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Introduction


Lately more and more economists tend to think that decision making centers are moving to emerging countries following the globalization process. It would be interesting to illustrate this phenomenon by an example of a Russian company Gazprom that managed to overtake BP last year to become the world’s second largest energy company by market value and which states global leadership as its major strategic target.
Today Gazprom’s position as a prime quality borrower has been confirmed as well by most famous international agencies. 
As at 5 December 2006, Gazprom has been granted the following international credit ratings: 

· Standard & Poor’s — BBB stable
· Fitch Ratings— BBB– positive
· Moody’s Investors Service Ltd. — Baa1 stable

The company controlling more hydrocarbon reserves than the country of Iraq naturally is put into the situation when it has to expand its traditional regions of operation and to conquer new sales market. Moreover being a global energy leader implies being present not only in gas sector – company’s core activity,  but also being able to penetrate and develop other related businesses such as power industry, hydrocarbon processing chain and oil business.
About the company

What former General Motors president Charles E. Wilson said of his company - "what was good for his country was good for General Motors and vice versa" - could well apply to Russia's Gazprom, the nation's largest company.
 
Now OAO Gazprom is one of the world’s largest oil and gas companies in terms of reserves, production and market capitalization.  It was found in 1989 when the USSR Ministry of the Gas Industry was reorganized into gas concern named Gazprom. In 1992 Gazprom Gaz Concern has become Russian Joint Stock Company Gazprom. The state owns a 50.002 per cent controlling stake in the concern.
Gazprom possesses the world’s richest natural gas reserves. The Company’s share in the global and Russian gas stocks makes up 17 and 60 per cent, respectively, with its overall reserves estimated at 29.1 tcm and currently priced at US$ 138.6 bln. In 2005 a 583.4 bcm (billion cubic meters) increase of Gazprom’s explored gas resources substantially outpaced the extraction rate.
Gazprom’s share in the global and Russian gas production is nearly 20 and 90 per cent, respectively. 
Gazprom owns the world’s largest gas transmission system – the Unified Gas Supply System of Russia stretching for some 155 thousand km. Gazprom Group of companies also service 463.4 thousand km (77 per cent) of the national gas distribution pipelines. 
Gazprom exports gas to 32 countries within and beyond the FSU, and continues reinforcing its positions on conventional international markets. In 2005 the Company sold 156.1 bcm of gas to European countries along with 76.6 bcm to the CIS.
In pursuing company’s global expansion several projects are being prioritised such as Blue Stream, Nord Stream, Shtockman Field and Sakhalin-2 project all aimed at reinforcing gas giant positions on existing markets and penetrating new highly potential such as Asia-Pacific and North America. 

Business strategy

Gazprom’s strategy is to solidify its position as a leading global energy company by further increasing the reliability of natural gas supplies and diversifying activities in the energy sector, both in the domestic and foreign markets.

These challenges are met through consecutive execution of promising projects mentioned above. 

We shall mostly speak about international projects in order to pursue the main goal of this study.
International projects and alliances for gas transportation:
Blue Stream project:
In alliance with Eni, Italian energy company, Gazprom has constructed a gas trunk pipeline from Russia under the Black Sea to Turkey. The estimated annual volumes of natural gas exports along this pipeline will reach 16 bcm starting in 2010. Construction of the Blue Stream project is now complete. Commercial deliveries to Turkey started in February 2003.

The pipeline from Russia to Turkey is approximately 760 km long, of which approximately 390 km runs under the Black Sea. The onshore section of the Blue Stream project is connected to the existing Gazprom pipeline network through a pipeline from Frolovo to Izobilnoye, which was commissioned in 1998.
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Gazprom participates with Eni on an equal basis in Blue Stream. Blue Stream receives transportation tariffs for the gas transported through the Offshore Section, and Gazprom and Eni equally share these proceeds. This system is connected to their existing pipeline network through a new pipeline running from Izobilnoye to Beregovaya. The Onshore Section and the Offshore Section together constitute the Blue Stream project.

