEVELOPMENT

SOCIAL POLICY
IN THE REGIONS
OF ITS PRESENCE
WITHIN THE AREAS OF ITS OPERATION, THE ZARUBEZHNEFT GROUP
OF COMPANIES EXERTS A SIGNIFICANT INFLUENCE ON SOCIAL
AND ECONOMIC DEVELOPMENT OF THE REGIONS OF ITS PRESENCE.
THEREFORE, OUR COMPANY ADHERES TO A POLICY OF HIGH SOCIAL
RESPONSIBILITY FOR LOCAL COMMUNITIES AND THE WHOLE OF SOCIETY
AT LARGE.

In its interaction with regions, importance is given to the development of local initiatives and social
activities. The Zarubezhneft Group of Companies maintains a constructive cooperation with local
governing bodies and public organizations. Our subsidiaries annually conclude agreements with
regional administrations that regulate its activity and development of the region.
The Group of Companies renders support to the socially disadvantaged, carries out social and
charity projects aimed at improving the health, education, living conditions, culture and sport and
social infrastructure of the regions in which it operates.

ZARUBEZHNEFT
CONTRIBUTES
TO SUSTAINABLE
DEVELOPMENT IN THE
AREAS OF ITS OPERATION
AS AN EMPLOYER, TAXPAYER
AND AS A SIGNIFICANT
PARTICIPANT
IN THE ECONOMY
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In order to establish unified approaches in terms of exercising charity and sponsorship activities,
respective Regulations are in force at Zarubezhneft, in addition to a Commission that holds its
regular meetings for considering the social character of applications received by the corporate
center and its subsidiaries. These tools are aimed at the creation of a maximally efficient, simple
and transparent mechanism for rendering help on the part of the Zarubezhneft Group of companies
to those in need.

THESE REGULATIONS FOR CHARITY ACTIVITIES AND SPONSORSHIP ARE DEFINED
BY THE FOLLOWING DIRECTIONS:
Support for culture, sport and a healthy way of living for the local population.
The conservation of cultural and historical heritage, and support for military and patriotic
activities and actions.
Assistance to creative collectives and artists;
Support for the poor and financially disadvantaged layers of society, orphaned children, veterans
and invalids.
Development of scientific and educational programs, as well as advanced vocational training
programs.
The organization of activities on the occasion of significant events in the fuel and energy
complex.

THE SOCIAL POLICY
OF THE ZARUBEZHNEFT
GROUP OF COMPANIES
INCLUDES SIX PRIORITY
DIRECTIONS, SUCH
AS SUPPORT FOR
CULTURE AND SPORT,
SUPPORT FOR THE POOR
AND FINANCIALLY
DISADVANTAGED
LAYERS OF SOCIETY
AND DEVELOPMENT
OF SCIENTIFIC
AND EDUCATIONAL PROGRAMS

The total amount of funds assigned by the Zarubezhneft Group of Companies in 2015 for charity
and sponsorship amounted to 77.5 million Rubles, (inclusive of social and economic agreements
signed with the administrations of the areas of the subsidiaries’ and joint companies’ operations),
including the following directions:
Support for culture, sport and a healthy way of living – 25 million Rubles.
Support for the financially disadvantaged, veterans and pensioners, as well as other socially
important projects in areas of operation – 47.5 million Rubles.
Support for scientific and educational programs and activities – 5 million Rubles.
Out of these funds, 55 million Rubles was assigned for charity and 22.5 million Rubles was assigned
for sponsorship support for socially significant projects.
In 2015, our company widely developed corporate work for volunteering. In addition to the charity
actions for children , the company’s employees took active part in the activities dedicated to
celebration of the 70th Anniversary of Victory in the 1941-1945 Great Patriotic War, both within
the framework of official projects by the Ministry of Energy of the Russian Federation and from
their personal initiative (organization and participation in sports tournaments, refinement of a mass
grave, participation in the march of the Immortal Regiment).
In light of the employees’ increasing interest, we have provided a program with a bigger number of
volunteering activities in 2016.
Holding volunteering and charity actions helps to form the employees’ feeling of personal
responsibility and encourages their pursuit to participate in public events. This is a unique part of
the corporate culture that is supported and fostered by the company.
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CORPORATE
MANAGEMENT
HIGHLY EFFICIENT MANAGEMENT
AND CONTROL SYSTEM

IN 2015, THE AMENDMENTS TO THE
COMPANY’S LONG-TERM DEVELOPMENT
PROGRAM WERE APPROVED BY A RESOLUTION
OF THE BOARD OF DIRECTORS, IN PURSUANCE
OF DIRECTIVES OF THE GOVERNMENT OF THE
RUSSIAN FEDERATION (APPROVED BY THE
RESOLUTION OF THE BOARD OF DIRECTORS,
MINUTES OF MEETING NO.91, DATED
NOVEMBER 20, 2014)
FOR MORE DETAILS, SEE PAGE 151

20

IN 2015,
MEETINGS
OF THE COMPANY’S BOARD
OF DIRECTORS WERE HELD
FOR MORE DETAILS, SEE PAGE 158

CORPORATE
MANAGEMENT

CORPORATE MANAGEMENT

INFORMATION ABOUT THE HOLDING
OF THE SHAREHOLDERS’
GENERAL MEETING
THE RUSSIAN FEDERATION,
REPRESENTED BY THE FEDERAL
PROPERTY MANAGEMENT AGENCY,
IS THE ONLY ONE SHAREHOLDER
OF ZARUBEZHNEFT JSC.

THE BOARD OF DIRECTORS,
COMMITTEES UNDER
THE BOARD OF DIRECTORS
THE BOARD OF DIRECTORS

In accordance with Paragraph 3 of the Article 47 of the Federal law, dated December 26, 1995,
No. 208 FL “On Joint Stock Companies”, all voting shares that belong to one shareholder and
resolutions on issues related to the competence of the general meeting of the shareholders in the
Company are to be made by this shareholder individually and to be drawn up in written form.

The members of Zarubezhneft’s Board of Directors were elected by Regulation No.698
of the Federal Property Management Agency, dated June 30, 2014, “On resolutions
of the annual general meeting of the shareholders of the Zarubezhneft Joint Stock
Company.”

IN 2015, ONE REGULATION WAS ISSUED BY THE FEDERAL PROPERTY
MANAGEMENT AGENCY AS FOLLOWS:
Dated June 30, 2015, No. 524-r, “On the resolutions of the annual general meeting of the
shareholders of Zarubezhneft Joint Stock Company,” at which the following decisions were
adopted:
Zarubezhneft’s annual report for 2014 was approved.
Zarubezhneft’s annual accounting reports, including statement of financial results was approved,
(profit and loss accounts) for 2014.
The profit distribution by Zarubezhneft for 2014, in the amount of 8,848,982 thousand Rubles,
taking into consideration the recommendations of the Zarubezhneft Board of Directors in terms
of dividend payment in the amount of of 4,064,323 thousand Rubles, was approved;
Remuneration in the amount of 4,000 thousand Rubles was forwarded to members of the
Zarubezhneft Board of Directors;
The Zarubezhneft Board of Directors was elected
The Zarubezhneft Audit Commission was elected.
Rosexpertiza Ltd was approved to be the auditor of Zarubezhneft for the year 2015.
A new version of Zarubezhneft’s Articles of Incorporation was approved.
Regulations on the procedure of costs compensation to the Zarubezhneft Board of Directors
members were approved.
Amendment No.1 to the Regulation on remuneration to the Zarubezhneft Board of Directors
members was approved.
A new version of the Regulations on the Audit Commission of Zarubezhneft JSC was approved.
Regulations on remunerations and compensations to the Zarubezhneft Audit Commission’s
members were approved.
In accordance with the new version of the Articles of Incorporation considering changes in
legislation, the name of the company has been changed. The new name of the company is the
Zarubezhneft Joint Stock Company (Zarubezhneft JSC).

Prior to holding the annual general shareholders meeting, the following persons were the
members of the Company’s Board of Directors:
ALEXANDER IVANOV

Deputy Chairman of the State Corporation “The Bank of Development and Foreign Economic Activity
(Vnesheconombank)”
Born in 1977
Not a shareholder

PAVEL KADOCHNIKOV

Pro-Rector for Research at the All-Russia Academy of Foreign Trade of the Ministry of Economic Development of
Russia
Independent director
Born in 1978
Not a shareholder

SERGEY KUDRYASHOV

General Director of Zarubezhneft
Born in 1967
Not a shareholder

VICTOR MARTYNOV

Rector of Gubkin’s Russian State Oil and Gas University
Independent director
Born in 1953
Not a shareholder

KIRILL MOLODTSOV

Deputy Minister of Energy of the Russian Federation
Born in 1968
Not a shareholder

ALEXANDER NEKIPELOV

Vice President of the Russian Academy of Sciences
Born in 1951
Not a shareholder

MIKHAIL POLUBOYARINOV

First Deputy Chairman – Executive Board Member of the State Corporation “The Bank of Development
and Foreign Economic Activity (Vnesheconombank)”
Born in 1966
Not a shareholder

In accordance with the resolution of Zarubezhneft’s Board of Directors, dated September 11, 2014.
(Minutes of Meeting No.86), Mikhail Poluboyarinov was elected Chairman of the Board of Directors
for Zarubezhneft JSC.
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The following new members of the Board of Directors were elected by the Order of the Federal
Agency for State Property Management, dated June 30, 2015, No.524-r “On The Resolutions Of The
Annual General Meeting Of The Shareholders Of The Zarubezhneft Joint Stock Company”:

The company’s Board of Directors meetings in 2015
Item No.

Directive No. and date

No. and Date of the
Minutes of Meeting of
the Board of Directors

Description of the issue

Pro-Rector for Research, All-Russia Academy of Foreign Trade of the Ministry of Economic Development of Russia
Independent director
Born in 1978
Not a shareholder

1

No.225p-P13
dd. 01.21.2015

No.96
dd. January 30, 2015

On the elaboration of the Plan of activities/plan of actions to introduce provisions of the Corporate
management Code

2

No.1346p-P13
dd. 03.05.2015

No.98
dd. March 27, 2015

On amending the Long-term Development Program in terms of replacing the purchase of imported products
with the Russian equivalents

SERGEY KUDRYASHOV

General Director of Zarubezhneft
Born in 1967
Not a shareholder

3

No.2007p-P13
dd. 04.06.2015

No.100
dd. April 15, 2015

On the changing structures in the company’s annual report.
On the submission of reports on the performance of the long-term development programs and achieving the
approved KPIs.

ALEXEY MAKAROV

Presidium member of the Russian Academy of Sciences
Born in 1937
Not a shareholder

4

No.1796r-R13
dd. 03.26.2015

No.100
dd. April 15, 2015

On carrying out annual analysis of the results of setting up a single treasury for the company, its subsidiaries and
affiliates and submitting the analysis of results to the Ministry of Finance of Russia and to the Federal Service of
Fiscal Monitoring of Russia.

KIRILL MOLODTSOV

Deputy Minister of Energy of the Russian Federation
Born in 1968
Not a shareholder

5

No.2303r-R13
dd. 04.16.15

No.101
dd. April 30, 2015

On an annual OPEX reduction by not less than 2-3%

ALEXANDER NEKIPELOV

Vice President of the Russian Academy of Sciences
Born in 1951
Not a shareholder

6

No.3425p-P13
dd. 06.01.2015

No.106
dd. June 26, 2015

On improving the efficiency of procurement activities

7

No.3984p-P13
dd. 06.24.2015

No.108
dd. July 10, 2015

On the application of Methodic instructions for the elaboration of internal normative documents that govern
the company’s activity

8

No.4807p-P13
dd. 07.23.2015

No.109
dd. September 4, 2015

On settlement procedures under exports contracts

9

No.5024p-P13
dd. 07.31.2015

No.109
dd. September 4, 2015

On optimization and improving efficiency of the costs of charity and sponsorship

PAVEL KADOCHNIKOV

SERGEY NEKRASOV

First Vice President at Gazprombank JSC
Independent director
Born in 1964
Not a shareholder

MIKHAIL POLUBOYARINOV

First Deputy Chairman – Executive Board Member of the State Corporation “The Bank of Development
and Foreign Economic Activity (Vnesheconombank)”
Born in 1966
Not a shareholder

IN 2015, THE FOLLOWING AMENDMENTS TO THE COMPANY’S LONG-TERM
DEVELOPMENT PROGRAM WERE APPROVED BY A RESOLUTION OF THE BOARD
OF DIRECTORS, IN PURSUANCE OF DIRECTIVES OF THE GOVERNMENT OF THE
RUSSIAN FEDERATION (APPROVED BY THE RESOLUTION OF THE BOARD OF
DIRECTORS, MINUTES OF MEETING NO.91, DATED NOVEMBER 20, 2014):

In accordance with the resolution of the Board of Directors of Zarubezhneft dated July 24, 2015
(Minutes of Meeting No.108), Kirill Molodtsov was elected Chairman of the Board of Directors
for Zarubezhneft JSC.

Appendix No.5 “HR Requirements Within The Framework Of Realizing Zarubezhneft’s Long-Term
Development Program” (Minutes of Meeting No.97, dated February 27, 2015);
Appendix No.6 “The Program Of The Improvement Of Labor Efficiency For The 2015-2018 Period”
(Minutes of Meeting No.97, dated February 27, 2015);
Appendix No.7 “Actions To Improve The Efficiency And Transparency Of Zarubezhneft’s Activities”
(Minutes of Meeting No.97, dated February 27, 2015)
Appendix No.8 “Actions Aimed At The Scheduled And State-By-State Replacement Of The Purchase
Of Foreign Products, Works And Services With Products, Works And Services Of The Russian
Equivalent,” (Minutes of Meeting No.101, dated April 30, 2015);
Appendix No.9 “OPEX reduction” (Minutes of Meeting No.111, dated October 20, 2015).

Regulations on the Zarubezhneft Board of Directors were approved by the resolution of the
extraordinary general meeting of Zarubezhneft’s shareholders (Decree of the Federal Property
Management Agency No.2253-r, dated October 12, 2005).
Regulations on remuneration for the Zarubezhneft Board of Directors members were approved
by the Decree of the Federal Property Management Agency No.694-r, dated June 30, 2010.
In 2015, the total amount of remuneration payments to 4 members of the Zarubezhneft Board
of Directors, based upon the results of their work in 2014-2015 and in accordance with the decree
of the Federal Property Management Agency No.524-r, dated 30 June 2015, “On Resolutions
Of The Annual General Meeting Of The Shareholders Of The Zarubezhneft Joint Stock Company,”
amounted to 4,000 thousand Rubles, including 1,000 thousand Rubles to Pavel Kadochnikov,
1,000 thousand Rubles to Victor Martynov, 1,000 thousand Rubles to Alexander Nekipelov,
1,000 thousand Rubles to Mikhail Poluboyarinov.

In pursuance of the directive of the Government of the Russian Federation No.ISh-P13-1818V, dated
March 23, 2015, the Board considered and approved the company’s following internal normative
documents in 2015:
Regulations on improving the efficiency of investment and operational cost reduction (Minutes
of Meeting No.112, dated November 11, 2015);
Regulations on the internal audit (Minutes of Meeting No.97, dated February 27, 2015 and No.110
dated September 30, 2015);
Regulations on the quality of the management system (Minutes of Meeting No.112, dated
November 11, 2015);
The risk management policy (Minutes of Meeting No.112, dated November 11, 2015).

The amount of the annual remuneration (revenues) of the Chief executive body for 2015 totaled
49.9 million Rubles.
In 2015, the company’s Board of Directors held 20 meetings and considered 71 matters, including
9 matters in accordance with the directives of the Government of the Russian Federation.

