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RusPetro	plc	(the	‘Company’)	is	an	
independent	oil	and	gas	development	
and	production	company,	with	a	primary	
listing	on	the	London	Stock	Exchange,	
operating	in	the	established	oil	producing	
province	of	the	Krasnoleninsky	Arch,	in	
Western	Siberia,	on	three	license	blocks		
of	1,205km2	with	over	1.5	billion	barrels	
of	proven	and	probable	reserves.
	 As	the	first	and	extended	accounting	period	of	the	
Company	will	end	on	31	December	2012,	there	are	no	
annual	accounts	of	the	Company	for	2011.	There	is	also	no	
requirement	for	the	Company	to	prepare	an	annual	report	
for	2011.	Nonetheless,	the	Company	has	prepared	analogous	
information	for	the	shareholders,	including	the	directors’	
report	and	an	overview	of	remuneration	policies	and	
corporate	governance	policies	to	accompany	the	publication	
of	the	2011	annual	accounts	of	Ruspetro	Holding	Limited		
and	its	subsidiaries	(the	‘Group’	or	‘RusPetro’).	
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Substantial increase in proved reserves:

 — As of 31 December 2011 the Group’s proved 
reserves were 173 million barrels, an increase 
of almost 44% from 31 May 2010. Over  
the same period the Group’s proved and 
probable reserves increased by 110% to  
over 1.5 billion barrels. 

Success in drilling new wells:
 — The achievement of the fully integrated 
geological model allowed for ten wells to  
be drilled in 2011 with a 100% success rate 

 — This model is a breakthrough in 
understanding the field’s subsurface. 
RusPetro now has 3D seismic covering 42% 
of the field and 2D seismic covering 100%  
of the field. 

Production up significantly: 
 — Average production of barrels of oil per day 
has increased from 1,055 in 2010 to 2,475 
during 2011 with forecast production of 
10,400bpd by the end of 2012 

 — Revenues increased in 2011 by 209%  
to US$38.7 million.

IPO completed on 19 January 2012:
 — IPO total net cash proceeds of approximately 
US$240 million

 — Indexation as a FTSE 250 company on the 
London Stock Exchange.

Highlights US$38.7m 
Revenue (2010: US$12.5m)

The core ‘know-how’ for an oil and gas company is the ability to 
predictively model the performance of wells and other assets. The 
defining physics inherent in these models are based on Darcy’s 
Law. Darcy’s Law is the equation governing the flow of fluid 
through a porous medium. RusPetro uses Darcy’s Law as the 
foundation of our performance-oriented, quantitative approach  
to oil field development. For performance management, we use 
Darcy’s Law as follows:

 —   represents the geological and petro-physical properties 
inherent in the rock – permeability, oil viscosity, and the 
thickness of the oil bearing zone. The goal of our geological 
team and our geological model is to pick bottom-hole 
locations maximizing .

 —  represents the pressure differential between the reservoir 
and the wellbore at the perforations. The greater this pressure 
differential, the greater the rate of oil flow. Our operations team 
seeks to maximize  by using electric submersible pumps to 
minimize hydrostatic pressure in the wellbore (keeping the 
wells ‘pumped-off’), while using water-injection to maximize 
pressure in the reservoir. Ruspetro’s hydrodynamic model is the 
guide for this endeavor, acting as a tool to identify injectors and 
maximize flood efficiency (sweep).

 —  is a variable which represents completion – mathematically 
the radius of the wellbore in relation to the oil bearing 
formation whether as a simple perforated well or with an 
increased radius due to fracturing or horizontal drilling. 
Every fracture or other form of stimulation results in a . We 
manage performance in fracture engineering and execution 
using  as our yardstick.
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Proved and probable (mmbbls)
Audited reserves
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Proved and probable reserves  
of over 1.5 billion barrels

Group at a glance 
RusPetro operates in an area of Western 
Siberia with significant hydrocarbon 
deposits and potential. We are unlocking 
this potential using modern exploitation 
techniques and a highly skilled 
management team.

The area has a well-developed 
infrastructure, with direct connection to 
Russia’s Transneft national oil pipeline. 
In addition, other federal infrastructure, 
specifically the highway, railway and 
electricity grid are accessible to the entire 
field. The terrain and infrastructure allow 
for year-round production of oil.
Mission
To maximize production and become  
the lowest cost producer in the  
region, delivering market-leading 
shareholder returns.

To vigilantly implement the 
Company’s safety and ethics policies, and 
its commitment to being a good steward 
of the environment. 

AT A GLAnCE

The rig on pad 21

vision
RusPetro strives to be recognized  
as a market-leading production  
company that is competitively  
successful and responsible.

We are focused on providing superior 
shareholder returns and delivering the 
lowest production and development  
costs  in our market segment.

We will continue improving the 
quality of the Company’s reserve base 
through the growth of proved reserves.

Management and employees will 
continue their commitment to safety, 
ethics and achieving an excellent 
environmental record.
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A proven management team 
that has delivered before

STATEMEnT FROM THE CHAIRMAn OF THE COMPAny

The Company’s senior management 
decided to use the publication of 
RusPetro’s 2011 annual accounts as an 
opportunity for the senior management 
to set out their values and ambitions for 
the business. Three words encapsulate 
how we at RusPetro ask to be judged: 
delivery, reliability and transparency. 
And this report is itself an example. The Company has been  
a public company for barely four months. Our decision to 
publish this report addressing the Group’s final year as a 
private business is a tangible way of demonstrating our 
commitment to transparency. It is not a statutory 
requirement, but we know that current and potential 
investors will appreciate a full account of the last 12 
months’ performance, and a statement of our intentions.

As we approached our London listing, the executive and 
non-executive directors discussed the responsibilities of 
being a public company. We agreed that, from the outset,  
we would be committed to full compliance with the UK 
Corporate Governance Code. The market, rightly, would not 
tolerate RusPetro using its early years as a learning curve. 

The headline facts of our governance structures, set out 
in our prospectus, bear repeating. RusPetro has a majority  
of independent non-executive directors. It has no 
controlling shareholder, and the founder shareholders 
recognized that their continuing engagement in the 
business would be best rewarded through a substantial free 
float, presently 40%. As a result, RusPetro was granted a 
premium listing on the London Stock Exchange with the 
associated status of indexation in the FTSE 250. Mindful of 
the spotlight on safety performance in our industry, the 
Board has committed itself to conducting an annual review 
of Health & Safety. 
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 RusPetro possesses a substantial, geographically focused 
acreage across three contiguous license blocks in Western 
Siberia. It has a proved and probable (2P) reserve base of over 
1.5 billion barrels and an operational team with the 
experience and capability to build a production profile of 
several hundreds of thousands of barrels a day. We believe 
that being a reserves and production-led business is a 
valuable differentiator, and that the Company will continue 
to make strong progress through growth in both categories 
from its existing acreage. To that end RusPetro is committed 
to a twice-yearly independent audit of its reserves. 

On the evidence to date, the combination of strong 
governance and high-quality assets, both geological and 
managerial, has been well received. RusPetro is among only 
a handful of successful European IPOs in the last 12 
months. We have joined the FTSE 250, reflecting both our 
premium listing and the encouraging support our stock has 
attracted since trading began in January.

My previous six years’ service as Chairman of a major 
Russian listed company have been hugely positive. Russia is 
a country with a tradition of technical excellence in applied 
sciences and particularly engineering. And if you wish to 
build an oil and gas production and development company, 
Western Siberia has few rivals as a location. The basin is 
prolific, well costs are low, infrastructure is extensive and 
oilfield services are readily to hand. The application of 
enhanced oil recovery techniques which are commonplace 
in many other mature basins is still in its infancy in Siberia. 
As a result, a company with the technical skills to bring 
these methods to bear on a sizeable asset can expect to 
develop a substantial production base.

The coming together of the group of individuals who are 
to form the Board of a public company is always a 
memorable occasion. At my first meeting with Don 
Wolcott, Tom Reed and their colleagues in 2011, I knew that 
RusPetro had a highly capable management team. And I was 
equally impressed by the caliber of the individuals who had 
agreed to consider non-executive positions. A combination 
of this group of individuals, the assets beneath our acreage 
and the support of forward-thinking shareholders, 
represented a winning formula. 

But it has taken an extraordinary amount of hard work 
by all concerned to bring us to the point we are at today. 
There is still much to do, but I am delighted with our 
progress so far. Shareholders, new and long-standing, should 
look forward to the next few years with keen anticipation. 

Christopher Clark 
Chairman 
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Executing our development  
plan is my main priority

CEO’S STATEMEnT – Q&A

RusPetro changed from being a 
privately-owned company to a listed  
plc with sufficient funding to enable  
it to become a mid-sized oil and gas 
development and production business.

Q: Why did you buy this asset?
A: When I left Yukos in 2005 I began looking for an oil asset 
with which I could start an international mid-sized oil 
production business.

The three contiguous license blocks that form one large 
field that we bought in 2008 on the Kransoleninsk Arch in 
Western Siberia met my requirements.

It is an under-developed field located within an 
established field complex, which meant that it had a 
substantial in-field infrastructure already in place and has 
access to major national infrastructure. It also had existing 
data sets and historical well control.

There are analogous fields in Siberia that have been 
developed successfully, yet this field was not fully 
understood because of inadequate mapping, the lack  
of an integrated model and the inadequate completion 
technology in use.

Lastly, but importantly, it was available. It was not on the 
inventory of a major oil company but rather belonged to an 
independent owner who did not see the potential in the 
asset that we do. We bought the asset in an open auction 
organized by a national investment bank.

Q: What are the main challenges  
facing the business?
A: Executing our development plan is my main priority. 
Execution is the biggest risk to the business. We have set out 
a very clear development plan and made this clear to our 
investors at the time of our IPO.

This is a big field but it does not have many wells yet – 
this year we will double our active well count and more 
than double our production. In executing the plan each well 
must be drilled and completed accurately and within a 
rigorous schedule. For another field, with different owners 
and targets, you may be able to average out errors but we 
cannot afford to do this.

In order to achieve our goals we have to build the 
infrastructure necessary for our planned production 
increases and at the same time carry out a successful 
drilling program in multiple locations. 

This means making sure that many divergent tasks 
happen in parallel to each other. To achieve this I am 
building a culture of ownership and responsibility within 
my team both in the field and in the office.

This culture is bearing fruit already as our first post-IPO 
infrastructure projects are commissioned.

We have already completed the 27km sales pipeline that 
links our central processing facility to our custody transfer 
station on the Transneft pipeline and we are pumping oil 
through it. This project was completed ahead of time and 
under budget. I am proud of my team for achieving this  
as it was literally a race against time – had we been too  
slow, and the Taiga thawed, this type of work would have 
become impossible.

Q: How are you overcoming  
the challenges?
A: I take a hands-on approach to developing the skills and 
expertise necessary within the team so that we can execute 
on our priorities. This means I am often out in the field 
making sure that procedures are optimized and then 
followed to ensure our success.

We are bringing in talent to provide leadership and 
expertise so that our business operates at the level of 
international best practice. We already have several key 
operational experts in place since our IPO who are 
significantly enhancing our operational standards. 

We actively control our on-going projects to make sure 
that execution matches plan and to this end have obtained  
a general contractor license that enables us to manage 
infrastructure projects and not rely on turn-key contractors 
who too often are only focused on their own priorities. So 
projects such as road and pad building are controlled and 
managed to the highest standards and costs are kept to  
a minimum.

Within the team we encourage peer review so that 
standards are maintained by a sense of individual and 
collective responsibility.
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in the office. We are providing a professional working 
environment so that our team is proud to come to work for 
RusPetro and so that high quality staff remain with us for 
the long term.

On an external level, 2012 will be the year when RusPetro 
plc becomes well understood by a UK, European and North 
American investor base and we are implementing a 
comprehensive investor relations strategy to achieve this. 

Q: What is your long-term goal  
for the Company?
A: Long term we want the Company to own a self-funding 
asset that returns cash to shareholders in the form of 
dividends. We also want the business to have a valuation 
premium to its peer group – to be recognized as the most 
attractive oil development and production company by 
investors. We also want to be recognized as a leader by our 
peer group worldwide.

Q: How has the IPO changed the business?
A: It goes without saying that the IPO has given our 
company stable funding for our development plan for the 
next two years. 

But it also gives us many other things that are beneficial 
such as the broad exposure that is helping us to build our 
brand nationally and internationally. This is an important 
intangible asset of the business and is, for example, enabling 
us to hire the best people. With the listing we have implied 
stability, credibility and longevity. This means that RusPetro 
plc employees have a career path that will be the envy of  
the industry.

We have appointed a Board of Directors to look after the 
interests of our shareholders. They have deep and diverse 
knowledge and experiences and collectively provide a 
resource our business can leverage from.

The IPO coupled with our know-how gives us the 
foundation to develop this field.

Q: What plans do you have to reduce  
the debt on your balance sheet?
A: Since our IPO our net debt position has improved 
significantly due to restructuring and our increased  
cash resources. 

We will continue to seek to optimize our capital 
structure to ensure that we are able to fully exploit our 
resource base.

Q: What are your targets for 2012? 
A: We have an exit production target of 10,400bpd by the 
end of 2012. We have several major infrastructure projects 
that will allow us to commercialize that production. These 
include the already commissioned sales pipeline, putting in 
place the electricity generators that will be powered by our 
associated gas, and increasing the capacity of the oil 
treatment facility to 15,000bpd.

Commissioning the sales pipeline was a major target 
that has been achieved. As I write we are commissioning 
the 4MW electricity generators and the oil treatment 
facility upgrade is on schedule.

In our sales and marketing we are looking to diversify 
away from customers who acquire via the Transneft 
pipeline as well as increasing the proportion of our crude 
that is exported. The ultimate goal is to achieve higher well 
head netbacks.

On a broader level, we are creating a company that will 
own best practices and will implement them as second 
nature. So this is the year when I want to see certain key 
skill sets become integral parts of our organization so that 
we can routinely identify, design to and implement best 
practice in our operational activity.

As part of this, we are building confidence in the 
business amongst our employees so that RusPetro becomes 
known as a good company to work for both in the field and 
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CEO’S STATEMEnT – Q&A

Q: Can you describe the geology  
of the area?
A: The subsurface formations of our Siberian fields were 
originally a meandering river system, also known as a 
channel sand system. A surface analogue to our field, for 
example, is the Po river delta in Italy. 

The sands in our field are found at 2,300-2,500m of 
vertical depth, and are composed of successive layers of 
river channels and sand bars overlaying each other.

There is clear directionality to the sands as you follow 
the ancient river channels. Our challenge is to map and 
track these sands and drill to bottom-hole locations that 
will give us the greatest reservoir productivity. 

We do this by producing integrated models of the 
subsurface that incorporate geophysics, geology, and 
petrophysics combined with the producible character  
of the rock.

There are many examples of these types of sands being 
developed internationally. For example, zones 2 and 3 of 
Prudhoe Bay in Alaska have analogous alluvial deposits as 
does the East Texas oil field.

In Russia, in the early 2000s, I decided to develop an 
analogous field to this which is located to the south east of 
our field. It is called the Kinyaminskoe field. The field was 
not fully understood by our geological team at that time. 
We took the data from the field back to our Moscow centre 
and constructed an integrated model with it. From that, we 
were able to identify the key productive sands and we began 
active development of the field. It was so successful that 
within two years it was in the top three in terms of drilling 
priority of all of the company’s assets and within three 
years it was producing 40,000bpd.

Seeing these license blocks was a déjà vu moment for me, 
recalling that field. I knew how productive it could be and 
understood why its potential had not been recognized.

Q: Why are high aspect ratio fracturing and 
waterflooding appropriate for this geology?
A: We are a company that has know-how; we are not a 
business with any proprietary leaning towards one 
technology or another. It is our know-how that enables us to 
select the appropriate technology, adapt it, and apply it to 
maximum effect.

Fracturing, primarily, is a very value-added stimulation 
technology. By fracturing, we are routinely getting the 
wellbore to produce a five- to six-fold increase in production 

compared with an un-stimulated well. This increase in 
production is achieved at an incremental cost that is only 
about 20% of the cost of drilling a well.

Fracturing helps to ensure that you have good reservoir 
connectivity. We are pumping high aspect ratio fracture 
treatments to a large distance from the well bore so that we 
connect up the various channel sands. Our reservoir 
response is showing that we are doing a very good job of that. 

Q: Why is waterflood a good 
technology here?
A: Waterflooding is used widely and is the most prolific 
recovery technology implemented worldwide. More than 
half the oil in the world is produced from waterflooded fields.
And the reason is this – with waterflooding you are able to 
maintain reservoir pressure and therefore well productivity. 
In addition, waterflooding increases absolute reservoir 
recovery. It often provides more than a three-fold increase in 
recovery over primary depletion.

This dramatically increases the net present value of each 
and every well that is waterflooded.

This is commonly recognized and well understood  
by the industry. Our independent reserve audits are 
registering some of this benefit as higher recovery rates 
resulting from the start-up of our waterflooding activities 
are observed. Our reserves’ auditor will continue to reflect 
the benefit of waterflooding as implementation expands, 
increasing performance.

Q: Why is becoming the lowest cost 
producer in the region important to you?
A: It explicitly implies that we are being efficient in what we 
do but it is also the best way for us to generate enhanced 
returns for our shareholders. In the longer term we are aiming 
to generate in excess of US$20 of EBITDA per barrel of crude 
produced. This will mean we will be one of the lowest cost 
producers in Russia and we will financially de-risk our asset 
at the fastest rate possible.

Don Wolcott
Chief executive officer
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OUR bUSInESS MODEL

bringing 40-year post-peak 
production techniques to a  
pre-peak field to maximize  
shareholder returns

VALUE
CREATION FOR

SHAREHOLDERS

 —   Proved and probable original oil in place  
of 6.6 billion barrels

 —    Single field of 1,205km2 with proved and 
probable reserves of over 1.5 billion barrels

 —   Renewable long-term exploration and 
production licenses

 —   Own custody transfer station at the  
Transneft pipeline

 —   Federal road, rail, electricity and  
port infrastructure all on site or  
easily accessible

 —  Converting probable to proved reserves

 —  Maximizing production

 —  Increase processing capacity

 —   Better access to existing sales route, 
developing new channels

 —  Maximizing revenues

 —  Geological modeling completing a 3D  
seismic map of the subsurface

 —  Targeted drilling to achieve high  
flow rate wells

 —  Enhanced oil recovery techniques  
used to maximize production

 —  Project completions on time and under budget

 —  Creating a motivated and dynamic team

 —  Adequate capitalization to carry out  
our development plan

 —  Economies of scale gained from  
contiguous asset base

 —Putting surface infrastructure in place 

 —  In-field pipelines built to handle  
volume increases

 —  Reducing operating costs per barrel  
through efficiency of operations
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STRATEGy

To become a mid-sized, independent oil  
and gas producer within three years by 
exploiting our existing asset base.
RusPetro holds three production licenses covering a 
contiguous area of approximately 1,205km2 with 
well-developed in-field infrastructure in an established 
petroleum province. We are producing oil from a previously 
misunderstood and underdeveloped asset. 

Key infrastructure is already in place to enable us to 
transport oil to market. 

 —   RusPetro has its own, wholly-owned, custody transfer 
station on the Transneft pipeline

 —   A federal highway runs through the property and is 
connected to internal all-season roads 

 —   High voltage electricity lines are on the license block, 
with initial substation and transformer infrastructure  
in place

 —  Rail and river port links are accessible.

With proved reserves at 173 million barrels (source: 
DeGolyer and MacNaughton, 31 December 2011) and proved 
and probable reserves of over 1.5 billion barrels. Developing 
the field will put RusPetro on a trajectory to become one of 
the leading mid-sized oil production businesses listed in 
London within the next three years.

RusPetro intends to increase its level of production from 
its current level of approximately 4,000bpd to a 2015 target  
of 40,000bpd and a long-term target exceeding 200,000bpd.

Improving reserve quality is a key part of RusPetro’s 
strategy. We are working to upgrade probable to proved and 
possible to probable classifications.

The licenses for the three blocks are combined exploration 
and production licenses which, under Russian legislation, can 
be extended for the economic life of the fields. All mandatory 
license requirements have been met.

The field is situated in the Khanty-Mansiysk region of 
Western Siberia on the Krasnoleninsk Arch. First discovered 
in 1962, commercial development of the license blocks did not 
begin until the 1990s and today the blocks are bordered to the 
east by TnK-bP’s West Kammenoe license development, to 
the west by TnK-bP’s Talinskoe field and the north by 
TnK-bP’s Em-yegovskoe field and Gazpromneft’s 
Polyanovskoe field. Surgutneftegaz, Lukoil and Gazpromneft 
all have significant oil and gas operations in the region.

The main reservoirs within the license blocks are the 
sandstones and siltstones found in the Abalak formation 
(Upper Jurassic) and the Tyumen Formation (Lower and 
Middle Jurassic). We have divided the reservoirs into UK1, 
UK2-8, UK9 and UK10-11 zones for field development 
purposes. The UK1 zone refers to the Abalak formation while 
the UK2 to UK11 zones correspond to successively deeper 
stratigraphic levels in the Tyumen Formation. The intervals 
that have the largest in-place volumes are the UK2-8 and the 
UK10-11 zones and these are the two main producing 
intervals on the license blocks. 

vostochno-Inginsky Palyanovsky

Pad 1

Pad 3

Pad 19

Pad 21

Pottimsko-Inginsky

Pads with rigs in operation

 Future well locations
 Production wells
 Exploration wells
 Pads
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Scale

Over 1.5 billion barrels of proved and 
probable reserves in a field of 1,205 km2
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The central processing facility

STRATEGy

To reduce the cost per barrel of oil by 
increasing production and efficiency.
Between 2008 and 2011 our production costs have already 
been reduced by 82% to US$8.80 per barrel. 

The management team is following a path that will  
reduce operational expenditure to a target of US$3 per barrel 
in the medium term. 

RusPetro, as it expands production, will benefit from the 
economies of scale of having all its assets in one large field. 
This allows us to have a unified field management team 
rather than several disparate units. Surface infrastructure 
such as the oil processing plant can be used centrally. 
Machinery can be moved across the entire field and sales 
can be centrally organized.

For example, the new pipeline from our central 
processing facility to the custody transfer station on the 
Transneft pipeline will reduce production costs by US$2.20 
per barrel, and using currently flared gas to produce 
electricity will cut costs by a further US$1.60 per barrel. 

A higher percentage of exports in the future will also 
allow us to negotiate better prices with our buyers. We are 
currently exploring a number of alternatives to the 
Transneft pipeline that would allow us to obtain a higher 
price for the high quality crude (41 API) that we produce, 
rather than having to accept a price based on the Transneft 
pipeline output (33 API).

RusPetro’s management has extensive experience 
improving operational efficiency in the Russian oil and  
gas industry and RusPetro believes that the continued 
application of enhanced oil recovery techniques will result 
in improved operational efficiency, which in turn will 
reduce costs and improve production volumes.

Unit opex reduction potential

(US$/bbl) 
10

8

6

4

2

Q3 2011 Own 
pipeline

Own 
electricity 
generation

Medium 
term opex

Economies  
of scale

8.79 (2.19)

(1.60)

3.00

(2.00)



Efficiency

Management is following a path that will 
reduce production costs to a target US$3bbl  
in the medium term
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STRATEGy

To increase the recovery rates from  
reserves by using the latest drilling and 
production technology to maximize the 
return from wells.
RusPetro benefits from a management team with 
significant experience in the oil and gas sector in general 
and in Russia in particular.

RusPetro’s chief executive, Don Wolcott, has more than 
ten years of experience in the Russian oil industry and was 
previously the senior vice president of production and 
reservoir performance at Yukos from 1999 to 2005. During 
his time at Yukos he introduced the latest drilling and 
extraction techniques to Russia and, as a result, was 
instrumental in a production increase of 900,000bpd, 
doubling the company’s total output. The proved reserves 
also increased significantly from 11.4 billion barrels to  
16.8 billion barrels and average well production increased 
from 65bpd to 258bpd during his tenure, while at the same 
time development and production costs per barrel were 
dramatically reduced.

One of our independent non-executive directors,  
Joe Mach, was also at Yukos during the same period,  
as vice president for exploration and production. His 
experience provides valuable board level guidance as  
to field development.

The expertise that the management team brings to 
RusPetro enables the true potential of a well to be evaluated, 
such that its performance can be measured relative to its 
potential, and recovery rates can be increased. 