The total construction cost of the Offshore and Onshore Sections of the Blue Stream project was

approximately U.S.$3.3 billion. The value of the contract for the construction of the Offshore Section of the pipeline and the Beregovaya compressor station was approximately U.S.$1.7 billion.
Total deliveries of gas to Turkey through the Blue Stream pipeline were approximately 3.3 bcm in 2004, 5.1 bcm in 2005 and approximately 7.5 bcm in 2006. The estimated deliveries amount to approximately 8.5 bcm through the Blue Stream pipeline in 2007.

Gazprom is considering supplying gas to the European markets by expanding the Blue Stream pipeline and by establishing a new south export route of Russian gas to Europe. Combined with current export routes, Gazprom expect this would increase the reliability and flexibility of Russian gas supplies. In July 2006, Gazprom and MOL, a Hungarian company, established SEPCO, a joint venture in which each company owns an equal interest. One of the goals of the joint venture is to determine a gas supply route to supply gas to Europe through Turkey and to prepare a pipeline feasibility study which is scheduled to be finalized by the end of 2007. Gazprom is considering the further development of the Blue Stream project in order to increase gas deliveries to Turkey and to increase subsequent transit through the gas transportation channels to Israel and to the countries in the south of Central and Eastern Europe. Currently, Gazprom is also considering the South Stream project as an alternative to the extension of the Blue Stream pipeline. 
Though one shouldn’t forget that Europe being seriously concerned by its dependence on gas supplies from Russia, is currently developing its own project – Nabucco pipeline that will transport natural gas from Turkey to Austria via Bulgaria, Romania and Hungary.
South Stream project
In June 2007, on the basis of the strategic cooperation agreement signed with Eni in November 2006, Gazprom concluded with Eni a memorandum of understanding regarding the South Stream project. The memorandum defines areas for cooperation in designing, financing, constructing and managing the pipeline. The offshore portion of the pipeline is expected to be approximately 900 km long and to pass under the Black Sea from the Beregovaya compressor station (Russia) to the coast of Bulgaria. Two possible routes through certain EU countries are now under consideration for the construction of the onshore portion of the pipeline.
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Currently, Gazprom consider the South Stream pipeline as an alternative to the proposed extension of the Blue Stream pipeline. 
Yamal-Europe project

Gazprom has substantially completed the Yamal-Europe pipeline project, which it will use in order to continue meeting its contractual obligations to supply natural gas to Europe and to diversify its export routes. Connecting the Yamal-Europe pipeline to the existing natural gas transportation network in Germany allowed for the full integration of this pipeline into the European gas network.
[image: image5.png]Existing and Planned Natural Gas Pipelines to Europe

& RS

L=

Botarus >
i

Mod. Soa




The projected annual capacity of the pipeline is approximately 33 bcm. The pipeline, which extends 1,997 km through Russia, Belarus, Poland and Germany and connects the Torzhok compressor station in Russia with the STEGAL pipeline in Germany, is currently in operation. Gas supplies via the Yamal-Europe pipeline started in November 1999. In 2006, 2005 and 2004, 31.0 bcm, 26.8 bcm and 23.6 bcm of natural gas, respectively, were transported through the pipeline. 
The German section of the pipeline is owned by WINGAS, a joint venture with Wintershall. The Polish section is owned by EuRoPol GAZ, a joint venture in which the company participates with PGNiG S.A. (a state-controlled Polish gas company), and Gaztrading (a Polish gas company). Gazprom owns the sections of the pipeline in Belarus and Russia.
In 2006, construction of the last remaining compressor station in Poland was finished, allowing the Polish section of the pipeline to achieve its full projected capacity. 
Nord Stream project
The Nord Stream pipeline is a conceptually new export route for Russian gas to Europe and one of the company’s long-term strategic priorities. The Nord Stream pipeline will increase the reliability of Gazprom’s natural gas supplies and sales volumes to Western European markets by diversifying its export flows. Due to the fact that the pipeline will run offshore directly from Russia to Germany under the Baltic Sea, it will avoid the political and economic risks related to the reliability of transit deliveries through third-party countries and reduce transit costs. The EU has designated the Nord Stream pipeline as a Trans-European Gas Network.
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The Nord Stream pipeline is expected to have an annual capacity of approximately 55 bcm of natural gas. The pipeline is planned to extend undersea for approximately 1,200 km from Vyborg, Russia, to Greifswald, Germany, and it will consist of two pipeline branches. Gazprom is also considering constructing an undersea pipeline branch to transport natural gas to Sweden. Gazprom’s currently planning to commission the first branch of the pipeline in 2010 and the second branch in 2012. According to preliminary estimates the cost of constructing for the Nord Stream pipeline (including the two pipeline branches) will be greater than €6 billion. 
In November 2005, Gazprom established Nord Stream, a joint venture in Switzerland that was initially named North European Gas Pipeline Company. Gazprom holds a 51% interest in this joint venture, and BASF and E.ON Ruhrgas each own 24.5% of the joint venture. Nord Stream is engaged in all stages of implementation of the Nord Stream pipeline project, including the design, construction and operation of the pipeline. 
Strategic cooperation with CNPC

