On governmental regulation of oilfields development in the Russian sector of the Caspian Sea during global financial crisis
Importance of the Caspian Sea as one of the biggest source of hydrocarbons is constantly increasing in the context of expanding energy consumption all over the world. According to the Energy Ministry of Russia approximately 3% of the world oil resources and 5% of the world gas resources are concentrated in the region.
Thus only in the Russian sector of the Caspian Sea recoverable reserves including forecast resources of 6 high-priority oil-and-gas fields and 10 potential structures make up approximately 1 billion tones of oil and gas condensate as well as approximately 800 billion cubic meters of natural gas.  
In the conditions of world financial crisis it is expected that oil consumption in 2009-2010 will reduce worldwide. That evidently won’t allow prices to increase until 2010 and in the long term it jeopardizes a number of new large-scale projects to be realized in oil-and-gas industry.

However according to analytics oil extraction in the Caspian region is going to increase even under low oil price scenario. By the estimate of the “Center for Strategic Research “Severo-zapad” (St. Petersburg) the Caspian sea is to provide as much as 70% of oil extraction growth among the non-OPEC countries until 2013. That is in spite of the world financial crisis the Caspian region still remains number one for both public and private interests.
It is planned to start hydrocarbon production in the Northern Caspian at the end of 2009 when the first offshore oil field named after Yury Korchagin will be put into operation.
According to available forecasts, by 2025 amount of oil and gas production (including reserves) will be 29.5 million tons and 18.0 cubic meters per year respectively.

This production will load all petrochemical and gas-processing facilities of the Caspian region to full capacity and will inspire capacity building and corresponding development of infrastructure and social and economic sphere of Astrakhan, Volgograd and Kalmykia.

Oil and gas companies will expand their presence in the Caspian region, demand in state-of-the-art oil and gas service technologies will grow at an advanced pace. 

If we consider the Caspian region as a single labor market, we can state that leading companies engaged in oil and gas service are already present in the region, but they are unevenly distributed among the Caspian countries. 

Thus we can conclude that at the moment the Caspian is forming as geopolitical region, and consequently center for technical and service support of oil and gas production will claim for the managing role in the region.   

State of services market in oil and gas industry of the region upon the whole reflects the situation at Russian market, where “division of labor” formed during the last decade. This “division of labor” means that after they get licenses for oil field exploration and development oil companies sign contracts with specialized companies and finance all the work. 

Exploration, drilling, oil-field construction and development is executed by contractors – servicing companies, without which oil companies can not provide the acceptable level of work.

Upon the whole Russian service is considerably behind world standards. That is why oil and gas companies, especially new ones, established with participation of foreign investors, invite Western service companies with considerable financial assets and great capacities for technological development, to develop their fields and prospective structures.  
For example at the moment divisions of major companies such as Halliburton, Schlumberger, providing comprehensive services based on new technologies, cover practically all geophysical services and exploration drilling in the prospective Caspian region. 

Of Russian service companies, providing offshore services in the Caspian Sea, the following are present in the region: “Eurasia Shelf Drilling Company Limited” (former member of LUKOIL group), and Caspian branch of “PetroAlliance” (with participation of Schlumberger capital).

At the same time bearing in mind that by 2015 it is planned to put at least three oil fields into operation in the Russian sector of the Caspian Sea, at the moment shipbuilding is the key direction for oil and gas service infrastructure development. Shipbuilding is needed to ensure technical support of offshore objects in the Caspian Sea.

To do this our region possesses effective enough scientific, technical and production potential. In future it can become a pilot center for technological and service support of oil and gas production in the Caspian region.

At present 16 shipbuilding and ship-repairing yards are operating in the Astrakhan region. They can build vessels of any class and design, as well as unique technical equipment for offshore exploration and production of hydrocarbons.

Shipyards produce different vessels – dry cargo vessels, tankers, container carriers, mooring floats, motorboats, refrigerators, floating factories, “river-sea” self-propelled vessels, non self-propelled barges, crane ships with various lifting capacity to repair vessels up to 6 thousand tons. They also have experience of construction and redesign of floating drilling rigs “Shelf” and jack-up drilling rigs “Astra”.   
Joint-stock company oil company “LUKOIL” (OAO NK “LUKOIL”) is a strategic and reliable partner for the Government of the Astrakhan region. To a great extent this company determines development of shipbuilding industry of the region. 
Thanks to effective cooperation with “LUKOIL” group Astrakhan shipyards have increased their production over four times in three years. In 2008 amount of shipbuilding and ship-repairing works in the region was 13 billion rubles. 

Efforts of Astrakhan region Government are directed to preparing Astrakhan shipyards to meet “LUKOIL”’s large-scale plans of Caspian shelf development.
A lot has been done in this sphere, in particular: shipbuilding association has been established on the basis of three leading shipyards of the region. The association unites about 4000 qualified shipbuilders and production facilities with total capacity for metalworking up to 50 000 tons per year.
In 2007 due to attracting 500 million rubles of investment to capital stock, there was a 30% increase in the capacity of Astrakhan Shipbuilding Production Association.

About 1 billion rubles of investment into capital stock in 2008 allowed Astrakhan shipyards to reach the new level in implementation of offshore projects. 

Great effort has been made to train personnel for shipbuilding yards. “Center for industrial personnel” has been established. Together with educational establishments of the region it will improve skills and train world class specialists for offshore shipbuilding.