For more detailed information on fulfilling the directives of the Government of the Russian
Federation and instructions of the President and the Government of the Russian Federation,
please see the “The Report On The Execution Of The President Of The Russian Federation And
The Government Of The Russian Federation’s Instructions” section.
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ALSO AT THE MEETINGS OF THE BOARD OF DIRECTORS, THE FOLLOWING
MATTERS RELATED TO THE REALIZATION OF STRATEGIC GOALS
OF THE COMPANY’S ACTIVITY WERE CONSIDERED:
On the progress of Zarubezhneft JSC’s Innovation Development Program;
On the approval of Zarubezhneft’s KPI target values for the 2015-2017 period;
On consideration of the Report on the execution of the Long-term Development Program and the
achievement of the KPIs for 2014 and for the first half of 2015;
A report on the progress Zarubezhneft’s Corporate strategy for 2015;
On the approval of Zarubezhneft’s 2016 business plan.
A complete list of issues considered at the company’s Board meetings in 2015 is given in the
Appendix.

COMMITTEES UNDER THE BOARD
OF DIRECTORS

The Strategic Planning Committee’s meetings in 2015
Meeting

Date of meeting

Agenda

Meeting of the Strategic Planning Committee

January 27, 2015

1. Consideration of the new version of Regulations on Zarubezhneft JSC’s dividend
policy

Meeting of the Strategic Planning Committee

February 25, 2015

1. Consideration of the addendums to Zarubezhneft JSC’s Long-term development
program.
2. Consideration of the report on the work of the Strategic Planning Committee under
the Zarubezhneft Board of Directors for 2014

Joint meeting of the Strategic Planning Committee
and Staff and Remuneration Committee

May 8, 2015

1. Consideration of the Report on achieving the company’s KPI target values for 2014.
2. Consideration of KPI target values for the 2015-2017 period.
3. Consideration of the issue of annual remuneration payment to the General Director
of Zarubezhneft, based on the results of achieving the corporate KPIs.

Meeting of the Strategic Planning Committee

May 28, 2015

1. Consideration of the Program for divesting Zarubezhneft’s non-core assets for the
2015-2016 period.

Meeting of the Strategic Planning Committee

September 21, 2015

1. Report on the audit of Zarubezhneft’s Long-term development program for 2014.
2. Consideration of the new version of Regulations for the Strategic Planning
Committee under Zarubezhneft’s Board of Directors.
3. Consideration of the Standard for a technological and price audit of investment
projects of the Zarubezhneft Group of Companies.

Joint meeting of the Strategic Planning Committee,
Audit Committee as well as Staff and Remuneration
Committee

October 19, 2015

1. Consideration of the report on the results of implementing Zarubezhneft’s
Investment program of for the first half of 2015.
2. Consideration of changes to Zarubezhneft’s KPI system (the inclusion of the
indicator called “OPEX reduction” into the KPI system).
3. Consideration of the KPI target value called “OPEX reduction”.
3. Consideration of the addendum to Zarubezhneft’s Long-term development program
(the inclusion of values for the “OPEX reduction” indicator and the measures to
achieve them).

Meeting of the Strategic Planning Committee

November 6, 2015

1. Consideration of Regulations for improving investments, the operational efficiency,
and cost reduction at Zarubezhneft;
2. Consideration of Regulations on the quality of the management system at
Zarubezhneft.

Meeting of the Strategic Planning Committee

December 11, 2015

1. Consideration of Zarubezhneft’s business plan for 2016.
2. Consideration of the Report the on progress of implementing Zarubezhneft’s
Corporate strategy for 2015.
3. Consideration of the criteria for bank selection.

Three committees were established under Zarubezhneft’s Board of Directors.

STRATEGIC PLANNING COMMITTEE
Members of the Strategic Planning Committee under the Zarubezhneft Board of Directors in 2015

Members of the Committee (before the annual general meeting of Zarubezhneft’s shareholders):
Alexander Nekipelov – Director of the Higher School of Economics at Moscow State University (Chairman of the Committee);
Sergey Kudryashov – General Director of Zarubezhneft;
Victor Martynov (Independent Director) -¬ Rector of Gubkin’s Russian State Oil and Gas University;
Kirill Molodtsov – Deputy Minister of Energy of the Russian Federation.
Members of the Committee (elected after the annual general meeting of Zarubezhneft’s shareholders):
Alexander Nekipelov – Director of the Higher School of Economics of Moscow State University (Chairman of the Committee);
Sergey Kudryashov – General Director of Zarubezhneft;
Sergey Nekrasov (Independent Director) – First Vice President at Gazprombank JSC

In 2015, the Zarubezhneft Board of Directors (Minutes of Meeting No.110 dated, September 30,
2015) approved a new version of the Regulations for the Strategic Planning Committee under the
Zarubezhneft’s Board of Directors, taking into consideration the recommendations of the Corporate
Management Code, recommended by the letter from the Bank of Russia No.06-52/2463, dated April 10,
2014, on the Corporate Management Code and the Methodic Recommendations of the Federal Property
Management Agency on the organization of Board of Directors’ work in joint-stock company.

Based on results of the meetings, Zarubezhneft’s Board of Directors was given recommendations
to approve the following: the Report on the achievement of KPI target values for 2014, KPI target
values for the 2015-2017 period, the Program for divesting Zarubezhneft’s non-core assets for the
2015-2016 period, the Report on the progress of implementing Zarubezhneft’s Corporate strategy
for 2015, as well as Zarubezhneft’s business plan for 2016.

In accordance with the new version of the Regulations on Strategic Planning Committee under
the Zarubezhneft Board of Directors, the following matters refer to the Committee’s competence,
including:
The definition of priority directions, strategic goals and main principles of the company’s strategic
development;
Improvement of policy in the area of business planning and the company’s budgeting;
The elaboration of recommendations in relation to the company’s dividend policy;
The evaluation of the efficiency of the company’s activity in the long-term;
Consideration of long-term development programs and reports on their execution;
Improvement of the company’s KPI system;
The elaboration of recommendations for strategic documents in the area of innovation
development.

In addition, the Strategic Planning Committee has recommended the approval of the company’s
internal normative documents, including: the Standard for a technological and price audit
of investment projects at the Zarubezhneft Group of Companies; Regulations for improving
investments, operational efficiency and cost reduction at Zarubezhneft; Regulations on the
quality of the management system at Zarubezhneft. Furthermore, the Report on the audit of
Zarubezhneft’s Long-term development program for 2014 was preliminarily approved.

In 2015, eight meetings of the Strategic Planning Committee were held, with each of them attended
by all of the elected members of the Strategic Planning Committee.
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AUDIT COMMITTEE
Members of the Audit Committee under the Zarubezhneft Board of Directors in 2015

Meeting

Date of meeting

Agenda

Members of the Committee (before the annual general meeting of the shareholders of Zarubezhneft JSC):

Meeting of the Audit Committee

June 26, 2015

1. Consideration of the organization of Zarubezhneft’s risk management system.
2. Consideration of the results of the work of the inner audit for 2014.
3. Consideration of information based on the results of holding an audit of the
Zarubezhneft Group of Companies’ consolidated financial statements as per ISFR for
the 2014.

Meeting of the Audit Committee

September 18, 2015

1. Determination of the payment amount for the services of the successful bidder in
tender for the selection of an audit organization for holding a mandatory audit of the
Group’s financial statements as per ISFR for the 2015-2016 period.
2. Consideration of the new version of Regulations on Zarubezhneft’s internal audit.

Joint meeting of the Strategic Planning Committee,
Audit Committee, as well as Staff and Remuneration
Committee

October 19, 2015

1. Consideration of Report on the results of realizing Zarubezhneft’s Investment
program for the first half of 2015.
2. Consideration of changes in Zarubezhneft’s KPI system (the inclusion therein of an
indicator called “OPEX reduction”).
3. Consideration of the “OPEX reduction” KPI target value.
4. Consideration of an addendum to Zarubezhneft’s Long-term development program
(the inclusion of the “OPEX reduction” indicator’s values and the actions to achieve
them)

Meeting of the Audit Committee

November 6, 2015

1. Consideration of Zarubezhneft’s anti-corruption and anti-fraud system.
2. Consideration of the risk management policy of Zarubezhneft.

Pavel Kadochnikov (Independent Director) – Pro-Rector for Research, All-Russia Academy of Foreign Trade of the Ministry of Economic Development of Russia,
(Chairman of the Committee);
Alexander Nekipelov – Director of the Moscow School of Economics of Moscow State University.
Alexander Ivanov – Deputy Chairman – Member of the Board of the State Corporation “The Bank of Development and Foreign Economic Activity (Vnesheconombank.)”
Members of the Committee (elected after the annual general meeting of the shareholders of Zarubezhneft JSC):
Pavel Kadochnikov (Independent Director) – Pro-Rector for Research, All-Russia Academy of Foreign Trade of the Ministry of Economic Development of Russia,
(Chairman of the Committee);
Alexey Makarov – Presidium Member of the Russian Academy of Sciences;
Sergey Nekrasov (Independent Director) – First Vice President at Gazprombank JSC.

In accordance with the Regulations for the Audit Committee under the Zarubezhneft’s Board of
Directors (approved on October 17, 2014, Minutes of Meeting No.89), the following matters –
without limitations – refer to the competence of the Audit Committee:
The consideration of the annual report and financial statements, including the analysis of essential
operations and events that are subjected to value judgments,
The review of the results of the independent assessment of the company’s property;
Consideration of the achievement of target financial values and reasons for its deviations;
Consideration of the risk management system’s organization;
Consideration of key risks and the management methods thereof;
Consideration of the procedures for the selection of auditors;
Consideration of the results of the external auditor’s work;
Consideration of the plans and results of the activity of the company’s internal audit service.

Based on results of the meetings held, Zarubezhneft’s Board of Directors was given
recommendations to approve the following: Zarubezhneft’s Annual report for 2014, Regulations on
Zarubezhneft’s Internal Audit, Regulations on the Audit Commission of Zarubezhneft, Regulations
on remuneration and compensation for the members of the Audit Commission of Zarubezhneft, the
Risk management Policy of Zarubezhneft, as well as recommendations on setting the initial maximal
price for holding tenders for the selection of an audit organization, as per the Russian Accounting
and International Standards of Financial Reporting, on the approval of the cost of the auditor’s
services for holding a mandatory audit of Zarubezhneft’s accounting (financial) statements for 2015,
as well as an audit of the Zarubezhneft Group of Companies’ consolidated financial statements as
per ISFR for the 2015-2016 period.

In 2015, eight meetings of the Audit Committee were held, with each of them attended by all of the
elected members of the Audit Committee.
The Audit Committee’s meetings in 2015
Meeting

Date of meeting

Agenda

Meeting of the Audit Committee

January 28, 2015

1. Consideration of the plan for holding the audit of Zarubezhneft and its subsidiaries
consolidated financial statements for 2014.

Meeting of the Audit Committee

February 24, 2015

1. Consideration of the Regulations for the internal audit of Zarubezhneft.
2. Consideration of the proposal on the determination of the initial (maximum) price
of audit services for holding a mandatory audit of Zarubezhneft’s accounting (financial)
statements for 2015.

Joint meeting of the Audit Committee and Staff and
Remuneration Committee

May 7, 2015

1. Consideration of the new version of Zarubezhneft’s Audit commission.
2. Consideration of the Regulations for the remuneration and compensation of the
members of Zarubezhneft’s audit commission.

Meeting of the Audit Committee

May 18, 2015

1. Consideration of the conclusion of the audit commission based on the results of the
audit of Zarubezhneft’s financial and operating activities for 2014.
2. Consideration of Zarubezhneft’s Annual report and accounting (financial) statements
for 2014.
3. Consideration of the work results of the external auditor, based on the results of
Zarubezhneft’s audit of account reporting for 2014 and the results of the tender for
selecting the audit company.
4. Consideration of the criteria for the selection of an auditor to hold a tender for
selection of the audit organization for holding an audit of the Zarubezhneft Group of
Companies’ consolidated financial statements, as per ISFR, for the 2015-2016 period.
5. Consideration of the initial (maximum) price of audit services to hold a tender for
selection of an audit organization for holding an audit of the Zarubezhneft Group of
Companies’ consolidated financial statements as per ISFR for the
2015-2016 period.
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STAFF AND REMUNERATION COMMITTEE

The Staff and Remuneration Committee’s meetings in 2015

Members of the Staff and Remuneration Committee under the Zarubezhneft Board of Directors in 2015

Meeting

Date of meeting

Agenda

Members of the Committee (before annual general meeting of the shareholders of Zarubezhneft JSC):

Meeting of the Staff and Remuneration Committee

April 16, 2015

1. Consideration of proposals on the amount of remuneration for the members of the
Zarubezhneft Board of Directors upon the results of the corporate year.
2. Consideration of the Regulations on the procedure of cost compensation for
the members of the Zarubezhneft Board of Directors and amendment No.1 to the
Regulations on the remuneration to Zarubezhneft Board of Directors’ members.
3. Consideration of the new version of Regulations on the Staff and Remuneration
Committee under the Zarubezhneft Board of Directors.
4. Consideration of the Report on the work results of the Staff and Remuneration
Committee under the Zarubezhneft Board of Directors for 2014.

Joint meeting of the Audit Committee and Staff and
Remuneration Committee

May 7, 2015

1. Consideration of the new version of Regulations for the Audit Commission of
Zarubezhneft.
2. Consideration of Regulations on remuneration and compensation for the members
of the Zarubezhneft Audit Commission.

Joint meeting of the Strategic Planning Committee and
Staff and Remuneration Committee

May 8, 2015

1. Consideration of the Report on the achievement of KPI values by the company for
2014.
2. Consideration of the KPI target values for the 2015-2017 period.
3. Consideration of the matter of paying annual remuneration to the General Director
of Zarubezhneft, based on the results of achieving the corporate KPIs.

Joint meeting of the Strategic Planning Committee,
Audit Committee and Staff and Remuneration
Committee

October 19, 2015

1. Consideration of the Report on the results of implementing Zarubezhneft’s
investment program for the first half of 2015.
2. Consideration of amending the company’s KPI system (the inclusion of the “OPEX
reduction” indicator into the KPI system.)
3. Consideration of the KPI target value “OPEX reduction”.
4. Consideration of the addendum to Zarubezhneft’s Long-term development program
(the inclusion of the values of the “OPEX reduction” indicator and the actions to
achieve them).

Meeting of the Staff and Remuneration Committee

October 20, 2015

1. Consideration of the Regulations for the Chief Executive Body (General Director) of
Zarubezhneft JSC.

Victor Martynov (Independent Director) – Rector of Gubkin’s Russian State Oil and Gas University, (Chairman of the Committee);
Pavel Kadochnikov (Independent Director) – Pro-Rector For Research, All-Russia Academy of Foreign Trade of the Ministry of Economic Development of Russia;
Alexander Ivanov – Deputy Chairman – Member of the Board of the State Corporation “The Bank Of Development And Foreign Economic Activity (Vnesheconombank.)”
Members of the Committee (elected after the annual general meeting of the shareholders of Zarubezhneft JSC):
Alexander Nekipelov – Director of the Moscow School of Economics of Moscow State University (Chairman of the Committee);
Pavel Kadochnikov (Independent Director) – Pro-Rector for Research, All-Russia Academy of Foreign Trade of the Ministry of Economic Development of Russia;
Alexey Makarov – Presidium member of the Russian Academy of Sciences

In 2015, the Zarubezhneft Board of Directors (Minutes of Meeting No.101, dated April 30, 2015)
approved a new version of the Regulations for the Staff and Remuneration Committee, taking into
consideration the Zarubezhneft Board of Directors’ elaborated recommendations for the Corporate
Management Code, recommended by the letter from the Bank of Russia No.06-52/2463, dated April
10, 2014, on Corporate Management Code) and also in pursuance of a plan of actions to improve
the efficiency of the corporate management, approved by the Zarubezhneft Board of Directors, as
a part of Appendix No.7 to Zarubezhneft’s Long-term development program (Minutes of Meeting
No 97, dated February 27, 2015).