It also means that the most potent techniques for 
maximizing oil recovery, such as high aspect ratio 
fracturing technology and waterflooding, are used 
appropriately and to great effect in our fields. Recent flow 
rates from new production wells have averaged 615bpd 
which is significantly up from the rate of 330bpd confirmed 
by our reserve auditor, DeGolyer and MacNaughton, in 
August 2011. 

The senior management team at RusPetro are ‘hands on’ 
in their approach to execution, and in the field, are working 
closely with employees to develop the maximum potential 
of our assets. 

We are putting in place the infrastructure needed to 
exploit the assets and, because of our hands on approach, 
are able to commission this infrastructure on time and 
under budget and at a cost significantly less than accepted 
as the norm in the industry in Russia. 

RusPetro’s approach is to evaluate the geological conditions 
and then decide on an integrated appraisal and production 
strategy. The appropriate, proven technology will then be 
selected. RusPetro’s differentiation in the market is know-how. 
This means knowing how to select appropriate technology, 
adapt it, and apply it in a differential way. Some examples of 
these technologies include high aspect ratio fracturing, 
integrated reservoir modeling, applied waterflood 
management using pattern management techniques, 
progressive pump design methods to further improve well 
productivity and web-based production and reservoir 
optimization software for data visualization and analysis. 

We are also implementing automated field monitoring and 
data acquisition systems to allow control of well and pump 
performance. Regional and international service providers are 
available to implement the prescribed technologies.
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Execution

The know-how to use advanced oil 
recovery techniques appropriately  
and with maximum effectiveness
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STRATEGy

To grow our production and our proved 
reserves, increasing the recovery rate of  
the original oil in place with best practice 
geological modeling, geophysical prospecting, 
and enhanced recovery techniques to 
maximize production and our recovery rate.
The management team follows a strategy focused on 
accelerating production growth through investment in 
drilling, as well as on increasing the Group’s existing 
reserves. The current reserve estimates are based on only 
25% of the license area and a 15% recovery rate. RusPetro 
now has 3D seismic data for approximately 42% of the 
license area, primarily concentrated in the northern half, 
and this has been integrated into our current model of the 
oil field. 3D mapping of the entire license area will be 
completed by 2013 and we already have all-license area 2D 
seismic data. This data should allow us to improve further 
our geological models and production well locations.

As this process develops, proved and probable reserve 
estimates will increase as recovery rates increase and the 
migration from probable and possible to proved reserves  
is verified by detailed seismic analysis, test wells, core 
sampling, flow tests and well-logging.

We will use this information to identify optimal well 
sites that allow us to drill high-flow rate wells which target 
the channel sands. High aspect ratio fracturing technology 
will be used in conjunction with waterflood management 
at an early stage to optimize the yield from wells.

Recovery rates have continuously improved and have 
increased from 6% in 2009 to 15% at the end of 2011. Proved 
and probable original oil in place has grown from 3 billion 
barrels in May 2009 and now stands at 6.6 billion barrels. 
Drilling is currently being targeted to where proved 
reserves have been identified, with 80% of near-term 
production (2012 to 2015) planned to come from the current 
proved reserve base.

RusPetro has already increased production from an 
average of 155bpd for the first six months of 2008 (prior  
to the Group’s acquisition of the license blocks) to 
approximately 4,500bpd by the end of 2011. We intend to 
increase current production from 4,500bpd at the end of 
2011, to 10,400bpd by the end of 2012.

(actual and projected)
Crude oil production by reserve category, 2008-2035E
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Growth
Our objective to become a mid-sized oil production 
company in the next three years will be achieved 
by executing our well drilling program,  
while driving operating costs down and 
maximizing productivity
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Reserves and resources
There was a major upgrade in reserves in 2011. DeGolyer and 
MacNaughton (D&M) has recently completed their competent 
person’s report dated 31 December 2011. Proved reserves 
increased from 157mbbl as of 31 August 2011 to 173mbbl as of 
31 December 2011 and proved and probable reserves more than 
doubled over the last two years from 737mbbl as of 31 May 2010 
to 1.5 billion barrels as of 31 December 2011. The increase in 
reserves was primarily due to:

 —   The completion of a full-field static and hydrodynamic 
geological model in March 2011, which gave RusPetro a 
more complete and coherent understanding of the 
subsurface characteristics of our field. Currently, the Group 
has 3D seismic data for approximately 42% of the Group’s 
license area, including all current drilling areas, which has 
been integrated into the Group’s current geological model. 
2D seismic currently covers the entire license area. RusPetro 
plans to complete 3D seismic mapping of its entire license 
area during 2013. This should allow the Group to improve 
further its geological models and improve its selection of 
bottom-hole locations for production wells

 —   Improved recovery rates, which have increased from  
6% in 2009 to 15% in 2011 (1P), according to the  
31 December 2011 D&M Report, with the latest increase 
in the recovery rate due to the results of waterflooding 
at pad 21

 —   Targeted drilling in recent years in areas which provided 
empirical confirmation of our geological model in 
proved areas of the field

 —   Improved core sampling and geological data acquisition 
from new and existing exploration and appraisal wells.

Based on RusPetro’s track record to date and management’s 
experience with secondary recovery techniques in Siberia, 
we believe we are well positioned to continue migrating 
probable and possible reserves into proved reserves. 

The current reserve reports also confirm RusPetro’s 
reserves as comparable in size to the reserves of its 
neighboring license holders on the Krasnoleninsky Arch, 
where over 7 billion barrels of internationally audited 3P 
reserves are located immediately to the north, west and east 
of RusPetro’s license boundaries.

In the coming years, further geological development work 
will be carried out which may improve the data for 3P or 
OOIP reserves, and will most notably include the acquisition 
and interpretation of 3D seismic data on the remaining 58% 
of our field not currently covered by 3D seismic.

However, RusPetro’s strategy for reserves remains  
the migration of probable to proved and proved to 
proved-developed, through development drilling and  
the improvement of recovery factors gained by the 
implementation of waterflood and other secondary 
recovery techniques.

Sales and marketing

US$ thousands Year ended 31 December

2011 2010

Revenue from crude oil sales 37,595 11,115
Other revenue 1,123 1,417
Total revenue 38,718 12,532

97% and 89% of total revenues from external customers 
in 2011 and 2010 respectively were derived from the sale of 
crude oil. These sales are made to domestic and 
international oil traders.

Crude oil production 
(bbl)

 

2010 387,570

261,379

75,266

2009

2011 935,003

2008

The Group currently sells oil on a monthly basis 
utilizing framework off-take contracts with regional traders 
and an international oil trading company, who then sell the 
Group’s oil to domestic and export customers.

Prior to July 2011, the Group sold all of its crude oil at the 
Transneft custody transfer facility to local oil traders for use 
in the Russian domestic market. In order to benefit from 
generally better pricing available in the export market, the 
Group has recently begun selling some of its oil outside 
Russia. These exports are sold through the Transneft 
pipeline to an international oil trading company, who in 
2011 delivered RusPetro crude to Hungary.

The Group’s quota to export via the Transneft system 
depends on the volume of oil delivered by the Group into 
the Transneft system in the previous quarter and available 
Transneft export capacity. Since July 2011, the Group has 
received quotas to export approximately 40% of the Group’s 
anticipated annual production (based on pipeline capacity 

OPERATInG PERFORMAnCE REvIEW



RusPetro Annual Report and Accounts 2011 19

production volumes, we will seek to utilize truck, rail and 
port delivery in an effort to generate net premiums for our 
higher quality liquids.

In April 2012, RusPetro contracted its first volumes of oil 
for direct delivery to local buyers by truck. The price per 
barrel for this contract was at a US$9 premium net of 
transport costs as compared to April domestic crude 
deliveries through the Transneft pipeline.

Additionally, RusPetro earned US$1 million in 2011 by 
providing Transneft access and metering services to third 
parties in the region. 

and the Group’s application to the relevant authorities in 
the previous quarter). Generally, export pricing is somewhat 
higher than domestic pricing at a netback level due to the 
overbalance of Russian production versus refining and 
product consumption. 

(Av. July to December 2011 exports, US$)
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RusPetro’s crude oil is of significantly higher quality  
(41 API) than the Urals Blend (33 API) found in the 
Transneft system. Additionally, Russia and Transneft do 
not currently utilize a ‘quality bank’ system or otherwise 
differentiate crude quality in the system. As a result, 
RusPetro has not received any financial benefit for the 
higher quality of its crude in the past and is unlikely to do 
so in the future through the Transneft pipeline. RusPetro 
does have rail and river barge infrastructure in proximity to 
our field, and we are currently negotiating access with the 
relevant owners and counterparties. With higher

 

Our custody transfer station on the Transneft pipeline
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Drilling
Our drilling program in 2011 confirmed the accuracy of our 
geological model. We had a 100% success rate for new 
production wells drilled and a 135% gain in daily 
production rates for the year.

RusPetro Development Plan 

US$ million 2012E 2013E
Total 

2012-13

new Production &  
Appraisal Wells

43.2 64.8 108

Exploration Well 3 – 3
Oil Treatment 15 – 15
Sales Pipeline 10 – 10
Water Treatment 1 3 4
Electricity Generation 8 4 12
Pad Construction 5 4 9
Power Lines 1 1 2
Roads 0.5 1.3 1.8
bridge 1 – 1
Infield Pipelines 3 5.5 8.5
Support Facilities 2 1 3
3D Seismic – 3 3
Oil Sales Point Upgrade – 4 4
Other 3.9 – 3.9

Total 96.6 91.6 188.2

Operating one rig, RusPetro drilled ten production wells 
in 2011, increasing daily production from 1,031bpd as at  
1 March 2011 to 4,500bpd at the end of December 2011. 

The average initial flow rate from the new production 
wells drilled was 615bpd, despite lower reservoir pressure  
in some wells due to hydraulic communication between 
bottom-hole locations. 

Initial flow rates of 2011 production wells

Wells drilled in normal pressure zones
Wells drilled in low pressure zones
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The results of the 2011 drilling campaign confirmed  
the validity of our geological models and completion 
techniques, and set the stage for continued drilling and 
production growth in 2012 and beyond. 
RusPetro drills 2,500m – 3,000m ‘S-shaped’ wells from drill 
pads with conventional, vertical completions. Russian-built 
BU 3000 drilling rigs currently in use allow for up to  
2km of reach from the pad to the bottom-hole location.  
We are able to drill up to 24 wells on each pad. Pad drilling 
allows for significant efficiencies and economies of scale 
when materials and crews can be pre-positioned and 
dedicated to a single pad and wells ‘manufactured’.

The Group currently has 16 well pads in place across  
its license blocks. All existing pads are connected by 
year-round, heavy-lift roads with pipeline and electrical 
infrastructure, and connected to RusPetro’s gathering and 
treatment systems.

The average time required to drill and case a new 
production well is approximately 21 days, with testing, 
fracture completion, pump-run and connection to the 
gathering system occurring within approximately a further 
18 days. A major key performance indicator for the Group is 
to reduce total spud-to-completion time. 
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Average drilling costs for production wells in 2011 

 1 Drilling costs 

US$ 1.6 million

 59%
 2 Well fracturing  20%
 3 Purchase of casing tube 
 4 Geological expenses  
 5 Other associated 

well costs  

 12%
4%

5%

1

2

3

4 5

Production
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RusPetro produced 935,000 barrels of oil in 2011,  
all of which was treated and delivered by truck to our 
wholly-owned custody transfer station at Transneft loading 
point #113. Most of our crude was then shipped by pipe to 
Russian refineries, with initial export volumes sold to an 
international oil trading company for delivery to 
Hungarian refineries.

In 2011, all of RusPetro’s oil was produced on primary 
recovery, with simple depletion drive and resultant 
draw-down in reservoir pressure.

Beginning in 2012, we have commenced secondary 
recovery in the western portion of our field with the 
introduction of waterflood operations. We now have 
sufficient well-stock, a developed pattern, and have 
constructed a pipeline which will allow for the use of 
produced water in the flood.

All of the producing wells in the western part of our field 
are connected to our internal gathering system and 
reservoir fluid is delivered directly to our treatment facility 
by pipeline. Upgrade of the gathering system and treatment 
facility is on-going. In the Palyanovo license block in 2011, 
produced oil was gathered and de-gassed in settling tanks 
and then delivered by truck to our treatment facility. We 
have begun to sell limited amounts of oil directly by truck 
from the north eastern part of the field.  This is an option 
enabled primarily by the exceptionally high quality crude 
we are producing from the area.

In the medium term, RusPetro intends to build a 
‘closed-loop’ production system, wherein:

 —   We produce reservoir fluid on waterflood drive directly 
into the field gathering pipeline system, for delivery to 
our treatment facility

 —   At the treatment facility, we separate water and gas, and 
deliver sales-quality crude by pipeline directly to our 
custody transfer facility at Transneft loading point # 113

 —   Separated water is delivered by pipeline back to the 
production pads for re-injection into the formation and

 —   Separated gas is delivered to our generators to power the 
water and oil pipeline systems, electronic submersible 
pumps and drilling rigs in the field.

In the medium term, RusPetro will be capable of producing 
our fields on long-term secondary recovery, using our own 
energy, and delivering sales-quality crude to any Russian or 
international customer. We believe that the scale and 
integration of our operation will make us unique among 
Russian independent oil companies.

Exploration
RusPetro drilled and completed two exploration wells in 
2011, VI 1035 and P 1004, as well as an exploration well in 
2010, PI 1033, and an exploration well in 1Q 2012, P 1006. 

All four exploration wells drilled confirmed oil in their 
target zones.

With the completion of exploration well VI 1036, in 
April 2012, we have completed all current exploration 
drilling requirements for our licenses.

RusPetro spent US$4.9 million on appraisal drilling and 
re-entry in 2011, which consisted of two appraisal wells in 
the UK10-11 zone in the central part of our field, as well as a 
winter ‘work-over/re-entry’ program during the winter of 
2011/2012. Data from these appraisal activities has been 
used to update our geological model and has been 
submitted to our reserves’ auditors for review.
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Infrastructure
The Group’s crude oil facilities consist of an oil processing 
unit located on the VI Block with a processing capacity  
of 7,500bpd, as well as multiple oil gathering and 
transportation lines within our license area. The oil 
processing unit removes both water and associated gas from 
the crude oil so that the crude meets the water-cut and solids 
requirements for inclusion in the Transneft pipeline. In 2011, 
sales-quality crude was delivered from our processing 
facility to our Transneft pipeline loading facility by truck.
As part of our preparation for higher production volumes in 
2012 we completed significant surface infrastructure 
upgrades in 2011, including:

 —  15km of infield pipeline

 —  10km of roads and electrical connections

 —   A bridge, providing year-round, heavy-lift access to the 
central part of the VI license block

 —   A major upgrade of our treatment capacity to over 
7,500bpd.

All major development areas of our field are now 
accessible by year-round, heavy-lift roads. In 2012 we will 
continue to expand our treatment capability and develop 
our facilities at our custody transfer station to increase 
treatment and loading capacity to 25,000bpd by 2013.

Technology
The Group utilizes fit for purpose technology calculated to 
maximize production rates and recovery factors in our field.

Fracturing
Currently, RusPetro completes wells using a ‘high aspect 
ratio’ fracture which seeks to maximize length and limit 
high-growth for a given tonnage of propant. The resulting 
fracture geometry is most appropriate for our reservoirs.

Pumps
While on depletion drive, our wells have significant 
variability in inflow, gas oil ratios and reservoir pressure. 
We utilize variable speed drive pumps with gas-separation 
capability to maximize production rates from a given well.

Operations
In the field we are applying appropriate technologies that 
allow us to acquire data using electronic gauge systems and 
to control certain well tests in an automated and scheduled 
way. Specific centralised monitoring systems are being 
applied to pump, well, treatment and custody transfer points.

Modeling
Geological and hydrodynamic modeling at RusPetro is an 
on-going process. Every well provides new data, every day 
provides pressure and material balance updates. We 
endeavor to use best-in-class modeling techniques with the 
goal of optimizing development patterns and selecting the 
best bottom-hole locations. RusPetro’s approach to 
production is physics and model-based. While we will  
not utilize any given extraction advancement for its own 
sake, we will constantly review new opportunities to 
improve production and recovery using new tools or fit  
for purpose technologies.

Outlook for 2012
2012 is an important year for RusPetro. We have developed 
the geological model for our field and drilled successful 
production wells for ‘proof of concept’. Now begins the first 
stage of full-field development.

Capital expenditure, 2011-2012

Year 2011 2012E

Production wells 10 24
Exploration wells 2 2
Capital expenditure on drilling  
(US$ millions)

30.8 46.2

Capital expenditure on surface 
infrastructure (US$ millions)

10.0 35.1

Crude oil production  
(year-end bpd)

4,500 10,400

The total capital expenditure budget under the 
Development Plan is US$96.6 million for 2012 and  
US$91.6 million in 2013. Funding for the Development Plan 
will come from both the proceeds of the RusPetro Initial 
Public Offering as well as cash generated from operations.

The Development Plan is focused primarily on 
expanding the Group’s drilling program and increasing 
production to 10,400bpd by the end of 2012. The Group 
intends to drill 24 wells in 2012 using four rigs. In addition,  
the Group is implementing waterflooding in the western 
part of the field with up to three injector conversions. 
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The Group’s compound annual growth rate of production 
between 2011 and 2016 is forecasted to be approximately 
61%. And approximately 80% of production growth from 
2012 to 2015 is forecasted to come from proved reserves. In 
addition, RusPetro intends to improve its recovery factor 
from the current rate of 15% to a target of 28% (source: 
DeGolyer and MacNaughton Competent Person’s Report of 
31 August 2011).

In order to give us flexibility to grow we have brought  
three additional rigs onto the field in 2012 in addition to the  
one that continues in operation from 2011. We expect rigs to 
be operational by the end of Q2 2012. At the same time we 
have significantly expanded the four pads that we will drill 
in 2012 so that pad 21 now has room for nine new wells, pad 
19 now has room for 11 new wells, pad 1 has room for two 
new wells with the possibility to add six more and pad 3 has 
been expanded to make room for eight new wells.

We plan to utilize up to 50% of associated gas produced 
during crude oil production for electricity generation  
and heating until 2014. Thereafter, we plan to sell 
approximately 95% of associated gas to a third party  
under an off-take agreement. 

As at April 2012, we have completed construction of a  
27km pipeline for transportation of our crude oil from the 
centre of the Group’s development area (located  
in the centre of the VI Block) to the Transneft pipeline.  
The pipeline has been installed ahead of schedule and  
under budget and is now transporting oil. 
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The oil processing unit located on the PI block is currently 
being modernized, and is expected to be completed in 2012 
at a cost of approximately US$0.9 million. Upon completion, 
the capacity of the oil processing unit will increase to 
15,000bpd, which will be necessary as the Group increases 
production. We plan to build a new central oil processing 
unit on the VI Block. RusPetro expects that the construction 
of the first phase of the new oil processing unit will begin in 
2012 and will be completed in 2013, with a projected cost of 
approximately US$38.5 million in the first phase of 
development. We expect that the new facility will have an 
initial capacity to process 50,000bpd in 2013 upon 
completion of the first phase, with a second phase of 
development enabling the facility to process up to 
80,000bpd by 2015.

The Group operates its own custody transfer station for the 
Transneft pipeline at Krasnoleninsk with a capacity of 
18,000bpd. As part of the Development Plan, the Group 
intends to build storage tank facilities at the custody 
transfer station site in order to increase capacity to 
25,000bpd by 2013. The custody transfer station is located 
on a major trunk-line of the Transneft pipeline 
approximately 27km from the centre of the PI Block. In 
addition to the crude oil produced by the Group, other local 
producers, including Gazprom-Neft-Khantos, utilize the 
Group’s custody transfer station for deliveries into the 
Transneft pipeline.

We will also be carrying out geological works to  
further develop the Group’s license area (see figure 1  
on previous page):

 —   Where both the UK2-8 and UK10-11 zones are present, 
the Group plans to drill development wells below the 
UK11 horizon. In these wells, the Group expects to 
install electric submersible pumps below the lowest 
perforations and commingle the UK10-11 reservoirs.  
The UK2-8 proved area overlaps 3km2 of the approved 
UK10-11 area, 105km2 of probable UK10-11 area and 
100% of the UK10-11 possible area 

 —   The Group plans to develop the UK1 and UK9 zones after 
the production of oil starts at the UK2-8 and UK10-11 
areas. The Group expects to drill the existing well grid 
flat for the development of the UK2-8 and UK10-11 
horizons, which will cover the UK1 and UK9 reservoirs.
These reservoirs will be recompleted together and 
produced as wellbores become available

 —  The Group expects to develop the VK1 and VK2 
reservoirs in 2014. For 2012 and 2013, the Group expects 
to make aggregate capital expenditures of approximately 
US$188.2 million as part of the Development Plan.
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Financial summary
This financial summary relates to the audited financial 
statements of Ruspetro Holding Limited and its subsidiaries 
as set out on pages 47 to 72 of this annual report. The first 
annual report of RusPetro plc will be based on the financial  
statements of 2012.

Our IPO raised US$240 million of net proceeds which has 
enabled us to restructure a significant amount of our debt 
and means that our development plan is fully funded until 
the end of 2013.

Income statement
Revenues:
Gross production levels in 2011 averaged 2,474bpd, up from 
1,055bpd in 2010. Revenues for the year were US$38.7 
million which was an increase of 209%. This is primarily 
due to the increase in crude oil production over the year 
resulting from an increase in the number of active 
production wells coupled with a higher average wellhead 
netback for RusPetro’s sales in the year of US$19.83 per 
barrel for domestic sales and US$23.87 per barrel for export 
sales in 2011.

(Year ended 31 December 2011) US$ thousands
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70

60

40

30

50

20

10

OtherPayroll Repairs and 
maintenance

Production 
services

Oil 
transportation 

services

Mineral 
extraction 

tax

Total cost 
of sales

Depletion, 
depreciation 

and 
amortization

61,426 32,798

2,854
1,855 1,716 760

 

18,909

2,534

The cost of sales increased from 2010 by 136% from  
US$22.2 million to US$52.4 million. This reflected the 
increase in crude oil sales over the period from 371,251bbl  
in 2010 to 935,003bbl in 2011. Depletion, depreciation and 
amortization increased by 171% from 2010 to 2011 as a 
result of the increase in production over the period in 
relation to a relatively low base of proved developed 
reserves, and lead to the higher overall cost of sales  
per barrel.

The 262% increase in mineral extraction tax from 2010 
to 2011 was also a reflection of the higher volume of sales 
and prices achieved as the tax is calculated based on both 
the price and volume of sales by the tax authorities.

Selling and administrative costs:
Selling and administrative costs rose by 154% to  
US$15 million in 2011 from 2010 mainly as a result of 
increased staff levels. This resulted in an increased 
operating loss for the year of US$30 million from  
US$15.8 million in 2010.

Finance costs:
Financing costs for the year were US$33.1 million, an 
increase of 1.4% over 2012 and due to a higher borrowing 
base during the year.

Foreign exchange loss:
The Group had a net foreign exchange loss of US$25.5 million
and US$2.9 million during the years ended 31 December 2011
and 2010 respectively due to its US dollar denominated AKB
‘Sberbank’ credit facility.

Comprehensive loss for the year:
The Group recorded a loss for the year of US$85.1 million. 
This was an increase of 71% from 2010. After translating the 
results to the presentation currency, which resulted in a gain 
of US$7.3 million, the total comprehensive loss for the year 
was US$77.8 million.
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Balance sheet
Property, plant and equipment
Investment in property, plant and equipment was  
US$40.8 million in 2011, compared to US$28.3 million  
in 2010, an increase of 44% year on year and demonstrates 
our ongoing focus on the development of the license blocks 
to achieve our future production targets.

Mineral rights and other intangibles decreased to 
US$401.5 million due to the loss incurred by the translation 
from the Russian Rouble to the presentation currency.

Long-term borrowings, as of 31 March 2012
The Company has a long term borrowing facility with 
Sberbank and two outstanding shareholder loans from 
Limolines Transport Limited and Makayla Investments 
Limited.

Lender Amount (US$m) Maturity Interest

Sberbank 295 April 2015 US$25m 
Limolines 55 February 2013 LIbOR +10%
Makayla 17 August 2013 LIbOR +10%

Cash flows 
Due to higher production and revenues in 2011 the Group 
utilized only US$0.6 million in operating activities 
compared to cash flows of US$5.4 million used in operating 
activity in 2010.