In 2005 less than 6000 people were employed by shipyards of the region, and they had to invite about 1000 foreign and non-resident specialists for large orders, while in 2008 about 9000 people were employed in shipbuilding industry, and the amount of shipbuilding works in 2008 was three times as much as in 2005.

Astrakhan shipyards have experience of executing offshore orders for oil and gas companies. They have worked on infrastructure development, attracted investors and launched infrastructure investment projects. Productivity has increased considerably, steps have been made to optimize production, and the work speed is quite good. 

 Correspondingly, further offshore orders from “LUKOIL” and other customers will be implemented faster, with higher quality and considerably lower expenses, because most pre-production activities have already been carried out.

First Vice-Chairman of RF Government Sergey Ivanov during the session of State Council of the Russian Federation in 2007 expressed his satisfaction by the state of Astrakhan shipbuilding industry and considered the possibility of establishing in Astrakhan the most powerful shipbuilding center in the south of Russia and in the Caspian region.

With this view the same year Government of the Astrakhan region sent a letter to the Government of the Russian Federation regarding the necessity of creating in the Astrakhan region Caspian shipbuilding and ship-repairing center, mentioned in the Strategy of shipbuilding industry in Russia until 2020.

However, position of the Russian Government at that moment was based on the fact that most shipbuilding yards in the region were private companies, and single shipbuilding corporation had not been formed yet by that time, hence it was not time yet to discuss possibility of establishing Caspian shipbuilding and ship-repairing center, based on principled of public-private partnership.

In fact such center already exists in the Astrakhan region on the basis of “Caspian Energy Group” Ltd (CNRG Group).

Key activities of this group, established in 2006, are designing, construction and installation of offshore constructions for oil and gas fields.

The Group includes three divisions:

- engineering (“Center for offshore technologies “Shelf” Ltd, including central design bureau “Coral” (Sevastopol), design bureau “Vympel” (Nizhny Novgorod), design bureau “Kaspiy” and design bureau “Astramarine” (Astrakhan);

- manufacturing (Astrakhan Shipbuilding Production Association (“ASPO Ltd”), consisting of three major shipyards of the region and center for personnel training);

- service (“Crane Marine Contractor” Ltd). Company for offshore operations “Crane Marine Contractor” was established in the region to carry out offshore works in the Caspian sea and is equipped with powerful technical devices. 

At present the largest order implemented by “Caspian Energy Group” is construction of central drilling and technological platform LSP-1 for Yuri Korchagin oil field, scheduled for putting into operation in August 2009 (customer – oil company “LUKOIL”).

In order to develop and expand its activities, this Group together with Government of the Astrakhan region has worked out and started to implement the plan of modernization of regional shipyards in order to prepare them for large-scale offshore projects.

With this view training programs have been corrected in the region in order to solve the task of hydrocarbons production and shipping, programs have been launched on construction of houses and infrastructure for shipbuilders.

The brand “Astrakhan – the city of shipwrights” is actively advertized in Astrakhan media and universities.

However, some legislative and technical problems hinder further development of this promising industry.

First of all, unfortunately, scope of orders received by “Caspian Energy Group” and other shipyards of the Astrakhan region, is limited by export orders and orders from “LUKOIL”.

A present due to world financial crisis export orders are frozen, program of the company, previously presented and approved by Astrakhan Government, has to be cut (including both the amount of work and prolongation of offshore works in the Caspian sea).

In these circumstances only the resolution from federal center, acknowledging shipbuilding industry of the Astrakhan region not as a group of private shipyards but as Caspian shipbuilding and ship-repairing center of Russia, mentioned in the Strategy of shipbuilding industry development until 2020 will help to support Astrakhan economics, will ensure positive spirit of specialists and their effective work, will strengthen Russian positions in the Caspian sea, thus executing V. Putin’s order to establish in Astrakhan the most powerful shipbuilding center in the south of Russia and in the Caspian region.

In conclusion I will dwell upon main directions and activities to support Astrakhan shipbuilding industry in today’s situation in order to speed up works on developing hydrocarbon resources of the Caspian sea:

- more active expansion of market of works and services of Astrakhan shipbuilding industry by means of establishing and developing South shipbuilding and ship-repairing center, based on public-private partnership;

- further modernization of production facilities and introduction of new technologies. In 2008 Astrakhan shipbuilders spent over 1 billion rubles on this work, and the program of modernization of Caspian Energy Group includes about 7 billion rubles until 2013;
- ensuring placement of design, construction and installation orders for development oа Filanovskoye field on Russian production facilities according to earlier approved schedules;

- expansion of public contract system in the period of world financial crisis. Large public shipbuilding or ship-repairing order, placed through “South shipbuilding and ship-repairing center” on Astrakhan shipyards can minimize crisis influence on one of the leading industries in the region.

In conclusion I would like once again to stress that considerable growth of production of regional shipyards is mostly determined by their integration into international processed connected with development of hydrocarbon resources of the Caspian sea. 

Unfortunately consequences of world financial crisis resulted in putting off “LUKOIL”’s investment projects, and shipbuilding and ship-repairing yards of the Astrakhan region had to a great extent relied their production plans on these projects.

That is why the main task of the Astrakhan Government today is to attract offshore orders to the region, to support shipyards in their contacts with customers (“Gasprom”, “LUKOIL”, “Rosneft” and foreign partners). And shipyards in their turn must make effort to keep their staff and to keep up with production level of 2008.

In conclusion I would like to thank organizers of today’s meeting and wish all participants productive work!
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