IN ACCORDANCE WITH THE NEW VERSION OF REGULATIONS FOR THE
STAFF AND REMUNERATION COMMITTEE UNDER ZARUBEZHNEFT’S BOARD
OF DIRECTORS, THE FOLLOWING MATTERS – WITHOUT LIMITATIONS– REFER
TO THE COMPETENCE OF THE STAFF AND REMUNERATION COMMITTEE:
Elaboration of the recommendations for matters of the company’s personnel policy and motivation;
Supervision of the introduction and implementation of the company’s policy on remuneration and
various motivation programs;
Elaboration of the recommendations for the amount of remuneration to the members of the Board
of Directors and the managerial staff of the company;
Improvement of the company’s KPI system;
Consideration of reports on the achievement of the company’s KPI target values.

Based on results of the meetings held by the Committee, Zarubezhneft’s Board of Directors was
given recommendations on the approval of Regulations for the procedure of cost compensation
for the members of the Zarubezhneft Board of Directors, and amendment No.1 to the Regulations
on he remuneration to the members of the Zarubezhneft’s Board of Directors, as well as the
Regulations for the Chief Executive Body (General Director) of Zarubezhneft JSC.
In addition, the Committee has given recommendations on matters connected with the motivation
system: on the approval of a report on achieving KPI target values for 2014, on the payment of
remuneration to the General Director, on the amount of remunerations for Zarubezhneft’s Board
of Directors, on the approval of KPI target values for the 2015-2017 period, as well as on matters
connected with the introduction of changes to the company’s KPI system.

In 2015, two meetings of the Staff and Remuneration Committee were held, with each of them
attended by all of the elected members of the Staff and Remuneration Committee.
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INFORMATION ON MEETINGS
HELD BY THE BOARD
OF DIRECTORS
In the year 2015, 20 meetings of the company’s Board of Directors were held.
Meeting of the Board of Directors

Issues discussed

List of attendees (BD members)

Meeting of the Board of Directors

Issues discussed

List of attendees (BD members)

January 30, 2015
Minutes of Meeting No.96

1. On amending Zarubezhneft’s Regulations for Procurement
2. On the approval of the new version of Regulations for Zarubezheft’s
dividend policy.
3. On the elaboration of a plan of activities (action plan) for the introduction
of the corporate management Code into the company’s activity.
4. On the approval of the Work Plan of Zarubezhneft’s Board of Directors for
One Half-Year, 2015.

Kadochnikov P.
Kudryashov S.
Martynov V.
Molodtsov K.
Nekipelov A.
Poluboyarinov M.

May 14, 2015
Minutes of Meeting No.102

On the necessity of the revision of Zarubezhneft’s business plan for 2015.

Kadochnikov P.
Kudryashov S.
Martynov V.
Molodtsov K.
Nekipelov A.
Poluboyarinov M.

February 27, 2015
Minutes of Meeting No.97

1. On the approval of the initial (maximum) price of audit services with
the purpose of holding a tender for the selection of an audit organization
to carry out a mandatory audit of Zarubezhneft’s accounting (financial)
statements for 2015.
2. On the approval of Regulations for the company’s internal audit
3. On the approval of addendums to Zarubezhneft’s Long-term development
program.
4. On the approval of the Technical assignment for carrying out the audit of
Zarubezhneft’s realization of its Long-term development program.

Kadochnikov P.
Kudryashov S.
Martynov V.
Molodtsov K.
Nekipelov A.
Poluboyarinov M.

May 28, 2015
Minutes of Meeting No.103

Kadochnikov P.
Kudryashov S.
Martynov V.
Molodtsov K.
Nekipelov A.
Poluboyarinov M.

March 27, 2015
Minutes of Meeting No.98

1. Report on the results of Zarubezhneft’s procurement activity in the 4th
Quarter of 2014.
2. Report on the results of cutting costs for the purchase of goods (works,
services) per unit in the 4th Quarter of 2014.
3. On the approval of the new version of Regulations on procurement of
activities at Zarubezhneft.
4. On amending the company’s Long-term development program.

Kadochnikov P.
Kudryashov S.
Martynov V.
Molodtsov K.
Nekipelov A.
Poluboyarinov M.

1. Consideration of the conclusion of the Audit Commission, based on the
results of the revision of Zarubezhneft’s financial and economic activities in
2014.
2. Consideration of Zarubezhneft’s annual accounting statements for 2014.
3. Determination of the amount of the service fee for the winner of
the open tender to select an auditor for the mandatory annual audit of
Zarubezhneft.
4. Preliminary approval of the Zarubezhneft Annual report for 2014.
5. Approval of the report on the achievement of the company’s KPI target
values for 2014.
6. On the amount, method and terms of the annual dividend payment for
Zarubezhneft’s shares.
7. Recommendations of Zarubezhneft’s Board of Directors regarding profit
distribution.
8. Approval of the company’s KPI target values for the 2015-2017 period.
9. Annual remuneration payment to the General Director of Zarubezhneft
JSC, based on the results of achieving corporate KPIs.

March 31, 2015
Minutes of Meeting No.99

1. On the consideration of a Program for cutting Zarubezhneft’s G&A costs
in 2015.
2. On the progress of the realization of Zarubezhneft’s innovation
development program.
3. Consideration of the results of monitoring KPI values for the Long-term
motivation Program.

Kadochnikov P.
Kudryashov S.
Martynov V.
Molodtsov K.
Nekipelov A.
Poluboyarinov M.

May 29, 2015
Minutes of Meeting No.104

Kadochnikov P.
Kudryashov S.
Martynov V.
Molodtsov K.
Nekipelov A.
Poluboyarinov M.

April 15, 2015
Minutes of Meeting No.100

1. On holding annual analysis of the results of the establishment of a unified
treasury in the company, its affiliates and subsidiaries.
2. On amending the structure of the company’s annual report.
3. On the submission of reports for the realization of long-term
development programs and achieving approved KPIs.

Kadochnikov P.
Kudryashov S.
Martynov V.
Molodtsov K.
Nekipelov A.
Poluboyarinov M.

1. Report on the results of Zarubezhneft’s procurement activity for the 1st
Quarter of 2015.
2. Report on the results of cutting costs for the purchase of goods (works,
services) in the 1st Quarter of 2015.
3. Report on the implementation of a program of the disposal of
Zarubezhneft’s non-core assets for 2014.
4. On the approval of the auditor’s selection criteria for holding a tender
to select an auditor for the audit of the Zarubezhneft Group of Companies’
consolidated statements as per ISFR for the 2015-2016 period.
5. On the approval of the initial (maximal) price of audit services for holding
a tender to select an auditor for the audit of the Zarubezhneft Group of
Companies’ consolidated financial statements as per ISFR for the 2015-2016
period.

April 30, 2015
Minutes of Meeting No.101

1. Approval of the Report of the realization of Zarubezhneft’s Innovation
Development Program for 2014.
2. Approval of an addendum to Zarubezhneft’s Long-term development
program.
3. Approval of the new version of Regulations on the Staff and Remuneration
Committee under Zarubezhneft’s Board of Directors.
4. On the reduction of annual OPEX (costs) by a minimum of 2-3%.

Kadochnikov P.
Kudryashov S.
Martynov V.
Molodtsov K.
Nekipelov A.
Poluboyarinov M.

June 8, 2015
Minutes of Meeting No.105

1. On the approval of the Program for the disposal of Zarubezhneft’s noncore assets for the 2015-2016 period.

Kadochnikov P.
Kudryashov S.
Martynov V.
Molodtsov K.
Nekipelov A.
Poluboyarinov M.
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Meeting of the Board of Directors

Issues discussed

List of attendees (BD members)

Meeting of the Board of Directors

Issues discussed

List of attendees (BD members)

June 26, 2015
Minutes of Meeting No.106

1. On improving the efficiency of procurement activities.

Kadochnikov P.
Kudryashov S.
Martynov V.
Molodtsov K.
Nekipelov A.
Poluboyarinov M.

November 11, 2015
Minutes of Meeting No.112

July 10, 2015
Minutes of Meeting No.107

1. Election of the chairman for the Zarubezhneft’s Board of Directors
meeting.
2. Application of methodical instructions on the development of internal
normative documents regulating the company’s activity.

Kadochnikov P.
Kudryashov S.
Makarov A.
Molodtsov K.
Nekipelov A.
Nekrasov S.
Poluboyarinov M.

1. Report on the results of Zarubezhneft’s procurement activity in the 3rd
Quarter of 2015.
2. Approval of the Regulations on improving Zarubezhneft’s investment and
operational efficiency and cost reduction therein.
3. Approval of the Regulations on Zarubezhneft’s quality management
system.
4. Approval of Zarubezhneft’s risk management policy.
5. Approval of the Regulations for the Chief Executive Body (General
Director) of Zarubezhneft JSC.

Kadochnikov P.
Kudryashov S.
Makarov A.
Molodtsov K.
Nekipelov A.
Nekrasov S.
Poluboyarinov M.

November 25, 2015
Minutes of Meeting No.113

July 24, 2015
Minutes of Meeting No.108

1. Election of the Chairman of Zarubezhneft’s Board of Directors.

Kadochnikov P.
Kudryashov S.
Makarov A.
Molodtsov K.
Nekipelov A.
Nekrasov S.
Poluboyarinov M.

1. Consideration of the Report on the execution of the long-term
development program and the achievement of 2014’s KPIs in 1Q 2015.
2. Consideration of the Report on the approval of the list of mandatory
internal normative documents determined by the directive of the
Government of the Russian Federation No.Ish-P13-1818, dated March 23,
2015.
3. Consideration of the Report on amending the Regulations on
remuneration for the chief executive body of Zarubezhneft, in terms of
providing the conformity of the remuneration sum and responsibility of the
chief executive body by achieving the effectiveness of target values for their
activities determined in the long-term development program.

Kadochnikov P.
Kudryashov S.
Makarov A.
Molodtsov K.
Nekipelov A.
Nekrasov S.
Poluboyarinov M.

September 4, 2015
Minutes of Meeting No.109

1. Election of the secretary of Zarubezhneft’s Board of Directors.
2. Election of the members of committees under the Zarubezhneft’s Board
of Directors.
3. Procedures for export contract settlements.
4. On the optimization and improvement of the efficiency of charity and
sponsorship costs.
5. Report on the results of Zarubezhneft’s procurement activity in the 2nd
Quarter of 2015.
6. Approval of the Work Plan of the Zarubezhneft Board of Directors for the
Second Half-Year of 2015.

Kadochnikov P.
Kudryashov S.
Makarov A.
Molodtsov K.
Nekipelov A.
Nekrasov S.
Poluboyarinov M.

December 24, 2015
Minutes of Meeting No.114

1. Report on the progress of implementing Zarubezhneft’s corporate
strategy for 2015.
2. Approval of Zarubezhneft’s business plan for 2016.

Kadochnikov P.
Kudryashov S.
Makarov A.
Molodtsov K.
Nekipelov A.
Nekrasov S.
Poluboyarinov M.

December 28, 2015
Minutes of Meeting No.115

1. Approval of the new version of the Regulations on procurements at
Zarubezhneft.
2. Determination of the criteria for bank selection.

September 30, 2015
Minutes of Meeting No.110

1. Approval of the new version of the Regulations on the Committee for
strategic planning under Zarubezhneft’s Board of Directors.
2. On the approval of the new version of Regulations on the internal audit at
Zarubezhneft.
3. On the determination of the service fee for the audit of the
Zarubezhneft’s consolidated financial statements.
4. On the execution of instructions for the reduction of annual costs in the
purchasing of goods (works, services) per the unit of production to at least 10%.
5. On the approval of a standard for the technological and price audit of
Zarubezhneft group of Companies’ investment projects.

Kadochnikov P.
Kudryashov S.
Makarov A.
Molodtsov K.
Nekipelov A.
Nekrasov S.
Poluboyarinov M.

Kadochnikov P.
Kudryashov S.
Makarov A.
Molodtsov K.
Nekipelov A.
Nekrasov S.
Poluboyarinov M.

October 29, 2015
Minutes of Meeting No.111

1. Report on results of implementing Zarubezhneft’s investment program for
the First Half-Year of 2015.
2. Amending Zarubezhneft’s KPI system (by adding a KPI parameter called
“OPEX reduction” to the system.)
3. Determination of the target KPI value “OPEX reduction”.
4. Approval of an addendum to the long-term development program (by
adding the OPEX reduction indicator’s values and the actions to achieve
them).
5. Prospects of the Downstream segment’s development.

Kadochnikov P.
Kudryashov S.
Makarov A.
Molodtsov K.
Nekipelov A.
Nekrasov S.
Poluboyarinov M.
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MANAGEMENT

By Decree of the Federal Property Management Agency No.524-r, dated June 30, 2015,
“On The Resolutions Of The Annual General Meeting Of The Shareholders Of Zarubezhneft
Joint Stock Company,” the Audit Commission of Zarubezhneft was elected, and is comprised
of the following members:
NAME

POSITION

N. Annikova

First Deputy General Director of “Construction Department No. 308” JSC

I. Babenkova

Deputy Head of Management, Department of Federal Property Management Agency

A. Yudin

Head of Division, Department of the Ministry of Energy of the Russian Federation

In 2015, remunerations were not paid to the members of the Audit Commission.

Sergey Ivanovich Kudryashov has extensive
experience in top management positions at
companies in the fuel and energy industries.
In 1991, he graduated from Kuibyshev Polytechnic
Institute. In 2006, he took an Executive MBA degree
at the Stockholm School of Economics.

SERGEY I.
KUDRYASHOV
General director

He started his working career in 1991 at
Nizhnevartovskneft, rising from the post of
Production Operator to Deputy General Director,
Head of a Unitized Oil Field.
From 2002 to 2003, he worked as Deputy Manager
of Tomskneft VNK, Head of Strezhevoyneft Oil and
Gas Production Directorate.
From 2003 to 2005, he was Manager of
Yuganskneftegaz JSC, Vice-President of YUKOS-EP
CJSC.

From 2009 to July 11, 2012, he held the position
of Deputy Minister of Energy of the Russian
Federation, and was in charge of issues connected
with the activity of the Russian oil and gas complex.
Since July 12, 2012, he has held the position of First
Deputy General Director of Zarubezhneft.
Since December 28, 2012, he has been the General
Director of Zarubezhneft.
Mr. Kudryashov is also the Head of the Working
Group of the Commission under the President of the
Russian Federation for issues of the Fuel and Energy
Complex (FEC) and the development strategy for
ecological safety.
He is not a shareholder.

Since 2005, he has been First Vice-President of
Rosneft, in charge of the company’s production
sector.
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In 1990, Mr. Dashevsky graduated from the
Grozny Oil Institute with a specialization in mining
engineering; in 2003, he graduated from Gubkin
Oil and Gas Russian State University with the
specialization of engineer-economist.

ALEXANDER V.
DASHEVSKY
Deputy General director
for production

For approximately 10 years, he worked for oil
companies in Gubkinsky of the Yamal-Nenets
Autonomous District, rising from the post of
Production Operator to the Head of the Division.

Deputy General director
for economics and finance
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Since July 2014, he has been Deputy General
Director of Production at Zarubezhneft JSC.
He is not a shareholder.

From 1995 to 1997, he served as Deputy Director
for Economics for the petroleum services enterprise
of the company (Central service base).
From 1997 to 2003, he held senior positions in the
Strezhevoyneft Oil and Gas Production Directorate,
and at Tomskneft JSC and Nefteyugansk CCR.

