
 

 
 
7 December 2009 

 
Urals Energy Public Company Limited 
(ñUrals Energyò or the ñCompanyò) 

 
Annual Financial Report 

 
Urals Energy (LSE: UEN), an independent exploration and production company with operations in 
Russia, today announces its audited financial results for the year ended 31st December 2008.   
 
 
Strategy 

 Following divestiture of Dulisma and Taas Yuriakh, Urals now well positioned to recommence 
development programmes on two producing fields, Arcticneft and Petrosakh 

 Restructuring of Petraco indebtedness is Company's immediate priority as it seeks to 
advance its  strategy 

 
Operational 

 Average 2008 production decreased to 6,285 BOPD (8,857 bopd in 2007) due to divestiture 
of the Komi assets in April 2008 

 Production from Arcticneft and Petrosakh decreased to 1.126 million barrels in 2008 from 
1.262 million barrels in 2007 

 Current daily levels of production at Petrosakh and Arcticneft decreased in 2008 to 1,672 
BOPD and 648 BOPD from an average of 2,246 BOPD and 829 BOPD in 2008 

 
Financial  

 Gross Revenues excluding crude oil purchased for resale decreased by $24 million to $134 
million, largely due to the divestiture of the Komi region assets in April 2008 

 An operating loss of $132 million was recorded, largely due to the impairment losses 
recognized with respect to production assets in the amount of $95 million. 

 Subsequent to year end, the Company sold Dulisma and Taas Yuriakh  for the full discharge 
of $630 million of debt owed to Sberbank. 

 The Company also terminated a Put option agreement with Limenitis Holdings (an affiliate of 
the Ashmore Funds). 

 Net debt to Petraco, the second largest creditor, was  $41.3 million at 10 November, 2009 
($50.5 million at 31 December 2008)  

o Subsequently the Company received additional prepayment from Petraco to finance 
two more export deliveries. These prepayments to be offset against  gross proceeds 

  Extensive cost reduction programme introduced subsequent to year end 
 
Corporate 

 Completed significant corporate transactions: 
o Subsequent to year-end divestiture of Dulisma and Taas Yuriakh for full discharge of 

$630 million of debt 
o Divestiture of Komi region assets during 2008 
o Divestiture of Chepetskoye NGDU  

 Significant Board and Senior Management changes including appointment of Alexei Maximov 
as Chief Executive Officer and a Director post period end 

 
Outlook  

 Main priority is to agree restructuring of Petraco  indebtedness 

 Concentrate on early production increase from existing wells 

 Complete geological studies in 2010 to develop a drilling program 

 Look for possible corporate transactions to derive maximum value to shareholders 
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Alexei Maximov, Chief Executive, commented: 
 
 
ñWe are pleased to be able to release our results today, which marks a significant milestone in the 
turnaround of the Company.  We are now focused on refinancing the remaining Petraco debt, which 
has been reduced further in the last few months through our ongoing crude sale agreements.   
The Company is now considering different options to increase production from the existing wells by 
means of side track drilling and installation of down hole pumps. 
 
ñThe Company has started geological studies for both remaining fields with the aim of reviewing and 
approving new development schemes with the governmental bodies. This work is anticipated to be 
completed during 2010. Depending on the results of the studies and the restructuring of indebtedness 
with Petraco, the Company will develop a drilling programme and will announce it during 2010. 
 
ñCost control also remains a priority and we are pleased with the progress made to date in this 
regard.  
 
ñWith the Sberbank debt restructuring now resolved and the right team in place, Urals Energy is well 
set to maximize the potential of its existing assets and recommence development programmes, whilst 
also looking to increase further production by identifying new acquisition opportunities, in order to 
return to the creation of shareholder value.ñ 
 
 
 
Enquiries: 
 
Allenby Capital Limited +44 (0)20 3328 5656 
Rod Venables/James Reeve   
  
Pelham PR +44 (0)20 7337 1500  
Mark Antelme   
Evgeniy Chuikov  
 
 
Urals Energy will be holding an investor conference call on Thursday 10

th
 December at 9.30am 

(GMT). 
 
To participate please dial +44 (0)20 7190 1596 or +1 480 629 9724.  
 
