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Kremlin's Bashneft Stake Valued at
$4.7BIn

The announcement by financial advisory company EY prompted a
brief 3 percent spike in the value of ordinary Bashneft shares.
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A worker looks at a pump jack at an oil field Buzovyazovskoye owned by Bashneft company north from
Ufa, Russia. Sergei Karpukhin / Reuters

TheBRussian government’s stake in the Bashneft oil company is estimatedBto be worth some
306 billion rubles ($4.7 billion), financial advisory company EY has announced. The figures
reflect a 19 percentBpremium on a weighted-average trading price for the last threeBmonths.

ARfederal official confirmed that the assessment was accurate, whileBanother source
claimed that the final valuation should be madeBRavailable within a week.

TheHRstate is preparing to sell a 60.16 percent stake of ordinary sharesBin Bashneft, making
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up some 50.08 percent of share capital. The stakeBwas valued at 273.6 billion rubles ($4.1
billion) on the Moscow StockBExchange on Thursday morning, and the deal could take place
as early Bas October, Economic Development Minister Alexei Ulyukayev toldBInterfax.

TheBannouncement prompted a brief 3 percent spike in the value ofBordinary Bashneft
shares, with that figure dropping to a 1.85 percentHincrease by the close of trading. Individual
share prices hadBplummeted by 17.68 percent earlier in the week, following
anBannouncement by First Deputy Prime Minister Igor Shuvalov. He claimedB&that a
preliminary assessment had valued the stake at $3 billion, 50Bpercent lower than a valuation
carried out by an independentBassessor. The drop was only short-lived, lasting roughly
twoEminutes.

EY'sHassessment is approximately 20 percent higher than market value, saidBRaiffeisenbank
analyst Andrei Polishchuk. “Considering that theBprice had already risen with news of the
privatization, the premiumHBis very large,” he said.

TheBestimate is realistic because takes into account the benefit of aBcontrolling stake and
the company’s growing oil production, said GLEBAsset Management portfolio manager Sergei
Vakhrameyev. That priceBcould well only be the starting bid, with the winning bidder
beingBforced to increase the final price through offers to minorityBshareholders. Yet given
the current price of o0il, any investment inBthe Bashneft stake could be recouped in eight or
nine years,BVakhrameyev said.

TheBgovernment has not decided yet on how to sell the Bashneft shares,Bbut the Kremlin
would prefer to sell a controlling stake to aBEstrategic investor.

AccordingBto Ulyukayev, nine potential buyers have expressed interest in theBcompany's
privatization: including Lukoil, Rosneft, the AntipinskyBrefinery, Tatneftegaz, Tatneft, the
Energy Fund and the RussianBDirect Investment Fund with partners.

WithRits production in Russia in decline, Lukoil has the greatest need ofBthe Bashneft stake
— including the company’s Trebs and Titov oil&fields, where Lukoil already has regional
infrastructure in place,Banalysts said.

“WeRset a price of 3,025 rubles per ordinary share based on a long-termBBrent price of
$75,” said UBS analyst Maxim Moshkov. “But that isBwithout the premium for the
controlling stake.”

YetBbuying the government’s stake at a that price does not createRBimmediate shareholder
value for either Rosneft or Lukoil, saidBMoshkov. Purchasing at such a high valuation could
be beneficial forBcompanies deriving the greatest synergistic effect from the merger inBthe
short term. “The synergistic effect would total $1 billion forBLukoil, according to our
calculations,” Moshkov said.
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