IGOR P.
ZAIKIN
Deputy General director
for project development
and well operations

In 2005, he moved to OC Rosneft JSC, where he
held the positions of the Director of Department
of prospective planning and the preparation of
investment projects, as well as the Director of Oil
and Gas Production Department.

Starting in 1992, he worked at the structures of
Yuganskneftegaz JSC.

In 1991, Mr Zaikin graduated from the Kuibyshev
Polytechnic Institute, named after V.V. Kuibyshev,
with a specialization in Mining Engineering. He has
a certificate of completion of the Russia-Norway
module MBA program at Moscow State University
of Foreign Affairs.

From 2013 to 2014, he served as First Deputy
General Director at JV Vietsovpetro.

Since 2000, he has worked in Tomskneft VNK.

In 1992, Mr. Kravchenko graduated from the
Siberian Automobile and Road Institute with the
specialization of engineer-economist; in 1999, he
graduated from the MIRBIS Moscow International
Higher Business School. He holds a PhD in Technical
Sciences.

SERGEY V.
KRAVCHENKO

Since 2010, he has held the position of Senior Vice-President for oil and gas production
at OC Bashneft JSC.

He began his working career as a driller’s assistant
in a State Oil and Gas Wells Drilling Company, VANEGAN in Nizhnevartovsk.
Since 1996, he has worked at LLC Lukoil-Bureniye
in the city of Samara and LUKOIL Overseas in
Kazakhstan.

From 2005 to 2012, he was the Director of Drilling,
Well Technologies, and Supervising Department
at Rosneft.
Since 2012, he has held the position of Director
of the Drilling Department at Bashneft.
Since July 2013, he has been Deputy General
Director for Project Development and Well
Operations at Zarubezhneft.
He is not a shareholder.

Since 2003, he has held the position of the Head
of Drilling Technology Section at LUKOIL.

Since 2003, he has been Deputy General,
the Director in charge of economics and finance
at TNK-Nyagan JSC.

In 1994, Mr. Afanasyev graduated from Novosibirsk
State University.
From 2002 to 2004, he worked at YuganskNIPIneft
(Ufa).

In 2008, he worked as the General Director
of TNK-Nyagan JSC.

From 2005 to 2006, he held the position
of Head of Department for the development
of technologies for the Corporate Research Center
at OC Rosneft JSC.

From 2012 to 2013, he held the position
of Commercial Director of the Yamal-Gaz Division,
TNK-BP Management JSC.
From 2013 to 2016, he served as the Deputy
General, Director for Economics and Finance
of Zarubezhneft.

IGOR S.
AFANASYEV
Deputy General director
for field development

Since 2007, he has held the position of Director
of the Department of field development
at OC Rosneft JSC.
Since August 2014, he has been Deputy
General, Director of Geology and Development
at Zarubezhneft JSC.
He is not a shareholder.

In 2006, he moved to the position of Deputy
Director of the Corporate Research Center
at OC Rosneft JSC.

He is not a shareholder.
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In 1974, Mr. Nozhin graduated from the Azerbaijan
Institute of Oil and Chemistry with a specialization
in Geology and Oil and Gas Field Exploration.
In 1996, he graduated from the Academy of
the National Economy, under the Government
of the Russian Federation, with a specialization
in Management under Market Conditions.
VLADIMIR M.
NOZHIN
Deputy General director
for asset development

After graduation, he worked as a driller’s assistant
and as a drilling fluids engineer in the Oil Rocks
Marine Drilling Department of the Kaspmorneft
Association.
In 1975, he was sent to Western Siberia,
to Glavtumenneftegaz, where he worked in
the production association of Yuganskneftegaz
in various positions, from geologist to the Head
of Pravdinskneft Field Office, to Chief Engineer
of the Yuganskneftegaz Production Association.

Since 2000, he has been Head of Department of Oil
Production Monitoring, and then the Vice-President
responsible for science, field engineering and
monitoring at YUKOS-EP.
Since 2007, he has been General Director of
Samaraneftegaz JSC.
Since April 2013, he has worked as Deputy General,
Director of Zarubezhneft for field development.
Mr. Nozhin is an Honorary Worker of the Ministry
of Fuel and Energy, YUKOS, and Rosneft.

In 2009, he completed the Executive Education
program for managers of Russia’s oil and gas
industry, named “The Oil And Gas Industry:
Management Of Major Projects,” at the Moscow
SKOLKOVO school.

Since February 2015, he has been Deputy General,
Director of organizational development and
corporate communications at Zarubezhneft JSC.

Deputy General director
for corporate
communications, strategics
and development

From 2005 to 2010, he served as the Assistant
to the First Vice President of Rosneft.

Deputy General director

In the period between 1989 and 1998, he worked
at JSC Komineft, where he rose from the position of
geologist to the Director of Production.
From 1998 to 2000, he held the position of General
Director of JSC Tebukneft.
In 2000, Mr Klinchev was appointed first Deputy
General Director at the Federal State Unitary
Enterprise Ukhtaneftegazgeologiya.

From 2004 to 2008, he was First Vice-President,
and later General Director, of RMNTK Nefteotdacha.
Since 2008, he has been General Director of the
Joint Company RUSVIETPETRO.
Since February 2010, he has held the position of
Deputy General Director of Zarubezhneft.
Mr Klinchev was awarded a Diploma from the
Ministry of Industry and Energy of Russia and the
titles of “Honorary Oilman of Russia” and “Honorary
Worker of the Fuel and Energy Complex”. He has
also been honored with a governmental award by
the Socialist Republic of Vietnam.
He is not a shareholder.

In 2003, he worked at Zarubezhneft, occupying
top positions in the Projects Development and
Implementation Division.

Since January 2013, he has been appointed Head
of the Administrative Office of the General Director
of Zarubezhneft.

DENIS B.
ULITIN

VALERY A.
KLINCHEV

He is not a shareholder.

In 2000, he graduated from the Novosibirsk State
Academy of Economics and Management with
a specialization in Financing and Credit.

From 2001 to 2005, he worked in Yuganskneftegaz
at various positions.

In 1989, Mr Klinchev graduated from Gubkin
Moscow Institute of Petrochemical and Gas
Industry, and in 1998, he graduated from the
Academy of National Economy, under the
Government of the Russian Federation, with the
qualification of top category manager.

In 1985, Mr Ozerov graduated from the Engineering
faculty of Ulyanovsk Military Engineers’ Academy
and was on military duty until 1998, occupying
different command and engineering capacities.
In 2000, he graduated from the G.V. Plekhanov
Russian Academy of Economics with a specialisation
in Financing and Credit, later graduating with a PhD
in Economic Sciences. He also holds an MBA degree
from the Stockholm School of Economics.

He has been honored with official awards of the
Ministry of Energy of the Russian Federation.
He is not a shareholder.

ANDREY V.
OZEROV
Deputy General director
for the downstream
operations

From 2011 to 2012, he held the position
of Deputy Director of the Oil and Gas Production
and Transportation Department of the Ministry
of Energy of the Russian Federation.

Since 2012, has been the Advisor to the Director
General of Lider Managing Company (Gazprom) and
then Director of Major Projects for the CJSC Ryazan
refining company (Rosneft).
Since October 2013, he has held the position of
Deputy General, Director of the Downstream Sector
at Zarubezhneft.
He is not a shareholder.

Since 2001, Mr Ozerov has been working in
executive positions at YUKOS-RM’s companies.

Mr Kovalenko graduated from the Military Academy
and the Military Institute of the Ministry of Defense
of the Russian Federation. He occupied various
posts in the Russian Federation’s Ministry of
Defense of the.
From 1992 to 2002, he worked as First Deputy,
General Director at Pronto-Moskva International
Holding.

Since 2002, he has been Deputy General, Director
of Zarubezhneft’s General and HR management
issues.
He has been honored with state awards by the
Russian Federation.
He is not a shareholder.

ALEXANDER P.
KOVALENKO
Deputy General director
for internal operations
and personnel

ZARUBEZHNEFT
166

www.zarubezhneft.ru/en

ANNUAL REPORT 2015
167

CORPORATE MANAGEMENT

DIVIDEND POLICY AND INFORMATION
ON THE COMPANY’S PROFIT
DISTRIBUTION

ZARUBEZHNEFT’S DIVIDEND POLICY WAS APPROVED BY THE BOARD
OF DIRECTORS ON JANUARY 30, 2015 (MINUTES OF MEETING NO.96.).
In accordance with the dividend policy, Zarubezhneft ensures that dividends are paid in favor of
the Russian Federation, that they grow in line with net profits, and that investment projects are
carried out successfully in accordance with the Company’s business plan approved by the Board of
Directors.

THE BASIC PRINCIPLES OF ZARUBEZHNEFT’S DIVIDEND POLICY ARE:
The optimal alignment of the of interests of the company and its shareholders;
Respect for and strict observance of the shareholders’ rights, as presumed under Russian
Federation law;
The annual allocation of part of the Company’s profit for the payment of dividends and use of
the remaining profit at the Company’s disposal, both for the formation of reserve funds and for
funding the Company’s investment activities.
For several years, Zarubezhneft has remained one of Russia’s top companies in terms of dividends
transferred to the budget of the Russian Federation.
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REPORT ON THE EXECUTION
OF INSTRUCTIONS OF THE PRESIDENT
AND GOVERNMENT OF THE RUSSIAN
FEDERATION
Instructions from the President of the RF
and Directives of the Government of RF

Information about execution by the company, respective of instructions and directives

On the introduction of provisions of the
Corporate Management Code.
In pursuance of Directives of the
Government of the Russian Federation
No.225P-P13, dated January 21, 2015

Resolutions in accordance with directives taken at the BD’s meeting on January 30, 2015 (Minutes of Meeting No.96).
 Draft for the Plan of actions was sent for consideration to the Federal Property Management Agency (No.SK-46-1442,
dated March 25, 2015) and the Ministry of Energy (No.SK-46-1441 dated March 25, 2015).
 Plan of activities aimed to improve the efficiency of corporate management was approved by the resolution of
Zarubezhneft’s Board of Directors as a part of Appendix No.7 “Activities For Improving Efficiency And Transparency Of
The Zarubezhneft’s Activity,” for the long-term development program (Minutes of Meeting No.97, dated February 27, 2015).

On the approval of the company’s long-term
development programs, and the audit
of such programs. In pursuance of the
Directives of the Government of the Russian
Federation No.4955p-P13, dated July 17,
2014

 The long-term development program was approved by the decision of Zarubezhneft’s Board of Directors (No.91, dated
November 20, 2014).
 Regulations for the audit for the long-term program’s execution were approved by the order of Zarubezhneft (No.507,
dated November 11, 2014). .
 Regulations on remuneration for the General Director of Zarubezhneft were approved by the decision of Zarubezhneft’s
Board of Directors (Minutes of Meeting No.91,dated November 20, 2014).
 Technical assignment of holding an audit of the long-term development program’s realization was approved by the Board
of Directors (Minutes of Meeting No.97, dated February 27, 2015).
 The audit of the long-term development program’s realization was carried out, the Report on the audit’s results for the
long-term development program’s realization for 2014 was considered at the meeting of the Committee for strategic
planning, under the Zarubezhneft’s Board of Directors (Minutes of Meeting No.7, dated September 21, 2015).
 In order to update the long-term development program at the meetings of Zarubezhneft’s Board of Directors, Appendices
No.5, 6, 7, 8, and 9 to the long-term development program were approved (Minutes of Meeting No.97, dated February 27,
2015, Minutes of Meeting No.101, dated April 30, 2015, Minutes of Meeting No.111, dated October 29, 2015).

On the inclusion of the main parameters for
requirements in human resources into the
long-term development program, including
the ones of engineering and technical
specialty needed for realizing the main
program’s activities.
In pursuance of the Directives of the
Government of the Russian Federation
No.7439p-P13, dated November 5, 2014.

In pursuance of the directives at the meeting of Zarubezhneft’s Board of Directors on February 27, 2015 (Minutes of Meeting
No.97), Appendix No.5, “HR Demand Within The Framework Of Zarubezhneft’s Long-Term Development Program,” to the
long-term development program was approved.

On the provision of the company’s adoption
of KPIs.
In pursuance of the Directives of the
Government of the Russian Federation
No.2579p-P13, dated April 25, 2014, and
No.2303p-P13, dated April 16, 2015

 By the decision in the Minutes of Meeting No.94, dated December 17, 2014, Zarubezhneft’s Board of Directors approved
an updated version of the Regulations on Zarubezhneft’s KPIs and Passports for corporate KPIs in 2015-2017, agreed to
with the Federal Property Management Agency.
 Zarubezhneft’s KPI target values for 2015-2017 were approved by the decision at the meeting of Zarubezhneft’s Board of
Directors on May 28, 2015 (Minutes of Meeting No.103).
 By the decision of Zarubezhneft’s Board of Directors, (Minutes of Meeting No.111, dated October 29, 2015), amendments
to the company’s KPI system were considered (the addition of the OPEX reduction indicator to the KPI system) and the
Passport for OPEX reduction KPI, as well as its target value for 2015-2017, was approved.
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Instructions from the President of the RF
and Directives of the Government of RF

Information about execution by the company, respective of instructions and directives

Instructions from the President of the RF
and Directives of the Government of RF

Information about execution by the company, respective of instructions and directives

On the introduction of a system of bonus
payments for directors based on their
activity’s KPIs resulting from the necessity of
an annual 2-3% OPEX reduction.
In the pursuance of the Directives of the
Russian Federation No.2579p-P13,
dated April 25, 2014, and
No.2303p-P13
dated April 16, 2015

 Zarubezhneft’s Board of Directors (Minutes of Meeting No.94, dated December 17, 2014) approved by its decision an
updated version of the Regulations on the company’s KPIs and Passports for corporate KPIs in 2015-2017, agreed to with
the Federal Property Management Agency.
 Zarubezhneft’s Board of Directors (Minutes of Meeting No.111, dated October 29, 2015) considered amendments to the
company’s KPI system (the inclusion of the OPEX reduction indicator into the KPI system) and, by its decision, approved the
Passport for OPEX reduction KPIs, as well as its target value for 2015-2017.
 At the meeting of Zarubezhneft’s Board of Directors, dated December 24, 2014 (Minutes of Meeting No.94), regulations on
the annual remuneration for Zarubezhneft’s top executives were approved. In accordance with these regulations, annual
remuneration is paid as per the results of achieving the target KPIs approved by the decision of the Board of Directors.
 At the meeting of Zarubezhneft’s Board of Directors, dated December 24, 2014 (Minutes of Meeting No.91), regulations
on the annual remuneration of Zarubezhneft’s General Director were approved. In accordance with these regulations, the
amount of annual remuneration is determined on the basis of the achievement of the target corporate KPIs approved by
the decision of the Board of Directors.
 At the meeting of Zarubezhneft’s Board of Directors dated May 28, 2014 (Minutes of Meeting No.103), a report on the
achievement of the company’s 2014 target indicator values and the amount of annual bonus payments to top executives
based on the KPI’s achievement for 2014 was made.
 At the meeting of Zarubezhneft’s Board of Directors dated May 28, 2015 (Minutes of Meeting No.103), a decision was
made on the payment of the remuneration for Zarubezhneft’s General Director of based on the results of the achievement
of corporate KPIs for the 2014 corporate year.

On the replacement of the purchase of
foreign products (works, services) with the
purchase of the Russian equivalents, stageby-stage, by its technical characteristics and
consumer attributes.
In pursuance of the directives of the
Government of the Russian Federation
No.1346P-P13, dated March 5, 2015.