Investors wishing to submit questions should email them in advance to uralsenergy@pelhampr.com 
 
 

mailto:uralsenergy@pelhampr.com
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CEO STATEMENT AND ANNUAL REPORT TO SHAREHOLDERS 
 
 
From its IPO in 2005, Urals Energy grew rapidly, mostly through the acquisition of high quality assets 
in the Russian Komi region and, subsequently, East Siberia. Over the past two or three years the 
Company concentrated its efforts on developing assets in a single East Siberian region and made a 
decision to divest its smaller scale assets in other areas of Russia. The objective of being among the 
first companies to develop top quality assets in East Siberia was designed to create significant 
benefits for the Company and placed it extremely well amongst its Eastern Siberian peer group. The 
proximity of the East Siberian Pacific Ocean ("ESPO") pipeline, the mineral extraction tax break and 
expected export duty holiday were thought to create significant economic benefits for the Company. 
 
Following its strategy to focus on key East Siberian assets, in 2008 and in early 2009 the Company 
sold all other non-core assets except Arcticneft and Petrosakh and used the proceeds to finance 
development of Dulisma and to pay interest and trade debt.  
 
In November 2007, the Company received two loans from Sberbank: $130 million to refinance a 
Goldman Sachs facility for Dulisma and a $500 million loan for the acquisition of a stake in Taas-
Yuryakh Neftegas Dobycha (ñTaasò), the owner and operator of the Srednebotuobinskoye field. Both 
loans had an initial one year maturity, which was designed to be extended automatically upon the 
satisfaction of certain technical conditions. Also, the $130 million loan facility was to be increased by 
$140 million, which was planned to be spent on further drilling and infrastructure construction at 
Dulisma.  In connection with the Sberbank loans, the Company pledged its 100% share in Dulisma 
and 35.3% share in Taas.  Also, major management and founder shareholders of the Company 
pledged their own shares to the bank as further credit support. 
 
The Company believed that it had fulfilled all conditions precedent for the loans to be extended and to 
drawdown the additional $140 million.  However, unfortunately in part due to a shift in corporate 
policy following a major change in management at Sberbank, the company was unsuccessful in 
persuading the new management of Sberbank to agree with its long term strategy. In addition, as a 
direct consequence of the global crisis the Companyôs share price decreased below level acceptable 
to Sberbank and the bank delivered a margin call.  The Company and individual shareholders were 
not able to satisfy the margin call and the bank did not extend the maturity nor did it provide the 
additional draw down, leaving the Company in a state of limited liquidity. 
 
At the end of 2008, the Company was in negotiations with Sberbank and another possible investor, 
who was interested in acquiring all of Urals Energy with its existing properties.  As was announced in 
early January 2009, the deal with a possible investor did not proceed and the Company had to return 
to the plan previously discussed and agreed with Sberbank.  According to that agreement the 
Company intended to transfer all of its shares in Dulisma and Taas for the full discharge of the 
existing loans with the bank.  Also, as part of the transaction, the bank agreed to release all other 
pledges to Limenitis and Finfund (other shareholders of Taas) and Limenitis agreed to cancel a Put 
option agreement and deeds of charge associated with that agreement. 
 
A resolution was approved at an EGM, held 26 January 2009, to proceed with the planned 
transaction with Sberbank.  Then, during the first half of 2009, the management of the Company 
proposed alternative solutions to the bank, which were designed to be more favourable to the 
Company and shareholders.  Unfortunately, these discussions did not yield a mutually agreeable 
solution other than the previously announced divestiture of assets with Sberbank which had been 
approved at the Companyôs shareholder meeting held on 26 January 2009. 
 
Also, since the announcement and implementation of the process of divestiture of the remaining non-
core assets, the Company did not receive any acceptable bids for the assets and therefore decided 
that in view of the recovering oil prices it would be in the interest of all shareholders to maintain these 
assets and derive value through developing and operating them. 
 
 
Corporate 
 
Since the year end, key management changes have been made, reflecting the Company's efforts to 
develop and agree on an alternative solution with Sberbank, and subsequently to complete the 
previously announced and approved deal with Sberbank and manage more effectively the challenges 
presented by the adverse economic environment. 
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Following the resignation of Leonid Dyachenko as CEO in April 2009, and of Vladimir Sidorovich as 
CFO in May, and the subsequent resignation of Vyatchesla Ivanov, I assumed the role of Chief 
Executive and Director, and Grigory Kazakov was appointed as CFO.  Leonid Dyachenko took on the 
role as Chairman of the Board.  In June 2009, Vasiliy Sechin was appointment as a Non-Executive 
director.  
 
