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Kremlin-Owned Rosneft Cleared to
Privatize Russian Oil Giant Bashneft
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State-owned energyBgiant Rosneft will be able to take part in the privatization ofBBashneft,
Russia's First Deputy Prime Minister Igor Shuvalov hasBannounced.

Rosneft's participationBin the deal has been the subject of fierce debate in Russia.
AlthoughBthe company is not directly controlled by the Kremlin, the RussianEstate owns a
50.8 percent stake in the firm through its parentBcompany, Rosneftegaz.

Both presidential aideBAndrei Belousov and Deputy Prime Minister Arkady Dvorkovich
haveBopposed the idea, with Belousov even labeling the idea “absurd.”

Prime Minister DmitryEMedvedev even agreed to postpone the
prizatizationBbecause he and
President Vladimir Putin could not decide on whetherBto grant Rosneft access to the deal.
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One government official saidBthat Rosneft CEO Igor Sechin had “put a lot of pressure”
onBthe government to grant

himBthe

permission heBneeded

A turning point cameBwhen President Putin told Bloomberg that the Russian budget
dependedBon selling Bashneft to the highest bidder- and that

theRstate

should not

discriminate against any market participant.

One senior officialBrevealed that Rosneft had promised to outbid its competitors,
butBdeclined to reveal the exact amount of the bid. The government hasBalready given the
50.08 percent stake a preliminary value of from 297Bbillion (S4.7 billion) to 315 billion rubles
(S5 billion).

Sechin has justifiedBRosneft's bid by claiming that the company will experience
B “significant synergy” — adding up to 160 billion rubles to theBvalue of the company — by
buying the Bashneft stake.

This is significant dueBto the 19.5 percent stake which the Russian government holds
inBRosneft— although the Kremlin has planned to sell the shares forBsome time. Under
Sechin's proposed scheme, Rosneft would firstBpurchase Bashneft for a higher price than
other bidders, therebyBputting more money into the government coffers and raising
theERosneft's value. Only then would the government sell its 19.5 percentBstake in Rosneft.

The Finance MinistryBhas budgeted 382 billion rubles ($6.1 billion) in
privatizationBrevenues in 2016, factoring in the sale of diamond company Alrosa asBwell as
Bashneft. Yet the privatization of the Rosneft stake at thisBhigher price could generate as
much as anBadditional

S11 billion of revenue.

Senior Rosneft managersEstand to benefit from the plan as well. According to the
RosneftBwebsite, CEO Igor Sechin owns a 0.1273 percent share in the company,BDeputy
Chairman of the Board Matthias Warnig holds 0.0009 percent,BIndependent Director Donald
Humphreys owns 0.0021 percent, andBManagement Board members Yury Kalinin, Didier
Casimiro, PeterBLazarev, Eric Lion, Yury Narushevich, Zeljko Runje, and

AndreiBShishkin

own 0.0019 percent, 0.0043 percent, 0.0042 percent, 0.0051EHpercent, 0.00006 percent,
0.0036 percent, and 0.0036 percentBrespectively.

Yet the plan also hasBpotential sticking points. Rosneft currently has a great deal
ofRliquidity, but some are already concerned about where the money toBbuy the Bashneft
stake will come from. “There should definitely beBno state money in any form used in the
deal,” one senior officialBwarned.
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