 Resolutions in accordance with the directives were made at the Board of Directors’ meeting on March 27, 2015 (Minutes
of Meeting No.98).
 In pursuance of the directives at the meeting of Zarubezhneft’s Board of Directors, dated April 30, 2015 (Minutes of
Meeting No.101), Appendix No.8 “Actions Aimed At The Scheduled And Stage-By-Stage Replacement Of The Purchasing
Foreign Products, Works And Services With The Equivalent Russian Products, Works And Services” was approved for the
Long-term development program.

On the implementation of the program for
the disposal of non-core assets

Please see the Section “Information About The Non-Core Assets Disposal Program.”

On the establishment of the company’s, its
subsidiaries’ and affiliated companies’ single
treasury. In pursuance of the Directives of
the Government of the Russian Federation
No.5110p-P13, dated August 8, 2014, and
No.1796p-P13, dated March 26, 2015

 Since July 1, 2015, a single treasury for the Zarubezhneft Group has been operating.
 Report on the functioning of the Zarubezhneft Group of Companies’ single treasury was sent to the Ministry of Finance of
Russia (letter ref. No. SK-24-3266 dated July 30, 2015,).
 The following internal normative documents have been approved to create the single treasury:
 Regulations effecting payments in the Zarubezhneft Group of companies (Order No.239. dated May 25, 2015);
 Regulations on the raising and distribution of cash in the Zarubezhneft Group of Companies (Order No.231, dated May
20, 2015);
 A single financial and credit policy in the Zarubezhneft Group of Companies (Order No.237, dated May 25, 2015);
 Regulations on inter-group financing in the Zarubezhneft Group of Companies (Order No.238, dated May 25, 2015).
 Report on the Economical effect from the establishment of the Single treasury in the Zarubezhneft Group of Companies
was sent to the Ministry of Finance of the Russian Federation (letter ref. No.SK-24-5689, dated September 15, 2015) and to
the Federal Financial Monitoring Service (letter ref. No. SK-24-4689 dated September 15, 2015).

On the increasing the labor productivity
and the modernization of high-productivity
workplaces. In pursuance of the directives
of the Government of the Russian
Federation No.7389p-P13, dated October
31, 2014

 Amendment No.6 (Program for increasing the labor productivity for the 2015-2018 period) to the Long-term development
program was elaborated, approved by the resolution of Zarubezhneft’s Board of Directors (Minutes of Meeting No.97,
dated February 27, 2015).
 The employment agreement of Zarubezhneft’s General Director was amended, as provided for by the directives (the
Amendment to the employment agreement with the General Director of Zarubezhneft, dated December 26, 2014).
 The accounting department has prepared and sent a statistic form on labor productivity for 2014 to the state statistics
authorities.
 On March 26, 2015, Zarubezhneft completed its form on labor productivity on its account at the Inter-Agency Portal.

On the broadening of access of small
and medium business enterprises to the
purchases to be effected
In pursuance of the directives of the
Government of the Russian Federation
No.6362p-P13, dated October 24, 2013 and
No.7377p-P13, dated December 7, 2013.

 A consultative/advisory body was created, responsible for the public audit of the efficiency of the purchases to be effected
(Zarubezhneft’s Orders No.41, dated February 5, 2014 and No.62, dated February 18, 2014). Information about the
consultative body’s activity is posted on our website.
 We have worked out a single-window system for introducing the customer to innovation products and the results of
scientific research, and the design, experimental and technological work of small and medium business enterprises, as well
as the provision of the transfer of mutual technologies (by Zarubezhneft’s Order No.79, dated March 3, 2014, Regulations
on the procedure and rules of the introduction of innovation decisions into Zarubezhneft’s activity, were approved by
Zarubezhneft’s Order).
 The company’s annual report for 2014 included a section on the efficiency of the customer’s procurement activities,
including the one in relation to purchases from small and medium business enterprises.
 Regulations on the procedure and rules of the introduction of innovation decisions into Zarubezhneft’s activity were agreed
to by the members of the Consultative body and approved by Zarubezhneft’s Order No.79, dated March 3, 2014.
 A new version of Regulations on procurement activities was supplemented with section 11, called “Special Aspects Of
Purchases From Small And Medium Business Enterprises.” A new version of the Regulations for Procurement, taking into
account the said changes, was approved by Zarubezhneft’s Board of Directors (Minutes of Meeting No.79, dated March 5,
2014).
 The KPI chart of the company’s management was supplemented with a target KPI called “The Elaboration And Realization
Of Activities To Boost The Purchase Share From Small And Medium Business Enterprises” that contains a quality
assessment of Zarubezhneft’s work on enhancing the share of purchases from small and medium business enterprises.
In 2015, we established a design/target value for the indicator “the share of purchases from small and medium business
enterprises”. In accordance with the Decree of the Government of the Russian Federation, this target indicator is included
into the KPI chart of the company’s management.
 By the order No. 544, dated December 1, 2014, the Program for the Partnership of Zarubezhneft JSC with small and
medium-sized business enterprises has been worked out and approved. The preliminary draft of the Program for
Partnership had been approved by members of the consultative body at the second meeting held on September 29, 2014.
 The Program, as well as a list of small and medium-sized business enterprises that joined the program, is available on the
website of our company in the “Information Disclosure” section.
 We have developed proposals on the simplification of purchase procedures from customers for small and medium-sized
business enterprises by means of shrinkage, simplification and reduction to the standardized forms of documentation
required for small and medium-sized business enterprises to participate in customer purchases, and approved four
standardized model forms for documentation.
 A method of assessment for the life-cycle cost (LCC) of equipment (or facility) was created as a result of work execution,
elaborated and approved by the Order No. 262, dated June 30, 2014.

On the elaboration and approval of
a list of internal normative documents
regulating the company’s activity, as well
as the provision of submission of the
reports on the execution of the long-term
development programs and performance
of KPIs. In pursuance of the Directive of
the Government of the Russian Federation
No.ISh-P13-1818, dated 23 March 23, 2015,
Directives of the Government
No.3984p-P13, dated June 24, 2015,
and the Directive of the Chairman of the
Government of the Russian Federation
No.DM-P36-7661, dated November 12,
2015
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 Decisions in accordance with the directives were adopted at the Board of Directors’ meeting on July 10, 2015 (Minutes of
Meeting No.107).
 Our company has elaborated all internal normative documents provided for by the instruction of the Government of the
Russian Federation No. ISh-P13-1818, dated March 23, 2015:
1.Zarubezhneft’s long-term development program after the preliminary approval of the Committee for strategic planning,
under Zarubezhneft’s Board of Directors (Minutes of Meeting No.1 dated September 19, 2014) was agreed to with the
Expert Council under the Government of the Russian Federation (Letters No.ES-2909/02, dated September 29, 2014
and No.ES-1211/02, dated November 12, 2014) and approved by the decision of Zarubezhneft’s Board of Directors
(Minutes of Meeting No.91, dated November 20, 2014).
2.By its resolution, Zarubezhneft’s Board of Directors has approved (Minutes of Meeting No.94, dated December 24,
2014) a new version of the Regulations on Zarubezhneft’s KPIs after preliminary consideration at the joint meeting
of the Committee for strategic planning, the Audit Committee and the Staff and Remuneration Committee (Minutes
of Meeting No.2, dated December 16, 2014). At the same time, by its resolution, Zarubezhneft’s Board of Directors
approved the Passports for Zarubezhneft’s corporate KPI (Minutes of Meeting No.94, dated December 24, 2014).
3.Regulations on improving Zarubezhneft’s investment and operational efficiency and cost reduction were considered at
the meeting of the Committee for strategic planning, under Zarubezhneft’s Board of Directors (paragraph 1, Minutes of
Meeting No.9, dated November 6, 2015) and was approved by the resolution of the Zarubezhneft’s Board of Directors
(Minutes of Meeting No.112 dated November 11, 2015).
4.A new version of the Regulations on an internal audit at Zarubezhneft, after its consideration at the meeting of
the Audit Committee (Minutes of Meeting No.7, dated September 18, 2015), was approved by the resolution of
Zarubezhneft’s Board of Directors (paragraph 2.1, Minutes of Meeting No.110, dated September 30, 2015).
5.Regulations on Zarubezhneft’s quality management system, after its consideration at the meeting of the Committee
for strategic planning (Minutes of Meeting No.9, dated 06 November 6, 2015), was approved by the resolution of
Zarubezhneft’s Board of Directors (Minutes of Meeting No.112, dated November 11, 2015).
6.Zarubezhneft’s risk management policy (after its consideration at the meeting of the Audit Committee, Minutes of
Meeting No.8, dated November 6, 2015) was approved by the resolution of Zarubezhneft’s Board of Directors (Minutes
of Meeting No.112, dated November 11, 2015).
7.Regulations on the procedure for the elaboration and implementation of the innovation development program of
Zarubezhneft were approved by the order of Zarubezhneft No.541, dated November 16, 2015.
8.At the meeting of Zarubezhneft’s Board of Directors, dated November 25, 2015 (Minutes of Meeting No.113), the
following matters were considered:
–– Consideration of the Report on implementing the long-term development program and the achievement of KPIs for
2014 and for the First-Half of 2015;
–– Consideration of the Report on the approval of the list of mandatory internal normative documents, determined by
the Directive of the Government of the Russian Federation No.ISh-_13-1818, dated March 23, 2015;
–– Consideration of the Report on amending the regulations for the remuneration of the company’s Chief Executive
Body in terms of providing compliance of the Chief Executive Body’s remuneration and responsibility with the
achievement of target indicator values of their activity efficiency, as defined in the Long-term development program;
 Our company prepared and sent the following reports to the Ministry Economic Development, Ministry of Energy and the
Federal Property Management Agency (Letters No. SK-46-6194, SK-46-6195, and SK-46-6196, dated November 30, 2015):
1.Report on the implementation of the Long-term development program for 2014 and the achievement of KPIs for the
First-Half of 2015;
2.Report of the approval the list of mandatory internal normative documents, as defined by the Instruction of the
Government of the Russian Federation No.ISh-P13-1818, dated March 23, 2015;
3.Report on amending the regulations for the remuneration of the Chief Executive Body of the company, in terms of
providing compliance of the Chief Executive Body’s remuneration and responsibility with the achievement of target
indicator values of their activity efficiency, as defined in the Long-term development program.
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 For the assessment and comparison of bids, criteria for the “life-cycle cost of goods (or a facility) created as a result of work
execution” was elaborated, with the possibility to conclude, upon the purchase results, a life-cycle agreement based on
the method developed for purchases of innovation products (including instead of conventional ones), as well as purchases
of high-tech and/or technically complex products. Along with the Method of life-cycle assessment and instructions for
its application in preparation of the bids for purchase, the elaborated criteria was made known to the structural units/
subdivisions (No.27/4015/sz, dated September 15, 2014), subsidiaries as per the list No.1 (ref. No. АK-27-4928, dated
September 22, 2014) and subsidiaries as per the list No.2 (ref. No. АK-27-5057 dated September 30, 2014). The purchase
of innovation equipment has been organized with the application of the “goods life-cycle cost” criteria.
 In 2015, the share of purchases in electronic form compared to the total annual volume of purchases by open competitive
methods for Zarubezhneft’s needs amounted to 96.98%, with a 45% target value, for December 2015.

Information in relation to the measures
aimed at the development of the
programs for innovation development in
joint stock companies included in the list
of organizations developing innovation
development programs, approved by
the resolution of the governmental
commission for high technologies and
innovations, dated August 3, 2010,
Minutes of Meeting No.4 (Letters of the
Federal Property Management Agency
No.GN-13/32160, dated October 29, 2010,
and No.GN-13/32156, dated October 29,
2010)

 The program for innovation development has been integrated and is an integral part of the company’s key strategic
programs of that which had been approved by the Board of Directors and agreed to with the Government of the Russian
Federation: “The Long-Term Development Program Of The Company” and “The Development Strategy for Zarubezhneft
JSC”.
 The report on the results of implementing the program of innovation development for Zarubezhneft in 2014 was approved
at the meeting of the Board of Directors on April 30, 2015 (Minutes of Meeting No.101).
 At the meeting of Zarubezhneft’s Board of Directors, held on March 31, 2015 (Minutes of Meeting No.99) the progress of
the program of innovation development was approved in 2014.

On working out the medium-term strategy
of the development of the entity and the
program of innovation development
(Minutes of Meeting with the Chairman of
the Government of the Russian Federation
No.4 dated August 3, 2010).

Report of results of the implementation of Zarubezhneft’s Program for Innovation Development for 2014 was approved at
the meeting of the Board of Directors on April 30, 2015 (Minutes of Meeting No.100).

On joining the Anti-corruption Charter
for Russian Business (letter of the Federal
Property Management Agency dated 20
November 2013, No11/53971).

In 2014, Zarubezhneft joined the Anti-corruption Charter for Russian Business (Certificate No.0275 of the Chamber of
Industry and Commerce of the Russian Federation, dated March 19, 2014).

On the implementation of the strategy
of the joint stock company in the area of
energy saving and energy efficiency
(paragraph 8 of the directive of the
government of the Russian Federation
No.ISh-P9-3772, dated June 18, 2008, on
the implementation of the Decree of the
President of the Russian Federation No.889,
dated 4 June 4, 2008, “On Certain Measures
To Increase The Energy And Ecology
Efficiency Of The Russian Economy,” Letter
No.GN-13/28934 of the Federal Property
Management Agency, dated November 27,
2008).

 At the meeting of the Board of Directors, held on December 14, 2012 (Minutes of Meeting No.68), a report on the results
of the Zarubezhneft Group of Companies’ energy audit was taken into consideration and the program for energy saving
and increasing energy efficiency at the Zarubezhneft Group of Companies was approved.
 In 2015, activities were carried out by the Zarubezhneft Group of Companies, provided for by the approved Program.

On the implementation of the investment
programs (an instruction of the First Deputy
of the Chairman of the Government of the
RF No.ISh-P13-5361, dated September 18,
2009, fax message No.GN-15/8808 of the
Federal Property Management Agency, dated
April 1,2011).

 Information about the progress of the implementation of Zarubezhneft’s investment programs has been updated quarterly
on the personal account of Zarubezhneft at the Inter-Agency Portal of the Federal Property Management Agency;
 A report on results of the implementation of Zarubezhneft’s investment program for the First-Half Year of 2015 was
considered at the meeting of Zarubezhneft’s Board of Directors on October 29, 2015 (Minutes of Meeting No.111).

On proposals and recommendations
aimed at stimulation for developing the
mechanisms of environmental responsibility
based on international standards, including
non-financial reports and systems of
voluntary certification and marking, subject
to independent examination and attestation
(subparagraph l, paragraph 1 of the List of
instructions of the President of the Russian
Federation No.Pr-1640, dated June 6, 2010,
Letter of the Federal Property Management
Agency No.GN-13/37524, dated December
5, 2011).

 At the meeting of the Board of Directors on April 20, 2012 (Minutes of Meeting No.59), the Ecological program for the
Zarubezhneft Group of Companies was approved. In order to control the program’s implementation, a specialized division
was created at Zarubezhneft – the HSE Department.
 Regarding information about the main results of Environmental protection activities realized in 2015 – please see the
“Environment Protection” section.
 In 2015, Zarubezhneft issued a report on sustainable development for the year 2014, which was certified for compliance
with GRI’s requirements and the public attestation with the Russian Union of Industrialists and Entrepreneurs.

Decree of the government of the Russian
Federation No.1214, dated December
31, 2010, “On The Improvement Of The
Management Of JSCs, The Shares Of Which
Are In Federal Ownership, And Federal
Public Unitary Enterprises.”

At the meeting of the Board of Directors, held on June 10, 2013 (Minutes of Meeting No.72), an amended regulation for
Zarubezhneft on the organization of informational interaction through the Interagency Portal for the management of public
property on the internet was approved, and in accordance with the said regulation, in 2015 the Company has regularly
placed the corresponding information on its personal account in the Interagency Portal.