Gazprom concluded a strategic cooperation agreement with CNPC (China National Petrol Company), which is controlled by the Chinese state, in October 2004. The main area of cooperation is the development and implementation of Russian natural gas deliveries to CNPC, including deliveries through the UGSS. The agreement also provides for cooperation in exploration, development, transportation and production of natural gas and crude oil; development of gas transportation and gas distribution networks in China; construction and exploitation of underground gas storage, and cooperation in other mutual projects, including in third-party countries
.

In March 2006, Gazprom and CNPC signed a protocol on natural gas deliveries from Russia to China containing basic arrangements for possible terms, volume and routes of gas delivery, as well as pricing principles. Two possible routes of gas supply to China, a western and an eastern route, have been identified. The gas supply is planned to begin after 2010. The western route provides for the possibility of arranging the supply of natural gas from the fields of western Siberia through the western part of the Russian-Chinese border. 
The eastern route provides for the possible supply of natural gas through the eastern part of the

Russian-Chinese border to north-eastern and central China from the fields on the shelf of Sakhalin, with a subsequent inclusion of the fields of the Sakha Republic (Yakutia).
Gazprom is currently negotiating with CNPC the terms for his delivery of Russian natural gas to China. 
In May 2003, Gazprom signed a five-year cooperation agreement with Kogaz, a Korean gas company. The agreement covers a wide range of issues, including the possibility of Russian natural gas supply to Korea.
The first deliveries of LNG to Korea were based on swap transactions. Further LNG deliveries to Korea are also expected from Sakhalin-II.

Exploration and production :
As of December 31, 2006, Gazprom held 59 exploration licenses (without development rights), 40 combined hydrocarbon exploration, development and production licenses and 129 development and production licenses.

Gas reserves:
Gazprom is one of the largest companies in the world in terms of reserves.  Gazprom owns 17% of the world’s proven gas reserves, and over 60% of the Russia’s reserves.  Company’s gas reserves are estimated at around 29,1 trillion m3, its hydrocarbon reserves are currently estimated at USD 138,6 billion. 
Proven reserves of natural gas in different parts of the world, 2005

	Region
	Volume, billion m3

	Russia
	47 700

	North America
	7 446

	South America
	7 090

	Europe
	6 635

	Africa
	13 487

	Middle East
	71 376

	Asia and the Pacific
	17 442


Source : Gazprom.com
Gas production:
Gazprom is the leading gas producer in the world. The production of Gazprom accounts for 86% of the Russian total production and 20% of the world production
. 

	Natural gas production, billion m3

	2000
	523.2

	2001
	512.0

	2002
	512.9

	2003
	540.2

	2004
	545.1

	2005
	547.9


Source : Gazprom.com
The production of Gazprom increased by 1% from 2004 to 2005 representing 2.8 billion cbm and 5% since 2000.  Whereas during the same period the world demand increased approximately by 2.5% per annum. The company must imperatively increase its output in order to be able to answer the growth of the world demand.

Exploitation of the gas fields:
The major gas fields of Gazprom - Medevhze, Urengoy and Yamburg- are all starting to run out. Moreover these gas fields represent more than 60% of the total production of the company.