 
Operational  
 
Dulisma Field  
 
Despite current financial difficulties which slowed down the Companyôs development efforts, a 
significant effort was made towards extensive infrastructure preparation, namely the construction of 
infield roads and land for facilities, drilling pads and rights-of-way on the Dulisma field. 
  
Notable progress was also made with construction of the field facilities. The Central Processing 
Facilities at year end was at its final phase of equipment installation and could be launched within 3-6 
months once the Company resumed its investment program. 90% of equipment had been delivered, 
60% had been installed.  
  
The first Phase of the Central Transfer Facility (to the ESPO pipeline) was scheduled for completion 
for the first half 2010.  To date, 31 km of pipeline has been constructed, representing 42% of the 
planned workload. 100% of pipe has been acquired and delivered, right of way has been cleared of 
forest, 26 km of pipe welded and buried and the rest of the 42 km pipeline is at various phases of 
completion ranging from 40% to 60%.  
 
The drilling campaign at Dulisma was on track with 1 well completed and two wells spudded in 2008.  
One well was completed in early 2009. 
 
During the testing phase, the production rate from the Dulisma field varied from 1,094 to 1,703 BOPD 
and oil was sold through a temporary pipeline operated by a neighboring production company. 
 
Overall, in 2008, the Company spent approximately $60 million in cash to finance Dulisma 
development. 
 
 
Other Assets 
 
In 2008, the management of the Company decided to focus on key East Siberian assets and divest 
other non-core assets. As a result of this decision, Dinyu, Michayuneft, NizhneomrinskayaNeft, 
CNPSEI and Chepetskoe NGDU were sold during 2008 and the early part of 2009.  
 
With that disposal strategy in mind, the management did not commit funds for the development of 
Arcticneft and Petrosakh except for the mandatory capital expenditures to comply with the license 
requirements.  During 2008, a total of $6.5 million was spent on capital expenditures at both assets. 
 
As a result of such limited operations, production at Petrosakh decreased from 1,998 BOPD in 
January 2008 to 1,650 BOPD in November 2009, and at Arcticneft from 873 BOPD in January 2008 
to 648 BOPD. 
 
The management of the Company is now reviewing the budget for 2010 and will concentrate on the 
actions necessary to increase production from the existing wells and consider locations for new 
drilling.  The geological studies have already begun and should be completed during 2010.  After the 
results of these studies are analyzed, the management will develop a proposed drilling program. 
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2008 Financial 
 
Operating Environment 
 
After rising for several months in late 2007, crude oil prices surpassed $100 per barrel in January 
2008. Rising up to $110 in March, Brent price reached a record of $145.11 per barrel in July for 
August delivery. Following some indications of global demand destruction and economic downturn in 
the United States and Europe, crude oil fell below $100 in September for the first time in over six 
weeks. The worsening of global crises led to a further sell-off with crude oil prices collapsed to $36.45 
in December. The Russian market followed the global trend with crude oil prices of $86.05 per barrel 
at the beginning of the year and $20.40 per barrel at year end. 
 
The rouble continued to appreciate against the dollar during the first six months of the year and 
continued its stability until the end of August. Starting September the government of Russian 
Federation announced plans to depreciate the Russian currency for the benefit of the economy which 
faced global financial crisis. As a result the rouble depreciated by 20% by the year end, resulting in 
lower operating costs for Russian oil companies.   
 
The squeezing of financial markets led to the sharp decrease in the ability to attract financing both in 
Russia and internationally, which negatively affected the Companyôs operations. 
 
 
Operating Results 
  
$ ó000 Year ended 31 December: 

  2008 2007 

   
Gross revenues before excise, export duties  222,291 194,111 
Net revenues after excise, export duties and VAT  174,854 152,428 
Gross (loss)/profit (88,613) (10,000) 
Operating (loss)/profit  (132,092) 139,677 
Normalised management EBITDA (unaudited) (8,920) 14,093 
Total net finance costs 316,656 33,775 
Profit for the year (403,249) 113,791 

 
In 2008, total gross revenues excluding crude oil for resale declined by $24 million. Positive price 
variance resulting from higher weighted average gross price per barrel of $64.48 comparing to $54.94 
in 2007 was negatively offset by a decrease in sales volumes amounting to 2,183 thousand barrels in 
2008 comparing to 3,124 thousand barrels in 2007, which was primarily due to the divestment of non-
core assets and bad weather on Kolguev island in December, which prevented the Company to load 
162,139 barrels of crude.  These volumes were presented as finished goods in the balance sheet and 
were subsequently sold in October 2009.  