The Group committed US$32.3 million to investing 
activities in 2011 compared to US$28.2 million the year 
before. This investment is part of our on-going development 
plan including our drilling program, geological modeling 
and infrastructure development. Net cash generated from 
financing activities was US$10 million, reflecting 
additional equity capital from share subscriptions. This  
was to enable our drilling program to continue during the 
IPO process.

 After financing and investing activity, cash and cash 
equivalents at banks and on short-term deposits amounted 
to US$1.3 million as of 31 December 2011.

Treasury
The Group’s treasury policy is to maintain cash or other 
highly liquid short-term deposits in investment grade banks 
in Russia. We principally held our cash and deposits with 
Sberbank in 2011.

The Group does not hedge against currency risk. While 
our borrowings are denominated in US$, our revenues are 
also either US$ denominated or linked to the US$. The 
Group endeavors to optimize conversion into Russian 
Roubles when capital expenditure requires it. 

OPERATInG PERFORMAnCE REvIEW
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SUSTAInAbILITy

RusPetro is a young company. Its primary assets are its 
licenses, with large future development potential, on the 
Krasnoleninsky Arch near Khanty-Mansiysk in Western 
Siberia. As such, some of our sustainability efforts are in the 
early stages but we have a strong commitment to the 
environment. We understand that for the long-term success 
of RusPetro we need to act according to sustainability 
best-practice. Within our field, there are two communities: 
Talinka has 4,200 inhabitants and Palyanovo with 200 
inhabitants. As both a direct employer and as a contractor of 
goods and services, we are a major contributor to these two 
communities. We are fully aware of, and take seriously, our 
responsibility to conduct our operations safely and in 
co-operation with the communities in which we operate. 

RusPetro recognizes its accountability to a wide range of 
interested parties and seeks to understand their interests 
and expectations, and act upon their suggestions where 
appropriate. We have appointed an experienced health, 
safety, environment and community manager who is 
developing our priorities for the future.

In order to benefit local communities in the immediate 
term, we have signed an agreement on socio-economic 
partnership with the local administration for the current 
year. This agreement provides funding for economic and 
social development in the territory within which we hold 
our license blocks. One of the first beneficiaries will be the 
school in Talinka.

Stakeholder engagement
The way in which we carry out our operations is influenced 
by many different stakeholders, from the local communities 
where we operate, to employees, regulators, suppliers and 
investors. To be successful, and achieve our business goals, 
it is an imperative that we nurture an open dialogue with 
all our stakeholders, and strive to build strong and 
long-lasting relationships.

Our key stakeholders are:
 —  Federal and regional governments

 —  Local government

 —  Host communities

 —  Employees and their families

 —  Shareholders and investors

 —  NGOs

 —  Suppliers and contractors

RusPetro is developing a strategy of sustainability that 
complements the broader social and physical environment 
in which we work, while also meeting operational 
efficiency goals we are targeting.

Our operations are long term, therefore developing 
strong, supportive relationships with local communities is 
of the utmost importance to the Group. Our goal is to 
ensure that our impact is positive, by promoting economic 
development, employment and trade for local businesses. As 
a major employer in the local communities, both directly 
and indirectly, our commitment is to create stable jobs in a 
healthy and safe environment. We will also examine ways 
in which we can provide benefits to the local community 
that will enhance standards of living. This will be done by 
gaining an in-depth understanding of the communities’ 
social needs, be they education, community support 
projects, health-related, or a combination of them all. 

Along with improving operational efficiency,  
current operations-led projects are already enhancing  
our sustainability. 

Our recently completed 27km pipeline linking our 
central processing facility with our custody station on the 
Transneft pipeline reduces the environmental impact of our 
production. In 2011, RusPetro had approximately seven 
trucks per day taking oil from the processing plant to the 
Transneft pipeline. The pipeline has now completely taken 
over the transport of oil to the custody station on the 
Transneft pipeline, which has a material impact on the 
reduction of emissions and will minimize environmental 
disruption.

RusPetro has acquired electricity generators to utilize 
the gas associated with oil production which was formerly 
flared. These generators will produce 4MW of electricity, 
reduce our reliance on the national grid, and reduce flared 
and emitted gas.

The use of advanced geological modeling allows us to 
drill in a very targeted and accurate way, leading to a high 
number of successful wells. We also aim to optimize the use 
of existing pads to reduce unnecessary disturbance to the 
environment by using one pad to drill wells to a number of 
different bottom hole locations, thus reducing the need to 
create new pads to reach different bottom hole locations 
and obviating the environmental damage caused by 
drilling in a standardized grid pattern, as has been the 
norm in the area.

RusPetro recognizes its accountability 
to a wide range of interested parties 
and seeks to understand their interests 
and expectations
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The school in Talinka

Health and safety 
The nature of our work carries inherent risks, and the 
environments in which we operate can be challenging.  
We are therefore committed to a comprehensive health and 
safety strategy, to protect the well-being of all who come 
into contact with our operations. The creation of a safety 
culture at RusPetro is something that we are focused on.  
We ensure that our employees and contractors are given the 
necessary leadership, training and equipment to work 
safely, without risk to health and so to adhere to our high 
environmental standards.

We are taking the necessary steps to enable us to:
 —  Achieve constant risk assessment and management

 —  Plan and prepare for emergencies

 —  Provide the right resources

 —  Conduct in-house environmental audits

 —  Conduct in-house safety audits

 —  Constantly look for ways to improve our performance

 —  Maintain clean, safe and healthy workplaces

 —  Fully investigate and learn from any incidents that arise

 —  Encourage communication amongst team members

 —  Carefully document systems and processes

 —  Train employees

 —   Surpass statutory requirements and aim for the highest 
international standards

 —  Apply for external certification of key systems

RusPetro seeks to adhere to international standards for 
environmental protection and will establish a monitoring 
program to check that all our principles are met. 

We have designed and adopted a comprehensive 
Environmental and Production Safety Programme (‘EPSP’) 
that complies with ‘GOST’ standards (technical standards 
maintained by the Euro-Asian Council for Standardization, 
Metrology and Certification). The EPSP includes policies 
related to:

 —  Personal safety

 —  Emergency control

 —  Production safety

 —  Environmental protection

 —  Hazard protection

Current mandatory training programs at RusPetro cover:
 —  Emergency response

 —  Well blow-out prevention

 —  Oil and other liquid spills prevention

 —  First aid training

 —  Fire safety and fire fighting equipment

RusPetro is commissioning an independent security and 
safety review and risk assessment report to look at practical 
ways to monitor and control activity in the field and across 
RusPetro’s business, so that safety and the security of our 
assets are increased simultaneously.

Summary 
With our operations expected to increase and expand over 
the next few years, there is no room for complacency in 
RusPetro’s method and approach to sustainability. In light  
of this, we will strive to continue to reduce emissions and 
proactively build long-lasting community relationships  
to help build our business in the area. Our local teams  
are already making progress building these essential 
relationships, which will help the Group deliver projects 
that can benefit our local communities and ensure that we 
retain support for and understanding of our operations.

SUSTAInAbILITy
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OUR PEOPLE

Direct approach
We manage and operate our field directly, on the ground,  
in Siberia. While many contractors, sub-contractors and 
professional service providers assist us in achieving our goals 
– the responsibility is ours. We design, engineer, manage and 
supervise directly. We own the task and the result.

Independence of thought
Our people have a tendency to ask “Why” and a healthy 
distrust of the status quo. We prefer to think rationally, 
calculate, and determine technical and economic goals in 
advance of starting work. While we certainly reference 
market experience, we understand clearly that what our 
industry typically does is not a determinant of what 
RusPetro should do. Logic, physics and math should prevail  
over standard practices.

Professional confidence
RusPetro personnel seek quantification of their performance 
and improvement from day to day and task to task. We 
measure technical and economic potential, and seek to close 
gaps constantly. Team members are not afraid of being 
measured against targets.

Intellectual humility
“I don’t know, but I will find out” is a great answer in our 
company. Making uninformed guesses or referring 
automatically to industry standards is not a RusPetro 
methodology. We recognize that insufficient knowledge  
or expertise is a precondition to improving our company 
and ourselves.

Team approach
We put our company and our team first. If in doubt, the 
operative question is “what is good for RusPetro?” Of course, 
we try to align the interests of employees and the company, 
and we recognize our professional reputations are tied to our 
company’s success. We ask employees to use their judgment 
and support each other’s success.

RusPetro’s team is built from local and 
international oil and gas development 
and production professionals  
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Our board has a depth of experience 
from the region, sector and 
international business

Chris Clark
Chairman
Mr Clark, aged 70, was appointed chief executive of Johnson 
Matthey in 1998. He took the company into the FTSE 100  
in 2002, and retired two years later. He was subsequently 
chairman of Associated British Ports Holdings plc. He was 
chairman of URENCO Limited  from 2006 to 2011.  
He became chairman of OAO Severstal, in 2006.

Mr Clark attended Trinity College, Cambridge and 
Brunel University, London and is a qualified metallurgist.

Don Wolcott
Chief executive officer
Don Wolcott, aged 50, worked for Yukos Oil from 1999 to  
2005 as senior vice president for production and reservoir 
performance. At Yukos, he was responsible for its production 
and reservoir performance business. From 1996 to 1998  
Don Wolcott worked at Schlumberger Oil Field Services and 
prior to that at ARCO from 1989 to 1994. 

Don Wolcott has a Ph.D. in petroleum engineering  
from the Colorado School of Mines.

bOARD OF DIRECTORS

From left to right
James McBurney, Rolf Stomberg, Alexander Chistyakov, Chris Clark,  
Don Wolcott, Tom Reed, Joe Mach, James Gerson, Robert Jenkins
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Tom Reed
Chief financial officer
Mr Reed, aged 41, was a private equity and M&A advisor and 
investor based in Moscow prior to joining the Group.  
Mr Reed has worked in Russia on the origination, trading, 
and research of equity and equity derivatives, distressed 
debt, and debt derivatives since 1995. Mr Reed was an 
advisor to VR Capital and Raven Russia and a founding 
shareholder of Rising Star Media. He has advised and 
invested in several private companies in Russia.

Mr Reed graduated from the University of Southern 
California with a BA in Humanities, emphasis in philosophy, 
minor in finance.

Alexander Chistyakov
Executive director and president 
Mr Chistyakov, aged 38, prior to joining RusPetro was first 
deputy chairman of the Russian Federal Grid Company’s 
(UES) management Board from 2002, joining in 1999. In 
1998, he was head of the economic analysis department and 
deputy director of the financial department at Russia’s 
Federal Agency on Industry (Rosprom). Prior to that, he was 
deputy director of investment management at Menatep 
Bank, and deputy general director of Aliance Menatep.

Mr Chistyakov has a master’s degree in marketing  
and finance and a Ph.D. in economics from the Leningrad-
na-Voznesenske Finance and Economics Institute.

Rolf Stomberg
Non-executive senior independent director
Mr Stomberg, aged 71, is the chairman of the supervisory 
Board of LANXESS AG. He is senior independent director of 
OAO Severstal. He spent 30 years with BP plc, where he last 
held the position of CEO of BP’s downstream business and 
managing director on the main Board.

Mr Stomberg has a doctorate of economics from 
Hamburg University.

James Gerson
Non-executive director
Mr Gerson, aged 39, is general director of JSC Lonburg and 
serves as a director of JSC Sestroetsk Tool Works and JSC 
New Era. From 2000 to 2003 he was head of investor 
relations at JSC Lenenergo, and from 1997 to 1999 he worked 
at Rothschild.

Mr Gerson has a BA in Russian and east European 
history from London University.

Robert Jenkins
Independent non-executive director
Mr Jenkins, aged 58, qualified as a chartered accountant 
with KPMG and has over 18 years’ Russia-related 
investment experience. He previously co-managed 
two Russian private equity funds for Framlington. He 
subsequently became finance director of a UK AIM 
listed Russia focused mining exploration company, 
Eurasia Mining and then chief financial officer of Urals 
Energy. Mr Jenkins is a partner in a Russia-based investment 
banking business, Northstar Corporate Finance.

Mr Jenkins has an MA in modern history and modern 
languages from Oxford University.

Joe Mach 
Independent non-executive director
Mr Mach, aged 63, is the principal of Houston Consultants, 
an investment company based in Texas. Mr Mach served as 
vice president responsible for exploration and production at 
Yukos E&P from 1999 until 2006. Prior to Yukos, Mr Mach 
worked for Schlumberger from 1976 until 1999. He has been 
a Society of Petroleum Engineeers member since 1970. 

Mr Mach has a BSc in petroleum engineering and served 
as chairman of the University of Tulsa Petroleum 
Engineering Advisory Board.

James McBurney
Independent non-executive director
Mr McBurney, aged 53, is CEO of HCF International 
Advisers. Before this he was CEO of JNR (UK) Limited. He 
headed European Natural Resources investment banking at 
Bank of America in London, was a managing director with 
Merrill Lynch’s Energy & Power Group in New York, and 
was an executive director in M&A with Goldman Sachs. He 
served for five years in the US Marine Corps.

Mr McBurney received an MBA from Harvard Business 
School and a BA, cum laude, from Yale College.
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Roles of the Board 
The Board’s role is to provide entrepreneurial leadership of 
the Company’s business within a framework of prudent and 
effective controls which enables risk to be assessed and 
managed. The Board sets out its vision for the Company’s 
strategic aims, ensures that the necessary financial and 
human resources are in place for the Company to meet its 
objectives and to review management performance. The 
Board sets out the Company’s values and standards and 
ensures that its obligations to its shareholders and others 
are understood and met. 

Board balance and independence 
The composition of the Board comprises an appropriate 
balance of expertise, experience, independence and depth  
of knowledge of the Company to enable the Board to 
discharge its respective duties and responsibilities 
effectively. The Board includes a combination of executive 
and non-executive directors, including independent 
non-executives, to provide a balance of perspectives and  
to ensure that no individual director or group of directors 
can dominate the decisions of the Board. The Board  
has three committees; the audit committee, nominations 
committee and remuneration committee, the composition 
of which will be refreshed from time to time to ensure  
that undue reliance is not placed on any one chairman  
or member. 

The nominations committee will periodically review  
the size, structure and composition of the Board and make 
appropriate recommendations such that the Board continues 
to meet the challenges of the Company. 

Independent and non-executive directors
The non-executive directors contribute independent and 
objective judgment on issues of strategy and Company 
performance, including compliance to corporate standards 
throughout the organization. Mr Stomberg is the 
Company’s senior independent non-executive director. The 
Company considers Messrs Jenkins, Mach and McBurney to 
be independent non-executive directors. The Company 
confirms that all non-executive directors have sufficient 
time available to fulfill their obligations to the Company. 

Election and re-election of directors 
Directors will stand for election at the 2012 annual general 
meeting and re-election at the 2013 annual general meeting 
as required by the Companies Act 2006 and as 
recommended by the Code. For election of a non-executive 
director, the Board will set out for shareholders the merits  

RusPetro plc is committed to achieving 
the highest standards of corporate 
governance and places great significance 
on reaching these standards. At our core 
we are a UK plc with assets in Siberia, 
Russia and not a Russian company with 
a listing on the London Stock Exchange. 
The Board recognizes and promotes its role as providing 
leadership and direction in all matters relating to RusPetro’s 
business but specifically on corporate governance. In order to 
generate value for the Company and shareholders the Board is 
establishing a culture of performance, integrity and 
outstanding achievement at RusPetro. The Board is open to 
the views of shareholders and will ensure that these views are 
communicated within the Company and that management 
responds with the appropriate processes and procedures.

Governance of the Company 
The Company has been committed to the principles of 
corporate governance throughout the period and prior to its 
acquisition by RusPetro plc and listing on the London Stock 
Exchange on 19 January 2012. Since listing, the Company 
embraces the principles contained in the UK Corporate 
Governance Code (the ‘Code’) that was issued in 2010 by the 
Financial Reporting Council and by which the Board is 
accountable to shareholders.

Combined code compliance 
As a listed company, RusPetro is applying the principles set 
out in the Code, including both the main principles and the 
supporting principles. Further explanation of how the main 
principles will be applied is set out below and in the Overview 
of Remuneration Policies. 

The Board of directors of RusPetro plc (the ‘Board’)
Membership of the Board
The Board comprises nine directors made up of the 
chairman, chief executive officer, chief financial officer, 
president and executive director, senior independent 
non-executive director and four other non-executive 
directors. Biographical details of each of the members of the 
Board are set out in the preceding section of this report, and 
details of the executive directors’ service contracts and the 
non-executive directors’ letters of appointment are set out in 
the Overview of Remuneration Policies.

The Board is establishing a culture 
of performance, integrity and 
outstanding achievement at RusPetro

CORPORATE GOVERNANCE
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of the individual’s appointment and the chairman will 
confirm the effectiveness and continued commitment  
of the individual. 

New appointments to the Board
The appointment of new Board members will be conducted 
and appointments made based on individual qualities that 
will fulfill the requirements of the company in meeting its 
objectives, and to maintain a healthy balance in the 
composition and balance of the Board. 

Information and support
The chairman, through the company secretary, will ensure 
that the members of the Board and its committees receive 
accurate, timely and clear information. The Board will 
receive induction and training on corporate governance 
and the Code, and assistance with professional development 
as appropriate to Board members’ needs and roles. All 
directors have access to the company secretary and, if 
necessary, to independent professional advisors, at the 
Company’s expense, in support of the proper discharge  
and execution of their duties.

Chairman and CEO 
A clear division of the roles and responsibilities in the 
leadership of the Company is demonstrated by the separate 
appointments of the chairman and chief executive officer. 
The chairman is responsible to the shareholders for the 
overall performance of the Board and the Company; the 
chief executive officer is responsible to the Board for the 
effective delivery of the Company’s strategic objectives  
and for its operational performance. 

Performance evaluation
Board performance evaluation will be conducted annually. 
The executive directors’ performance will be evaluated by 
the non-executive directors; the chairman’s evaluation will 
be led by the senior independent director with the other 
non-executive directors. The non-executive directors, 
excluding the chairman, will be evaluated by the chairman 
and chief executive officer, taking into account the views of 
the executive directors. The Board committees will be 
reviewed by the senior independent non-executive director 
and the chief executive officer, taking into account the 
views of the other executive directors. The Board reviews its 
own performance as a whole by consolidation and 
discussion of the foregoing reviews.

Meetings
The Board will meet at least five times in 2012. 

Remuneration and awards
The Board sets the level of directors’ remuneration by 
reference to company peer group data and by retaining 
independent remuneration consultants, to establish levels 
of compensation that are commensurate with their position 
in the Company and to attract and retain outstanding 
candidates. The remuneration of each director is set out in 
their respective service agreements and appointment 
letters. The payment or award of remuneration which is 
subject to performance criteria in the computation of 
bonuses and awards, is assessed and recommended to the 
Board by the remuneration committee. Details of directors’ 
remuneration and interests are set out in the 
remuneration report. 

Committees of the Board 
Audit committee 
The members of the audit committee are Mr Jenkins, 
chairman, and two independent non-executive directors, 
Mr Stomberg and Mr McBurney. Mr Jenkins, previously 
finance director and chief financial officer of Russian 
mining and energy companies and as an investment banker 
active in Russian energy transactions, possesses the recent 
and relevant financial experience to head the audit 
committee. The audit committee will meet at least three 
times a year, with the Company’s chief financial officer, the 
group financial controller and the Company’s auditor, 
PricewaterhouseCoopers LLP, in attendance as required by 
the business of the meetings. 

The terms of reference of the audit committee are agreed 
with the Board. The audit committee chairman will attend 
meetings and review the financial reporting of all of the 
Company’s subsidiaries. The committee will review the 
Company’s accounting, internal control and risk assurance 
policies, and monitor the implementation, development, 
compliance and effectiveness of procedures to assess their 
impact on the integrity of the Company’s financial statements 
and public announcements relating to financial performance 
and results. The audit committee reports to the Board and will 
raise any matters to the Board which it considers require its 
attention, and make such recommendations as may  
be necessary.

The audit committee will make recommendation to the 
Board, for the Board to put to shareholders at the annual general 
meeting, of the appointment, re-appointment and removal of  
the Company’s auditor and to approve the auditor’s fee and  

Chris Clark
Chairman
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terms of engagement. The audit committee maintains  
an objective relationship with the Company’s auditor 
PricewaterhouseCoopers LLP and meets with them on a periodic 
basis. The Company may from time to time request them to 
perform non-audit engagements. In such circumstances, the 
audit committee will assess whether the proposed engagement 
may impair the auditor’s objectivity and independence.

Nominations committee 
The members of the nominations committee are Mr Clark,  
as chairman, Mr Mach and Mr McBurney. The nominations 
committee will meet at least annually and more frequently  
as may be required for the proposed appointment of new 
members to the Board. 

The terms of reference of the nominations committee 
are agreed with the Board. The nominations committee 
shall periodically review the structure and composition  
of the Board and make recommendations to the Board to 
ensure the continued balance of the Board. 

The Board, separately from the nominations committee, 
will periodically review the individual attributes and 
experience of its members and from time to time identify 
the need for additional, replacement and successor 
appointments, and the refreshing of Board committees.  
The nominations committee will convene to review and 
recommend appointments proposed by the Board. 

Remuneration committee 
The members of the remuneration committee are  
Mr Stomberg, as chairman, Mr Clark, Mr Mach and  
Mr McBurney. The remuneration committee will meet at least 
twice a year to assist the Board in determining the 
remuneration and contracts of the directors and senior 
management of the Company. The terms of reference of the 
remuneration committee are agreed with the Board.

The remuneration committee has reviewed the Code, 
specifically Section B that addresses the level, composition 
and procedural aspects of remuneration. The remuneration 
committee considers that it complies with all the provisions 
and practices identified.

The remuneration committee will engage the services of 
specialist remuneration consultants as may be required 
from time to time. No director is involved in setting his 
own remuneration.

The overview of the Company’s remuneration policies, 
which includes details of a grant of share options in 
RusPetro plc after the balance sheet date, together with 
information relating to directors’ service contracts and 
appointment letters, is set on pages 38 to 42. 

Internal controls and risk management 
Board responsibility 
The Board is responsible for determining the nature and extent 
of the significant risks it is prepared to accept in achieving the 
Company’s strategic objectives. 

Compliance
RusPetro plc is developing policies and procedures that will 
ensure compliance with the code provisions set out in Section 
1 of the Code and the related Financial Services Authority 
Listing Rule disclosure requirements. The Listing Rules of the 
UK Listing Authority require that companies report on the 
extent to which they comply with the Code.

Risk control process
An enterprise wide risk management system is being 
implemented which will monitor and regulate a wide range of 
operating activities both in the Moscow office and in the field. 
Part of this system includes business process improvement 
with documented review and assurance activity, which will 
deal with the risk assessment and audit processes. The purpose 
of the risk assessment process is to identify the significant risks 
to the business, rank them consistently, and ensure that 
mitigation measures are in place to manage them.

Control environment 
Responsibility levels are communicated throughout the 
business through documented Board policy on delegated 
authority levels, and implemented through a matrix of control 
procedures and the segregation of duties.

Internal control
The Board is implementing and will develop risk management 
and internal control systems to support the Company’s 
activities, to establish a continuous process for identifying, 
evaluating and managing the significant risks of the business, 
and to review regularly the effectiveness of the Company’s and 
its subsidiaries’ risk management and internal control systems.

Business risks
The Company has commenced an on-going process, in 
accordance with best practice, that identifies, evaluates and 
manages risks faced by the Company taking account of 
environmental, social and governance matters. This is based 
on each operational and corporate function producing a risk 
matrix which identifies the key business risks, the probability 
of those risks occurring, their impact if they do occur and the 
actions being taken to manage those risks to the desired level. 
Risk acceptance and reduction objectives are defined with 
particular attention given to safety and environmental factors, 
and applied to ensure that the risks are at a level that is as low 
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as reasonably practicable. The directors are working closely 
with operational and functional management to ensure 
compliance with the Group’s policies, procedures and risk 
management processes. These are designed to manage rather 
than eliminate risk of failure in order to achieve business 
objectives.

Management structure
The Board has overall responsibility for the Company and its 
subsidiaries and there is a formal schedule of matters 
specifically reserved for decision by the Board. The executive 
directors, led by the chief executive officer, are responsible for 
and accountable for all aspects of the Group’s business affairs.

