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“We are one of the world’s largest gas and oil companies in terms of reserves, production and 
market capitalization.  Our revenues are primarily derived from sales of natural gas, crude oil and 
other hydrocarbon products to Western and Central Europe, Russia and other former Soviet Union 
countries.”  Gazprom October 14, 2014 
 
“Gazprom is a global energy company. Its major business lines are geological exploration, 
production, transportation, storage, processing and sales of gas, gas condensate and oil, sales of 
gas as a vehicle fuel as well as generation and marketing of heat and electric power.   
 
Gazprom holds the world’s largest natural gas reserves. The Company’s share in the global 
and Russian gas reserves makes up 18 and 72 per cent respectively. Gazprom accounts for 14 and 74 
per cent of the global and Russian gas output accordingly. At present, the Company actively 
implements large-scale projects aimed at exploiting gas resources of the Yamal Peninsula, Arctic 
Shelf, Eastern Siberia and the Far East, as well as hydrocarbons exploration and production 
projects abroad. 
 
Gazprom is a reliable supplier of gas to Russian and foreign consumers. The Company owns the 
world’s largest gas transmission network – the Unified Gas Supply System of Russia with the total 
length of over 168 thousand kilometers. Gazprom sells more than half of overall produced gas to 
Russian consumers and exports gas to more than 30 countries within and beyond the former Soviet 
Union. 
 
Gazprom is the only producer and exporter of liquefied natural gas in Russia. 
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The Company is among Russia’s five largest oil producers and it is the largest owner of power 
generating assets in the country. These assets account for 17 per cent of the total installed capacity 
of the national energy system. 
 
OAO Gazprom’s strategic goal is to establish itself as a leader among global energy companies by 
diversifying sales markets, ensuring reliable supplies, increasing operating efficiency and using 
scientific and technical potential.”  http://www.gazprom.com/about/  
 
December 13, 2019 ($7.86) 3Q19 results released – Thesis intact and relatively 
unchanged 
 
Lower gas prices caused Gazprom to lower its F2019 guidance.  This is a commodity business, hence 
with certainty our investment thesis has not changed.  Revenues came down, but costs did as well.  
F2019 earnings could be as low as $1.50, whereas we were projecting $1.90.  Earnings of $1.50 results 
in a P/E of 5.21X, which of course is still incredibly low. 
 
We are projecting earnings to be $1.60 for F2020, $1.85 for F2021, $2.05 for F2022, and $2.15 for 
F2023.  This is merely a road map, and I envision that any changes will be based on gas prices.  Many 
projects are going to be live shortly, and if they perform as expected, our thesis should remain intact. 
 
Production was down 2% year over year. 
 
Gas distribution was materially down year over year, primarily because of lower export prices. 
 
Gazprom announced a dividend target payment of 50% of their adjusted IRFS Net Income.  This is 
expected to be phased in over several years. 
 
2019 is expected to be their peak year for CapEx.  They expect the peak to be completed in F2022. 
 
August 15, 2019 ($6.82) Fitch Upgrades credit rating 
 
Fitch upgraded the credit rating to ‘BBB’ Middle Rung of Lower Medium Grade, Outlook Stable 
(8/15/19). 
 
July 23, 2019 ($6.82) Two-Minute Drill and Thesis: 
 
We have ~a 9% portfolio position with an average cost of $4.85.  This is currently our largest position.  
We first bought the company during May 2014 at $8.62 per share.  The dividend yield of OGZPY has 
been consistently greater than 6% since we owned it. 
 
Our primary thesis is a contrarian investment based on the perception of “blood in the streets,” and 
the fear and detest of the masses investing in Russia. This is primarily based on the perception of 
most developed nations, of the Russian Government, and the Russian geopolitical situation. Of 
course, the political situation and accusations is not helping this investment. We offset that with what 
I consider to be an incredibly inexpensive stock, and potential resolution of the Geopolitical situation. 
 
We project earnings to be ~$1.90 for F2019, and hence the forward Price/Earnings ratio is 3.59X. We 
project Book Value for F2019 to be ~$17 per share, and hence price/Book value is a low 0.40X. 
Return on Equity (ROE) is projected to be 10.0%. Return of Capital is projected to be 5.2% We project 
a dividend of $0.50, which generates a dividend yield of ~7.3%.  Gazprom carries a debt/equity ratio 
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of < 20%, which is fairly strong. Interest coverage ratio is strong. Dagon and ACRA ratings agency 
continue to give Gazprom AAA ratings. Moody's upgraded the credit during the year to 'Baa2.' 
 