The increase in the output requires important investments in new fields exploration estimated at more than 65 billion dollars.

Gazprom plans to increase its annual production of gas to 550-560 billion cbm by 2010, 580-590 billion cbm by 2020 and 610-630
 by 2030. The increase in the production will be ensured by the fields under operation and the new fields located in the areas of Nadym-Pure-Taz and Central Asia 


Uncertainties of the production:
 The weak investment realized to date in production make weigh risks related to the capacity of Gazprom to face the increase in demand. Moreover the question is whether the company will be able to maintain its production at the same level in the near future. Indeed the company invested only 12 billion dollars in production since 2000. Just to compare, this sum represents annual investment for a company like TOTAL. 

These weak investments are related on one hand to the strategic choice carried out by the company and on the other hand to the low price charged on the domestic market. 
The declared goal to diversify company’s activities resulted in acquisitions in such business areas as banking, insurance, media, agriculture and construction. Now the assets other than energy account for 38% of the total assets of the company.

The three quarters of the production of Gazprom are intended for the domestic market. The price charged on this market is 43 $ per 1000 cbm whereas the price on the European market for example amounts to 240$ per 1000 cbm. That is to say a loss in earnings of about a 150$ per 1000 cbm sold in Russia. 

Gas transportation:
Gazprom owns and operates Russia’s Unified Gas Supply System (the ‘‘UGSS’’), the world’s largest transmission system, which collects, processes, transports, stores and delivers substantially all the natural gas sold in Russia. 
As of December 31, 2006, the total length of the system was approximately 156,900 km (not including pipelines for the transportation of gas condensate) and included 278 compressor stations and 25 underground natural gas storage facilities.
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Although most of the UGSS’s capacity is being used for the transportation of the natural gas that produced or purchased by Gazprom, the company also provides gas transportation services to third parties. Deliveries on behalf of third parties accounted for 16.0% and 13.8% of the natural gas supplied through the UGSS in 2006 and 2005, respectively.

In the late 1990s, Gazprom began acquiring interests in gas distribution companies through debt-for-equity swaps with such companies. As of June 30, 2007, it held controlling interests in 132, and non-controlling interests in an additional 67, of  more than 330 gas distribution companies in Russia. 

Gas exports:
According to the statistical survey ‘‘2006 Natural Gas Year in Review. CEDIGAZ’ First Estimates’’ (April 2007), for the year ended December 31, 2006, Gazprom supplied approximately 28.4% of the natural gas consumed in Europe, making the company the largest supplier of natural gas to Europe. 

Gazprom exports natural gas to Europe through its wholly-owned trading subsidiary, OOO Gazprom Export (formerly OOO Gazexport). The sales of natural gas to

Europe accounted for approximately 27.9% and 28.9% of the volume of the natural gas sold in the years ended December 31, 2006 and 2005, respectively, and 59.9% and 59.7% of his natural gas net sales revenues in those periods. Most of the exports to Europe are transported by pipelines through Ukraine and Belarus.
In December 2006, Gazprom extended to 2035 contracts for the delivery and transportation of natural gas in the Czech Republic with RWE Transgas (German energy company). The maximum delivery volume will be 9 bcm beginning 2010, and transit volume is to be 29.4 bcm per year. The agreement also provides for a decrease of transportation tariffs and transit rerouting in connection with the estimated commissioning of the Nord Stream pipeline.