Financial reporting
The Company is developing an effective and reliable accounting 
system and is implementing its broader management 
information system. The Board receives a monthly report that 
monitors actual performance against budget and forecast for oil 
and gas production, gross revenue and netback, capital 
expenditure and development progress. It also provides the 
Board with information on key issues including treasury, cash 
flow forecasting and the financial implications of sensitivities to 
changes in commodity prices and exchange rates. The Company 
has established an effective and reliable suite of policies, 
procedures and controls in preparing consolidated accounts. 
These controls include rigorous review of the process and output 
data and technical support and review to ensure accounting 
tools and business systems are robust.

Budgetary process
There is a comprehensive budgeting system with an annual 
budget approved by the Board prior to the Company’s London 
Stock Exchange listing, covering its balance sheet, income and 
cash flow statements and capital expenditure. Monthly results 
are reported against budget, and revised forecasts are prepared 
regularly. Separate approval processes and authority limits are 
in place for budgeted and unbudgeted expenditure items.

Corporate accounting and procedures
Responsibility levels are communicated throughout the 
Company and its subsidiaries using a table of delegated 
authorities appropriate to each part of the business, through 
written corporate accounting procedures and policies common 
to all companies along with Company-specific procedures and 
controls, and are continually reviewed and updated as 
required. The review of application of internal financial control 
and operational procedures is carried out during visits to the 
field operations offices by the directors and senior Moscow 
office management.

Investment appraisal
Capital investment is regulated by the budgetary process and 
authorisation levels. For expenditure beyond specified levels, 
detailed written proposals have to be submitted to the Board. 
Capital expenditures are reviewed, with procedures to 
investigate any major overruns in terms of cost and time.

Quality and integrity of personnel
The integrity and competence of personnel is ensured through 
high recruitment standards and subsequent training courses. 
High quality personnel are seen as an essential part of the 
control environment. The ethical standards expected of staff 
are communicated through corporate presentations of policies 
including, identification and prevention of fraud, anti-money 
laundering and bribery including the UK Bribery Act, ethical 
practices, and a share dealing code.

The Company is committed to operating in an 
environment that provides personnel with a safe and accessible 
means to report concerns without concern of reprisal.

Internal audit
The audit committee will conduct a review into whether it is 
appropriate for the Company to establish an internal audit 
function. The Board places great emphasis on the importance 
of risk management and control at all operating levels in the 
business and is developing an appropriate framework.

The Board has concluded that the Company’s 
procedures, policies and systems are appropriate and 
suitable to enable the Board to safeguard shareholders’ 
investment and the Company’s assets.

Communication with shareholders 
Information about the activities of the Group and its 
subsidiaries is provided in the annual report which is sent to 
shareholders. The Company will release interim management 
statements and periodic operational updates via the London 
Stock Exchange’s Regulatory News Service. A regular dialogue 
is being developed with institutional shareholders, for which 
the Board as a whole has responsibility. Enquiries from 
individuals on matters relating to their shareholding and the 
business of the Company are welcomed and are dealt with in 
an informative and timely manner.

Annual General Meeting
Shareholders are encouraged to attend and participate in 
general meetings to discuss the progress of the Company.  
The first annual general meeting of RusPetro plc will be held  
at 2pm at the offices of White & Case LLP, 5 Old Broad Street, 
London, EC2N 1DW on Wednesday 6 June 2012.
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RiSKS ANd UNCERTAiNTiES

RiSK dESCRiPTiON

Political Russia is a young democracy with a rapidly evolving market economy. Political instability in Russia  
or an increase in the perceived risk of investing in Russia could be materially detrimental to  
RusPetro’s business. Changes in government policy and regulation in Russia are less predictable  
than in Western democracies.

Reservoir  
performance

RusPetro’s hydrocarbon reservoirs may not perform as expected, exposing RusPetro to reduced cash  
flow and challenges in funding planned development. Accordingly, forecast reservoir performance  
is critical in deciding on development options for specific assets, as well as allocation of RusPetro’s  
financial resources generally. 

Recruitment The successful achievement of the oil production objectives in RusPetro’s business plan will also  
require it to attract and recruit oil production operational management with the requisite expertise.

License status Renewal of RusPetro’s exploration and production licenses (expiring in 2012, 2014 and 2017) is of  
critical importance as, is the satisfactory fulfillment of license conditions. 

Procurement and 
contract management,  
capital and operating 
expenditure

Lack of effectiveness in negotiating and managing purchases and contracts could increase costs for  
RusPetro and/or cause delays to project completions and operations, negatively impacting production,  
cash flow and value generation. The vetting of counterparties, in particular for business ethics and  
integrity as well as financial and operating capability, represents an associated risk area. While the  
foregoing risk areas may be largely internally controllable, the successful implementation of  
RusPetro’s 2012 business plan represents a major challenge because of its very short timeline and is,  
therefore, a high risk factor.

Health, safety, 
environment  
and community  
relations

Failure to put in place and operate a rigorous HSEC regime can negatively affect stakeholders.  
Adverse publicity from any poor performance in these areas could negatively affect RusPetro.  
it could be held responsible for failing to address any contamination or damage to license and  
surrounding areas, with significant associated costs.

Commodity prices  
and revenue collection

RusPetro is exposed to both Russian domestic market and international oil and gas price movements.  
it does not currently enter into any forward sales price hedging agreements but the Russian taxation regime  
mitigates against the impact of oil price declines as export duty and mineral extraction tax decline to zero as  
the oil price decreases to US$15/bbl. 

Cash flow  
management  
and financing 
requirements

Any delays in achieving RusPetro’s oil field development plan targets for 2012, as well as adverse  
variances from projected oil revenues per barrel and/or in capital and operating costs, could result  
in its business plan and investment return objectives being unachievable. These could require  
additional financing for all oil field development, with the risk that this may either be unobtainable  
or obtainable only on unattractive terms. 

Exchange rate  
exposure

RusPetro operates internationally and is exposed to foreign exchange risk arising from various  
currency exposures, in relation to the US dollar – as the financial reporting currency of its business –  
and to the Russian rouble as the functional currency. Foreign exchange risk arises from future capital  
and operational transactions as well as in expenditure denominated in currencies other than the US  
dollar. Any significant relative appreciation of the Russian rouble may impact negatively on the  
corresponding US dollar value of RusPetro’s domestic oil sales. Cost inflation pressures in Russia may  
also adversely affect its profitability.

Cash assets  
security

RusPetro holds significant cash balances deposited with both international and Russian banks as 
well as investments in other liquid financial instruments. The potential risk is that these cash assets 
may be either unrealizable or irrecoverable because of illiquidity or insolvency of the banks. 

Debt finance  
exposure

RusPetro has a significant level of bank and shareholder debt, with the risk that it may not be able to 
meet its debt service obligations and related borrowing covenants, either out of cash flow or 
refinancing, including through the proceeds of new debt facilities or the issue of new share capital. 

Risks and uncertainties
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iNHERENT  
PROBABiLiTy

POTENTiAL  
imPACT

OUR APPROACH

medium High Following the recent elections, we continue to monitor the political situation. The market 
economy continues to grow and strengthen. The need for continued oil production as a  
vital source of state revenue indicates that the environment for upstream producers will 
remain benign.

medium High RusPetro’s senior management is focused on and has proved expertise in modeling, managing 
and maximizing oil reservoir performance and recovery, including through the application 
of proved sophisticated fracturing, water injection and other oil production enhancement 
technologies. 

medium High RusPetro plans to recruit additional specialist oil and gas industry-recognized personnel to 
achieve its oil field development plan objectives. increased local oil field management and 
production experience over time should further assist in mitigating the related operational risks.

Low High Non-compliance with certain license conditions has been remedied. Applicable license conditions 
are being fulfilled, and these are largely internally controllable. License renewal is expected.

Low High RusPetro operates effective policies, procedures and controls in relation to prior approval of 
supplier counterparties and competitive procurement within strict levels of delegated authority 
with the objective of achieving arms-length, transparent purchasing. RusPetro, its Board and 
audit committee monitor carefully and undertake close, regular scrutiny of the effectiveness 
of RusPetro’s internal control policies. 

medium High RusPetro treats HSEC as a priority, and its Board has formally adopted appropriate policies 
across the HSEC area. in order to manage effectively its rapid oil field development plan, 
RusPetro is appointing a senior HSEC manager reporting directly to the CEO along with local 
managers responsible for ensuring the implementation and monitoring of RusPetro’s policies 
across the HSEC area. RusPetro has budgeted for appropriate expenditures to comply with 
applicable laws and regulations, as well as to contribute to the economic and social benefit 
and development of the region in which it operates. RusPetro is also putting in place 
appropriate insurance arrangements to manage and mitigate its potential financial exposure 
risks in the HSEC area.

medium medium RusPetro’s sales arrangements mitigate effectively any revenue collection risks. RusPetro  
sells its oil production in the domestic market to a limited number of local oil traders at 
transparent arms-length market prices, with payment in full on delivery. RusPetro exports 
entirely through Glencore, with sales contracted quarterly at stipulated volumes and 
arms-length current market prices.

medium High RusPetro expects to implement and achieve the oil field development targets in its 2012 
business plan. RusPetro will update its forward financial projections (on a quarterly basis), 
with continuing Board review of this critical risk area on a monthly basis, including 
reviewing actual results against budget.

Low medium RusPetro’s policy and practice is to match, as far as practicable, receipts and payments in the 
same currency, in particular in relation to Russian Rouble transactions. RusPetro’s risk 
monitoring will include the review of its actual projected financial position in relation to its 
US dollar denominated debt. 

Low High RusPetro’s policy is to deposit its cash assets only with banks with evident good financial 
standing. 

Low medium RusPetro’s existing debt financing terms provide it with a satisfactory basis for meeting its 
obligations as they fall due and their corresponding borrowing covenants.

RusPetro’s current stage of development, the 
geographical area in which we operate and the business 
of oil and gas development and production all mean that 
the business is exposed to a wide variety of risks.

Our approach is to understand and monitor actively 
the risks to which RusPetro is exposed, and then develop 
and implement policies and procedures to mitigate them 
so that their potential adverse effects are minimized. 

We have identified and assessed the significant 
environmental, social and governance risks to the 
Company’s short and long-term value. The following 
table describes risks that we face and outlines our 
approach to mitigating them:
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Overview of the Company’s 
remuneration policies

Our approach to pay and benefits is to ensure that our 
compensation packages are affordable to the Company, 
competitive within the industry and capable of 
incentivising and rewarding Company and individual 
performance. We want to create a driven, dynamic and 
resourceful workforce that is responsive to the needs of the 
Company and a changing economic climate.

Unaudited information
Remuneration committee
The remuneration committee comprises Rolf Stomberg, as 
chairman, Chris Clark, Joe Mach and James McBurney. 
The remuneration committee is responsible for:

 —   Making recommendations to the Board on the 
Company’s overall framework for remuneration and its 
cost and in consultation with the chairman and chief 
executive officer determining remuneration packages of 
each executive director

 —   Reviewing the scale and structure of executive directors’ 
remuneration and the terms of their service or 
employment contracts, including share-based schemes, 
other employee incentive schemes adopted by the 
Company from time to time and pension contributions; 
executive directors of the Company are not permitted to 
participate in discussions or decisions of the committee 
regarding their own remuneration and

 —   Ensuring that payments made on termination are fair to 
the individual and the Company.

The remuneration of the non-executive directors is 
determined by the chairman and the other executive 
directors outside the framework of the remuneration 
committee.

Remuneration
The emoluments of any director holding executive office for 
his services as such shall be determined by the Board, and 
may be of any description. The Remuneration Committee 
may consider corporate performance on environmental, 
social and governance issues when setting the 
Remuneration of executive directors. The ordinary 
remuneration of the independent non-executive directors 
who do not hold executive office for their services 
(excluding amounts payable under any other provision of 
the Company’s Articles of Association) shall be such 
amount as the Company may from time to time by 
ordinary resolution determine. Subject thereto, each such 
director shall be paid a fee (which shall be deemed to 
accrue from day to day) at such rate as may from time to 

time be determined by the Board. In addition, any director 
who does not hold executive office and who performs 
special services which in the opinion of the Board are 
outside the scope of the ordinary duties of a director may be 
paid such extra remuneration as the Board may determine. 

In addition to any remuneration to which the directors are 
entitled under the Articles, they may be paid all traveling,  
hotel and other expenses properly incurred by them in 
connection with their attendance at meetings of the Board or 
committees of the Board, general meetings or separate 
meetings of the holders of any class of shares or of debentures 
of the Company or otherwise in connection with the discharge 
of their duties.

The Board may provide benefits, whether by the payment of 
gratuities or pensions or by insurance or otherwise, for any 
past or present director or employee of the Company or any of 
its subsidiary undertakings or any body corporate associated 
with, or any business acquired by, any of them, and for any 
member of his family or any person who is or was dependent 
on him.

Executive directors
Each executive director’s terms of appointment are set out in 
an Employment Service Agreement (their ‘Agreement’).  
Each executive director or the Company may terminate the 
appointment at any time upon 12 months’ written notice, or 
the executive director may be required to resign at any time 
in accordance with the Articles or for any regulatory reason 
such as the revocation of any approvals required from the 
United Kingdom Listing Authority (UKLA).

Each executive director is entitled to private medical 
insurance and a car allowance, but the Company  
makes no provision in respect of any pension for any 
executive director. 

The executive directors are subject to certain restrictive 
covenants during the term of their Agreement and, with 
respect to the undertaking not to disclose or use confidential 
information, at any time thereafter. The executive directors are 
not permitted to take up any office or employment with, or 
have any direct or indirect interest in any firm or company 
which is in direct or indirect competition with the Company or 
any other member of the Group or any company in which any 
member of the Group has an interest, without the consent of 
the Board. Their Agreement also contains provisions relating to 
share dealings and a general non-competition covenant in 
relation to the Group for six months from the date of 
termination of the relevant Agreement.

GOVERNANCE
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Non-executive directors
Each non-executive’s terms are set out in a letter of 
appointment. The appointment of each of the non-executive 
directors (including the chairman) will continue until the 
Company’s annual general meeting. Each appointment is for 
an initial term of three years, subject to being re-elected as a 
director at each annual general meeting, save that a 
non-executive director or the Company may terminate the 
appointment at any time upon one month’s written notice  
(three months’ notice in the case of the chairman), or the 
non-executive director may be required to resign at any time 
in accordance with the Articles, the UK Corporate 
Governance Code or for any regulatory reason such as the 
revocation of any approvals required from the UKLA. These 
appointments are otherwise subject to the provisions of the 
Articles and the terms of reference of the Board committees.
The non-executive directors are subject to certain restrictive 
covenants during the appointment and, with respect to the 
undertaking not to disclose or use confidential information, 
at any time thereafter.

The relevant agreements contain provisions relating to 
confidentiality, share dealings and conflicts of interest. The 

non-executive directors are required to devote sufficient time 
to the affairs of the Company as is necessary to perform their 
respective duties. The non-executive directors are not 
permitted to take up any office or employment with, or have 
any direct or indirect interest in any firm or company which is 
in direct or indirect competition with the Company or any 
other member of the Group or any company in which any 
member of the Group has an interest, without the consent of 
the Board. Upon termination of the appointment, and where 
such termination is for any reason other than due to the 
non-executive director’s gross misconduct, material breach of 
the terms of the appointment, act of fraud or dishonesty or 
willful neglect of the non-executive director’s duties, the 
non-executive director will be paid a pro-rated amount of his 
fees in respect of the period between the beginning of the 
quarter in which termination took place and the termination 
date. Otherwise, none of the non-executive directors is 
entitled to any damages for loss of office and no fee shall be 
payable in respect of any unexpired portion of the term of 
the appointment.

Director
Commencement  
of appointment Date of agreement

Base annual 
salary (UK) 

US$’000

Base annual  
salary (Rus) (1) 

US$’000

Total base
annual salaries

US$’000 Notice period

donald Wolcott 20 Oct 2011 19 dec 2012 200 1,160 1,360 12 months
Thomas Reed 20 Oct 2011 19 dec 2012 200 627 827 12 months
Alexander Chistyakov 2 dec 2011 19 dec 2012 200 300 500 12 months
(1) Paid in Russian Roubles

Director
Commencement of 

appointment Date of letter
Base fees  
US$’000

Committee  
membership  

fees  
US$’000

Committee  
chair  
fees  

US$’000

Total  
fees  

US$’000

Christopher Clark (1) 2 dec 2011 9 dec 2011 500 40 20 560
Rolf Stomberg (2) (5) 2 dec 2011 9 dec 2011 240 40 20 300
Robert Jenkins (3) 2 dec 2011 9 dec 2011 200 20 45 265
James mcBurney (4) 2 dec 2011 9 dec 2011 200 60 – 260
Joe mach 2 dec 2011 9 dec 2011 200 40 – 240
James Gerson 2 dec 2011 9 dec 2011 200 – – 200
(1) Paid in sterling annual total fees of £363,400.
(2) Paid in euro annual total fees of €224,184.
(3) Paid in sterling annual total fees of £172,250.
(4) Paid in sterling annual total fees of £169,000.
(5) includes senior independent director fee of US$40,000.

Rolf Stomberg
Remuneration Committee Chairman
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Results-based long-term incentive plans
The principal features of the RusPetro plc Performance Share 
Plan (the ‘PSP’) and the RusPetro plc Annual Bonus Plan (the 
‘Bonus Plan’) (together the ‘Plans’) are outlined below. The 
Plans were adopted by the Board on 17 January 2012. The 
remuneration committee has responsibility for supervising 
the Plans. The purpose of the Plans is to retain and incentivise 
senior executives of the Company and its affiliates. The Board 
has absolute discretion in selecting the participants in the 
Plans (the ‘Participants’) and may waive and amend the 
selection criteria. Generally, to be eligible to be selected for 
participation in the Plans (an ‘Eligible Employee’), employees 
and executive directors must: (i) have at least one year’s 
service, (ii) devote a significant amount of their time to the 
Group and (iii) have at least three years’ service to complete 
before normal retirement date. The Remuneration Committee 
considers that the incentive structure for senior management 
does not raise environmental, social and governance risks by 
inadvertently motivating irresponsible behaviour.

Plan limits
Shares may be ‘allocated’ if they have been issued or may be 
issued (or transferred out of treasury) for the purposes of 
satisfying an option or any other type of award under the 
Plans. The Ordinary shares will be issued or transferred on 
(i) the vesting of awards under the PSP and (ii) the allocation 
of Bonus shares under the Bonus Plan. The number of 
Ordinary shares, which may be allocated under either plan 
on any day must not exceed:

 —   10% of the Company’s Ordinary share capital in issue 
immediately before that day (adjusted for share issuance 
and cancellation), when added to the total number of 
shares which have been allocated in the previous ten 
years under the Plan and any other employee share plan 
operated by the Company and

 —   5% of the Company’s Ordinary share capital in issue 
immediately before that day (adjusted for share issuance 
and cancellation), when added to the total number of 
shares which have been allocated in the previous ten 
years under the Plan and any other executive 
(discretionary) plan adopted by the Company. For the 
purposes of this limit no account should be taken of 
shares allocated pursuant to awards which are subject  
to significantly stretching performance conditions.

For the purposes of these limits, no account shall be 
taken of any Ordinary shares allocated on or before 
admission of the Company’s shares to trading on the 
London Stock Exchange.

Performance Share Plan
The terms specifically applicable to the PSP are outlined below.

Form of Award
An ‘Award’ is a conditional right to receive a specified 
number of Ordinary shares at the end of a specified period 
(the ‘Performance Period’). The Board may, prior to the date 
on which it resolves to grant an Award, decide to satisfy an 
Award by paying an equivalent amount in cash. The cash 
amount (subject to any withholding) must be equal to the 
market value of the vested shares.

Grants
Grants under the PSP may only be made within 42 days 
starting on any of the following:

 —  The date on which the PSP is adopted by the Company

 —   The dealing day after announcement of the Company’s 
result through a regulatory information service for any 
period

 —   Any day on which the Board resolves that exceptional 
circumstance exist, which justify the grant of awards 
under the PSP

 —   Any day on which changes to any relevant legislation, 
regulation, or government directive affecting employee 
share plans are proposed or made or

 —   In respect of an Eligible Employee, the date on which the 
Eligible Employee first becomes employed by a member 
of the Group.

Individual limits
An Award under the PSP must not be granted to any director 
or employee of the Group if it would cause the market value 
of Ordinary shares, subject to award(s) under the PSP, valued 
on the date on which each award is made, to exceed:

 —   In the case of the chief executive officer, 150% of his 
salary and

 —   In the case of all other executive directors, 125% of 
their salary.

Performance conditions
When granting an Award, the Board must make its vesting 
conditional on the satisfaction of one or more objective 
conditions linked to the performance of the Group. The 
Board may waive or change a performance condition in 
accordance with its terms or as the Board considers 
appropriate. The Board must also specify the period in 
respect of which the performance conditions shall apply. 

GOVERNANCE



RusPetro Annual Report and Accounts 2011  41

G
O

V
ER

N
A

N
C

E

Ordinarily it is expected that the Performance Period shall 
be three years from grant.

To the extent any performance condition is not satisfied, 
the Award will lapse, unless otherwise specified in the 
performance condition. If an Award lapses under the Plan it 
cannot vest and a Participant has no rights in respect of it or 
in relation to any shares under the Award.

Share rights
The following rights and restrictions apply to a Participant 
in respect of shares:

 —   a Participant may not transfer, assign or otherwise 
dispose of an Award, or any rights in respect of it, except 
in the case of the transmission of an Award on the death 
of a Participant to his personal representatives or where 
the Award is assigned as required by law or is transferred 
by operation of law.

Termination of Employment
An Award which has not vested will normally lapse on the date 
the Participant ceases to be an employee or director of any 
Group member. If a Participant ceases to be an employee or 
director of any Group member for any of the ‘good leaver’ 
reasons set out below, then his Award will vest as described 
below and lapse as to the balance. The good leaver reasons are (i) 
ill health, injury or disability (as established to the satisfaction 
of the Board), (ii) the Participant’s employing company ceasing 
to be under the control of the Company, (iii) a transfer of the 
undertaking, or the part of the undertaking, in which the 
Participant works to a person which is neither under the control 
of the Company nor a Group member or (iv) any other reason, if 
the Board so decides in its absolute discretion.

In the event that a Participant ceases to be an employee 
or director of any Group member for any of the good leaver 
reasons, the Award does not lapse and will vest to the extent 
to which the performance conditions are satisfied (or in the 
discretion of the Board waived). If a Participant dies, his 
Awards will vest on the date of death but only to the extent 
that any performance condition has been satisfied as at the 
date of death. It will then lapse as to the balance. 

Variations in share capital, demergers and  
special distributions
If there is (i) a variation in the equity share capital of the 
Company, including a capitalization or rights issue, 
sub-division, consolidation or reduction of share capital, (ii) 
a demerger (in whatever form) or (iii) a special dividend or 
distribution, the Board may adjust the number or class of 
shares comprised in an Award. The Board shall notify 
Participants of any such adjustment.

Takeovers and restructurings
Where a person (or a group of persons acting in concert) 
obtains control of the Company as a result of making an 
offer to acquire shares, all Awards will vest, subject to any 
performance condition having been satisfied, on the date 
the person obtains control. The Board will determine the 
extent to which any performance condition has been 
satisfied and the proportion of the Award that shall vest. 
However, an Award will not vest in these circumstances if 
(i) an offer to exchange Awards is made and accepted by a 
Participant or (ii) the Board, with the consent of the 
acquiring company, decides before that person obtains 
control that the Awards will be automatically exchanged.

Demerger or other corporate event
If the Board becomes aware that the Company is, or is 
expected to be, affected by any demerger, distribution (other 
than an ordinary dividend) or other transaction or 
arrangement not comprising a general offer to acquire 
shares which, in the opinion of the Board, would affect the 
current or future value of any Award, the Board may, subject 
to any performance condition having been satisfied, allow 
an Award to vest but only to the extent that any 
performance condition has been satisfied.

Annual Bonus Plan
The terms specifically applicable to the Bonus Plan are 
outlined below. 

Operation
If pre-determined targets for the immediately preceding 
financial year have been met to the satisfaction of the 
Board, each Participant in the Bonus Plan will receive a 
bonus award (subject to withholding) comprising (i) cash, 
and (ii) Shares (subject to forfeiture) (the ‘Bonus shares’). The 
number of Bonus Shares will be determined by reference to 
the middle market quotation of Ordinary Shares on the 
business day preceding allocation.