The balance sheet is strong, with lower than typical debt levels for energy companies.  The bonds are 
fairly highly rated.  The company has been operating on all cylinders for several years now. 
 
A negative to ownership, is a large custodial fee that is charged for the ADR, which equates to about 
0.8% of the dividend.  There is also a 15% Russian withholding tax on all accounts.  Hence, if this is 
held in an IRA, the tax withholding is not recoverable.  We include these highly frictional costs in our 
decision to own rather than not own this company. 
 

Various notes and workups: 
 
On July 17th they went ex-dividend, so the price of the stock goes down by the dividend amount. I 
think the dividend is $0.4273. This dividend is expected to be paid on August 21, 2019. Although 
OGZPY closed at $7.50 on the 16th, it opened unchanged at $7.07, because of this dividend. 
 
Yield is 6.30% ($0.43). Earnings expected at $1.90 which would give a P/E of 3.59X.   Dividend pay-
out has averaged ~20% for the last 10 years.  The payout ratio was 25% in F2017, and 20% in F2018.  
Dividend payout ratio expected to be 22% and 23% for F2019 and F2020 respectively.  ROE has 
averaged 11.59% for the last 9 of 10 years.  ROE was 11.6% in F2017, and 6.3% in F2018. ROE is 
expected to be 10.0% for F2019 and 8.7% for F2020.  ROTC has averaged 9.27% for the last 10 years.  
ROTC was 9.2% in F2017, and 5.10% in F2018.  ROTC is expected to be 5.2% for F2019 and 4.9% for 
F2020.  Average P/E for the last 10 years has been 5.19X.  Projected eps for F2020 is $1.74 which 
equates to a forward P/E of 3.92X.    
 
Shares outstanding projected to be 22,100 at December 31, 2019, and 22,100 at December 31, 2020. 
 
S&P credit rating is ‘BBB-’ Lowest Rung of Lower Medium Grade, Outlook Stable (2/27/18). 
 
Moody’s credit rating is ‘Baa2’ Middle Rung of Lower Medium Grade, Outlook Stable (2/12/19). 
 
Fitch credit rating is ‘BBB-’ Lowest Rung of Lower Medium Grade, Outlook Positive (6/26/19). 
 
Both the Power of Siberia and TurkStream pipelines are expected to start up before year end. 
 
Nord Stream 2 is expected to start up prior to June 30, 2020. 
 
Capex is expected to be materially reduced after these projects are completed. 
 
Company plans on a 50% dividend payout ratio by F2022. 
 
Management stated the decision to double dividends year on year so that shareholders could benefit 
from strong 2018 financial performance. 
 
We noticed an estimate that a 10% change in European gas price implies a 13% on earnings on 2020. 
 

ROE: 
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Times Interest Earned: 
 

 
 

Debt/Equity: 
 

 
 

ROIC: 
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Credit Default Swaps look very healthy: 
 

 
 
 
 
November 12, 2018 ($4.44) 
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Contrarian investment based on the perception of “blood in the streets,” and the fear and 
detest of the masses investing in Russia. This is primarily based on the perception of most 
developed nations of the Russian Government, and the Russian geopolitical situation. Of 
course the political situation and accusations is not helping this investment. We offset that 
with what I consider to be an incredibly inexpensive stock, and potential resolution of the 
Geopolitical situation. 
 
We project earnings to be ~$1.15 for F2018, and hence the forward Price/Earnings ratio is 
3.86X. We project Book Value for F2018 to be ~$15 per share, and hence price/Book value 
is a low 0.30X. Return on Equity (ROE) is projected to be 6.3%. Return of Capital is 
projected to be 4.1% We project a dividend of $0.28 generates a dividend yield of ~6.3%. 
Gazprom carries a debt/equity ratio of < 20%, which is fairly strong. Interest coverage ratio 
is strong. I expect that Gazprom will exceed the projected earnings estimates for F2018. 
Dagon and ACRA ratings agency continue to give Gazprom AAA ratings. Moody’s, S&P, and 
Fitch, have all upgraded Gazprom to Lower Medium Grade, and either a positive or stable 
outlook. 
 
S&P credit rating is ‘BBB-’ Lowest Rung of Lower Medium Grade, Outlook Stable (2/27/18). 
 
Moody’s credit rating is ‘Baa3’ Lowest Rung of Lower Medium Grade, Outlook Positive (1/29/18). 
 