Optimization and improvement of the
efficiency of charity and sponsorship
costs. In pursuance of the directives of the
Government of the Russian Federation
No.5024p-P13, dated July 31, 2015

 Decisions in accordance with the directives were made at the Board of Directors’ meeting on September 4, 2015 (Minutes
of Meeting No.109).
 At the meeting of Zarubezhneft’s Board of Directors, held on January 14, 2016 (Minutes of Meeting No.116), Regulations
were approved on charity and sponsorship, and information was considered regarding the Group’s charity and sponsorship
budget, approved by Zarubezhneft’s General Director for 2016 across main lines of activities (Appendix No.1), within the
limits of the Business plan of the Zarubezhneft Group of Companies for the 2016-2020 period, approved by the Board of
Directors (Minutes of Meeting No.114, dated December 24, 2015)

Procedure of settlements under export
contracts.
In pursuance of the directives of the
Government of the Russian Federation No.
4807p-P13, dated July 23, 2015

 Decisions in accordance with the directives were made at the meeting of the Board of Directors on September 4, 2015
(Minutes of Meeting No.109).
 Our company has approved a Plan of activities to implement the directives.
 In accordance with the Plan, the following were approved:
–– The standard contractual provision for export contracts was elaborated on the possibility to settle accounts/payments
in rubles;
–– The minimal share of export settlements was defined effectively in Russian rubles;
–– By the Order No.497, dated October 12, 2015, a new standard form of contracts for the export supply of oil was
approved, containing a standard contractual provision about the possibility to settle accounts/payments in rubles.
–– In Q4 2015, we concluded contracts for oil supply that contained a standard provision on the possibility to settle
accounts/payments in rubles.

On improving the efficiency of procurement
activities.
In pursuance of the directives of the
Government of the Russian Federation
No.3425p-P13, dated June 1, 2015

 In accordance with the directives, the Board of Directors adopted the resolutions on June 26, 2015 (Minutes of Meeting
No.101).
 On December 28, 2015, by its resolution, the Board of Directors amended the Regulations for Procurement, and approved
a new version of the Regulations for Procurement in Zarubezhneft (Minutes of Meeting No.115).

On changing the structure of the company’s
annual report.
In pursuance of the directives of the
Government of the Russian Federation
No.2007P-P13, dated April 6, 2015

 At the meeting of the Board of Directors, held on April 15, 2015, resolutions were adopted in accordance with the
directives (Minutes of Meeting No.100).
 The annual report was prepared, taking into account the requirements of the directives and preliminary approved by
resolution of Zarubezhneft’s Board of Directors (Minutes of Meeting No.103, dated May 28, 2015), approved by the
resolution of the annual general meeting of shareholders (Decree of the Federal Property Management Agency No.,524-r
dated June 30, 2015). The report on the implementation of the Long-term development program and KPIs for 2014 was
sent to the Federal Property Management Agency (Letter ref. No. SK-46-3212 dated June 26, 2015.)

On the net assets level.
In pursuance of the directives of the
Government of the Russian Federation
No.8495p-P13, dated December 17, 2014

 At Zarubezhneft, a Plan of actions was approved for the implementation of decisions provided for by the directives.
 A responsible structural subdivision of the company sends a weekly report on the net amount of currency assets for the
Zarubezhneft Group of Companies to the Bank of Russia.

On the amendments to the Procurement
Regulations (regarding the purchases
of domestic goods from producers).
In pursuance of the Directives of the
Government of the Russian Federation
No.7850p-P13, dated November 24, 2014

 Decisions in accordance with the directive were taken at the meeting of the Board of Directors held on January 30, 2015
(Minutes of Meeting No.96).
 Amendments to the Procurement Regulations were made; a new version of the Procurement Regulations at Zarubezhneft
was approved by the decision of the Board of Directors on March 27, 2015 (Minutes of Meeting No.90).

On increasing the efficiency and
transparency of the activities.
In pursuance of the Directives of the
Government of the Russian Federation
No.7558p-P13, dated November 12, 2014

In pursuance of the directives at the meeting of Zarubezhneft’s Board of Directors, held on February 27, 2015 (Minutes
of Meeting No.97) Amendment No.7: “Activities On Increasing The Efficiency And Transparency Of The Zarubezhneft’s
Activities” to the long-term development program was approved.

On the implementation of measures
aimed at the provision of informational
openness for procurement operations and
the transfer to e-procurements, including
the provisions regulating procurement
procedures for goods, works and services.
(Directives No.6464p-P13, dated December
16, 2010, by Instruction of the Government
of the Russian Federation No.ISh-P13-8685,
dated December 17, 2010, , the letter of
the Federal Property Management Agency
No.GN-13/1416, dated January 25, 2011).

See section “The Report Of Procurement Activities Of The Zarubezhneft Group Of Companies”
 By the Order of Zarubezhneft No.544, dated December 1, 2014, the Program of Zarubezhneft’s partnership with small and
medium business enterprises was approved. The program is posted on the corporate website, as well as on the list of small
and medium business enterprises that have joined the program.
 In 2015, at the meetings of Zarubezhneft’s Board of Directors, updated Procurement Regulations were approved (Minutes
of Meetings No.90, dated 27 March 27, 2015 and No.115, dated December 28, 2015).
 Quarterly reports on results of procurement activities were considered at the meetings of Zarubezhneft’s Board of
Directors (Minutes of Meetings No.98, dated March 27, 2015, No.104 dated May 29, 2015, dated 04 September 2015, and
No.112, dated November 11, 2015).
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Instructions from the President of the RF
and Directives of the Government of RF

Information about execution by the company, respective of instructions and directives

On the preparation of non-financial reports.
In pursuance of directives No.1710p-P13,
dated March 30, 2012

In 2015, the Report on Zarubezhneft’s sustainable development for the year 2014 was prepared (the Report was certified for
compliance with GRI’s requirements and public attestation with the Russian Union of Industrialists and Entrepreneurs). The
report was posted on the official website of Zarubezhneft.

On the expediency of the alienation of core
assets in economic sectors with a sufficient
competitiveness level in accordance with
subparagraph “в”, paragraph 1 of the list of
instructions of the President of the Russian
Federation No.Pr-1092, dated April 27,
2012.

At the meeting of the Board of Directors, held on September 27, 2012 (Minutes of Meeting No.66) after considering
the formed company’s assets portfolio, a resolution was made to acknowledge that it was inexpedient to work out
Zarubezhneft’s program of core asset sales.

On holding the engineering and price audit
of investment projects. In pursuance of
Directives of the government of the Russian
Federation No.2988p-P13, dated May 30,
2013.

 By the decision of Zarubezhneft’s Board of Directors (Minutes of Meeting No.110, dated September 30, 2015), a new
version of the standard for the engineering and price audits of investment projects at the Zarubezhneft Group of
Companies was approved. The standard for the engineering and price audits of investment projects at the Zarubezhneft
Group of Companies takes into account the recommendations of the Expert Council under the Government of the Russian
Federation, also taking into account the updated normative base in terms of investment and project activities.
 In 2015, investment projects falling under the criteria included into engineering and price audits (costing more than
1.5 billion rubles) were not detected.

INFORMATION ABOUT
THE DISPOSAL
OF NON-CORE ASSETS
In pursuance of the requirements of the Decree of the President of
the Russian Federation No.596, dated May 7, 2012, our company
carried out activities on the disposal of Zarubezhneft’s non-core
assets in 2015.
By the resolution of the Zarubezhneft Board of Directors (Minutes of
Meeting No.105 dated June 8, 2015) a program for the disposal of
Zarubezhneft’s non-core assets was approved for the 2015-2016 period.

The program for the disposal of non-core assets included 38 assets,
with a total balance value amounting to 513,161 thousand Rubles
(as of January 31, 2014), including:
Subject to disposal: 34 assets with a balance value of 509,647 thousand
Rubles;
Subject to abandonment: four assets (Zarubezhneft Adria LLC, East West
Oil Limited, Zarubezhneft Exploration and Production Ltd, and JV Nestro
Nuraly LLP) with a balance value of 3,514 thousand Rubles.

INFORMATION about the disposal of non-core assets by Zarubezhneft in 2015
Item
No.

Asset Name

Inventory
number (if
applicable)

Balance line
where this asset
was reflected, as
of the reporting
date preceding the
asset’s disposal

Bookkeeping
accounts (taking
into account
analytics), in
which the income
and expenditure
of the asset’s
retirement
are reflected
(91.1xxx/91.2xxx)

Asset’s
balance value
(thousand Rubles)

Actual
disposal value,
(thousand Rubles)

Deviation of the
actual disposal cost
from the balance
asset cost,
(thousand Rubles)

1

AKVANAVT DIVING
BOAT

2123

1150

91.01/91.02

231.00

381.00

+150.00

Actual disposal cost was
defined in accordance
with the report of the
independent assessor
and market supply.

2

NEFTEGAZ-51
SUPPLY VESSEL

2549

1150

91.01/91.02

3,548.00

218,872.00

+215,324.00

Actual disposal cost was
defined in accordance
with the report of the
independent assessor
and market supply.

3

NEFTEGAZ-55
SUPPLY VESSEL

2683

1150

91.01/91.02

5,358.00

49,500.00

+44,142.00

Actual disposal cost was
defined in accordance
with the report of the
independent assessor
and market supply.

4

NEFTEGAZ-57
SUPPLY VESSEL

2765

1150

91.01/91.02

1,528.00

218,872.00

+217,344.00

Actual disposal cost was
defined in accordance
with the report of the
independent assessor
and market supply.

5

NEFTEGAZ-61
SUPPLY VESSEL

3116

1150

91.01/91.02

11,205.00

70,039.00

+58,834.00

Actual disposal cost was
defined in accordance
with the report of the
independent assessor
and market supply.

6

TUMCHA SUPPLY
VESSEL

3295

1150

91.01/91.02

2,527.00

70,039.00

+67,512.00

Actual disposal cost was
defined in accordance
with the report of the
independent assessor
and market supply.

7

ADMINISTRATIVE
BUILDING
IN PRIJEDOR,
THE REPUBLIC
OF SRPSKA,
FEDERATION
OF BOSNIA
And HERZEGOVINA

0299904000

1150

601502

2,842.73

10,283.00

+7440.27

Actual disposal cost was
defined in accordance
with the report of the
independent assessor
and market supply.

8

CONTAINER
STORAGE UNIT

019581

1150

91.01(00000139)

50.00

45.00

-5.00

26,744.73

638,031.00

611,286.27

TOTAL

Reasons for the deviation of the
actual disposal cost from the
balance asset cost

Based on 2015’s results, eight non-core assets were disposed to the total
amount of 638,031 thousand Rubles.
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THE COMPANY ANNUALLY ENGAGES
EXTERNAL AUDITORS FOR THE PURPOSE
OF THE INSPECTION OF THE ACCOUNTING
(FINANCIAL) REPORTS, MADE
IN ACCORDANCE WITH THE RUSSIAN
ACCOUNTING STANDARDS

FOR MORE DETAILS, SEE PAGE 185

INFORMATION
DISCLOSURE

APPENDICES

OFFICIAL INFORMATION
FOR THE COMPANY

Sr. No

Company Name

Zarubezhneft’s participation share

Zarubezhneft’ subsidiaries’ participation share

Zarubezhneft Joint Stock Company

1

Vietsovpetro JV (SRV)

49%

–

Certification series 77, No.003280973, dated October 22, 2004, PSRN 1047708046870

2

VRJ Petroleum Со (SRV)

50%

–

Russian Federation subject

Moscow

3

JC RUSVIETPETRO LLC

51%

–

Location

101990, Moscow, Armyansky per., 9/1/1, building 1

4

Arktikmorneftegazrazvedka JSC (AMNGR JSC)

100% – 1 share

–

Telephone (fax)

+7 (495) 748-65-00

5

Scientific and Technological Company Russian Inter–industrial Scientific
and Technical Complex Oil Recovery JSC

100% – 1 share

–

E-mail

nestro@nestro.ru

6

Ul’yanovskneftegaz LLC

99.9%

Oil Recovery JSC – 0.1%

Information on inclusion in the strategic joint-stock companies list

Yes

7

Orenburgnefteotdacha CJSC

100% – 1 share

Oil Recovery JSC – 1 share

Full name and address of the registrar

“Registrator R.O.S.T.” JSC, 107996, Moscow, Ulitsa Staromynka, 18, building 13

8

Oil and Gas Innovation Corporation JSC

95%

–

Registered Charter Capital as of 12.31.15, in rubles

50,729,067,000

9

East West Oil Limited (UK)

100%

–

Total issued shares

50,729,067

10

Institute for Design and Research in Oil Industry Giprovostokneft JSC

22.09%

Oil Recovery JSC – 38%

Ordinary shares

50,729,067

11

32.27%

Oil Recovery JSC – 38%

Stocks at par, rubles

1,000

Academician A.P. Krylov All–Russian Oil and Gas Scientific Research
Institute JSC (VNIIneft JSC)

12

“VNIIneft–West Siberia” Ltd.

–

VNIIneft JSC – 51%

State registration number of ordinary (preferred) share and state
registration date

1-01-65072-D dated December 9, 2004.

13

“VNIIneft–Povolzhje” Ltd.

–

VNIIneft JSC – 51%

State registration number of additional issue of ordinary (preferred)
shares and state registration date – in case, by the date of preliminary
approval of annual company report by Board of directors (supervisory
authority), the registration authority had not performed the abolition of
company ordinary (preferred) shares with an additional issue individual
number (code)

1-01-65072-D dated April 19, 2005
1-01-65072-D dated July 10, 2007
1-01-65072-D dated September 25, 2007
1-01-65072-D-004D dated April 24, 2012

14

“Neftyanoe Khozyaystvo” Ltd.

–

Oil Recovery JSC – 15%

15

Non–State Educational Institution of Additional Education, “Intellectual
and Aesthetic Development Center”

–

Oil Recovery JSC – 19.95%

16

Zarubezhneft–Production LLC

99.9%

Oil and Gas Innovation Corporation JSC – 0.1%

17

ZARNESTSERVICE LTD.

80%

ZNSM LLC – 20%

18

Zarubezhneftestroymontazh LLC (ZNSM LLC)

80%

ZARNESTSERVICE LTD.– 20%

Preferred shares

No

19

ZNSM–BLK LLC Brod (the Republic of Srpska)

Preferred shares at par, rubles

No

20

Zarubezhneft Holding & Services АG (Switzerland)

100%

–

Shares in possession of the Russian Federation

50 729 067

21

EXPLON LLC

80%

ZNSM LLC – 20%

Russian Federation’s interest in the charter capital

100%

22

ZarIT CJSC

26%

–

Company shareholders whose interest in the charter capital is more
than 2 per cent

The Russian Federation represented by Federal State Assets Managements Agency

23

JV Nestro Nuraly LLP (The Republic of Kazakhstan)

55%

–

24

10%

–

Availability of special rights for the Russian Federation to take part in
joint-stock company’s management (“golden share”)

No

Closed Joint Stock Company, St. Petersburg International Mercantile
Exchange (CJSC SPIMEX)

25

TISE Production and Investment Joint Stock Company (TISE JSC)

15%

–

26

Optima Group Ltd. (the Republic of Srpska)

–

Oil and Gas Innovation Corporation JSC – 100%

27

Brod Refinery (the Republic of Srpska)

–

Oil and Gas Innovation Corporation JSC – 79.99%

28

Modrica Oil Production Plant (the Republic of Srpska)

–

Oil and Gas Innovation Corporation JSC – 75.65%,
Nestro Petrol – 16.27%

29

Nestro Petrol (the Republic of Srpska)

–

Oil and Gas Innovation Corporation JSC – 80%

30

Jadran–Naftagas d.o.o. (the Republic of Srpska)

–

Oil and Gas Innovation Corporation JSC – 34%

31

ZARUBEZHNEFT ADRIA Ltd. (The Republic of Croatia)

–

Zarubezhneft Holding & Services АG – 51.02%

32

OPTIMA–Modrica (the Republic of Serbia)

–

Modrica Oil Production Plant JSC – 100%

33

OPTIMA–Modrica (the Republic of Serbia)

–

Modrica Oil Production Plant JSC – 100%

34

OPTIMA–Modrica (the Republic of Serbia)

–

Modrica Oil Production Plant JSC – 100%

35

Zarubezhneft Exploration and Production limited liability company for oil
and gas projects (The Republic of Croatia)

–

East West Oil Limited – 100%

36

Arctic Oil Company LLC

–

AMNGR JSC – 100%

36

Zarubezhneft–Production Samara LLC

–

Zarubezhneft–production LLC – 100%

37

JV Artic Drilling Limited

–

AMNGR JSC – 18%

38

Zarubezhneft–Production Kharyaga LLC

–

Zarubezhneft–production LLC – 100%

Full company name
Number and date of issue of state registration certificate

Company auditor full name and address
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LIST OF LICENCES HELD
BY THE ZARUBEZHNEFT GROUP
IN THE RUSSIAN FEDERATION
IN THE RUSSIAN FEDERATION, THE ZARUBEZHNEFT GROUP POSSESSES:
8 licenses for hydrocarbon production;
5 licenses for hydrocarbon prospecting, exploration and production, and 1 license for the
exploration and evaluation of hydrocarbon reservoirs;
1 license for hydrocarbon prospecting, exploration and production is held by Kharyaga PSC
Operator (Total).
No.