Retention
Bonus shares will be held in trust for a period beginning on 
the date on which the Board makes its determination in 
relation to Bonus shares and ending on the vesting date (the 
‘Retention Period’). During the Retention Period, the 
Participant will be the beneficial owner of the Bonus shares 
and will be entitled to dividend and, through the trustee, to 
vote. At the end of the Retention Period, legal title to the 
Bonus shares will normally be transferred to the Participant.
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In the financial year ended 31 December 2011, the Directors were entitled to the remuneration and benefits set out below:

Director

Fees and  
basic salary  

US$’000
Bonus  

US$’000

Pension  
contributions  

US$’000

Benefits  
in kind  
US$’000

Total 
2011  

US$’000

Christopher Clark 47 – – – 47

donald Wolcott 542 – – – 542
Thomas Reed 354 – – – 354
Alexander Chistyakov 161 – – – 161
Rolf Stomberg 25 – – – 25
Robert Jenkins 22 – – – 22
James mcBurney 22 – – – 22
Joe mach 20 – – – 20
James Gerson 17 – – – 17

Aggregate remuneration 1,210 – – – 1,210

Termination of employment
If a Participant ceases to be an employee or director of any 
Group company before the end of the Retention Period, the 
Bonus Shares will normally be forfeited. If, prior to the end 
of the Retention Period, a Participant dies or ceases to be an 
employee or director of any Group company for any of the 
‘good leaver’ reasons, as applicable under the PSP, his Bonus 
shares will be transferred to him or his personal 
representatives as soon as possible.

Takeovers and restructurings
The Board may (i) in the event of a reconstruction or 
takeover of the company decide that a Participant’s Bonus 
share will be transferred to the Participant and (ii) in any 
other event which may affect Bonus shares take such action 
as it may think appropriate.

Pensions
The Company currently does not operate a pension scheme.

Share options over Ordinary shares in the Company
On 17 January 2012, the Company (following 
recommendations of the remuneration committee) agreed 
to grant options to Don Wolcott and Tom Reed prior to 
admission. The grant was in respect of 5% of the issued 
share capital (the ‘Ordinary shares’) of the Company as at 
the date immediately prior to admission to trading on the 
London Stock Exchange and prior to the issue of the 
Ordinary shares in connection with the initial public 
offering of the Company. The options are exercisable 
between the third and tenth anniversary of the date of 
admission, with the exercise price per option equal to the 
offer Price. The exercise of these options is not subject to  
the satisfaction of any performance criteria.

On 17 January 2012 the following options were granted:

Director
Date of  
grant

Number of 
options granted 

and at 17 Jan 2012
Exercise price  
GBP (pence)

Exercise  
period

donald Wolcott (1) 17 Jan 2012 6,217,579 134 17 Jan 2015 to Jan 2022
Thomas Reed (1) 17 Jan 2012 4,145,053 134 17 Jan 2015 to Jan 2022
(1) Options vest one-third annually on first, second and third anniversaries of date of grant. 
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The directors of the Company have the pleasure in 
presenting the audited accounts of Ruspetro Holding 
Limited for the year ended 31 December 2011. This is not a 
document prepared in accordance with Part 15 of the 
Companies Act 2006 and the Company is not required to 
prepare a directors’ report under section 415 of the 
Companies Act.

Principal activities
RusPetro’s principal activity is the development and 
production of oil and gas on three contiguous license blocks 
of 1,205km2 situated in the Krasnoleninsk Arch near 
Khanty-Mansiysk, Western Siberia, Russia. RusPetro is  
the 100% license holder of the Pottymsko-Inginsky, 
Vostochno-Inginsky and Palyanovsky license blocks, which 
make up 100% of the Company’s oil and gas producing assets. 

RusPetro’s licenses expire in December 2012 (Palyanovksy 
block), June 2014 (Vostochno-Inginsky block) and June 2017 
(Pottymsko-Inginsky block), although the directors believe 
that the licenses will be renewed for the economic lives of the 
fields which run until between 2029 and 2040. This is in 
accordance with recent legislation allowing the license 
holder to extend the licenses for the economic life of the 
fields as long as RusPetro meets its minimum obligations and 
is not in breach of any license conditions.

Corporate information
This report contains the consolidated financial statements 
of Ruspetro Holding Limited and its subsidiaries (‘the 
Group’) for the year ended 31 December 2011.

On 20 October 2011, the shareholders of the Group 
incorporated RusPetro plc (‘Company’) as a public company 
in England and Wales. On 25 November 2011, the Group, the 
Company and the existing shareholders entered into an 
Implementation Agreement to implement a reorganization 
whereby the existing shareholders agreed to transfer their 
shares in the Group to the Company in consideration for the 
issue of 196,364,960 Ordinary shares, representing 95% of the 
issued share capital of the Company on the date of transfer. 
This transfer of shares took place on 18 January 2012. 
The Group is owned 100% by the Company.

Business review
A full review of the activities of RusPetro during the year 
and recent events, as well as details of the Company’s 
approach to its business and its strategy for creating value 
over the longer term, is contained in the chairman’s 
statement on pages 4 and 5, the chief executive officer’s 
statement on pages 6 to 8 and the operating performance 
review on pages 18 to 26.

Corporate governance
The Company is required to comply with the Code which is 
issued by the Financial Reporting Council and is referred to 
in the Listing Rules. This can be found at the Financial 
Reporting Council website at www.frc.org.uk. A report on 
corporate governance and compliance with the provisions 
of the code is set out on pages 32 to 46.

Results and dividends
RusPetro’s results for the year ended 31 December 2011 are 
set out in the Group’s income statement on page 48. The 
total comprehensive loss for the year of Ruspetro Holding 
Limited was US$77.8 million. A final dividend for the year 
ended 31 December 2011 has not been declared.

Directors
The names and biographies of current directors are set out 
on pages 30 to 31.

RusPetro plc was incorporated as a public company in 
England and Wales on 20 October 2011 and Don Wolcott and 
Tom Reed were appointed as directors at incorporation. 
The remaining directors were all appointed to the Board on 
2 December 2011.

Directors’ appointment and retirement
Directors may be appointed by ordinary resolution  
of shareholders or by the Board. A director holds office  
only until the next annual general meeting and, if not 
re-appointed at such annual general meeting, shall vacate 
office at its conclusion. At every annual general meeting all 
the directors at the date of the notice convening the annual 
general meeting shall retire from office. If the Company 
does not fill the vacancy at the meeting at which a director 
retires, the retiring director shall be deemed to have been 
re-appointed unless at the meeting it is resolved not to fill 
the vacancy or unless a resolution for the re-appointment  
of the director is put to the meeting and lost.

This is in accordance with current best practice as 
outlined in the UK Corporate Governance Code which 
provides for all directors of FTSE 350 companies to be 
subject to re-election by their shareholders every year.

Directors’ indemnities
Directors and officers of the Company are indemnified 
under the articles of association of the Company as 
provided by the Companies Act 2006. In addition, the 
Company has entered into deeds of indemnity with each 
director in respect of proceedings brought about by third 
parties, subject to the conditions set out in the Companies 
Act 2006.

directors’ report on the 
annual accounts of 
Ruspetro Holding Limited 
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Directors’ interests
The number of Ordinary shares of RusPetro plc in which the directors (or a person connected with a director) were beneficially 
interested, as at the date of this report was as follows:

Share capital
The issued share capital of the Company as at the date of 
this report is 333,381,480 Ordinary shares of 10 pence each. 
This includes 121,542,000 new Ordinary shares priced at  
134 pence per share placed with institutional investors 
pursuant to its IPO which was completed on 19 January 
2012. A further 4,586,848 Ordinary shares priced at  
134 pence were placed with institutional shareholders 
pursuant to the over-allotment option granted by the 
Company as part of its IPO.

The Company is listed on the London Stock Exchange, 
with its first day of trading having been 19 January 2012. 
The Company was included in the FTSE 250 index of leading 
shares on 16 March 2012. 

The rights and obligations attached to these shares are 
governed by English law, the Companies Act 2006 and the 
Company’s articles of association.

Voting rights
Ordinary shareholders are entitled to receive notice, attend 
and speak at the general meetings of the Company. Every 
shareholder shall have one vote for every share of which he 
is the holder if he is present in person, by proxy or, if a 
corporate shareholder, by a duly authorized representative.

A shareholder entitled to attend and vote at a general 
meeting may appoint one or more proxies to attend and vote 
instead of him. If a shareholder appoints more than one proxy 

he must specify the number of shares which each proxy is 
entitled to exercise rights over.

No shareholder holds securities carrying special rights as to 
the control of the Company. There are no agreements between 
holders of securities that are known to the Company which 
may result in restrictions on the transfer of voting rights.

Transfer of shares
A member may transfer all or any of his certificated shares by 
an instrument of transfer in any usual form or in any form 
which the Board may approve. An instrument of transfer shall 
be signed by or on behalf of the transferor and, unless the share 
is fully paid, by or on behalf of the transferee. An instrument of 
transfer need not be under seal. The transferor shall remain the 
holder of the shares concerned until the name of the transferee 
is entered in the register in respect of the shares.

All transfers which are in uncertificated form shall be 
effected by means of the relevant system unless the CREST 
Regulations provide otherwise.

The Board may, in its absolute discretion, refuse to register 
the transfer of a certificated share which is not a fully paid 
share, provided that the refusal does not prevent dealings in 
shares in the Company from taking place on an open and 
proper basis. The Board may also refuse to register the transfer 
of a certificated share unless the instrument of transfer:
(a)  is lodged, stamped (if stampable), at the office or at another 

place appointed by the Board, accompanied by the certificate 

Director
Number of existing  

Ordinary shares
Ordinary shares held pursuant  

to performance share plan Total

Christopher Clark – – –
donald Wolcott (1) 22,860,000 6,217,579 29,077,579
Thomas Reed (2) 38,040,000 4,145,053 42,185,053
Alexander Chistyakov (2) 38,040,000 – 38,040,000
Rolf Stomberg 50,000 – 50,000
James Gerson (3) 99,150,000 – 99,150,000
Robert Jenkins – – –
Joe mach – – –
James mcBurney – – –
Senior managers – – –
(1)  donald Wolcott, a director of the Company, owns 100% of Wind River management Limited and is the beneficial owner of such shares. 
(2)  Nervent owns 38,040,000 shares. Alexander Chistyakov, a director of the Company, owns 91.4% of Nervent and shares beneficial ownership of such shares with Thomas 

Reed, a director of the Company, who owns 8.6% of Nervent. 
(3) Limolines owns 99,150,000 shares. James Gerson, a director of the Company, is a consultant to Limolines and is deemed to be beneficially interested in such shares.

GOVERNANCE
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for the share to which it relates and such other evidence as 
the Board may reasonably require to show the right of the 
transferor to make the transfer;

(b)  is in respect of one class of share only; and
(c) is in favor of not more than four persons.

If the Board refuses to register a transfer of a share in 
certificated form, it shall send the transferee notice of its refusal 
within two months after the date on which the instrument of 
transfer was lodged with the Company.

No fee shall be charged for the registration of any 
instrument of transfer or other document relating to or 
affecting the title to a share.

Subject to the provisions of the CREST Regulations, the 
Board may permit the holding of shares in any class of shares in 
uncertificated form and the transfer of title to shares in that 
class, by means of a relevant system and may determine that 
any class of shares shall cease to be a participating security.

If a notice is given to a member in respect of a share, 
which is subsequently transferred, a person entitled to that 
share is bound by the notice if it was given to the member 
before the person entitled to that share was entered into the 
register as the holder of that share.

Lock-up arrangements
The Company, the directors and the shareholders of the 
Company prior to IPO have each agreed to certain lock-up 
arrangements.

The Company has agreed that, subject to certain 
exceptions, during the period of 12 months from the date of 
Admission, it will not, without the prior written consent of 
the Sponsor and Global Co-ordinator, Bank of America 
Merrill Lynch, directly or indirectly, offer, issue, lend, sell or 
contract to sell, issue options in respect of, or otherwise 
dispose of, directly or indirectly, or announce an offering or 
issue of, any Ordinary shares (or any interest therein or in 
respect thereof) or any other securities exchangeable for or 
convertible into, or substantially similar to, Ordinary shares 
or enter into any transaction with the same economic effect 
as, or agree to do, any of the foregoing save that the 
foregoing restrictions shall not apply in respect of (a) the 
issue of the new shares pursuant to the IPO or (b) new 
shares issued pursuant to the exercise of options under 
share option schemes in existence at the time of Admission.

The directors have agreed that, subject to certain 
exceptions, during the period of 12 months from the date of 
Admission, they will not, without the prior written consent of 
the Sponsor and the Global Co-ordinator, directly or indirectly, 
offer, issue, lend, sell or contract to sell, issue options in respect 

of, or otherwise dispose of, directly or indirectly, or announce 
an offering of, any Ordinary shares.

Each of the pre-IPO shareholders has agreed that, subject to 
certain exceptions, during the period of 12 months from the 
date of Admission, it will not, without the prior written consent 
of the Sponsor and the Global Co-ordinator, directly or 
indirectly, offer, issue, lend sell or contract to sell, issue options 
in respect of, or otherwise dispose of, directly or indirectly, or 
announce an offering of, any Ordinary shares.

Notwithstanding the preceding paragraph, the parties have 
agreed that the restrictions described in the preceding 
paragraph in relation to Ordinary shares held by Makayla 
Investments Limited will, as regards to the shares converted 
from existing debt during the IPO, only be applicable for a 
period of six months.

Sberbank Capital has executed a lock-up deed on 19 January 
2012, pursuant to which it has agreed subject to certain 
exceptions, that during a period of 12 months after Admission, 
it will not, without the prior written consent of the Company 
and Bank of America Merrill Lynch, Mirabaud Securities LLP 
and Renaissance Securities (Cyprus) Ltd (as joint book-runners), 
offer, sell, contract to sell, grant or sale of options over, purchase 
of any option or contract to sell, transfer, charge, pledge, grant 
of any right or warrant to purchase or otherwise transfer, lend 
or dispose of, directly or indirectly, any Ordinary shares or any 
securities convertible into or exercisable or exchangeable for 
Ordinary shares or the entry into of any swap or other 
agreement that transfers, in whole or part, any of the economic 
consequences of ownership of the Ordinary shares.

On 17 January 2012, the Company (following 
recommendations of the remuneration committee) agreed 
to grant options to Donald Wolcott and Thomas Reed under 
the Performance Share Plan prior to Admission. The grant 
was in respect of 5% of the issued share capital of the 
Company immediately prior to the IPO, with options in 
respect of 6,217,579 Ordinary shares granted to Donald 
Wolcott and options in respect of 4,145,053 Ordinary shares 
granted to Thomas Reed. The options are exercisable 
between the third and tenth anniversary of the date of 
Admission, with the exercise price per option equal to the 
Offer Price of 134 pence per share.

Amendments to the articles of association
Any amendment to the articles of association of the 
Company may be made by special resolution of  
the shareholders.
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Post-balance sheet events:
Note 25 to the financial statements details all significant 
events after the balance sheet date of 31 December 2011.

Financial instruments
RusPetro’s use of financial instruments, together with 
objectives and policies on financial risk and exposure to 
foreign currency, credit, commodity, liquidity and interest 
rate risk can be found in note 23 to the financial statements.

Going concern
After reviewing RusPetro’s plans for 2012 and for future 
years, the directors foresee that the Group will have 
adequate resources to continue its operational existence for 
the foreseeable future. The directors of Ruspetro Holding 
Limited have, therefore, adopted the going concern basis in 
preparing the accounts of Ruspetro Holding Limited.

Audit information
Each of the directors of Ruspetro Holding Limited at the 
date of the approval of this report confirms that:

So far as such director is aware there is no relevant audit 
information of which the auditors of Ruspetro Holding 
Limited are unaware; and the director has taken all the steps 
that he ought to have taken as director to make himself 
aware of any relevant audit information and to establish  
that the auditors of Ruspetro Holding Limited are aware of 
the information. 

Auditors
PricewaterhouseCoopers LLP, the Company’s auditors, have 
indicated their willingness to continue in office and 
resolutions seeking to reappoint them as the Company’s 
auditors and to authorize the directors to determine their 
remuneration will be proposed at the forthcoming Annual 
General Meeting.

By order of the Board

Donald Wolcott and Thomas Reed
Directors of RusPetro plc
24 May 2012

GOVERNANCE
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Report on the consolidated financial statements
We have audited the accompanying consolidated financial 
statements of Ruspetro Holding Limited (the ‘Group’) and its 
subsidiaries (together with the Group, ‘Ruspetro’), which 
comprise the consolidated statement of financial position  
as at 31 December 2011, and the consolidated statements of 
comprehensive income, changes in equity and cash flows  
for the year then ended, and a summary of significant 
accounting policies and other explanatory information.

Board of Directors’ responsibility for the consolidated 
financial statements
The Board of Directors is responsible for the preparation of 
consolidated financial statements that give a true and fair view 
in accordance with International Financial Reporting Standards 
as adopted by the European Union and the requirements of the 
Cyprus Companies Law, Cap. 113, and for such internal control 
as the Board of Directors determines is necessary to enable the 
preparation of consolidated financial statements that are free 
from material misstatement, whether due to fraud or error.

Auditor’s responsibility
Our responsibility is to express an opinion on these 
consolidated financial statements based on our audit. 
We conducted our audit in accordance with International 
Standards on Auditing. Those Standards require that we comply 
with ethical requirements and plan and perform the audit to 
obtain reasonable assurance about whether the consolidated 
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit 
evidence about the amounts and disclosures in the 
consolidated financial statements. The procedures selected 
depend on the auditor’s judgment, including the assessment 
of the risks of material misstatement of the consolidated 
financial statements, whether due to fraud or error. In making 
those risk assessments, the auditor considers internal control 
relevant to the entity’s preparation of consolidated financial 
statements that give a true and fair view in order to design 
audit procedures that are appropriate in the circumstances, 
but not for the purpose of expressing an opinion on the 
effectiveness of the entity’s internal control. An audit also 
includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates 
made by the Board of Directors, as well as evaluating the 
overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained 
is sufficient and appropriate to provide a basis for our 
audit opinion.

Opinion
In our opinion, the consolidated financial statements give a 
true and fair view of the financial position of the Group at 
31 December 2011, and of its financial performance and its 
cash flows for the year then ended in accordance with 
International Financial Reporting Standards as adopted by 
the European Union and the requirements of the Cyprus 
Companies Law, Cap. 113.

Report on other legal requirements
Pursuant to the requirements of the Auditors and Statutory 
Audits of Annual and Consolidated Accounts Law of 2009, 
we report the following:

 —  We have obtained all the information and explanations 
we considered necessary for the purposes of our audit.

 —  In our opinion, proper books of account have been kept 
by the Group.

 —  The Group’s consolidated financial statements are in 
agreement with the books of account.

 —  In our opinion and to the best of our information and 
according to the explanations given to us, the 
consolidated financial statements give the information 
required by the Cyprus Companies Law, Cap. 113, in the 
manner so required.

 —  In our opinion, the information given in the report of 
the Board of Directors is consistent with the 
consolidated financial statements.

Other matter
This report, including the opinion, has been prepared for and 
only for the Group’s members as a body in accordance with 
Section 34 of the Auditors and Statutory Audits of Annual 
and Consolidated Accounts Law of 2009 and for no other 
purpose. We do not, in giving this opinion, accept or assume 
responsibility for any other purpose or to any other person 
to whose knowledge this report may come to.

Vasilis Hadjivassiliou
Certified Public Accountant and Registered Auditor
for and on behalf of
PricewaterhouseCoopers Limited
Certified Public Accountants and Registered Auditors

Limassol, 18 April 2012

Independent auditor’s  
report to the members of  
Ruspetro Holding Limited
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Consolidated statement 
of comprehensive income
For the year ended 31 December 2011
(presented in US$ thousands, except otherwise stated)

Year ended 31 December

Note 2011 2010

Revenue 7  38,718 12,532
Cost of sales 8 (52,355) (22,220)

Gross loss (13,637) (9,688)
Selling and Administrative expenses 9 (14,982) (5,889)
Other operating expenses (1,385) (271)

Operating loss (30,004) (15,848)
Finance costs 10 (33,126) (32,651)
Foreign exchange loss, net (25,535) (2,941)

Loss before income tax (88,665) (51,440)
Income tax benefit 11 3,602 1,722

Loss for the year (85,063) (49,718)
Other comprehensive income/(loss)
Exchange difference on translation to presentation currency 7,291 (284)

Total comprehensive loss for the year (77,772) (50,002)
Loss attributable to:
Equity holders of the Group (81,095) (47,483)
Non-controlling interests (3,968) (2,235)

Loss for the year (85,063) (49,718)
Total comprehensive loss attributable to:
Equity holders of the Group (74,169) (47,753)
Non-controlling interests (3,603) (2,249)

Total comprehensive loss for the year (77,772) (50,002)
Loss per share  
Basic and diluted loss per ordinary share (US$ thousands) (12.8) (8.6)
Weighted average number of ordinary shares outstanding, basic and diluted 6,355 5,515 

Donald Wolcott Thomas Reed
Chief Executive Officer Chief Financial Officer
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Consolidated statement  
of financial position
as at 31 December 2011
(presented in US$ thousands, except otherwise stated)

31 December

Note 2011 2010

Assets
Non-current assets
Property, plant and equipment 12 111,313 97,617
Mineral rights and other intangibles 13 401,513 424,634

512,826 522,251
Current assets
Inventories 14 2,610 2,138
Trade and other receivables 15 5,810 7,151
Income tax prepayment 36 115
Cash and cash equivalents 16 1,294 18,865

9,750 28,269
Total assets 522,576 550,520
Shareholders’ equity
Share capital 17  7 6 
Share premium 17 49,994 39,989
Retained loss and other reserves (90,330) (16,162)

Subtotal Equity, Retained (loss)/earnings and other reserves attributable to Group (40,329) 23,833
Non-controlling interest 17 (408) 3,195

Total equity (40,737) 27,028
Liabilities
Non-current liabilities
Borrowings 18 360,250 356,753
Provision for dismantlement 19 5,961 4,155
Deferred tax liabilities 11 85,726 93,983

451,937 454,891

Current liabilities
Borrowings 18 46,197 15,440
Trade and other payables 20 13,496 5,728
Taxes payable other than income tax 4,226 905
Other current liabilities 47,457 46,528

111,376 68,601

Total liabilities 563,313 523,492
Total equity and liabilities 522,576 550,520

Donald Wolcott Thomas Reed
Chief Executive Officer Chief Financial Officer
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Consolidated statement  
of changes in equity 
For the year ended 31 December 2011
(presented in US$ thousands, except otherwise stated)

Attributable to owners of the Group

Notes
Share  

capital
Share  

premium
Retained 
earnings

Exchange difference 
on translation to    

presentation 
currency Total

Non- 
controlling 

interest
Total  

equity

Balance as at 1 January 2010 5 – 68,370 (36,779) 31,596 3,327 34,923
Loss for the year – – (47,483) – (47,483) (2,235) (49,718)
Other comprehensive loss for the year – – – (270) (270) (14) (284)

Total comprehensive loss for the year – – (47,483) (270) (47,753) (2,249) (50,002)
Issue of share capital 1 39,989 – – 39,990 – 39,990
Increase of non-controlling interest – – – – – 2,117 2,117

Balance as at 31 December 2010 6 39,989 20,887 (37,049) 23,833 3,195 27,028
Loss for the year – – (81,095) – (81,095) (3,968) (85,063)
Other comprehensive loss for the year – – – 6,927 6,927 365 7,291

Total comprehensive loss for the year – – (81,095) 6,927 (74,168) (3,603) (77,772)
Issue of share capital 17 1 10,005 – – 10,006 – 10,006

Balance as at 31 December 2011 7 49,994 (60,208) (30,122) (40,329) (408) (40,737)

Donald Wolcott Thomas Reed
Chief Executive Officer Chief Financial Officer 
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Consolidated statement  
of cash flows 
For the year ended 31 December 2011
(presented in US$ thousands, except otherwise stated)

Year ended 31 December

Note 2011 2010

Cash flows from operating activities
Loss before income tax (88,665) (51,440)

Adjustments for:
Depreciation, depletion and amortization 8, 9 24,524 9,559
Foreign exchange loss 25,535 2,941
Finance costs – net 10 33,126 32,651
Other non-cash expenses 2,286 206

Operating cash flow before working capital adjustments (3,194) (6,083)
Working capital adjustments:
Change in trade and other receivables (530) 1,253
Change in inventories (472) 353
Change in trade and other payables (648) 2,611
Change in other taxes receivable/payable 4,292 (3,546)

Net cash flows used in operating activities (552) (5,412)
Cash flows from investing activities
Purchase of property, plant and equipment (32,335) (28,260)

Net cash used in investing activities (32,335) (28,260)
Cash flows from financing activities
Proceeds from issue of share capital 17 10,006 27,000
Proceeds from increase in non-controlling interest – 2,117
Proceeds from loans and borrowings – 29,451
Repayments of loans and borrowings – (2,010)
Bank fees paid – (1,007)

Net cash generated from financing activities 10,006 55,551
Effect of exchange rate changes on cash and cash equivalents 5,310 (3,235)

Net increase/(decrease) in cash and cash equivalents (17,571) 18,644
Cash and cash equivalents at the beginning of the year 18,865 221

Cash and cash equivalents at the end of the year 1,294 18,865

Donald Wolcott Thomas Reed
Chief Executive Officer Chief Financial Officer 
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Notes to the consolidated  
financial statements 

1. Corporate information
The consolidated financial statements of Ruspetro Holding Limited (the ‘Group’) (formerly known as Petroltech Holdings 
Limited) and its subsidiaries (‘the Group’) for the year ended 31 December 2011 were approved by its Board of Directors on 
18 April 2012.