Fitch credit rating is ‘BBB-’ Lowest Rung of Lower Medium Grade, Outlook Positive (9/25/18). 
 
 
 
 
February 7, 2018 ($4.81) Investor presentation held in NYC 
 
Peak near-term capex will be accompanied by peak debt repayments in 2018-2020. 
 
Management was sanguine on dividend increases but claims dividends should not shrink from 2016 
level of RUB8.04 per share. 
 
Gazprom carries a P/E of 4.2X, earnings projected to be $1.15 USD for F2017, $1.46 for F2018, and 
$1.14 for F2020. 
 
ROE is reported at 6.8%, and ROA 4.5%. 
 
Book value is ~$16 per share. 
 
Interesting, and concerning to see the credit default swaps so high.  This hasn’t been updated since 
2015. 
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Moody’s Baa3 upgraded to outlook positive on 1/29/18, as did Fitch BBB-.  These are both the lower 
rung of lower medium grade (a step above junk.) 
 
The major concern of investors is the lack of free cash flow, primarily if not all caused by massive 
capex.  This build-out is expected to be completed during F2019, and Gazprom claims it will look to 
start increasing dividends at that time.  Yet, other investors are concerned that historically Gazprom 
has claimed such, and that in F2020 it will just be something else to spend money on.   
 
Analysts would like to see a capex reduction, and of course a relief of the sanctions.  I would think, 
perhaps naively, that capex promotes future cash flow, and if it causes deficits, while at the same time, 
credit agencies have upgraded. 
 
All ratios appear to be above industry average.  This includes liquidity ratios, ROE, Net Margins. 
 
ROIC is 6.8%, which is quite acceptable. 
 

UBS: 
 

 
 

Investor day notes: 
 
Revenues are 68% Gas, 24% oil, and 8% power. 
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Gazprom holds 17% of global gas reserves. 
 

 
 
 

 
 

 
November 29, 2017 ($4.55) 
 
3rd quarter results were released and posted a third-quarter net profit of 200.5 billion rubles ($3.4 
billion), almost doubling the 102.2 billion robles it recorded in the same period last year and 
exceeding analysts' expectations. 
 
The company raised its estimated capital expenditure for this year to 1.64 trillion troubles from a 
previous estimate of 1.58 trillion rubles.   
 
“Mr. Putin, we expect the total amount of gas produced by Gazprom in 2017 to reach 470 billion 
cubic meters. That figure exceeds the 2016 result by more than 50 billion cubic meters, showing 
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a growth of over 12 per cent. In addition, Gazprom’s annual gas production capacity will surpass 
550 billion cubic meters by year’s end.” Alexy Miller 
 
“On the whole, the investment programs for 2018 and 2019 will be the most ambitious in the 
Company’s history. The investments for 2018 and 2019 will total RUB 1,280 billion and 
1,400 billion, respectively. As you know, Mr. Putin, it is related to the peak investment needs for the 
implementation of our crucial strategic projects. At the same time, those projects have a deadline – 
the end of 2019. That includes the start of gas supplies to China via the eastern route (the Power 
of Siberia gas pipeline), the pre-development of the Chayandinskoye field, the construction of the 
Amur Gas Processing Plant, the commissioning of the TurkStream gas pipeline in late 2019 and the 
creation of gas transmission capacities in the northern corridor, in northwestern Russia, for 
delivering gas from Yamal to consumers in Russia and exporting it via Nord Stream 2.” Alexy 
Miller 
 
 
September 12, 2017 ($4.18) 
 
The price per a DB report dated 8/30/17 for GAZP.MM (Reuters) or GAZP.RX Bloomberg is 118.30, 
with a price target of 115.  The 52-week range is 115.35-158.95.  I often get confused with the 
conversion, but this is consistent with OGZPY range being $3.78 - $5.33. 
 
Gazprom had robust 1H earnings, as released a few weeks ago.  DB, still rates a ‘Hold,’ but did 
increase the price target by 9.5% (to 115 from 105, yet I have difficulty translating that, as it is 
GAZP.MM.) “Gazprom will be unable to finance the relatively heavy capex in the next several 
years from OCF. The company will need to also borrow to finance the dividend 
payments.”  DB 8/30/17 
 
“Management has reiterated plans to maintain future dividends in 2018-20 at least at the level of 
the previous year's dividend. Specifically, if sanctions intensify, Gazprom's ability to use project 
financing mechanisms may be reduced and the debt burden on the group may increase.” DB 
8/30/17 
 
DB indicates market cap is $44.5B USD, with 22.1 shares outstanding. 
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Figure 1 - Source: Deutsche Securities 
 
Putin discussed Gazprom during July 2017.  Here are some key takeaways I had: 
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"I need to keep an eye on Nord Stream II developments, especially after the German elections. It 
seems to me that Angela Merkel will win again and that would be good for Gazprom. 
 