 
Following the divestiture of subsidiaries in the Komi Republic, the Company continued to re-sell crude 
oil produced by these former subsidiaries on the export and domestic markets. The total cost of this 
purchased crude oil amounted to $98 million during the year ended 31 December 2008.  Also the 
Company charged a commission on these operations, which was included in gross revenues in the 
financial statements. The profit margin on these operations is substantially lower than for the self-
produced oil, as the price of purchased crude oil also includes a sellerôs mark-up. There were no such 
operations with the Komi subsidiaries in 2007. 
 
Summary table: Gross Revenues ($ô000)  

 

Year ended 31 December: 

2008 2007 

Crude oil  206,764 180,199 
   Export sales  74,859 112,091 
   Export sales of purchased crude oil from AMNGR and Komi 
assets 72,518 22,217 
   Domestic sales (Russian Federation) 59,387 45,891 
Petroleum (refined) products ï domestic sales 12,163 12,386 
Other sales 3,364 1,526 

 
Total gross revenues 222,291 194,111 
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In 2008, the Companyôs total net revenues increased to $174.9 million from $152.4 million in 2007. 
Netback, in the case of exports, is gross oil sales less export duty, customs charges, marketing costs 
and transportation, and, in the case of domestic crude oil sales, the gross sales net of VAT. Netback 
for domestic product sales is defined as gross product sales minus VAT, transportation, excise tax 
and refining costs.  
 
The weighted average netback price for crude oil sales during 2008 was $43.74 versus $40.26 per 
barrel in 2007.  
 
In 2007, netbacks for export sales (excluding sales of purchased crude oil) were $45.96 per barrel 
and $41.96 per barrel for domestic sales. Netback prices for domestic product sales are defined as 
gross product sales price minus VAT, transportation, excise tax and refining costs. The average 
products netback for the year was $65.48 per barrel (all domestic, as the Company does not export 
products).  
 
 Summary table: Net backs ($/bbl)  

 

Year ended 31 December: 

2008 2007 

Crude oil  43.74 40.26 
   Export sales  45.96 41.96 
   Export sales (AMNGR crude oil) 112.22 80.36 
   Domestic sales (Russian Federation) 33.44 30.95 
Petroleum (refined) products ï domestic sales 65.48 32.61 
Other sales N/A N/A 

 
 
The gross loss of the Company for the year 2008 was $87 million comparing to $10 million in 2007. 
The main drivers of the increased loss were impairment charges recognized by the Company in 2008 
in the amount of $95 million. According to IFRS, those expenses were included in the Cost of sales. 
Without those write-offs the Gross profit would be $8.1 million. Cost of sales excluding cost of crude 
oil purchased for resale was relatively stable as compared to the year 2007. The depreciation and 
depletion decrease by $12 million was due to divestment of non-core Komi assets.  
 
Selling, General and Administrative expenses decreased during the year 2008 by $15 million to $44.3 
million from $59.2 million in 2007. This was primarily due to settlement of unvested stock and cash 
compensation for the former senior management who resigned during 2007.  Also a decrease in the 
SG&A amounting to $5 million was driven by non-recurring fees paid by the Company to professional 
advisors in relation to certain significant acquisitions and other corporate actions undertaken in 2007.   
 
Following the acquisition of 35.329% stake in Taas in 2007 the Group recognized $208 million 
negative goodwill in consolidated income statement. Without that item the Company would record an 
operating loss of $69 million in 2007 as compared to $134 million loss in 2008. 
 
The net finance costs increased substantially by $283 million due to recognized loss from equity 
investment in Taas amounting to $160 million and interest expense paid on two loans received from 
Sberbank mentioned below (amounting to $98 million). 
 
Net loss for the year attributable to shareholders was $402.0 million as compared to net profit of $114 
million in 2007. The other non-recurring factor for this result is recognized loss of investment in Taas 
following sharp decrease in oil prices in the end of 2008 and reassessment of future discounted cash 
flows from this asset performed by the Company. The method for calculating the fair market value is 
a conservative discounted cash flow valuation based on factors known at the time 
 
Consolidated normalized management EBITDA decreased by $21.2 million to a negative figure of 
$7.1 million in 2008 compared with positive $14.1 million in 2007, with EBITDA margins of (1.6) % 
and 9% respectively. 
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Management EBITDA ($ô000) - Unaudited 

 Year ended 31 December 

 2008 2007 

   

Profit for the year attributable to shareholders of UEPCL (403,249) 113,791 

   