In February 2011, the registered office of Petroltech Holdings Limited was changed to 1 Naousis street, Karapatakis 
building, Suite 2, 4th Floor, 6018 Larnaca, Cyprus.

In June 2011, Petroltech Holdings Limited changed its name to Ruspetro Holding Limited. The Group was incorporated 
in Cyprus on 27 November 2007 as a limited liability company under the provisions of Cyprus Companies Law, with a 
registered office at 199 Archbishop Makarios III Avenue, Neocleous House, 3030 Limassol, Cyprus.

On 20 October 2011, the shareholders of the Group incorporated RusPetro Plc (the ‘Company’) as a public company in 
England and Wales. On 25 November 2011, the Group, Company and the then existing shareholders of the Group entered 
into an Implementation Agreement to implement a reorganisation whereby, the existing shareholders agreed to transfer 
their shares in the Group to the Company in consideration for the issue of 196,364,960 Ordinary Shares, representing 95% 
of the issued share capital of the Company. The Agreement provided for this transfer of shares to take place on the date of 
listing on the London Stock Exchange, which occurred on 19 January 2012.

The ultimate beneficial owners of the Group at 31 December 2011 comprised certain individuals, with no single 
individual or a group of individuals having power to exercise control over it or the Group. One of the shareholders held 
50.4 % of the shares of the Group, with the ability to cast the majority of votes at Board meetings. However a Shareholders’ 
Agreement provided for specific restrictions to limit the power of the Board substantially and requiring key decisions to be 
made by all shareholders.

The principal activities of the Group are exploration for and production of crude oil. The operating subsidiaries of the 
Group – OJSC INGA and OJSC Trans-oil (hereinafter referred to as INGA and Trans oil respectively) hold three licenses for 
exploration for and extraction of crude oil and natural gas in the Khanty-Mansiysk region of the Russian Federation. 
These expire between December 2012 and June 2017, although the Directors believe that the licenses will be renewed for 
the economic lives of the fields which are projected up to 2040 (two licenses held by INGA) and 2029 (the license held by 
Trans-oil). The appraised economic lives of the fields are also used as the basis for impairment analysis.

Details of subsidiaries consolidated within the Group are as follows:
Effective ownership

Company Business activity
Country of  

incorporation
Year of  

incorporation 31 December 2011 31 December 2010

LLC NK Aurora Oil  
(renamed LLC RusPetro, ‘RusPetro’) Crude oil sale

Russian 
Federation 2005 95% 95%

INGA

Exploration and 
production of 

crude oil
Russian 

Federation 1998 95% 95%

Trans-oil

Exploration and 
production of 

crude oil
Russian 

Federation 2001 95% 95%

The Group acquired INGA and Trans-oil in June 2008.
As at 31 December 2011, LLC Sberbank Capital held a non-controlling interest in RusPetro with share of 5% (2010 – 5%)

2. Basis of preparation of the financial statements
The consolidated financial statements of the Group, including those of its subsidiaries (the ‘Group’) have been prepared in 
accordance with International Financial Reporting Standards as adopted by the European Union and the requirements of 
the Cyprus Companies Law, Cap. 113. The consolidated financial statements are prepared under the historical cost 
convention.

The consolidated financial statements are presented in US dollars (US$) and all values are rounded to the nearest 
thousand unless otherwise indicated.
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Going concern
These consolidated financial statements are prepared on a going concern basis, which presumes that the Group will be able 
to realize its assets and discharge its liabilities in the normal course of business in the foreseeable future.

At each of the reporting dates, the Group’s current liabilities exceeded its current assets. The net current liability position 
primarily relates to borrowings of US$46,197 thousand and US$15,440 thousand as at 31 December 2011 and 2010 
respectively and other current liabilities of US$47,457 thousand and US$46,528 thousand as at 31 December 2011 and 2010, 
respectively.

Other current liabilities include amounts due for the acquisition of businesses carried out in 2008. Long-term liabilities 
relate mainly to principal and interest outstanding on a long-term credit facility from AKB Sberbank (‘Sberbank’). The credit 
facility was opened in 2008 and expires in April 2015. The interest rate which originally was set at 14% per annum was 
decreased, with an interest rate of 10.9% per annum applying from October 2010.

On 19 January 2012, the Company had an Initial Public Offering (IPO) on the London Stock Exchange. As a result of this 
transaction 126,128,848 Ordinary Shares were issued. Total proceeds from the Public Offering amounted to 
US$259.2 million (refer to Note 25). Furthermore in January 2012 (refer to Note 25) the Company settled a payable of 
US$47,457 thousand, included in other current liabilities, by way of the issue of shares for US$26,100 thousand. As a result 
of these transactions, the Company’s Board considers that the Group has sufficient financial resources to undertake its 
planned business activities.

Principles of consolidation

Subsidiaries
Subsidiaries are those entities in which the Group has an interest of more than one half of the voting rights, or otherwise 
has power to exercise control over their operations. Subsidiaries are consolidated from the date on which control is 
transferred to the Group and are no longer consolidated from the date that control ceases.

All intercompany transactions, balances and unrealised gains on transactions between Group companies are eliminated; 
unrealised losses are also eliminated unless the transaction provides evidence of an impairment of the asset transferred. 
Where necessary accounting policies for subsidiaries have been changed to ensure consistency with the policies adopted by 
the Group.

The financial statements of the subsidiaries are prepared for the same reporting year as the Group, using consistent 
accounting policies.

3. Summary of significant accounting policies

Business Combinations
The Group uses the acquisition method of accounting to account for business combinations. The consideration transferred 
for the acquisition of a subsidiary is the fair values of the assets transferred, the liabilities incurred and the equity interests 
issued by the Group. The consideration transferred includes the fair value of any asset or liability resulting from a 
contingent consideration arrangement. Acquisition-related costs are expensed as incurred. Identifiable assets acquired and 
liabilities and contingent liabilities assumed in a business combination are measured initially at their fair values at the 
acquisition date. On an acquisition-by-acquisition basis, the Group recognizes any non-controlling interest in the acquiree 
either at fair value or at the non-controlling interest’s proportionate share of the acquiree’s net assets.

The excess of the consideration transferred, the amount of any non-controlling interest in the acquiree and the 
acquisition-date fair value of any previous equity interest in the acquiree over the fair value of the Group’s share of the 
identifiable net assets acquired is recorded as goodwill. If this is less than the fair value of the net assets of the subsidiary 
acquired in the case of a bargain purchase, the difference is recognized directly in profit or loss.

Oil and natural gas exploration, evaluation and development expenditure
Oil and gas exploration and production activities are accounted for in a manner similar to the successful efforts method. 
Costs of successful development and exploratory wells are capitalized.

Pre-license costs
Pre-license costs are expensed in the period in which they are incurred.

Exploration and evaluation costs
During the geological and geophysical exploration phase, costs are charged against income as incurred. Once the legal right 
to explore has been acquired, costs directly associated with an exploration well are capitalized as exploration and evaluation 
intangible assets until the drilling of the well is complete and the results have been evaluated. These costs include employee 
remuneration, materials and fuel used, rig costs and payments made to contractors. If no hydrocarbon reserves are found, 
the exploration asset is tested for impairment, if extractable hydrocarbons are found and, subject to further appraisal 
activity, which may include the drilling of further wells, are likely to be developed, the costs continue to be carried as an 

2. Basis of preparation of the financial statements (continued)
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intangible asset while sufficient/continued progress is made in assessing the recoverability of the hydrocarbons. All such 
carried costs are subject to technical, commercial and management review as well as review for impairment at least once a 
year to confirm the continued intent to develop or otherwise extract value from the discovery. When this is no longer the 
case, the costs are written off. When proved reserves of oil are determined and development is sanctioned, the relevant 
expenditure is transferred to oil and gas properties after impairment is assessed and any resulting impairment loss  
is recognized.

Development costs
Expenditure on the construction, installation or completion of infrastructure facilities such as platforms, pipelines and the 
drilling of development wells, including unsuccessful development or delineation wells, is capitalized within oil and gas 
properties.

Property, plant and equipment, Mineral rights and other intangibles
Oil and gas properties and other property, plant and equipment, including mineral rights are stated at cost, less accumulated 
depletion, depreciation and accumulated impairment losses.

The initial cost of an asset comprises its purchase price or construction cost, any costs directly attributable to bringing 
the asset into operation, the initial estimate of the decommissioning obligation, and for qualifying assets, borrowing costs. 
The purchase price or construction cost is the aggregate amount paid and the fair value of any other consideration given to 
acquire the asset.

Depreciation and Depletion
Oil and gas properties are depreciated on a unit-of-production basis over proved developed reserves of the field concerned, 
except in the case of assets whose useful life is shorter than the lifetime of the field, in which case the straight-line method is 
applied. Mineral rights are depleted on the unit-of-production basis over proved and probable reserves of the relevant area. 
The unit-of-production rate for the amortization of field development costs takes into account expenditures incurred  
to date.

Other property, plant and equipment are generally depreciated on a straight-line basis over their estimated useful lives  
as follows:

years

Buildings and constructions 30-50
Other property, plant and equipment 1-6

Major maintenance and repairs
Expenditure on major maintenance refits or repairs comprises the cost of replacement assets or parts of assets, inspection 
costs and overhaul costs. Where an asset or part of an asset that was separately depreciated and is now written off is replaced 
and it is probable that future economic benefits associated with the item will flow to the Group, the expenditure is 
capitalized. Where part of the asset was not separately considered as a component, the replacement value is used to estimate 
the carrying amount of the replaced assets which is immediately written off. Inspection costs associated with major 
maintenance programs are capitalized and amortized over the period to the next inspection. All other maintenance costs 
are expensed as incurred.

Intangible assets
Intangible assets are stated at the amount initially recognized, less accumulated amortization and accumulated impairment 
losses. Intangible assets include computer software.

Intangible assets acquired separately are measured on initial recognition at cost. The cost of intangible assets acquired in a 
business combination is fair value as at the date of acquisition. Following initial recognition, intangible assets are carried at 
cost less any accumulated amortization and any accumulated impairment losses. Amortization is calculated on a straight line 
basis over their useful lives, except for mineral rights that are depleted on the unit-of-production basis as explained above.

Impairment of non-financial assets
Values of mineral rights, oil and gas properties and other property, plant and equipment are reviewed for impairment when 
indications of such impairment exist. If any indication of impairment exists an estimate of the asset’s recoverable amount is 
calculated. The recoverable amount is determined as the higher of the fair value less costs to sell for the asset and the asset’s 
value in use and is determined for an individual asset, unless the asset does not generate cash inflows that are largely 
independent of those from other assets or groups of assets.

If the carrying amount of the asset exceeds its recoverable amount, the asset is impaired and an impairment loss is 
charged to profit or loss in those expense categories consistent with the function of the impaired asset.

For the purposes of assessing impairment, assets are grouped at the lowest levels for which there are separately 
identifiable cash flows (cash-generating units).

3. Summary of significant accounting policies (continued)
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An assessment is made at each reporting date as to whether there is any indication that previously recognized impairment 
losses may no longer exist or may have decreased. If such indication exists, the Group makes an estimate of the recoverable 
amount. A previously recognized impairment loss is reversed only if there has been a change in the estimates used to 
determine the asset’s recoverable amount since the last impairment loss was recognized. If that is the case the carrying 
amount of the asset is increased to its recoverable amount. That increased amount cannot exceed the carrying amount that 
would have been determined, net of depreciation, had no impairment loss been recognized for the asset in prior years. Such 
reversal is recognized in profit or loss.

Financial instruments
A financial instrument is any contract that gives rise to financial assets or liabilities.

Financial assets within the scope of IAS 39 are classified as either financial assets at fair value through profit or loss, loans 
and receivables, held to maturity investments, or available for sale financial assets, as appropriate. When financial assets are 
recognized initially, they are measured at fair value, plus directly attributable transaction costs for all financial assets not 
carried at fair value through profit or loss.

The Group determines the classification of its financial assets at initial recognition and reviews such 
designation annually.

Financial instruments carried on the consolidated balance sheet include loans and receivables, cash and cash equivalent 
balances and borrowings and accounts payable. The particular recognition and measurement methods adopted are 
disclosed in the individual policy statements associated with each item.

Loans and receivables
Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an 
active market. After initial measurement loans and receivables are subsequently carried at amortized cost using the effective 
interest method less any provision for impairment.

A provision for impairment is recognized when there is an objective evidence that the Group will not be able to collect 
all amounts due according to the original terms of the loans and receivables. The amount of provision is the difference 
between the assets’ carrying value and the present value of the estimated future cash flows, discounted at the original 
effective interest rate. The change in the amount of the loan or receivable is recognized in profit or loss. Interest income is 
recognized in profit or loss by applying the effective interest rate.

Cash and cash equivalents
Cash and cash equivalents in the statement of financial position comprise cash at banks and on hand and short-term 
deposits with an original maturity of three months or less.

For the purpose of the consolidated cash flow statement, cash and cash equivalents consist of cash and cash equivalents 
as defined above, net of outstanding bank overdrafts if any.

Borrowings and accounts payable
The Group’s financial liabilities are represented by accounts payable and borrowings.

Borrowings are initially recognized at fair value of the consideration received less directly attributable transaction costs. 
After initial recognition, borrowings are measured at amortized cost using the effective interest method; any difference 
between the initial fair value of the consideration received (net of transaction costs) and the redemption amount is 
recognized as an adjustment to interest expense over the period of the borrowings.

A financial liability is derecognized when the obligation under the liability is discharged or canceled or expires. Where 
an existing financial liability is replaced by another from the same lender on substantially different terms, or the terms of an 
existing liability are substantially modified, such an exchange or modification is treated as a derecognition of the original 
liability and the recognition of a new liability, and the difference in the respective carrying amounts is recognized in the 
profit or loss.

Impairment of financial assets
The Group assesses at the end of each reporting period whether there is any objective evidence that a financial asset or a 
group of financial assets is impaired. A financial asset or a group of financial assets is deemed to be impaired if, and only if, 
there is an objective evidence of impairment as a result of one or more events that has occurred after the initial recognition 
of the asset (an incurred ‘loss event’) and that loss event has an impact on the estimated future cash flows of the financial 
asset or the group of financial assets that can be reliably estimated. Evidence of impairment may include indications that 
the debtors or a group of debtors is experiencing significant financial difficulty, default or delinquency in interest or 
principal payments, the probability that they will enter bankruptcy or other financial reorganization and where observable 
data indicate that there is a measurable decrease in the estimated future cash flows, such as changes in arrears or economic 
conditions that correlate with defaults.
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Inventories
Inventories are stated at the lower of cost and net realisable value. Cost of inventory is determined on the weighted average 
basis. The cost of finished goods and work in progress comprises raw material, direct labour, other direct costs and related 
production overheads (based on normal operating capacity) but excludes borrowing costs. Net realisable value is the 
estimated selling price in the ordinary course of business, less the estimated cost of completion and selling expenses.

Provisions

General
Provisions are recognized when the Group has a present obligation (legal or constructive) as a result of a past event, it is 
probable that an outflow of resources embodying economic benefits will be required to settle the obligation and a reliable 
estimate can be made of the amount of the obligation. The expense relating to any provision is presented in profit or loss 
net of any reimbursement. If the effect of the time value of money is material, provisions are discounted using rates that 
reflect, where appropriate, the risks specific to the liability. Where discounting is used, the increase in the provision due to 
the passage of time is recognized as finance costs.

Provision for dismantlement
Provision for dismantlement is related primarily to the conservation and abandonment of wells, removal of pipelines and 
other oil and gas facilities together with site restoration activities related to the Group’s license areas. When a constructive 
obligation to incur such costs is identified and their amount can be measured reliably, the net present value of future 
decommissioning and site restoration costs is capitalized within property plant and equipment with a corresponding 
liability. Provisions are estimated based on engineering estimates, license and other statutory requirements and practices 
adopted in the industry and are discounted to net present value using discount rates reflecting adjustments for risks specific 
to the obligation.

Adequacy of such provisions is periodically reviewed. Changes in provisions resulting from the passage of time are 
reflected in profit or loss each year under finance costs. Other changes in provisions, relating to a change in the expected 
pattern of settlement of the obligation, changes in the discount rate or in the estimated amount of the obligation, are treated 
as a change in accounting estimate in the period of the change and are reflected as an adjustment to the provision and a 
corresponding adjustment to property, plant and equipment. If a decrease in the liability exceeds the carrying amount of the 
asset, the excess is recognized immediately in profit or loss.

Taxes

Income tax
The income tax expense comprises current and deferred taxes calculated based on the tax rates that have been enacted or 
substantively enacted at the end of the reporting period. Current and deferred taxes are charged or credited to profit or loss 
except where they are attributable to items which are charged or credited directly to equity, in which case the 
corresponding tax is also taken to equity.

Current tax is the amount expected to be paid to or recovered from the taxation authorities in respect of taxable profits 
or losses for the current and prior periods.

Deferred tax assets and liabilities are calculated in respect of temporary differences using the liability method. Deferred 
taxes provide for all temporary differences arising between the tax bases of assets and liabilities and their carrying values for 
financial reporting purposes, except where the deferred tax arises from the initial recognition of an asset or liability in a 
transaction that is not a business combination and, at the time of the transaction, affects neither the accounting profit nor 
taxable profit or loss.

A deferred tax asset is recognized for all deductible temporary differences and carry forward of unused tax credits and 
unused tax losses only to the extent that it is probable that taxable profit will be available against which the deductible 
temporary differences or carry forward can be utilized.

Unrecognized deferred tax assets are reassessed at the end of each reporting period and are recognized to the extent that 
it has become probable that future taxable profit will allow the deferred tax asset to be recovered.

Deferred tax assets and liabilities are offset when the Group has a legally enforceable right to set off current tax assets 
and liabilities, when deferred tax balances are referred to the same governmental body (i.e. federal, regional or local) and the 
same subject of taxation and when the Group intends to perform an offset of its current tax assets and liabilities.

Value added tax
Value Added Tax (‘VAT’) at a standard rate of 18% is payable on the difference between output VAT on sales of goods and 
services and recoverable input VAT charged by suppliers. Output VAT is charged on the earliest of the dates: either the date of 
the shipment of goods (works, services) or the date of advance payment by the buyer. Input VAT could be recovered when 
purchased goods (works, services) are accounted for and other necessary requirements provided by the tax legislation are met.

VAT related to sales and purchases is recognized in the consolidated balance sheet on a gross basis and disclosed 
separately as a current asset and liability.

3. Summary of significant accounting policies (continued)
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Mineral extraction tax
Mineral extraction tax on hydrocarbons, including natural gas and crude oil, is due on the basis of quantities of natural 
resources extracted. Mineral extraction tax for crude oil is determined based on the volume produced per fixed tax rate 
(RUR419 per ton) adjusted depending on the monthly average market prices of the Urals blend and the RUR/US$ exchange 
rate for the preceding month. The ultimate amount of the mineral extraction tax on crude oil depends also on the depletion 
and geographic location of the oil field. Mineral extraction tax on gas condensate is determined based on a fixed percentage 
from the value of the extracted mineral resources. Mineral extraction tax is accrued as a tax on production and recorded 
within cost of sales.

Equity

Share capital
Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new shares and options are 
shown in equity as a deduction, net of tax, from the proceeds. Any excess of the fair value of consideration received over the 
par value of shares issued is recorded as share premium.

Non-controlling interests
Non-controlling interests (‘NCI’) is the equity in subsidiaries not attributable, directly or indirectly, to the Group. NCI at the 
end of the reporting period represents the non-controlling shareholders’ portion of the carrying value of the identifiable 
assets and liabilities of the subsidiary. NCI are presented within equity, separately from the equity, attributable to the 
Group’s shareholders.

The Group treats transactions with NCI as transactions with equity owners of the Group. For purchases from NCI the 
difference between any consideration paid and the relevant share acquired of the carrying value of net assets of the 
subsidiary is recorded in equity. Gains or losses on disposals to non-controlling interests are also recognized in equity.

When the Group ceases to have control or significant influence, any retained interest in the entity is remeasured to its 
fair value, with the change in carrying amount recognized in profit or loss. The fair value is the initial carrying amount for 
the purposes of subsequently accounting for the retained interest as an associate, joint venture or financial asset. In addition, 
any amounts previously recognized in other comprehensive income in respect of that entity are accounted for as if the 
Group had directly disposed of the related assets or liabilities. This may mean that amounts previously recognized in other 
comprehensive income are reclassified to profit or loss.

If the ownership interest in an associate is reduced but significant influence is retained, only a proportionate share of the 
amounts previously recognized in other comprehensive income are reclassified to profit or loss where appropriate.

Revenue recognition
Revenue is measured at the fair value of the consideration received or receivable for goods provided or services rendered less 
any trade discounts, value-added tax and similar sales-based taxes after eliminating sales within the Group.

Revenue from sale of crude oil is recognized when the significant risks and rewards of ownership have been transferred 
to the customer, the amount of revenue can be measured reliably, it is probable that the economic benefits associated with 
the transaction will flow to the Group and costs incurred or to be incurred in respect of this transaction can be measured 
reliably. If the Group agrees to transport the goods to a specified location, revenue is recognized when goods are passed to 
the customer at the designated location.

Other revenue is recognized in accordance with contract terms.
Interest income is accrued on a regular basis by reference to the outstanding principal amount and the applicable effective 

interest rate, which is the rate that exactly discounts estimated future cash receipts through the expected life of the financial 
asset to that asset’s net carrying amount. Dividend income is recognized where the shareholders’ right to receive a dividend 
payment is established.

Leases
Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor are classified as 
operating leases. Payments made under operating leases (net of any incentives received from the lessor) are charged to the 
income statement on a straight-line basis over the period of the lease.

Borrowing costs
Borrowing costs directly relating to the acquisition, construction or production of a qualifying capital project under 
construction are capitalized and added to the project cost during construction until such time the assets are substantially 
ready for their intended use i.e. when they are capable of production. Where funds are borrowed specifically to finance a 
project, the amount capitalized represents the actual borrowing costs incurred. Where surplus funds are available for a 
short term out of money borrowed specifically to finance a project, the income generated from such short-term investments 
is also capitalized and deducted from the total capitalized borrowing cost. Where the funds used to finance a project form 
part of general borrowings, the amount capitalized is calculated using a weighted average of rates applicable to relevant 
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general borrowings of the Group during the period. All other borrowing costs are recognized in the profit or loss as finance 
costs in the period in which they are incurred.

Employee benefits
Wages, salaries, contributions to the Russian Federation state pension and social insurance funds, paid annual leave and sick 
leave, bonuses are expensed as incurred.

Foreign currency translation
Foreign currency transactions are initially recognized in the functional currency at the exchange rate ruling at the date of 
transaction. Monetary assets and liabilities denominated in foreign currencies are translated at the functional currency rate 
of exchange in effect at the end of the reporting period.

The US dollar (‘US$’) is the presentation currency of the Group and the functional currency of the Group. The functional 
currency of subsidiaries operating in the Russian Federation is the Russian rouble (RUR). The assets and liabilities of the 
subsidiaries are translated into the presentation currency of the Group at the rate of exchange ruling at the end of each of 
the reporting periods. Income and expenses for each income statement are translated at average exchange rates (unless this 
average is not a reasonable approximation of the cumulative effect of the rates prevailing on the transaction dates, in which 
case income and expenses are translated at the rate on the dates of the transactions). All the resulting exchange differences 
are recorded in other comprehensive income.