The Naftogaz-Gazprom dispute could substantially distort the Company's financial future. I should 
definitely track Miller's efforts to hedge Gazprom from an unfortunate outcome. 
 
Tracking demand for natural gas worldwide and especially within the EU, alongside energy price 
developments, should become a weekly routine of mine. 
And of course, I should follow-up on trade interferences, like Cheniere's "wonderful" plan to push 
LNG in Europe and pressure for Qatar to produce more natural gas. 
 
I also need to inform my assistant, that I want all the latest financial statement releases of Statoil on 
my desk, as soon as they are posted. 
 
I need to make sure that Miller is fixing the negative Asset Turnover, while simultaneously keeping 
an eye on relating Interest Charge developments. 
 
The Operating Profit Margin needs to see a positive trend. On the Balance Sheet, I will particularly 
fixate on Other Operating Expenses. Miller didn't say much on what these expenses involve, and I 
should worry if they keep piling up. 
 
Finally, I need to make sure that Cash reserves increase again. Gazprom is certainly not out of the 
woods yet.” Vladimir Putin 
 
July 15, 2017 ($4.19)   
 
"Upside risks to price target: increase in dividend payout ratio to 25% IFRS; clear downward 
guidance on capex; European export volumes ramp up, including Ukraine; strength in European 
spot pricing; de-escalation of Russia-West tensions. 
 
Downside risks to price target: capex visibility remains low and trends higher, weighing on FCF; 
further weakness in European spot prices and falling demand; export monopoly broken and 
independent Russian gas producers partly take Gazprom's export market share; further weakness 
in oil prices; further slowdown of domestic gas tariff growth; ongoing decline in domestic market 
share. 
 
Important note regarding economic sanctions: Gazprom is currently the subject of sectoral 
sanctions programs administered or enforced by the United States, the European Union and/or 
other countries. Users of this report are solely responsible for ensuring that their investment 
activities in relation to Gazprom are carried out in compliance with applicable sanctions." Morgan 
Stanley 7/10/17 
 
June 14, 2017 ($3.99) 
 
Although 1Q17 earnings were solid, there is concern of increased capex to rise at a greater amount 
than cash flow, causing a cash flow deficit.  Gazprom expects to continue to invest in large pipeline 
projects, such as Nord Stream 2, TurkStream, and Power of Siberia. 
 
June 7, 2017 ($4.14) – 1Q17 earnings released last week 
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Co reported Q1 profit of RUB 350.4 bln vs RUB 373.4 bln last year; revs +4.4% YoY to RUB 1.815 
trillion. 
 
Total sales (net of excise tax, VAT and customs duties) increased by RUB 77,937 million, or 4 %, to 
RUB 1,815,301 million for the three months ended March 31, 2017 compared to the same period of the 
prior year. The increase in sales was mainly driven by an increase in sales of crude oil and refined 
products. 
 
Net sales of crude oil and gas condensate increased by RUB 63,308 million, or 84 %, to RUB 138,837 
million for the three months ended March 31, 2017 compared to the same period of the prior year. 
 
May 16, 2017 ($4.61) - Putin hints that dividend need not be 50% of reported IFRS 
profits 
 
“Russian gas monopolist Gazprom’s profit is mostly “on paper,” president Vladimir Putin said on 
Monday, raising questions about the company’s ability to pay dividends. “Gazprom has large 
profits on IFRS. But it’s on paper. There isn’t a real cash flow,” Mr. Putin said at the Belt and Road 
summit in Beijing. Mr. Putin implied the company would likely be exempt from a government 
decree mandating that all state-owned firms pay 50 per cent dividends. The company has 
previously asked for exceptions on the grounds that its large investment programme would force it 
to borrow to pay the compulsory dividend rate. “So, when the government makes a decision about 
this issue, it’s going to take the real situation into account, and not the company’s paper income,” he 
said.” Financial Times May 15, 2017 
 
March 8, 2017 ($4.44) 
 
Investment projects: Specifically, the Company continues to construct the Power of Siberia gas 
trunk line, which will deliver gas from the Yakutia and Irkutsk gas production centers to Russia's Far 
East and China. Construction and installation are underway along the pipeline's priority section 
stretching from the Chayandinskoye field (Yakutia) to the Russian-Chinese border (near 
Blagoveshchensk). As of the end of February, over 500 kilometers of the linear part have been built. 
The crossing under the Amur River within Power of Siberia's cross-border section entered 
construction. 
 