In April 2007, the company signed a long-term contract for the natural gas delivery with the Romanian company Conef Energy S.r.1. The annual delivery volumes under the contract are to amount to 2 bcm in the period starting from 2010 through 2030, with the total amount of up to 42 bcm of natural gas.
In January 2007, a long term gas supply contract with WIEE (Romania) was signed. The contract provides for annual natural gas supplies of 3-5 bcm from 2013 through 2030.
Gazprom supplies natural gas in Central and Eastern Europe to state-owned and local natural gas distribution companies and in certain countries to joint ventures in which the company participates in gas marketing and distribution.
Relationship with the Government:
The Russian Federation currently controls more than 50% of OAO Gazprom’s shares. Several board members also work in government; for example, Dmitri A. Medvedev, a first deputy prime minister, is chairman of Gazprom.
As of December 31, 2006, the government held 38.37% of Gazprom’s shares directly and 11.63% indirectly, of which 10.74% were held through OAO Rosneftegaz, a wholly state-owned company, and 0.89% through another state-controlled company, OAO Rosgazifikatsiya.
As company’s controlling shareholder, the Russian Federation has a strong influence over the major decisions made at  shareholder meetings and, as the nominating party for a majority of the members of Gazprom’s Board of Directors, is able to determine the strategy, make policy decisions in relation to the main areas of  business (including investments, borrowings, risk management and asset allocation), and supervise the implementation of such decisions. 
Gazprom is  also a ‘‘natural monopoly’’ in the transportation of natural gas, which means that the tariffs charged for gas transportation through company’s trunk pipelines are subject to regulation by the Government.

Strategy:
Gazprom’s strategy consists in solidifying its position as a leading global energy company by further increasing the reliability of natural gas supplies and diversifying its activities in the energy sector, both in the domestic and foreign markets.

Key elements of development strategy:
Exploration and production:
To pursue the recovery of hydrocarbon reserves, Gazprom has developed a long-term geological exploration program primarily focusing on production regions, the most important of which are the Nadym-Pur-Tazovsky region in Western Siberia and the pre-Caspian oil and gas bearing provinces, as well as other promising gas production regions, such as the shelf of the Arctic seas (including the Obskaya and Tazovskaya Bays), the Yamal Peninsula, Eastern Siberia and the Far East. In accordance with this program, it is planned to maintain a balanced growth in reserves and production through 2010 and to ensure the enhanced recovery of gas reserves in the future.
Company also intends to expand its participation in the exploration and development of hydrocarbon reserves outside of Russia, such as in central Asia, India, Libya, Venezuela and Vietnam.

In addition, in June 2007, an agreement with BP plc and OAO TNK-BP was signed pursuant to which TNK-BP will sell to Gazprom a 62.8% interest in OAO RUSIA Petroleum, which holds the license for the Kovykta field. 

In order to meet the needs of the domestic market and fulfill his contractual obligations and international agreements for gas export supplies, it is planned to provide for scheduled gas production volumes by commissioning additional facilities at  existing fields and new fields in the Nadym-Pur-Tazovsky region (the Yuzhno-Russkoye field, the Kharvutinskaya area of the Yamburgskoye field, Lower Cretaceous deposits of the Zapolyarnoye field, Pestsovaya area and Achimovsk formations of the Urengoiskoye field), which can be more efficiently developed due to their close proximity to existing infrastructure facilities. After 2010, Gazprom intends to develop new strategic fields in the Yamal Peninsula, the shelf of the Barents Sea, the shelf of the Arctic seas (including the Obskaya and Tazovskaya Bays), the Far East and Eastern Siberia.
The development of these fields, in particular those in the Yamal Peninsula and the shelf of the Barents Sea, will require significant investment because of their distance from the existing gas transportation facilities, the complexity of well construction in such areas and difficulties in the implementation of new technologies, including those for environmental preservation in severe weather conditions.
To continue transformation into a global energy company and a leader in the global energy