The rouble is not fully convertible outside the Russian Federation. In the Russian Federation, official exchange rates are 
set daily by the Central Bank of Russia (‘CBR’). The US$ to RUR exchange rates were 32.20 and 30.48 as at 31 December 2011 
and 2010, respectively and average rates for each of 2011 and 2010 were 29.39 and 30.31 respectively. The rise in the US$ to 
RUR exchange rate in 2011 has resulted in a loss of US$25,535 thousand in the statement of comprehensive income and an 
adjustment of US$8,473 thousand in Other comprehensive income (refer to Notes 12, 13 and 14).

4. Significant accounting judgments, estimates and assumptions
In the application of the Group’s accounting policies management is required to make judgments, estimates and 
assumptions about the carrying amounts of assets and liabilities that are not readily apparent from other sources.

The estimates and associated assumptions are based on historical experience and other factors that are considered to be 
relevant. Actual results may differ from these estimates. The estimates and underlying assumptions are reviewed on an 
on-going basis. Revisions to accounting estimates are recognized in the period in which the estimate is revised if the 
revision affects only that period or in the period of the revision and future periods if the revision affects both current and 
future periods.

The most significant areas of accounting requiring the use of the Group’s management estimates and assumptions relate 
to oil and gas reserves; useful economic lives and residual values of property, plant and equipment; impairment of tangible 
assets; provisions for dismantlement; taxation and allowances.

Useful economic lives of property, plant and equipment and mineral rights

Oil and gas properties and mineral rights
The Group’s oil and gas properties are depleted over the respective life of the oil and gas fields using the unit-of-production 
method based on proved developed oil and gas reserves (Note 12). Mineral rights are depleted over the respective life of the 
oil and gas fields using the unit-of-production method based on proved and probable oil and gas reserves (Note 13).

Reserves are determined using estimates of oil in place, recovery factors and future oil prices.
When determining the life of the oil and gas field, assumptions that were valid at the time of estimation may change 

when new information becomes available. The factors that could affect the estimation of the life of an oil and gas field 
include the following:

 —Changes of proved and probable oil and gas reserves;

 —Differences between actual commodity prices and commodity price assumptions used in the estimation of oil and gas 
reserves;

 —Unforeseen operational issues; and

 —Changes in capital, operating, processing and reclamation costs, discount rates and foreign exchange rates possibly 
adversely affecting the economic viability of oil and gas reserves.

Any of these changes could affect prospective depletion of mineral rights and oil and gas assets and their carrying value.

Other non-production assets
Property, plant and equipment other than oil and gas properties are depreciated on a straight-line basis over their useful 
economic lives (Note 12). Management at the end of each reporting period reviews the appropriateness of the assets useful 
economic lives and residual values. The review is based on the current condition of the assets, the estimated period during 
which they will continue to bring economic benefit to the Group and their estimated residual value.

3. Summary of significant accounting policies (continued)
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Impairment of assets
The recoverable amounts of cash-generating units and individual assets have been determined based on the higher of 
value-in-use calculations and fair values less costs to sell. These calculations require the use of estimates and assumptions. 
It is reasonably possible that the oil price assumption may change which may then impact the estimated life of the field and 
may then require a material adjustment to the carrying value of long-term assets.

The Group monitors internal and external indicators of impairment relating to its tangible and intangible assets. 
The incurred operating losses are treated by management as normal for the current stage of field development. 
Management also considers that there were no indicators of possible impairment identified during the reporting periods 
covered by these financial statements.

Estimation of oil and gas reserves
Unit-of-production depreciation, depletion and amortization charges are principally measured based on Group’s estimates 
of proved developed and proved and probable oil and gas reserves. Estimates of proved and probable reserves are also used 
in determination of impairment charges and reversals. Proved and probable reserves are estimated by an independent 
international Oil and Gas Engineering Firm, by reference to available geological and engineering data, and only include 
volumes for which access to market is assured with reasonable certainty.

Information about the carrying amounts of oil and gas properties and the depreciation, depletion and amortization 
charged is provided in Notes 12 and 13.

Estimates of oil and gas reserves are inherently imprecise, require the application of judgments and are subject to regular 
revision, either upward or downward, based on new information such as from the drilling of additional wells, observation 
of long-term reservoir performance under producing conditions and changes in economic factors, including product prices, 
contract terms or development plans. Changes to Group’s estimates of proved and probable reserves affect prospectively the 
amounts of depreciation, depletion and amortization charged and, consequently, the carrying amounts of mineral rights 
and oil and gas properties.

Were the estimated proved reserves to differ by 10% from management’s estimates, the impact on depletion would be 
as follows:

Effect on loss before tax for the  
year ended 31 December

Increase/decrease in reserves estimation 2011 2010

+ 10% (2,132) (1,425)
- 10% 2,606 672

Provision for dismantlement
The Group has a constructive obligation to recognize a provision for dismantlement for its oil and gas assets (Note 19). 
The fair values of these obligations are recorded as liabilities on a discounted basis, which is typically at the time when 
assets are installed. The Group performs analysis and makes estimates in order to determine the probability, timing and 
amount involved with probable required outflow of resources. Estimating the amounts and timing of such dismantlement 
costs requires significant judgment. The judgment is based on cost and engineering studies using currently available 
technology and is based on current environmental regulations. Provision for dismantlement is subject to change because of 
change in laws and regulations, and their interpretation.

Estimated dismantlement costs, for which the outflow of resources is determined to be probable, are recognized as a 
provision in the Group’s financial statements.

Taxation
The Group is subject to income and other taxes. Significant judgment is required in determining the provision for income 
tax and other taxes due to complexity of the tax legislation of the Russian Federation. Deferred tax assets are recognized to 
the extent that it is probable that it will generate enough taxable profits to utilize deferred income tax recognized. 
Significant management judgment is required to determine the amount of deferred tax assets recognized, based upon the 
likely timing and the level of future taxable profits. Management prepares cash flow forecasts to support recoverability of 
deferred tax assets. Cash flow models are based on a number of assumptions relating to oil prices, operating expenses, 
production volumes, etc. These assumptions are consistent with those, used by independent reserve engineers. 
Management also takes into account uncertainties related to future activities of the Group and going concern 
considerations. When significant uncertainties exist deferred tax assets arising from losses are not recognized even if 
recoverability of these is supported by cash flow forecasts.

Segment reporting
Management views the Group as one operating segment and uses reports for the entire Group to make strategic decisions. 
97% and 89% of total revenues from external customers in 2011 and 2010 respectively were derived from sales of crude oil. 
These sales are made to domestic and international oil traders. Although there are a limited number of these traders the 

4. Significant accounting judgments, estimates and assumptions (continued)
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Group is not dependent on any one of them as crude oil is widely traded and there are a number of other traders interested 
in this product. The Group’s operations are entirely located in Russia.

The Group’s Board of directors evaluates performance of the entity on the basis of different measures, including total 
expenses, capital expenditures, operating expenses per barrel and others.

5. Adoption of the new and revised standards
At the date of approval of these consolidated financial statements the following accounting standards, amendments and 
interpretations have been issued by the International Accounting Standards Board and IFRS Interpretations Committee in the 
year ended 31 December 2011, but are not yet effective and therefore have not been applied:

(i) Not endorsed by the European Union

New standards and interpretations
 —IFRS 9 – Financial Instruments (effective for annual periods beginning on or after 1 January 2015).

 —IFRS 10 – Consolidated financial statements. The standard was published in May 2011 and is mandatory for the first 
time for annual periods beginning on or after 1 January 2013.

 —IFRS 11 – Joint arrangements. The standard was published in May 2011 and is mandatory for the first time for annual 
periods beginning on or after 1 January 2013.

 —IFRS 12 – Disclosure of interests in other entities. The standard was published in May 2011 and is mandatory for the first 
time for annual periods beginning on or after 1 January 2013.

 —IFRS 13 – Fair value measurement. The standard was published in May 2011 and is mandatory for the first time for 
annual periods beginning on or after 1 January 2013.

Amendments
 —IAS 12 – Income Taxes (effective for annual periods beginning on or after 1 January 2012) – Recovery of Underlying 
Assets.

 —IAS 1 – Presentation of financial statements. Amendments to revise the way other comprehensive income is presented: 
The amendment which was published in June 2011 is mandatory for the first time for annual periods beginning on or 
after 1 July 2012.

 —IAS 19 – Employee benefits. Amended standard resulting from the post-employment benefits and termination benefits 
projects: The amendment which was published in June 2011 is mandatory for the first time for annual periods 
beginning on or after 1 January 2013.

 —IAS 27 – Separate financial statements. The consolidation principles enclosed in IAS 27 has been amended for the 
issuance of IFRS 10. The amendment is mandatory for the first time for annual periods beginning on or after 1 January 
2013.

 —IAS 28 – Investments in associates. The amendment is mandatory for the first time for annual periods beginning on or 
after 1 January 2013.

 —IFRS 7 (effective for annual periods beginning on or after 1 January 2013) – Disclosures. Offsetting Financial Assets and 
Financial Liabilities.

 —IAS 32 (effective for annual periods beginning on or after 1 January 2014) – Offsetting Financial Assets and Financial 
Liabilities.

(ii) Endorsed by the European Union

Amendments
 —IFRS 7 (effective for annual periods beginning on or after 1 July 2011) – Disclosures. Transfers of Financial Assets.

 —Improvements to IFRSs (Issued by IASB in May 2010).

Management expects that the adoption of these accounting standards in future periods will not have a material effect on 
the financial statements of the Group.

6. Segment reporting
As discussed in Note 4 on significant judgments management views operations of the entity as one operating segment. Should 
the Group diversify its operations the financial reporting will be adjusted to reflect the changes in reporting segments.

4. Significant accounting judgments, estimates and assumptions (continued)
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7. Revenue
Year ended 31 December

2011 2010

Revenue from crude oil sales 37,595 11,115
Other revenue 1,123 1,417

Total Revenue 38,718 12,532

8. Cost of sales
Year ended 31 December

2011 2010

Depletion, depreciation and amortization 23,727 8,751
Mineral extraction tax 18,909 5,221
Oil transportation services 2,854 1,515
Production services 2,534 4,014
Repairs and maintenance 1,716 1,563
Payroll 1,855 764
Other 760 392

Total Cost of sales 52,355 22,220

Production services include mainly pump rent and electricity expenses.

9. Selling and Administrative expenses
Year ended 31 December

2011 2010

Selling expenses
Transportation costs 1,949 –

Total Selling expenses 1,949 –
Administrative expenses
Payroll 6,684 3,052
Professional services 2,787 648
Depreciation and amortization 797 808
Taxes, other than income tax 1,172 375
Bank charges 101 96
Other 1,492 910

Total Selling and Administrative expenses 14,982 5,889

Audit fees
During the reporting years the Group obtained the following services from its auditors:

Year ended 31 December

2011 2010

Audit of financial statements 355 250

Payroll
The employee numbers and costs incurred in the reporting years were as follows:

Year ended 31 December

2011 2010

Wages and salaries 7,569 3,354
Social security costs 970 462

Total 8,539 3,816
Average number of employees (including directors) 129 107



62 RusPetro Annual Report and Accounts 2011

FINANCIAL STATEMENTS

Directors’ remuneration
Year ended 31 December

2011 2010

Donald Wolcott 462 180

Total directors’ remuneration 462 180

Directors’ interests
31 December

Number of ordinary shares in the Group 2011 2010

Donald Wolcott 762 762
Vladimir Marchenko 817 817

Total number of ordinary shares in the Group held by directors 1,579 1,579

10. Finance costs
Year ended 31 December

2011 2010

Interest expense on borrowings 30,304 28,953
Interest on other current liabilities 2,328 2,388
Discounting of provision for dismantlement 494 310
Other finance charges – 1,000

Total Finance costs 33,126 32,651

For the years ended 31 December 2011 and 2010 borrowing costs amounting to US$3,753 thousand and US$1,774 thousand, 
respectively, were capitalized in property, plant and equipment and are not included above. Capitalized borrowing costs 
related to the loans obtained for development of oil and gas assets. The capitalization rates used to determine the amount of 
borrowing costs eligible for capitalization for the years ended 31 December 2011 and 2010 were 10% and 7%, respectively.

11. Income tax
The major components of income tax benefit for the years ended 31 December 2011 and 2010 are:

Year ended 31 December

2011 2010

Current Income tax expense – (4)
Deferred tax benefit 3,602 1,726

Total Income tax benefit 3,602 1,722

Loss before taxation for financial reporting purposes is reconciled to the tax calculation for the year as follows:
Year ended 31 December

2011 2010

Loss before income tax (88,665) (51,440)
Income tax benefit at applicable tax rate 17,733 10,288
Tax losses for which no deferred income tax asset was recognized (18,523) (5,747)
Tax losses utilized 5,725 –
Tax effect of non-deductible expenses (1,333) (2,819)

Income tax benefit 3,602 1,722

Differences between IFRS and statutory taxation regulations in Russia give rise to temporary differences between the 
carrying amount of assets and liabilities for financial reporting purposes and their tax bases. The tax effect of the 
movements in these temporary differences is detailed below and is recorded at the rate of 20% for Group companies 
incorporated in the Russian Federation.

9. Selling and Administrative expenses (continued)
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The movements in deferred tax assets and liabilities relates to the following:

1 January 2011
Recognized in the 
Income statement

Exchange 
differences 31 December 2011

 Liabilities
 Property, plant and equipment (9,459) 2,565 467 (6,427)
 Mineral rights and intangible assets (85,053) 101 4,652 (80,300)
 Accounts payable 580 596 (494) 682
 Accounts receivable (51) 340 30 319

 Deferred income tax liabilities (93,983) 3,602 4,655 (85,726)

1 January 2010
Recognized in the 
Income statement

Exchange 
differences 31 December 2010

 Liabilities
 Property, plant and equipment (11,009) 1,478 72 (9,459)
 Mineral rights and intangible assets (85,562) 52 457 (85,053)
 Accounts payable 375 205 – 580
 Accounts receivable (38) (9) (4) (51)

 Deferred income tax liabilities (96,234) 1,726 525 (93,983)

The Group did not recognize deferred income tax assets of US$38,935 thousand and US$29,715 thousand, in respect of 
losses of US$194,675 thousand and US$148,575 thousand as of 31 December 2011 and 2010, respectively, that can be carried 
forward against future taxable income. Losses amounting to US$76,565 thousand, US$43,020 thousand, US$28,990 
thousand and US$46,100 thousand expire in 2018, 2019, 2020, 2021 respectively.

12. Property, plant and equipment

Oil & gas  
properties

Other property, 
plant and 

equipment
Construction in 

progress

Total property, 
plant and 

equipment

Cost as at 1 January 2011 78,502 2,877 31,800 113,179
Additions – – 40,751 40,751
Transfers to fixed assets 33,091 191 (33,282) –
Change in provision for dismantlement 1,727 – – 1,727
Disposals – (42) (281) (323)
Effect of translation to presentation currency (6,996) (394) (556) (7,946)

Cost as at 31 December 2011 106,324 2,632 38,432 147,388
Accumulated depletion and impairment as at 1 January 2011 (14,835) (727) – (15,562)
Charge for the year (23,454) (551) – (24,005)
Disposals – 24 – 24
Effect of translation to presentation currency 3,332 136 – 3,468

Accumulated depletion and impairment as at 31 December 2011 (34,957) (1,118) – (36,075)
Net book value as at 31 December 2011 71,367 1,514 38,432 111,313

11. Income tax (continued)
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Oil & gas  
properties

Other property, 
plant and 

equipment
Construction in 

progress

Total property, 
plant and 

equipment

Cost as at 1 January 2010 75,203 2,797 6,584 84,584
Additions – 77 28,251 28,328
Transfers to fixed assets 2,453 128 (2,581) –
Change in provision for dismantlement 1,442 – – 1,442
Disposals – (103) (18) (121)
Effect of translation to presentation currency (596) (22) (436) (1,054)

Cost as at 31 December 2010 78,502 2,877 31,800 113,179
Accumulated depletion and impairment as at 1 January 2010 (6,420) (478) – (6,898)
Charge for the year (8,896) (409) – (9,305)
Disposals – 55 – 55
Effect of translation to presentation currency 481 105 – 586

Accumulated depletion and impairment as at 31 December 2010 (14,835) (727) – (15,562)
Net book value as at 31 December 2010 63,667 2,150 31,800 97,617

The 2011 investment in Construction in progress includes additions to production facilities, including wells as well as 
additions to infrastructure. As at 31 December 2011 Construction in progress balance mainly represents exploration wells 
and oil production infrastructure not finalized (e.g. roads, electricity grids, etc.).

None of the Group’s property, plant and equipment was pledged as at the reporting dates.

13. Mineral rights and other intangibles

Mineral rights
Other intangible 

assets Total

Cost as at 1 January 2011 425,032 47 425,079
Additions – 9 9
Effect of translation to presentation currency (22,681) (3) (22,684)

Cost as at 31 December 2011 402,351 53 402,404
Accumulated depletion and impairment as at 1 January 2011 (423) (22) (445)
Charge for the year (502) (17) (519)
Effect of translation to presentation currency 70 3 73

Accumulated depletion and impairment as at 31 December 2011 (855) (36) (891)
Net book value as at 1 January 2011 424,609 25 424,634

Net book value as at 31 December 2011 401,469 17 401,513

Mineral rights
Other intangible 

assets Total

Cost as at 1 January 2010 428,302 21 428,323
Additions – 26 26
Effect of translation to presentation currency (3,270) – (3,270)

Cost as at 31 December 2010 425,032 47 425,079
Accumulated depletion and impairment as at 1 January 2010 (204) (4) (208)
Charge for the year (292) (17) (309)
Effect of translation to presentation currency 73 (1) 72

Accumulated depletion and impairment as at 31 December 2010 (423) (22) (445)
Net book value as at 1 January 2010 428,098 17 428,115

Net book value as at 31 December 2010 424,609 25 424,634

Intangible assets of the Group are not pledged as security for liabilities and their titles are not restricted.

12. Property, plant and equipment (continued)
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14. Inventories
31 December

2011 2010

Crude oil 588 203
Spare parts, consumables and other 2,022 1,935

Total Inventories 2,610 2,138

The Group did not have any obsolete or slow-moving stock as at the reporting dates.

15. Trade and other receivables
31 December

2011 2010

Trade receivables 1,702 207
Other receivables and prepayments 1,181 3,047
VAT recoverable 2,927 3,897

Total trade and other receivables 5,810 7,151

Trade receivables are denominated in RUR and are not past-due or impaired. Other receivables and prepayments are mostly 
RUR-denominated and relate to counterparties with no history of delays in settlements.

VAT recoverable is used to offset against payments of mineral extraction tax or recovered in cash. As at 31 December 
2011 and 2010, the Group did not have any past due or impaired receivables. In determining the recoverability of trade and 
other receivables the Group considers any change in the credit quality of the receivable from the date credit was initially 
granted up to the reporting date.

16. Cash and cash equivalents
31 December

2011 2010

Cash in bank denominated in RUR 1,030 702
Cash in bank denominated in US$ 264 18,163

Total Cash and cash equivalents 1,294 18,865

Cash balances generally bear no interest. The Group holds its cash with Sberbank (Moody’s rating Baa1/D+/P2 (stable) at  
31 December 2011) and Bank of Cyprus (Moody’s rating B1/E+/NP (negative) at 31 December 2011). As at 31 December 2011 
US$264,000 was held with Sberbank.

17. Shareholders’ equity and non-controlling interest

Share capital
31 December

2011 2010

Ordinary share capital 7 6

The authorised share capital of the Group comprised 10,000 ordinary shares of a nominal value of US$1 as at 
31 December 2011 and as at 31 December 2010.

The issued share capital of the Group comprised fully paid ordinary shares of a nominal value of US$1 each of 
6,563 shares as at 31 December 2011 and 6,333 ordinary shares as at 31 December 2010.

In 2010, the Group issued an additional 1,333 shares with a nominal value of US$1 per share, raising proceeds of 
US$39,989 thousand, with US$27,000 thousand paid in cash and US$12,989 thousand contributed in settlement of loan 
interest and a portion of the principal of a loan provided by one of the Group’s existing shareholders. The difference 
between the nominal value of the issued shares and consideration received was recognized as share premium in the 
Consolidated Statement of Changes in Equity.

In 2011, shareholders of the Group subscribed a further US$10 million in equity capital, through the issue of additional 
230 ordinary shares, representing 3.6% shares of the Group’s enlarged issued share capital.
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Non-controlling interest
At each of the reporting dates the RAS standalone financial statements of RusPetro showed a net liability. Although under 
Russian legislation, shareholders of a limited liability company (‘OOO’) can request an LLC at any time to repay them their 
share of the fair value of its net assets as reported under Russian Accounting Standards (‘RAS’), management believes that 
this is not probable. Accordingly, management has presented LLC Sberbank Capital’s shareholding in RusPetro as a 
non-controlling interest.

During 2010, RusPetro increased its share capital through additional contributions from its shareholders, resulting in an 
increase in LLC Sberbank Capital’s non-controlling interest of US$2,117 thousand.

18. Borrowings
31 December

2011 2010

Current
Sberbank 45,000 14,579
Short-term loans from shareholders of the Group 1,197 861

Total current borrowings 46,197 15,440

31 December

2011 2010

Non-current
Sberbank 287,116 290,481
Long-term loans from shareholders of the Group 73,134 66,272

Total long-term borrowings 360,250 356,753

Sberbank credit facility
The Group has a non-revolving USD denominated credit facility from Sberbank with the following terms at the date of 
obtaining the credit facility: a limit of US$250,000 thousand originally expiring in 2013 with an annual interest rate 
originally of 14%.

In 2010, the annual interest rate on the facility was reduced to 9%, increasing to 10.9% from 1 October.
The Group has pledged all its shares in INGA and Trans-oil and Trans-oil’s promissory notes as part of the terms of the 

credit facility.
On 25 November 2011, the terms of Sberbank’s credit facility were amended whereby, inter alia, repayment of a portion 

of accrued interest and its principal were deferred until April 2015, and payment of part of accrued interest deferred until 
25 May 2012. Pursuant to these amendments, RusPetro agreed to pay Sberbank 20% of the proceeds of its planned Public 
Offering on the London Stock Exchange, not to exceed US$45 million, in respect of the accrued interest payable and portion 
of principal repayable by not later than 25 May 2012 (refer to Note 25 for detailed information about repayments of 
Sberbank’s credit facility after 31 December 2011). These amendments did not substantially alter the terms of the original 
credit facility, and were therefore were not treated as extinguishment of an existing liability and recognition of a new 
liability. The present value difference arising from the renegotiation was recognized over the remaining life of the 
instrument by adjusting the effective interest rate.

On 25 November 2011, and in connection with the amendment of Sberbank’s credit facility, the Group, Company and 
LLC Sberbank Capital entered into a purchase agreement whereby, LLC Sberbank Capital agreed to transfer its 5% 
participating interest in RusPetro to the Company in consideration for the issue of 10,362,632 Ordinary Shares in the 
Company, representing approximately 5% of the issued share capital of the Company, before the issue of new ordinary 
shares pursuant to its Public Offering.

According to the amended agreement, payment of a portion of the accrued interest is payable out of the proceeds of the 
Public Offering with the remainder to be paid in April 2015, on the maturity date of the credit facility.

The Group recognized a net foreign exchange loss amounting to US$20,439 thousand and US$2,172 thousand during 
the years ended 31 December 2011 and 2010 respectively on the Sberbank credit facility and the related outstanding 
accrued interest which is denominated in USD.

Loans from shareholders of the Group
The Group has a number of US dollar denominated loans obtained from the shareholders of the Group. All of these loans 
are unsecured and the effective interest rate on most of these loans is LIBOR+10% per annum. Certain loans have matured 
by 31 December 2011 and are presented as current liabilities as at that date.

17. Shareholders’ equity and non-controlling interest (continued)
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19. Provision for dismantlement
The provision for dismantlement and site restoration costs represents the net present value of the estimated future 
obligations for abandonment and site restoration costs which are expected to be incurred at the end of the production lives 
of the oil and gas fields which is estimated to be 24 years from 2011.