Cost optimization: While drafting its 2017 budget, Gazprom explored the ways of optimizing both 
operating and investment costs. At the same time, the Investment Program for the current year was 
developed via ranking projects by the level of priority within the framework of the Company's 
strategy. Gazprom also takes steps to boost efficiency and optimize costs for the Company and its 
subsidiaries in a number of lines of business. A significant portion of those measures are aimed at 
energy and resource saving, including by introducing cutting-edge technologies to reduce gas 
consumption for process needs and by optimizing the operation of production facilities and gas 
transmission channels. The Gazprom Management Committee was instructed to carry on with the 
Group's cost optimization (reduction) efforts in the current year. 
 
Dividend: Gazprom strives to maintain the dividend amount in rubles for 2017--2019 equal to or 
higher than the 2016 level. At the same time, the potential significant increase in dividends paid by 
companies with state participation, which is currently being discussed, might harm Gazprom's 
financial stability, increase its debt burden, and limit the available financial resources for major 
investment projects that have strategic importance for Russia's economy. Taking into account the 
current environment, the Company's investment requirements, including its obligations under 
international projects, and its debt burden, the Gazprom Management Committee plans to propose 
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that the Board of Directors maintain the dividend payments for 2016 at the level established by the 
Company in the amount of RUB 186.8 billion (RUB 7.89 per share) when making recommendations 
on the dividend payout for 2016. A decision on dividend payments for 2018 and 2019 is planned to be 
made on the basis of additional annual reviews of the international oil and gas markets, the amount of 
net profit secured by the free cash flow, and the situation in the financial markets. 
 
March 1, 2017 ($4.58) - DB reiterates “sell” on February 28, 2017 after investor day 
 
Claims management is in denial regarding the proliferation of alternative suppliers facing European 
customers. 
 

 
 
“Gazprom believes that its market share in Europe will remain stable and may even increase, from 
34% in 2016 to 35% in 2025. Given the high cost-competitiveness of its gas, management expects the 
demand for Gazprom’s gas from European consumers to remain stable.” 
 
DB is concerned with large investment cycle starting in 2017, and that could produce negative cash 
flow.  Yet, doesn’t capex like this, most often turn into future cash flow and revenues? 
 
Dividends: “A 25% payout ratio on the basis of the consolidated IFRS earnings could be a limit in the 
foreseeable future.” 
 
“The negative FCF outlook, coupled with a flat – or even potentially lower – dividend, implies a 
deterioration for the Gazprom investment case. Our view on the stock remains negative.” 
 
January 23, 2017 ($4.92) Quick news and thoughts as IFRS 9/30/16 released 
 

 
 
“The state-controlled company aims to raise 350 billion rubles (around $6 billion) from asset sales 
this year, while borrowing may climb to 288 billion rubles and more than double from that level 
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next year, a copy of the document obtained by Bloomberg News show. Dividend payments are 
forecast at the 2016 level through 2019, according to the plan, approved by the board in December.” 
Bloomberg 1/23/17 
 

 
Figure 2 - Bloomberg January 23, 2017 
 
According to Gazprom, in the third quarter 2016, oil prices were 8% lower year on year as compared 
to the same quarter of 2015. Average gas price, as realized in their European sales, went down to 
USD159 per 1,000 cubic meters. Also, the ruble got weaker vis-a-vis the dollar by 3% percent, which 
impacted positively their export revenue. 
  
“Our exports of gas to Europe exceeded 179 billion cubic meters, which is 12.5% higher than the 2015 
numbers, which were already high.”  Gazprom CC 1/19/17 
 
Gazprom was asked about dividend.  They didn’t answer and claimed there is “a clear trend to 
maintain that well understood level of payment.”  They then mentioned there is potential that the 
Government might instruct the company on the level of payment. 
 
A quick thought on sanctions.  If sanctions were lifted, I would think RUB would strengthen, which of 
course would be good for Gazprom.  The sanctions are allegedly less relevant to oil companies as 
liquids contribute ~15% to the overall hydrocarbon production. 
 