market, Gazprom is striving to consolidate its position in the oil industry. The acquisition of Gazprom Neft  doubled its oil reserves and significantly increased its potential in liquid hydrocarbon production.
In April 2007, Gazprom entered into call option agreements with Eni SpA and Enel SpA to have the right to acquire a further 20% interest in Gazprom Neft purchased by them in an auction for certain oil and gas assets of OAO Yukos. 
Marketing and sales:
Gazprom develops its pipeline gas marketing strategy based on the characteristics of different markets.
In this study we shall not mention company’s policy on the domestic market and shall concentrate on the international level.
The key objectives in the European market are to maintain market-leading position, provide for reliable gas supply, and gain access to end users.
 In order to achieve these objectives company is planning to develop relationships with traditional customers on a long-term contractual basis and use new forms of trade based on short-term and medium-term sales, as well as gas exchange, spot and one-time transactions. To consolidate its position in the European natural gas market and improve the reliability and flexibility of gas supply, Gazprom intends to expand the use of underground gas storage facilities in Europe and increase ownership in companies engaged in the sale of gas and electricity to end-users.
In June 2006, Gazprom’s subsidiary, GM&T (Gazprom Marketing and Trading – offices in London and Paris), acquired the retail business of Pennine Natural Gas Limited, which operates in the commercial and industrial sectors of the U.K. economy.
To attract new retail customers and to make supplies and settlements with current customers, in July 2007, GM&T acquired another British company, Natural Gas Shipping Services Limited. The company expects to expand its sales volumes in this market sector, as retail gas sales to end consumers are more profitable than wholesale on the trading floors.
The key objective of marketing strategy in the FSU countries is to ensure that Russian gas will continue to maintain its dominant position in the energy sector of the former Soviet republics, while adjusting the pricing and other terms with respect to sales to FSU customers to terms that are similar to those currently in use with European customers.
Due to the continued economic difficulties in many FSU countries, the aim is to gradually achieve economically reasonable price levels in such countries in exchange for increased levels of access to end-users through privatized energy facilities, a strategy that is expected to minimize gas delivery transit risks.

In order to ensure flexibility in determining which fields in the new gas production regions in Russia to develop, company seeks to cooperate with central Asian countries in developing gas reserves as well as upgrading and modernizing gas transportation systems. It is expected that central Asian gas resources will open new possibilities in expanding the markets for Gazprom products as well as maintain reliable supplies to traditional consumers.

Gazprom anticipates also expanding and consolidating its positions in markets in the Asian and Pacific regions as well as in North America.

Diversification of products and activities:

To continue its development as a global energy company, Gazprom is integrating new products and activities with its traditional pipeline gas supplies.
One of its foreign trade priorities is the gradual implementation of the strategic plan for the

production and maritime transportation of liquefied natural gas. 

Gazprom anticipates targeting the U.S., Europe and Asia as his primary markets for sales of LNG.

The company’s expanding its electrical energy activities as part of its business diversification. In 2004 and 2005, the company acquired a 10.5% interest in OAO RAO UES, a natural monopoly engaged in electricity transmission and the largest electricity producer in Russia as well as a controlling stake in OAO Mosenergo, the dominant provider of electricity and heat in Moscow and the Moscow region.
In February 2007, Gazprom signed a letter of intent with Siberian Coal Energy Company, Russia’s largest coal miner, to establish a joint venture that is intended to combine electric power assets and SUEK’s coal assets which is believed to contribute to the more efficient use of coal and gas in power generation. 

Gazprom also plans to participate in investment projects for construction of power plants in Russia and abroad, including the construction of power plants and power stations on UGSS sites.

It is also expanding its business activities in natural gas refining. 

Risks:
In pursuing its strategic goal of becoming a global energy leader, Gazprom faces a variety of risks related to different countries regulations, global competition as well as to general economic, political and climate environment in the world taking into consideration energy sector dependence on all these factors. Some of the risks run by the company are:
- The prices of the natural gas sold in Europe under long-term contracts are linked to international prices for oil products, and so a decline in international prices for oil products could adversely affect the company.

- In Russia, natural gas prices are regulated by governmental authorities and are currently significantly lower than the prices charged to Western European off-takers even after netting back customs duties and transportation costs. Moreover, domestic natural gas prices for household consumers are currently lower than natural gas prices for industrial and commercial end users.
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- The company encounters competition in its largest business, natural gas sales, from alternative fuel sources and other natural gas producers and suppliers in Europe.