2011 2010

As at 1 January 4,155 2,571
Additions for new obligations and changes in estimates 1,727 1,442
Unwinding of discount 494 310
Effect of translation to presentation currency (415) (168)

As at 31 December 5,961 4,155

This provision has been created based on the Group’s internal estimates. Assumptions, based on the current economic 
environment, have been made which management believe are a reasonable basis upon which to estimate future 
dismantlement liability. These estimates are reviewed regularly to take into account any material changes to the 
assumptions. However, actual dismantlement costs will ultimately depend upon future market prices for the necessary 
dismantlement works required which will reflect market conditions at the relevant time. Furthermore, the timing is likely 
to depend on when the fields cease to produce at economically viable rates. This in turn will depend upon future oil and gas 
prices and future operating costs which are inherently uncertain.

20. Trade and other payables
31 December

2011 2010

Trade payables 11,649 5,558
Other non-financial liabilities 1,847 170

Total Trade and other payables 13,496 5,728

Trade and other payables are denominated primarily in Russian Roubles.

21. Capital commitments and other contingencies

Capital commitments
The Group did not have any non-cancellable capital commitments at 31 December 2010 or 2011.

License commitments
The Group’s exploration and production licenses require certain operational commitments. These include minimum 
performance criteria certain of which have not been fully met during 2011. The Directors note that breach of license 
performance conditions has not given rise to any material fines or penalties. Furthermore, management is undertaking 
particular actions to meet required license performance criteria. The Directors also note that the Group’s production 
program has been inspected by the Russian licensing subsequent to 31 December 2010 and that no material fines or 
penalties have resulted.

Liquidity of subsidiary undertakings
In accordance with the legal framework in the Russian Federation, creditors and tax authorities may initiate bankruptcy 
procedure against an entity with negative net assets. RusPetro, INGA and Trans-oil reported net liabilities under Russian 
GAAP at 31 December 2011 and 2010. However, no such bankruptcy procedures have been initiated either by the creditors 
or the tax authorities against them. The Directors consider their net liability position to be normal given that the companies 
are still at a development stage.

Operating lease commitments – Group as Lessee
The Group has entered into leases for land plots, woodlots and motor vehicles. The land in the Russian Federation on which 
the Group’s production facilities are located is owned by the State. The Group leases land through operating lease 
agreements, which expire in various years through 2033. These leases have renewal terms at the option of the lessee at lease 
payments based on market prices at the time of renewal. There are no restrictions placed upon the lessee by entering into 
these leases.
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Future minimum lease payments under non-cancelable operating leases as at 31 December 2011 and 2010 were as follows:
31 December

2011 2010

Within one year 245 123
After one year but not more than five years 231 597
More than five years 35 1,930

Total capital commitments and other contingencies 511 2,650

Operating risks and contingencies

Pledge of shares and promissory notes
On the opening of its credit facility with Sberbank the Group provided to it as collateral its shares in INGA and Trans-oil as 
well as promissory notes of Trans-oil.

Taxation contingencies
Russian tax, currency and customs legislation is subject to varying interpretations, and changes, which can occur frequently. 
Management’s interpretation of such legislation as applied to the transactions and activity of the Group may be challenged 
by the relevant regional and federal authorities in the Russian Federation.

Recent events within the Russian Federation indicate that the Russian tax authorities may be taking a more assertive 
position in their interpretation of the prevailing legislation and assessments, and it is possible that transactions and 
activities which have not been challenged in the past may be challenged in the future. The Supreme Arbitration Court of 
the Russian Federation has issued guidance to lower courts on reviewing tax cases providing a systemic roadmap for 
anti-avoidance claims, and it is possible that this will significantly increase the level and frequency of tax authorities’ 
scrutiny. As a result, significant additional taxes, penalties and interest may be assessed. Fiscal periods remain open to 
review by the authorities in respect of taxes for three calendar years preceding the year of review. Under certain 
circumstances reviews may cover longer periods.

The Russian transfer pricing rules, which were introduced from 1 January 1999, provide the possibility for the Russian 
tax authorities to make transfer pricing adjustments and impose additional tax liabilities in respect of all controllable 
transactions, provided that the tax authorities prove that the transaction price established by the parties differs from market 
price by more than 20%.

Controllable transactions include transactions with interdependent parties, as determined under the Russian Tax Code, 
and all cross-border transactions (irrespective whether performed between related or unrelated parties), transactions where 
the price applied by a taxpayer differs by more than 20% from the price applied in similar transactions by the same 
taxpayer within a short period of time, and barter transactions. There is no formal guidance as to how these rules should be 
applied in practice.

Tax liabilities arising from intercompany transactions are determined using actual transaction prices. It is possible with 
the evolution of the interpretation of the transfer pricing rules in the Russian Federation and the changes in the approach of 
the Russian tax authorities, that such transfer prices could potentially be challenged in the future. Given the brief nature of 
the current Russian transfer pricing rules, the impact of any such challenge cannot be reliably estimated; however, it may be 
significant to the financial condition and/or the overall operations of the Group. In addition, tax authority and court 
practice continues to evolve regarding the tax assessment of entity financing. The tax authorities may raise claims as to 
certain aspects of entity financing including ‘thin capitalisation’ where there is foreign shareholding. Such claims may 
assess taxes on interest payments which are principally made to Sberbank, a state-owned bank in Russia, and deny such 
interest expense as an income tax deduction.

The Group includes companies incorporated outside of Russia. Tax liabilities of the Group are determined on the 
assumptions that these companies are not subject to Russian profits tax because they do not have a permanent 
establishment in Russia. Russian tax laws do not provide detailed rules on taxation of foreign companies. It is possible that 
with the evolution of the interpretation of these rules and the changes in the approach of the Russian tax authorities, the 
non-taxable status of some or all of the foreign companies of the Group in Russia may be challenged. The impact of any 
such challenge cannot be reliably estimated; however, it may be significant to the financial condition and/or the overall 
operations of the entity.

Management believes that its interpretation of the relevant legislation is appropriate and the Group’s tax, currency 
and customs positions will be sustained. Where management believes it is probable that a position cannot be sustained, 
an appropriate amount is accrued for in these IFRS consolidated financial statements.

21. Capital commitments and other contingencies (continued)
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22. Related party disclosures
Compensation of key management personnel of the Group
Key management includes Directors of the Group. The compensation paid or payable to key management for employee 
services is shown below:

Year ended 31 December

2011 2010

Employee remuneration 772 402

RusPetro currently rents its office space at Nauchniy Proezd in Moscow from a company, in which one of its directors has an 
interest, for an annual rent and service charge of RUB18,344 thousand/US$624 thousand (excluding VAT) pursuant to a 
lease dated 1 January 2010. The lease may be terminated on not less than ten days’ notice by either party.

All related party transactions are on an arms’ length basis and no financial period end balances have arisen as result of 
these transactions.

Loans from related parties
The Group has a number of loans from shareholders of the Group. The information about the loans and interest expenses 
are presented below.

2011 2010

At 1 January 67,133 60,943
Loans received during the year – 15,000
Loans converted into ordinary shares during the year (Note 18) – (12,990)
Loans repaid – (2,010)
Interest accrued 7,198 6,190

At 31 December 74,331 67,133

The fair values and effective interest rates of loans received are disclosed in Note 18. Also, as described in Note 18 the Group 
has issued additional shares to certain shareholders during the year.

Other current liabilities
On 13 December 2011, Itera Group Limited agreed to sell its interest in a receivable from RusPetro relating to deferred 
consideration arising from the acquisition of INGA and Trans-oil (‘Itera debt’) to Makayla Investments Limited (‘Makayla’),  
a related party and shareholder of the Group. As at 31 December 2011, the liability amounted to US$47.5 million, including 
accrued interest.

Under agreement between RusPetro and Makayla RusPetro could acquire the debt by no later than 25 January 2012 for a 
price of US$26.1 million (RUB821.1 million), or failing which by no later than 25 May 2012 for a price of US$35.6 million 
(RUB1,119.7 million). If RusPetro does not acquire the Itera Debt from Makayla on or before 25 May 2012, the price to 
acquire the debt would be US$47.5 million (RUB1,492.9 million), becoming immediately due and payable, with default 
interest accruing at an interest rate of 6 month LIBOR plus 5% from 26 May 2012.

23. Financial risk management objectives and policies
The Group’s principal financial liabilities comprise accounts payable, bank and other loans. The main purpose of these 
financial instruments is to manage short-term cash flow and raise finance for the Group’s capital expenditure program. 
The Group has various financial assets such as accounts receivable and cash, which arise directly from its operations.

It is, and has been throughout the year ended 31 December 2011 and 2010, the Group’s policy that no speculative trading 
in derivatives shall be undertaken.

The main risks that could adversely affect the Group’s financial assets, liabilities or future cash flows are commodity 
price risk, interest rate risk, foreign currency risk, liquidity risk and credit risk. Management reviews and agrees policies for 
managing each of these risks which are summarized below.

The following discussion also includes a sensitivity analysis that is intended to illustrate the sensitivity to changes in 
market variables on the Group’s financial instruments and show the impact on profit or loss and shareholders’ equity, where 
applicable. Financial instruments affected by market risk include bank loans and overdrafts, accounts receivable, accounts 
payable and accrued liabilities.

The sensitivity has been prepared for periods ended 31 December 2011 and 2010 using the amounts of debt and other 
financial assets and liabilities held as at those statement of financing position dates.

Capital risk management
The Group considers capital to include debt and equity. Total  debt comprises long-term and short-term loans and 
borrowings, as shown in the consolidated statement of financial position. Equity of the Group comprises share capital, share 
premium, other reserves, retained earnings and non-controlling interests. Equity of the Group was equal to US$(40,737) 
thousand and US$27,028 thousand as of 31 December 2011 and 2010, respectively.
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Total Debt of the Group was equal to US$406,447 thousand and US$372,193 thousand as of 31 December 2011 and  
2010, respectively.

The Group’s objectives when managing capital are to safeguard the Group’s ability to continue as a going concern in 
order to provide adequate levels of financing for its current development and production activities. In order to maintain or 
adjust the capital structure, the Group may adjust the amount of dividends paid to shareholders, issue new shares, attract 
new or repay existing loans and borrowings.

The Group manages its capital structure and makes adjustments to it, based on the funds available to the Group, in order 
to support its construction and production activities. The Group is at the development stage; as such it is dependent on 
external financing to fund its activities. In order to carry out its planned construction and production activities and pay for 
administrative costs, the Group will spend its existing capital and raise additional amounts as needed.

There were no changes in the Group’s approach to capital management during the year. As at 31 December 2011 and 
2010, the Group was not subject to any externally imposed capital requirements.

Commodity price risk
The Group sells crude oil under spot contracts on a monthly basis. Sales are centrally managed and during the reporting 
periods were made principally to domestic customers. The basis for determining the export price is the average monthly 
price of Brent. Changes in commodity prices can affect the Group’s financial performance, either positively or negatively and 
make the Group’s revenues subject to volatility in line with fluctuations in crude oil reference prices. Currently the Group 
does not use commodity derivative instruments to mitigate the risk of crude oil price volatility.

The table below provides the sensitivity of the Group’s revenues to a 10% change in price of crude oil.

Commodity price risk
Year ended 31 December

2011 2010

Favorable +10% 3,760 1,112
Unfavorable -10% (3,760) (1,112)

For the purposes of this analysis, the effect of a variation in crude oil prices on Group’s profit is calculated independently of 
any change in another assumption. In reality, changes in one factor may contribute to changes in another, which may 
magnify or counteract the sensitivities.

Interest rate risk
The Group is exposed to interest rate risk, however the possible impact of changes in interest rates are not significant since 
Group’s major borrowings are made at fixed rate. There is no specific policy in place to hedge against possible adverse 
changes in interest rates.

The following table demonstrates the sensitivity to a reasonably possible change in interest rates, with all other variables 
held constant, of the Group’s profit or loss before tax through the impact on floating rate borrowings.

Year ended 31 December
Effect on loss before tax

Increase/decrease in interest rate 2011 2010

+1.0% 743 504
-1.0% (743) (504)

Foreign currency risk
The Group has transactional currency exposures. Such exposure arises from borrowing in currencies other than the 
functional currency. The Group limits foreign currency risk by monitoring changes in exchange rates in the currencies in 
which its cash and borrowings are denominated.

The following table demonstrates the sensitivity to a reasonably possible change in the RUR:US$ exchange rate, with 
all other variables held constant, of the Group’s loss before tax due to changes in the carrying value of monetary assets 
and liabilities.

Year ended 31 December
Effect on loss before tax

Increase/decrease in RUR:US$ exchange rate 2011 2010

+ 15% (3,902) (384)
- 15% 5,280 519

23. Financial risk management objectives and policies (continued)



RusPetro Annual Report and Accounts 2011 71

FIN
A

N
C

IA
L STA

TEM
EN

TS

Liquidity risk
The Group monitors liquidity risk by monitoring its debt rating and the maturity dates of existing debt.

The table below summarizes the maturity profile of the Group’s financial liabilities at 31 December 2011 and 2010 based 
on contractual undiscounted payments.

31 December 2011

On demand Less than 1 year 1 to 2 years 2 to 5 years > 5 years Total

Borrowings 1,197 69,757 44,638 402,543 – 518,135
Trade payables – 11,649 – – – 11,649
Other current liabilities – 47,457 – – – 47,457

1,197 128,863 44,638 402,543 – 577,241

31 December 2010

On demand Less than 1 year 1 to 2 years 2 to 5 years > 5 years Total

Borrowings 861 39,152 27,055 399,333 – 466,401
Trade payables – 5,558 – – – 5,558
Other current liabilities 46,528 – – – – 46,528

47,389 44,710 27,055 399,333 – 518,487

Credit risk
The Group trades only with recognized, creditworthy third parties. In addition, receivable balances are monitored on an 
ongoing basis thus the Group’s exposure to bad debts is not significant.

With respect to credit risk arising from the other financial assets of the Group, which comprise cash, the Group’s 
exposure to credit risk arises from default of the counterparty, with a maximum exposure equal to the carrying amount of 
these instruments. The credit risk on cash is limited because the counterparties are either highly rated banks or banks 
approved by the management of the Group. Approval is made after certain procedures to access reliability and creditability 
of banks are performed.

Fair values
Set out below is a comparison by category of carrying amounts and fair values of all of the Group’s financial instruments 
that are carried in the financial statements:

Carrying amount,
31 December

Fair value,
31 December

2011 2010 2011 2010

Financial assets
Cash and cash equivalents 1,294 18,865 1,294 18,865
Trade and other receivables 1,702 207 1,702 207

Financial liabilities
Trade payables 11,649 5,558 11,649 5,558
Borrowings 406,447 372,193 406,447 372,193

24. Earnings per share

Basic
Basic earnings/(loss) per share are calculated by dividing the profit/loss) attributable to equity holders of the Group by the 
weighted average number of ordinary shares in issue during the period.

Year ended 31 December

2011 2010

Loss attributable to equity holders of the Company (81,095) (47,483)
Weighted average number of ordinary shares in issue 6,355 5,515
Basic loss per share (12.8) (8.6)

Diluted
Diluted earnings/(loss) per share is calculated by adjusting the weighted average number of ordinary shares to assume 
conversion of all dilutive potential ordinary shares. There are no financial instruments in issue that would impact on the 
number of ordinary shares, and therefore the diluted earnings/(loss) per share is equal to the basic earnings/(loss) per share.

23. Financial risk management objectives and policies (continued)
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25. Events after the statement of financial position date
Corporate re-organization
From 19 January 2012 RusPetro Plc is the parent of the Group.

On 19 January 2012, the existing shareholders of the Group transferred their shares in the Group to the Company in 
consideration for the issue of 196,890,000 Ordinary Shares in the Company, representing 95% of the issued share capital of 
the Company at the date of transfer.

On 19 January 2012, LLC Sberbank Capital transferred its 5% participating interest in RusPetro to the Company in 
consideration for the issue of 10,362,632 Ordinary Shares in the Company, representing approximately 5% of the issued 
share capital of the Company at the date of transfer.

Initial public offering
On 19 January 2012, the Company had an Initial Public Offering (IPO) on the London Stock Exchange. As a result of this 
transaction 126,128,848 Ordinary Shares were issued. Total proceeds from the Public Offering amounted to US$259.2 
million, including the issue of new Ordinary Shares in the Company amounting to US$26.1 million in settlement of the 
debt owing to Makayla. Taking this into account and IPO-related transaction costs of US$19.2 million, the net cash proceeds 
from the IPO amounted to US$213.9 million.

Partial repayment of Sberbank credit facility
On 3 February 2012, under the amended credit facility with Sberbank, RusPetro made a repayment of US$45 million, which 
represented US$27.7 million of outstanding interest and US$17.3 million of principal.

There were no other material events after the end of reporting period which require disclosure in these consolidated 
financial statements.
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2D seismic geophysical data that depicts  
the subsurface strata in  
two dimensions

3D seismic geophysical data that depicts  
the subsurface strata in three 
dimensions. 3D seismic 
typically provides a more 
detailed and accurate 
interpretation of the subsurface 
strata than 2D seismic

3P proved plus probable plus 
possible reserves

accumulation an individual body of movable 
petroleum. A known 
accumulation (one determined 
to contain reserves or 
contingent resources) must have 
been penetrated by a well

API American Petroleum Institute
appraisal well well drilled in order to assess 

characteristics (such as flow 
rate, volume) of a proved 
hydrocarbon accumulation

barrel or b or bbl a stock tank barrel, a standard 
measure of volume for oil, 
condensate and natural gas 
liquids, which equals 42 US 
gallons

block an area of licensed territory 
comprising one or more licenses

bpd barrels of oil per day
Brent a particular type of crude oil 

that is light, sweet oil produced 
in the North Sea with most of it 
being refined in Northwest 
Europe. Brent is a benchmark oil

contingent resources those quantities of petroleum 
estimated, as of a given date, to 
be potentially recoverable from 
known accumulations by 
application of development 
projects, but which are not 
currently considered to be 
commercially recoverable due 
to one or more contingencies

crude oil unrefined oil
deltaic related to, or like a river delta 

and often shaped like the Greek 
letter ‘r’. A delta is a deposit 
formed where a river flows into 
an ocean, sea, desert, lake or 
estuary. Deltaic sediments have 
high potential as hydrocarbon 
reservoirs

DST drill stem test
exploration well a well drilled to find 

hydrocarbons in an unproved 
area or to extend significantly a 
known oil or natural gas 
reservoir

field an area consisting of either a 
single reservoir or multiple 
reservoirs, all grouped on or 
related to the same individual 
geological structural feature 
and/or stratigraphic condition

formation a body of rock that is sufficiently 
distinctive and continuous that 
it can be mapped

gross reserves the total estimated petroleum to 
be produced from a field

gross resources the total estimated petroleum 
that is potentially recoverable

hydrocarbons compounds formed primarily 
from the elements hydrogen and 
carbon and existing in solid, 
liquid or gaseous forms

km kilometer
km2 square kilometer
m meters
mbbl thousand barrels of oil
mmbbl million barrels of oil
net pay net pay represents that portion 

of the reservoir containing oil 
and gas reserves that are 
anticipated to be economically 
recoverable for the particular 
reservoir drive mechanism

Glossary of terms 
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NGL natural gas liquids
OOIP original oil in place
OPEC Organisation of Petroleum 

Exporting Countries
petroleum system geologic components and 

processes necessary to generate 
and store hydrocarbons, 
including a mature source rock, 
migration pathway, reservoir 
rock, trap and seal. Exploration 
plays and prospects are typically 
developed in basins or regions 
in which a complete petroleum 
system has some likelihood of 
existing

possible reserves those unproved reserves which 
analysis of geosciences and 
engineering data indicate are 
less likely to be recoverable than 
probable reserves

PRMS Petroleum Resources 
Management System

probable reserves those unproved reserves which 
analysis of geosciences and 
engineering data indicate are 
less likely to be recovered than 
proved reserves but more 
certain to be recovered than 
possible reserves

production the cumulative quantity of 
petroleum that has been 
recovered at a given date

production well a well drilled to obtain 
production from a proved oil or 
gas field. Production wells may 
be used either to extract 
hydrocarbons from a field or to 
inject water or gas into a 
reservoir in order to improve 
production

prospect a project associated with a 
potential accumulation that is 
sufficiently well defined to 
represent a viable drilling target

prospective resources those quantities of petroleum 
which are estimated, as of a 
given date, to be potentially 
recoverable from undiscovered 
accumulations

proved reserves those quantities of petroleum 
which, by analysis of geological 
and engineering data, can be 
estimated with reasonable 
certainty to be commercially 
recoverable, from a given date 
forward, from known reservoirs 
and under current economic 
conditions, operating methods, 
and government regulations

reservoir a subsurface body of rock 
having sufficient porosity and 
permeability to store and 
transmit fluids. A reservoir is a 
critical component of a 
complete petroleum system

seismic survey a method by which an image of 
the earth’s subsurface is created 
through the generation of 
shockwaves and analysis of 
their reflection from rock strata. 
Such surveys can be done in two 
or three dimensional form

upstream activities related to the 
exploration, appraisal, 
development and extraction of 
crude oil, condensate and gas

Urals a benchmark Russian crude oil 
(used as a basis for pricing 
Russian export oil mixture), 
which trades at a discount to 
Brent crude, an international 
benchmark oil blend 
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Shareholder and contact 
information 

Ownership structure:
The largest shareholders of RusPetro plc as of 3 May 2012 are as follows:

Number of shares in issue 333,381,480 3 May 2012 
Shareholder:  % shareholding
Limolines Transport Limited 99,150,000 29.74%
Director & Related Holding(s) 60,900,000 18.27%
Makayla Investments Limited 37,277,584 11.18%
Henderson Global Investors 29,413,394 8.82%
Schroder Investment  Management 14,820,311 4.45%
Crossmead Holding Limited 12,270,000 3.68%
GLG Partners 11,911,000 3.57%
Sberbank Capital Llc 10,362,632 3.11%
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Annual General Meeting
The Company’s Annual General Meeting  will be held at 
2pm on Wednesday, 6 June 2012 at the offices of White & 
Case LLP, 5 Old Broad Street, London, EC2N 1DW. 

Company website
The Company’s annual report and results announcements 
are available on our website, www.ruspetro.com

The website can also be used to access the latest 
information about the Company, press announcements and 
future events as they are released as well as who to contact 
for further information.

Registrars
For information about the AGM, shareholdings and at  
report changes in details shareholders should contact

Capita Registrars 
Ibex House 
42-47 Minories 
London 
EC3N 1DX
T: +44 (0) 20 7954 9622
www.capita-ir.co.uk

Investor Relations
Dominic Manley
Investor Relations Manager
Telephone: +44 (0) 20 7318 1265
Email: dmanley@ruspetro.com

Registered Office
RusPetro plc
2nd Floor
Cassini House
57 St. James’s Street
London
SW1A 1LD.

Moscow Office
15th floor 
Belaya Ploschad 
10 Butirsky Val
Moscow 125047
Russian Federation 
Tel: +7 (495) 935-7369
Fax: +7 (495) 935-7368

Auditors
PricewaterhouseCoopers LLP
32 Albyn Place 
Aberdeen AB10 1YL
United Kingdom.

Reserves’ Auditor
DeGolyer and MacNaughton
5001 Spring Valley Road 
Suite 800 East 
Dallas
Texas 75244 
USA

Legal Advisors
White and Case LLP
5 Old Broad Street
London  
EC2N 1DW
United Kingdom

Communications Advisors
Brunswick Group LLP
16 Lincoln’s Inn Fields 
London
WC2A 3ED 
United Kingdom
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RusPetro	plc	(the	‘Company’)	is	an	
independent	oil	and	gas	development	
and	production	company,	with	a	primary	
listing	on	the	London	Stock	Exchange,	
operating	in	the	established	oil	producing	
province	of	the	Krasnoleninsky	Arch,	in	
Western	Siberia,	on	three	license	blocks		
of	1,205km2	with	over	1.5	billion	barrels	
of	proven	and	probable	reserves.
	 As	the	first	and	extended	accounting	period	of	the	
Company	will	end	on	31	December	2012,	there	are	no	
annual	accounts	of	the	Company	for	2011.	There	is	also	no	
requirement	for	the	Company	to	prepare	an	annual	report	
for	2011.	Nonetheless,	the	Company	has	prepared	analogous	
information	for	the	shareholders,	including	the	directors’	
report	and	an	overview	of	remuneration	policies	and	
corporate	governance	policies	to	accompany	the	publication	
of	the	2011	annual	accounts	of	Ruspetro	Holding	Limited		
and	its	subsidiaries	(the	‘Group’	or	‘RusPetro’).	
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