License No.

1
2
3

ОРБ 00898 НЭ

4

License Operator

Blocks, Areas, Fields

License Validity

ОРБ 14885 НП

Kirsanovskoye

March 18, 2010 – December 31, 2016

ОРБ 00896 НЭ

Kirsanovskoye

September 23, 2009 – May 31, 2033

Pashkinskoye

September 23, 2009 – May 31, 2033

ОРБ 00897 НЭ

Chernovskoye

September 23, 2009 – May 31, 2033

5

УЛН 09132 НР

Radischevskyi

April 30, 2008 – August 3, 2030

6

УЛН 09135 НЭ

Slavkinskoye

April 30, 2008 – June 1, 2018

7

УЛН 14582 НЭ

Kondakovskoye

October1, 2008 – July 1, 2018

8

УЛН 09133 НЭ

Ruzhevskoye

April 30, 2008 – September 10, 2026

9

УЛН 09134 НЭ

Sulakskoye

April 30, 2008 – September 10, 2026

10

НРМ 15852 НЭ

Peschanoozerskoye, Central Block

September 9, 2011 – September 24, 2019

11

НРМ 00688 НР

CKU -1, North-Khosedayu

September 8, 2008 – June 10, 2033

12

НРМ 00689 НР

CKU -2, Visovoye

September 8, 2008 – June 10, 2033

Orenburgnefteotdacha

Ul’yanovskneftegaz

Arctic Oil Company

CKU -2, Upper Kolva
13

НРМ 00690 НР

CKU -3, West-Khosedayu

September 8, 2008 – June 10, 2033

CKU -3, Sikhoreyskoye
CKU -3, East-Sikhoreyskoye
JC RUSVIETPETRO
14

НРМ 00691 НР

CKU -3, North-Sikhoreyskoye
CKU -4, North-Oshkotynskoye

September 8, 2008 – June 10, 2033

CKU -4, Surkharatinskoye
CKU -4, Puseyskoye
CKU -4, South-Surkharatinskoye
CKU -4, Urernyrdskoye
CKU -4, East-Yamdeyskoye
15

НРМ 10422 НЭ

Total E&P Russia

Kharyaga

July 16, 1996 – July 27, 2016

INFORMATION ABOUT CLAIMS
RELATED TO THE COMPANY’S
ACTIVITIES
IN 2015, ZARUBEZHNEFT JSC TOOK PART IN THE FOLLOWING
LEGAL PROCEEDINGS | The legal claim of Soyuz-Torg CJSC (the
successor of KOMPOMASH-TEK CJSC under the assignment agreement) for
the recovery of 29 367 794 Rubles, under the R&D contract No. 36-227/11,
dated 31 May 31, 2011 (of which 23 000 000 Rubles of actual costs and
6 367 794 Rubles of interest for the use of monetary assets by another
person) is currently in the final stage of proceedings in the arbitrary courts
of the Moscow region. The decision of the Arbitrary Court of Moscow,
dated September 7, 2015, which was left unchanged by the award of the
Ninth arbitrary appeals court, dated November 30, 2015, satisfied the
claim of Soyuz-Torg CJSC (the successor of KOMPOMASH-TEK CJSC under
the assignment agreement) for the recovery of 29 367 794 Rubles, only
in part of the recovery of 7 488 319.42 Rubles (5 846 918.79 Rubles of
actual costs and 1 641 406.64 Rubles of interest), and the recovery of the
remaining part of the claim – 21 879 474.58 Rubles – was rejected. The
court rulings came into effect. At the end of the reporting period, the case
was in the court of cassation.
The case of KOMPOMASH-TEK CJSC for the disappropriation of the steam
generator is currently in the final stage of proceedings. The decision of
the Arbitrary Court of Moscow, dated September 10, 2015, that was
left unchanged by the award of the Ninth arbitrary appeals court, dated
November 26, 2015, rejected the claim in full. The court rulings came into
effect. At the end of the reporting period, the case was in the court of
cassation.
A case for the release of the steam generator from attachment, initiated
under the claim to the enforcement officer and KOMPOMASH-TEK CJSC,
was completed in favor of Zarubezhneft JSC.
The legal claim of KOMPOMASH-TEK CJSC for the recovery of 19 045 800
Rubles under the contract No.34-194/11, dated May 12, 2011 (of which
15 045 800 Rubles of actual costs under the contract and 4 000 000 Rubles
of interest for the use of monetary assets by another person) is currently
pending in the arbitrary court of Moscow.
All disputes between Zarubezhneft JSC and KOMPOMASH-TEK CJSC
are planned to be completed in 2016 by settling all pending issues in
agreement by applying conciliation procedures.

In addition, we have to note the following court proceedings for large
amounts, in which the companies of the Zarubezhneft Group took part,
in 2015.
A statement of a claim by OC Severnoye Siyanie (Northern Light) Ltd for
the recovery of losses in the amount of 509 234 408 Rubles, within the
framework of performing the oil transportation system rent contract
from JC RUSVIETPETRO, was previously pending in the Arbitrary Court
of Moscow and is pending at the end of the reporting period. The
negotiations on the conciliation agreement in the framework of this legal
case and its approval in court were and are being held simultaneously as of
the reporting date.
The proceedings under the Arktikexkavatsiya LLC claim for the recovery
of 63 641 619.16 Rubles for the actual provision of services from
Zarubezhneftestroymontazh LLC was completed. The decision of the
Arbitrary Court of Moscow, dated October 21, 2015, rejected the
fulfillment of the claim in full.
The aforementioned legal cases and claims are mainly related to
regular economic activities and do not constitute any significant risk
to the financial and business activities of the Zarubezhneft JSC Group
of Companies.
In 2015, the following measures were performed in the Zarubezhneft
JSC Group of Companies for the purpose of amicable dispute resolution,
including the consideration and withdrawal of the claims of commercial
entities and state authorities.
As a result of the application of Zarnestservice Ltd with a claim to the
Federal Custom Service of Russia, demanding that the Central Energy
Customs to recover 411 928 524.35 Rubles of the customs payment was
cancelled by the decision dated November 5, 2015.
As a result of the consideration of MUN-TECHNOLOGIYA LLC’s claim to
Ul’yanovskneftegaz LLC, the demands of the applicant to cover the cost
of the additional works under the contract No.24/12 (dated December
24, 2013) in the amount of 20 million Rubles were fully withdrawn and
a financial dispute settlement agreement was signed.

There are no other legal disputes with the participation of Zarubezhneft JSC.
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INFORMATION ON MAJOR DEALS
MADE BY THE COMPANY IN THE
REPORTING YEAR
In accordance with the Act of Joint Stock Companies, a deal is deemed to be a major one if its
subjects include assets of which the value is equal to or higher than 25 percent of the asset’s
book value.

LIST OF PROGRAMS IMPLEMENTED
WITHIN THE FRAMEWORK
OF PROGRAMS COMPANY
DEVELOPMENT AND LONG-TERM
COMPANY DEVELOPMENT

No major deals were made in 2015.

INFORMATION ON INTERESTED
PARTIES’ TRANSACTIONS
MADE BY THE COMPANY
IN THE REPORTING YEAR

Zarubezhneft JSC’s innovational development program was approved by the decision of the
Zarubezhneft JSC’s Board of Directors, Minutes of the Meeting No.69, dated April 12, 2013.
Currently, the actualization of the Innovational development program for 2016-2020 is being
carried out in accordance with the instructions of the Government of the Russian Federation
No.DM-P36-7563, dated November 7, 2015.
A program of measures aimed at the improvement of efficiency and cost optimization in a low
oil price environment was approved within the framework of Annex No.8 of the Long-term
Development Program, approved by the decision of the Zarubezhneft JSC’s Board of Directors,
Minutes of Meeting No.111, dated November 30, 2015.
A program for the improvement of labor efficiency was established and included into
Zarubezhneft JSC’s Long-term development program, on the basis of Guideline No.7389p-P13,
dated October 31, 2014, and approved by the Board of Directors (Minutes of Meeting No.97 dated
February 27, 2015).
A complex of measures aimed at the planned and gradual replacement of the company’s
procurement of foreign goods, works and services with the procurement of the equivalent
Russian goods, works and services, approved in the framework of Annex No.8 of the Long-term
Development Program, approved by the decision of Zarubezhneft JSC’s Board of Directors,
Minutes of Meeting No.101, dated April 30, 2015.

No contracts that could be considered as transactions by interested parties were entered into in 2015.
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LIST OF INTERNAL REGULATORY
DOCUMENTS FOR ACTIVITIES
RELATED TO THE PREPARATION
OF THE ANNUAL REPORT

ACCOUNTING REPORTS FOR
ZARUBEZHENFT JSC AND THE AUDIT
REPORT ON THE RELIABILITY
OF ACCOUNTING REPORTS
FOR THE REFERENCE YEAR
THE COMPANY ANNUALLY ENGAGES EXTERNAL AUDITORS

A passport and a business process scheme named “The Preparation, Agreement, Approval And
Publication Of The Company’s Annual Report” (pursuant to Order No.554, dated December 9,
2014, “On The Arrangement Of The Business Processes’ Optimization of Work”);
Order No.63, “On The Preparation Of The Annual Report Of The Company For 2015,” dated
February 18, 2016;
Zarubezhneft JSC’s risk management policy (approved by the decision of the Board of Directors,
Minutes of Meeting No.112, dated November 11, 2015);
Zarubezhneft JSC’s risk management standard (Order No.421, dated October 14, 2013);
Regulation of Zarubezhneft JSC’s internal audit (approved by decision of the Board of Directors,
Minutes of Meeting No.110, dated September 30, 2015);
Regulation of the audit committee at the Zarubezhneft JSC’s Board of Directors (approved by the
decision of the Board of Directors, Minutes of Meeting No.89, dated October 17, 2014).

FOR THE PURPOSE OF THE INSPECTION OF THE ACCOUNTING
(FINANCIAL) REPORTS, MADE IN ACCORDANCE WITH THE RUSSIAN
ACCOUNTING STANDARDS.

The selection of an audit company to perform the mandatory audit of accounting (financial)
Zarubezhneft JSC’s reports for 2015 was made by holding an open bidding process, in accordance
with the requirements of Federal Law No.94-FL, dated July 21, 2005, “Concerning The Placing Of
Orders For The Supply Of Goods, The Performance Of Work And The Rendering Of Services For State
And Municipal Requirements.”
In 2015, Rosexpertiza LLC was the winner of the tender for the Company’s auditor.
The independence of the auditor is confirmed by regular checks of the Federal Service for Financial
and Budget Supervision, and the SRO, of which the auditor is a member.
Rosexpertiza LLC annually conducts quality revision checks of its audits before issuing an audit
opinion on entities of social significance and performs quality checks on documentation of the work
of completed audits.
The cost of Rosexpertiza LLC’s audit services, in respect of the accounting (financial) reporting for
2015, amounted to 1,387.11 thousand Rubles.
The cost of non-audit services rendered to the Company by Rosexpertiza LLC in 2015 amounted to
763.2 thousand Rubles.
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FOR THE COMPANY’S
SHAREHOLDERS

THE AUDIT REPORT
BY INDEPENDENT AUDITING COMPANY,
ROSEXPERTIZA LLC, ON THE ACCOUNTING
(FINANCIAL) RECORDS OF ZARUBEZHNEFT
JOINT STOCK COMPANY FOR 2015

AUDITED ENTITY:
Name: Zarubezhneft Joint Stock Company
State Registration Number: 1047708046870
Location: 101990, Moscow, Armiyansky per., 9/1/1, Bld.1.

AUDITOR:
Name: Limited Liability Company Rosexpertiza
Certificate Of State Registration Of Rosexpertiza LLC: #183142, issued by
the Moscow Registration Chamber on September 23, 1993.
Certificate of September 27, 2002, for the Entry in the Unified State
Register of Legal Entities as a legal entity, registered before 1 July 1,
2002, under the primary state registration number 1027739273946.
Location:
Legal Address: Masha Poryvaeva Str., 11, Moscow, 107078, Russian
Federation.
Postal Address: Tihvinskiy per., 7, Bld.3, Moscow, 127055, Russian
Federation.
Member of the SROA NP Russian Panel of Auditors, in accordance with
the decision of RPA Board of April 23d, 2007, Certificate No.362-Y.
Primary Registration Number (In The Register Of Auditors And Auditing
Organizations): 10205006556.
We have conducted an audit of the enclosed accounting (financial)
records of Zarubezhneft Joint Stock Company, consisting of the balance
sheet as of December 31, 2015, the report of financial results and
the statement of changes in equity and cash flow for 2015, and other
supplements to the balance sheet and report of financial results.
The above records were prepared by the executive body of the
Zarubezhneft Joint Stock Company on the basis of Federal Law No.402-FZ,
dated December 6, 2011, “On Accounting Records,” “Regulations
On Accounting Procedures And Accounting Records In The Russian
Federation”, approved by the order of the Ministry of Finance of the
Russian Federation No.34n, dated July 29, 1998, “Regulations On The
Accounting Procedures ‘Accounting Records Of The Company’ PBU 4/99,”
approved by the order of the Ministry of Finance of Russian Federation
No.43n, dated July 6, 1999, and the order of the Ministry of Finance
of Russian Federation No.66n, dated July 2, 2010, “On The Format Of
Accounting Records For Companies.”
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THE AUDITED ENTITY’S LIABILITY FOR ITS ACCOUNTING
(FINANCIAL) RECORDS | The Management of the audited entity
is liable for the preparation and authenticity of the above accounting
(financial) records, in accordance with the established regulations for
the preparation of its accounting (financial) records and for the internal
control system thereof, which is necessary for the preparation of
accounting (financial) records free of any material errors and omissions
due to fraud or mistakes.