Gazprom faces varying degrees of competition in each of its major natural gas markets in Europe from providers of alternative fuels, such as crude oil, oil products and coal. No assurance can be given that the company will be able to compete effectively with such providers of alternative fuels.
Moreover, company encounters competition in Europe from other natural gas suppliers (especially from Algeria, Norway and The Netherlands), which could affect the prices and volumes of its sales of natural gas to Europe. If an oversupply of natural gas occurs, natural gas purchasers may be able to negotiate lower prices on supply contracts with producers such as Gazprom. An eventual decline in global prices for liquid hydrocarbons, economic slowdown in Europe or the emergence of new large suppliers of natural gas could result in an oversupply, and downward pressure on natural gas prices.
In addition, the Western European gas market is still undergoing significant structural change as a result of the EU Gas Directive, which was initially adopted in August 1998 and subsequently replaced by a new Gas Directive, adopted in June 2003. The purpose of the Gas Directive is to deregulate and liberalize the EU gas market by introducing greater competition into the market and reducing gas prices for the end-user. 
The Gas Directive may also promote the development of short-term price and ‘‘spot’’ markets for natural gas. The emergence of a spot market may make it more difficult for Gazprom to negotiate long-term supply contracts under which it currently exports a majority of its natural gas and may decrease the period between potential pricing revisions under new long-term contracts, which are currently set at three years for most contracts. Moreover, the fact that most of the production fields are situated far from the Western Europe market, Gazprom might find it difficult to participate in spot transactions. 
Despite this liberalization of the natural gas market, prices for natural gas in Europe on the whole

have grown, and have not converged significantly across different countries. 
- European Commission plans to restrict non-European companies control over the energy assets in the EU may penalise company’s plans for European expansion.
- Gazprom is dependent on the links between its gas pipeline network and other gas pipeline networks that it does not control for the export of natural gas.

Although company’s strategy includes seeking to diversify export routes, it is currently dependent on pipelines in Ukraine and Belarus to deliver a significant portion of the natural gas sold to customers in Western Europe, and Gazprom may not be able to prevent eventual disruptions in his transit of natural gas through the territories of Ukraine and Belarus as the company has no control over the pipelines on the territory of these countries. 
In order to avoid potential diverts of the gaz transmission, the company seeks to diversify gas export routes through the Yamal-Europe pipeline (which is now completed) and the Blue Stream pipeline (which is substantially completed). Gazprom continues as well to invest further in other export-oriented projects, such as the Nord Stream project under the Baltic Sea.
- Violations of existing international or U.S. sanctions could subject Gazprom to penalties.

International and U.S. sanctions have been imposed on companies engaging in certain types of transactions with specified countries or companies in those countries.
For example, since 1997, company has been involved, in partnership with Total and Petronas, in a project to develop the second and third phases of the South Pars field, located in the Iranian segment of the Persian Gulf.

In May 1998, the U.S. Department of State issued a determination that the investment made by Gazprom and its partners in Iran’s South Pars gas and condensate field constituted activity covered by the Iran and Libya Sanctions Act (the ‘‘Sanctions Act’’), and, at the same time, communicated its decision to waive sanctions under Section 9(c) of the Sanctions Act with respect to such investment. The waiver applies to activities in the South Pars field only, and not to any other activities company may conduct in Iran.

In March 2005, Gazprom entered into a strategic partnership agreement with LUKOIL that, among other things, provides for cooperation with respect to potential oil and gas projects in a number of countries, including Iran. The company has not yet undertaken any projects under this agreement in countries subject to international or U.S. sanctions.

Conclusion
With modern business running far beyond industry and national market boundaries, Gazprom started creating a global energy company.  Over a six-year period the Company’s capitalization grew 25fold exceeding USD 270 bln by the end of last year.
 
The fact that the company’s now ranked second among the global energy businesses shows that Gazprom has succeded in its conversion from a national company into a global energy leader. 
In recent years Gazprom managed to create a company with global coverage and to enter into the blue chips energy circle moving from arena such giants as BP and Exxon. This rocketing development has given the company probably a keener sense of modern business demanding from a company to adapt fast to extremely volatile environment. 

With business activities covering all hydrocarbon chain, LNG, electricity and other energy sources, the company is searching to expand its markets aiming at the worlds largest energy consumers such as USA and China and with the present pace there’s no doubt that they’ll achieve the goal.

According to different forecasting Gazprom will most probably have the world’s largest capitalisation by the year 2009.
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