Net interest and foreign currency (income)/expense 316,656 33,775 

Income tax  (37,377) (9,602) 

Depreciation, depletion and amortization 16,514 28,974 

Total non-cash expenses 295,793 53,147 

   

Negative Goodwill - (208,713) 

Share-based payments 8,971 14,113 

Impairment of property, plant and equipment 94,955 31,997 

Resignation fees to top-managers - 8,107 

(Release)/accrual of other taxes risk provision (189) (1,929) 

Expenses related to unsuccessful PP in August '07 - 1,504 

Gain from disposal of assets held for sale (8,121) - 

Write-off non-producing wells 2,552 - 

  - 

Other non-recurrent losses 2,161 3,034 

Total non-recurrent and non-cash items 100,329 (152,845) 
 
Normalized EBITDA (7,127) 14,093 

 
Cash Flow 
 
The cash position was negatively affected by the interest expense accrued on outstanding borrowing 
amounting to $78 million and continuing capital investment outflows for Dulisma development 
amounting to $60 million. Proceeds from sale of subsidiaries generated $93 million of positive cash 
flow improving the cash position and providing additional resources to keep on track with day-to-day 
operations. As a result Companyôs cash position decreased by $27 million to $1 million at the year 
end. 
 
 
Net debt Position 
 
Towards the end of the 2007, the Company entered into two loan agreements with Sberbank, aiming 
to finance the acquisition of Taas and to further develop the Dulisma field. The principal amount 
outstanding as at 31 December 2008 was $630 million.  As collateral for these loans, certain of the 
Companyôs major non-institutional shareholders pledged UEPCL shares and the Company pledged 
100% of the Companyôs shares in Dulisma and Taas. As at 31 December 2008 both loans were 
overdue. Subsequent to the year-end the Company transferred all of its shares of Dulisma and Taas 
to Sberbank Capital for the full discharge of those loans.  As part of that deal, the Company was 
released of any obligations under a Put option agreement with Ashmore, which was valued at $161 
million in the consolidated financial statements.  
 
Accounts payable and advances from customers at the year end mainly represented outstanding 
debt for completed items of Construction in progress amounting to $19 million and the revolving 
prepayment agreement with Petraco, amounting to $50.5 million. Under the terms of the agreement, 
prepayments shall be made in one or more advances against specified future deliveries of agreed 
volumes of crude oil to be sold to Petraco. 
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In December 2008, the original Petraco repayment schedule was modified to take into account 
decreased oil prices and Company's financial position. Under this schedule the Company would have 
to decrease the amount outstanding to $25 million by July 1, 2009 with the remaining balance 
payable by deliveries to be made in 2009 and 2010. Subsequent to year-end management realized 
that the proposed repayment schedule was not feasible and the Company proposed an amendment 
to the repayment schedule allowing for a more gradual repayment of the currently outstanding $41.3 
million in 2009 and 2010 and providing additional security to Petraco.  At the date of these financials 
statements, those discussions were on going and were subject to certain other negotiations where 
the Company is a party. 
 
 
Disposal of assets 
 
In 2008, the Company completed the sale of Komi assets ï Dinyu, Michayuneft, 
NizhneomrinskayaNeft and CNPSEI for the total cash consideration of $93 million. The gain from 
disposal amounting to $8 million was recognized in the consolidated income statement for the year 
2008. Subsequent to the year end, the Company sold Chepetskoye NGDU for the equivalent of cash 
consideration of $5 million. The result of the disposal will be recognized in the interim financial 
statements for the 6 months ended 30 June 2009. 
 
As at 31 December 2008, management assessed Chepetskoye NGDU for impairment using the 
information regarding the transaction which was available at that date as an indicator of the fair value 
of the asset.  As a result of this analysis, an impairment charge of $17 million was recognized in the 
consolidated income statement. 
 
Cost reduction initiatives 
 
The dramatic changes in market conditions in the second half of the year, including sharp decrease in 
oil prices, both domestic and international, notable decline in demand and squeezing of financial 
markets and borrowing capacities, forced the Companyôs management to implement extensive cost 
reduction activities, capital investments preservation and liquidity improving measures in order to 
mitigate these challenges and be able to operate as effectively as possible in such an unstable 
environment. Management expects that the Company will start yielding the benefits from this 
program in 2009.  
 
 
 
Sincerely, 
 
Alexei Maximov 
Chief Executive Officer 
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Urals Energy Public Company Limited  
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