THE AUDITOR’S LIABILITY | Our liability consists of the declaration
of our opinion on the authenticity of the accounting (financial) records on
the basis of the audit that we perform.
We have conducted this audit in accordance with:
Federal Law No.307-FZ, “On Auditing Activities,” dated December 30,
2008.
Federal Rules (standards) on auditing activities (Decree of the
Government of the Russian Federation No.696, dated September 23,
2002, as revised in the Decrees of the government of the Russian
Federation No.405, dated July 4, 2003, No.532, dated October 7, 2004,
No.228 dated April 16, 2005, No.523, dated August 25, 2006, No.557,
dated July 22, 2008, No.863, dated November 19, 2008, No.586, dated
August 2, 2010, and No.30, dated January 27, 2011).
Federal standards for auditing activities (FSAA) (Orders of the Ministry
of Finance of the Russian Federation No.16n, dated February 24, 2010,
No.46n, dated May 20, 2010, No.90n, dated August 17, 2010, and
No.99n, dated August 16, 2011).
The Auditors’ Code of Ethics in Russia (approved by the Auditing Activities
Counsel on March 22, 2012, Protocol No.4; as amended on June 27,2013,
Protocol No.9 and on December 18, 2014, Protocol No.15).

This audit has included auditing procedures targeted at obtaining
evidence from the audit that proves that the numerical indicators in the
accounting (financial) records and the disclosure of information therein to
be true. The selection of auditing procedures is subject to our judgment,
based on the evaluation of the risk of significant errors and omissions
made due to fraud or mistakes. In the process of such an evaluation of
risk, we have considered an internal control system that provides for the
preparation and authenticity of accounting (financial) records, with the
purpose of selecting respective auditing procedures, but not with the
purpose of declaring an opinion on its efficiency.
The audit has also included an evaluation of the propriety of the
accounting policy applied and the validity of the estimated figures
received by the management of the audited entity, as well as an
evaluation of the accounting (financial) records in general.
We consider that the audit evidence obtained in the course of auditing
provides sufficient basis to declare an opinion on the authenticity of
accounting (financial) records.

OPINION | In our opinion, the accounting (financial) records
authentically reflect the financial position of the Zarubezhneft Joint
Stock Company in all material matters and the results of its financial and
operational activities and cash flow for 2015 as of December 31, 2015, in
accordance with the established rules for the preparation of accounting
records.

Auditor
The Director for the Audit of the Audit Services Department (as
per the Power of Attorney No.21, dated December 17, 2015)
Auditor Qualification Certificate: No.05-000184, dated
October 3, 2012, issued for an indefinite period. Primary
Registration Number In The Register Of Auditors And
Auditing Organizations: No.20105020800. Member of the
SROA NP Russian Panel of Auditors, in accordance with the
decision of the RPA Board: Certificate No.3018 dated August
14, 2009.

L.S. SAPRONOVA
On behalf of Rosexpertiza’s management
Deputy General Director				

N.E. SUSLOVA
February 15, 2016

The given standards require adherence to the applicable ethical norms,
and also, the planning and performance of the audit in such a way as to
get the adequate assuredness that the accounting (financial) records do
not contain any significant errors and omissions.
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BALANCE SHEET

Notes

Name of parameter

Code

As of December 31,
2015

As of December 31,
2014

As of December 31,
2013

Reserves

1210

105,175

126,423

555,551

VAT for the acquired valuables

1220

4,640

13,253

–

–

–

–

40,329,596

13,646,105

13,462,518

29,530,464

5,392,225

8,333,004

II. CURRENT ASSETS
Par. 5.7

AS OF DECEMBER 31, 2015

including:
long-term
Par. 5.9
Organization

Zarubezhneft Joint Stock Company

Identification Number Of Taxpayer

7701350084

Form under NIAD

0710001

Type Of Economic Activity

Provision of other services

Date (month, day, year)

12

Legal Organization Form /
Property Form

Joint Stock Company /
Federal property

Under ARCEO

00148458

Units Of Measurement

Thousands of Rubles

INT

Location (Address)

101990, Moscow, Armiyansky pereulok,
9/1/1. Bld. 1

Codes

Receivables

1230

including:
long-term
31

2015

Financial investments (excluding cash equivalents)

1240

545,731

16,541,001

4,478,169

Cash and cash equivalents

1250

16,959,834

5,990,111

3,324,855

7701350084

Other current assets

1260

106,660

164,860

4,921

under ARCEEA

74.84

Total for section II

1200

58,051,636

36,481,753

21,826,014

under ARCLOF / ARCPF

47

BALANCE

1600

131,310,297

124,033,095

118,443,952

under ARCUM

384

Registered capital (share capital, authorized fund, contributions of
partners)

1310

50,729,067

50,729,067

50,729,067

Shares repurchased

1320

–

–

–

Revaluation of the fixed assets

1340

2,112,442

1,519,297

1,007,631

Par. 5.16

Added capital (without revaluation)

1350

61,974

113,195

178,809

Par. 5.17

Reserve capital

1360

10,770,113

9,885,215

9,171,439

Par. 5.18

Retained profits (unrecovered losses)

1370

63,906,451

59,762,249

55,378,436

Total for section III

1300

127,580,047

122,009,023

116,465,382

Borrowed funds

1410

–

–

–

Deferred tax liabilities

1420

198,760

64,653

2,049

Estimated liabilities

1430

412,252

185,204

–

Other liabilities

1450

1,286,971

220,718

220,718

Total for section IV

1400

1,897,983

470,575

222,767

Par. 5.8

12

LIABILITIES
III. EQUITIES
Par. 5.15

Notes

Name of parameter

Code

As of December 31,
2015

As of December 31,
2014

As of December 31,
2013

ASSETS
I. FIXED ASSETS
Par. 5.1

Intangible assets

1110

97,991

27,550

31,749

21,492

1,277

2,372

80,771

123,630

219,353

10,926

2,808

219,353

including:
Unfinished operations on the acquisition of intangible assets
Par. 5.2

Research and engineering results

1120

IV. LONG-TERM LIABILITIES

including:
Unfinished and unexecuted R&D works
Par. 5.3

Intangible exploration assets

1130

723,916

–

–

Par. 5.3

Tangible exploration assets

1140

–

–

–

Par. 5.4

CAPITAL ASSETS

1150

4,565,921

4,123,664

3,547,653

–

124

2,083,572

including:
Unfinished capital investments
Par. 5.5
Par. 5.6

Income yielding investments into tangible assets

1160

–

–

–

Financial investments

1170

54,158,768

71,531,525

71,068,486

Deferred tax assets

1180

224,117

146,257

77,144

Other non-current assets

1190

13,407,177

11,598,716

21,673,553

Total for the section I

1100

73,258,661

87,551,342

96,617,938

ZARUBEZHNEFT
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Par.5.13

V. SHORT-TERM LIABILITIES
Par. 5.12

Borrowed funds

1510

667,916

–

274,675

Par. 5.10

Payables

1520

787,539

1,229,621

1,203,598

Deferred revenues

1530

–

–

–

Estimated liabilities

1540

376,812

323,876

277,530

Other liabilities

1550

–

–

–

Total for section V

1500

1,832,267

1,553,497

1,755,803

BALANCE

1700

131,310,297

124,033,095

118,443,952

Par. 5.13

www.zarubezhneft.ru/en
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GLOSSARY

FOR JANUARY – DECEMBER 2015
AD – Asphaltene Deposits

FS – Feasibility Study

AGDS – Automated Gas Distribution Station

FS – Fuel Station

00148458

AIDS – Automated Information Data System

FTSI – Federal Tax Service Inspectorate

INT

7701350084

AMNGR – Arktikmorneftegazrazvedka

GD – General Director

Under ARCEEA

74.84

Under ARCLOF / ARCPF

47

AOC – Arctic Oil Company

3GES – Geological and Engineering Survey

Under ARCUM

384

AODO – Automated Operational-Dispatching Office

GWS – Geophysical Well Survey

APG – Associated Petroleum Gas

HAC – High Attestation Commission under the Ministry of Education

Codes

Organization

Zarubezhneft Joint Stock Company

Identification Number Of Taxpayer

7701350084

Form as per NIAD

0710002

Type Of Economic Activity

Provision of other services

Date (month, day, year)

12

Legal Organization Form /
Form Of Property

Joint Stock Company /
Federal property

Under ARCEO

Unit Of Measurement

Thousands of Rubles

Location (Address)

Notes

Name of parameter

Par. 6.1
Par. 6.1

101990, Moscow, Armiyansky pereulok,
9/1/1. Bld. 1

31

2015

12

Code

For January –
December 2015

For January –
December 2014

Income

2110

25,372,292

26,087,130

Cost of sales

2120

(8,604,612)

(10,138,704)

16,767,680

15,948,426

APR – Additional Product Range
BLENDING – mixing of oils, i.e. motor oil and lubricants production
BPS – Booster Pump Station

Gross profits (losses)

2100

Par. 6.2

Commercial expenses

2210

(42,941)

(43,745)

Par. 6.3

Management expenses

2220

(2,957,955)

(2,394,689)

CDU – Crude Distillation Unit

Sales profits (losses)

2200

13,766,784

13,509,992

Par. 6.4

Participation capital

2310

6,131,322

3,831,737

CFB – Cash Flow Budget

Par. 6.5

Interest receivable

2320

1,306,335

1,928,055

Interest payable

2330

(22,769)

(15,537)

Par. 6.6

Other revenues

2340

21,193,604

26,564,556

Par. 6.6

Other costs

2350

(31,162,177)

(34,609,723)

Profits (losses) before tax

2300

11,213,099

11,209,080

CRMS – Corporate Risk Management System

Current profits tax

2410

(1,461,696)

(1,955,191)

CS – Compressor Stations

Including permanent tax liabilities (assets)

2421

3,733,712

3,543,372

Par. 6.6

Variance of deferred tax liabilities

2430

(134,107)

(62,604)

Par. 6.6

Variance of deferred tax assets

2450

77,860

69,113

Par. 6.7

Other

2460

(597,733)

(763,220)

Net profits (losses)

2400

9,097,423

8,497,178

Outcome from revaluation of capital assets, not included in net profits (losses) f
or the period

2510

593,145

511,666

Outcome from other operations, not included in net profits (losses) for the period

2520

(51,221)

(65,614)

Aggregate financial outcome for the period

2500

9,639,347

8,943,230

For reference
Basic earnings (losses) per share

2900

–

–

FGS – Field Geophysical Survey

Diluted profit (losses) per share

2910

–

–

FHF – Formation Hydro-Fracturing

CD – Civil Defence

CKU – Central Khoreyver Uplift
CPC – Caspian Pipeline Consortium
CPF – Central (Oil) Production Facility

EDF – Electronic Trading Facility
EO – Exploration Operations
EOR – Enhanced Oil Recovery
2EP – Environment Protection
ES – Emergency Situation
ESPU – Electrical Submersible Pump Unit
FDU – Floating Drilling Unit

FREIGHT – haulage charges paid for cargo transportation and vessel
utilization
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HIF – Hazardous Industrial Facilities
HWS – Hydrodynamic Well Survey
ICS – Internal Control System
IDD – Innovation Development Department
IDP – Innovation Development Program
IRD – Internal Regulatory Documents
IS – Industrial Safety
IS FOR DMM – Information System for the Field Development
Management and Monitoring

IS FOR GPM – Information System for Geology and Production
Monitoring

IS FOR RDM – Information System for the Remote Drilling Monitoring
ISFR – International Standards of Financial Reporting
JC – Joint Company
JR – Jack-Up Rig
JSC – Joint Stock Company
JV – Joint Venture
KPI – Key Performance Indicator
KPSA – Kharyaga Production Sharing Agreement
LDP – Long-term Development Program
LP – Lube Plant (Modrica Oil Production Plant)
M&E – Materials & Equipment
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M/M-M – Meter/Machine-Month

SGU – Steam-Generator Unit

MED OF RUSSIA – Ministry of Economic Development of the Russian

SPIMEX – St. Petersburg International Mercantile Exchange

Federation

MNRE OF RUSSIA – Ministry of Natural Resources and Environment
of the Russian Federation

MOJ OF RUSSIA – Ministry of Justice of the Russian Federation
MPC – Maximum Permissible Concentrations
MPS – Multi-phase Pump Station
MSGU – Mobile Steam-Generator Unit
NSA – National Standard of Accounting
OGC – Oil & Gas Corporation
OGPD – Oil & Gas Production Department
OH&S – Occupational Health & Safety
ONO – Orenburgnefteotdacha
ORF – Oil Recovery Factor
PBUC – Pressure Build-Up Curve
PIT – Personal Income Tax
PMCS – Project Management Corporate System
PSA – Production Sharing Agreement

SPREAD – means difference between oil product quotation and oil
quotation for a respective period

SRC – Scientific and Research Center

SRV – Socialist Republic of Vietnam

REPRESENTATIVE OFFICES OF ZARUBEZHNEFT JSC IN THE REPUBLIC OF CUBA

SV – Supply Vessel

REGIONAL OFFICE IN HAVANA

casa 4021, calle 5-ta Avenida y 248, Marina Hemingway, Santa Fe, ciudad Habana, Cuba

TAA – Tools and Accessories

BRANCH IN HAVANA

Avenida 3-ra entre calles 78 y 80, Miramar Trade Centre, Edificio Habana, piso #5, Miramar, Municipio Playa,
ciudad Habana, Cuba
Tel. (537) 204 -01-33 /36/38
E-mail: habana@nestro.ru

TED (SCHOOL) – Technical and Engineering Department
TNRP – Tax on Natural Resources Production
TOE – tons of oil equivalent

REPRESENTATIVE OFFICES OF ZARUBEZHNEFT JSC IN THE SOCIALIST REPUBLIC OF VIETNAM
REPRESENTATIVE OFFICE IN VUNGTAU

Vung Tau, Le Quy Don st., 3
Tel. (84-64-3) 85-2920
Fax (84-64-3) 85-2387
E-mail: nestrovn@hcm.vnn.vn

REPRESENTATIVE OFFICE IN HANOI

Ha Noi, Kim Ma st., 360, DAEHA Business Center, Hanoi DAEWOO Hotel, office 302
Tel. (84-43) 771-9990
Fax (84-43) 771-9993
E-mail: nestrohn@viettel.vn

TP – Transfer Pricing
TSFS – Thermal-Steam Formation Stimulation
UN – United Nations Organisation
UNG – Ul’yanovskneftegaz
UPSTREAM – a segment that includes hydrocarbons’ production,
VAT – Value Added Tax

R&D – Research & Development

VMI – Voluntary Medical Insurance

RAS – Russian Accounting Standards

VOGCF – Verkhnechonskoye Oil and Gas-Condensate Field

RIISTC – Russian Inter-Industrial Scientific and Technical Complex

VSDS – Variable Speed Drive Systems

RVP – RUSVIETPETRO

VSP – Vietsovpetro

SAC – Subsidiary or Affiliate Company

WELL INJECTIVITY – is a characteristic of an injection well that

ZARUBEZHNEFT

Russian Federation, 101990, Armiyansky pereulok, 9/1/1, bld. 1
Telephone +7 (495) 748-65-00
Fax +7 (495) 748-65-05
E-mail nestro@nestro.ru
Telex 113303 STEK RU
http://www.zarubezhneft.ru/en

STP – Scientific and Technical Products

PWRU – Preliminary Water Removal Unit

body of Zarubezhneft which has functioned since 2001 as a collective
advisory body of Zarubezhneft, provides expertise, and searches for
solutions and recommendations on a wide range of issues connected
with the company’s scientific,technical and innovation development

ZARUBEZHNEFT JSC

SRO – Self-Regulating Organisation

inter-field transportation and primary treatment

SCIENTIFIC AND TECHNICAL BOARD – a collective advisory

192

SPMA – State Property Management Agency

PW – Pilot Work

SC – Subsidiary Company

CONTACTS

demonstrates a possibility to inject a working agent (water, gas, steam,
etc.) into formation. It is determined by a volume of mixture injected
into formation per unit of time

WHP – Well-Head Platform
WWO – Well Work-Over
ZNSM – Zarubezhneftestroymontazh
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