September 13, 2016 ($4.20) Review of 2Q16 
 
2Q16 results came in as expected.  FCF is now negative, but I think that is temporary based on capex.  
Capex is materially down, and that is merely reflective of the economy, the supply and the price of oil 
and gas.  There have been some tax initiatives in Russia, which will somewhat affect Gazprom, but 
mainly their JV’s.  I see no reason they will not work through this.   
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Putin, in a Bloomberg interview, mentioned that Gazprom is materially undervalued, and Russia will 
not sell Gazprom at these prices.  “Gazprom is clearly undervalued. We have no plans to sell it yet.” 
He cited that other than the price of oil and gas, Gazprom is doing very well. They are building 
reserves and infrastructure.  The interviewer compared Gazprom being down 80% to the military that 
lost 80% of their army.  Putin contended that Gazprom did not lose 80% of their oil, they merely put 
it strategically to reserves.  Putin went on to identify that Russia is the world’s leader of natural gas 
exports, with a 20% global market share. “On the whole, Gazprom is in great shape and is increasing 
exports to its traditional partner countries.”  
 
Debt was reduced by 4% in USD, and 15% in ruble terms since December 31, 2015. 
 
Thesis from August 11th remains intact and unchanged. 
 
August 17, 2016 ($4.25) Fitch Affirms ‘BBB- ‘; Outlook Negative 
 
“The ratings reflect our expectations that Gazprom will remain a vital gas supplier to Europe. We 
expect competition in the European gas market to intensify in the near future, as new LNG 
production projects come on-line globally. However, Gazprom's low-cost position should help the 
company maintain its market share, provided it responds to changing market conditions. 
Gazprom's new projects, mainly the Power of Siberia to supply gas to China, should enhance 
the company's business profile in the long term but they could stretch leverage and free cash flow 
(FCF) in the next two to three years. 
 
 Gazprom has significantly reduced its presence in the international debt markets amid Russia's 
geopolitical tensions with the west; however, the company's one-year liquidity is strong. In 2015-16 
Gazprom issued two medium-term Eurobonds, in October 2015 (EUR1bn, three years) and March 
2016 (CHF500m; 2.5 years) but its ability to borrow larger amounts in the international Eurobond 
markets remains untested. We assume that Gazprom will be able to maintain its liquidity by 
borrowing from Russian banks, as well as occasionally international and Chinese debt markets. 
 
 Gazprom is Russia's largest state-owned energy company, engaged in natural gas production, 
transportation and distribution, as well as crude production and refining, heat and electricity 
generation. In 2015, Gazprom produced 445 billion cubic meters (bcm) of natural gas, including its 
share of associates, and generated RUB1,874bn (USD31bn) EBITDA. Its end-2015 funds from 
operations (FFO) adjusted net leverage was 1.3x, one of the lowest among global oil and gas 
companies.” 
 
“We expect Gazprom's FCF after dividends to be negative at least in 2016 and 2017, financed by the 
company's vast cash reserves and possibly additional borrowings. Gazprom should be able to 
broadly balance its after-dividend cash inflows and outflows by 2018.” 
 
August 11, 2016 ($4.22) Review of 1Q16 IFRS release 
 
Quarterly profit dipped more than 5% due to lower gas prices and higher capex.  I was surprised how 
little the earnings and revenues fell.  I was also surprised at the growth in output.  Prices are lower 
than Gazprom set out in their budget, yet they claim still half a year left, and much is based on 
weather. 
 
Deutsche Bank has a sell rating, with a price target of $3.00 if I converted correctly, as DB current 
price is 137.34 (RUB) and price target of 97.50 (RUB), hence 71% of $4.22, is $3.00. 
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Morgan Stanley has an Underweight rating, and a price target of $3.90. 
 
Net debt went down by 14% in rubles and by 8% in US dollars compared to the end of 2015. In 
absolute figures, the net debt went down by $2.2 billion. 
 
Production of gas in Q1 2016 went down by 3% compared to the respective period in 2015. Production 
of gas condensate grew by 2% up to 4.2 million tons. Production of crude oil grew by 6% up to 9.3 
million tons. Production of power went down by 2%. Production of heating grew by 5%. 
 

Thesis Intact: 
 
Contrarian play based on the perception of “blood in the streets”, and the fear and detest of the 
masses investing in Russia.  Blood in the streets scenario is based on price of oil (depressed), 
geopolitical situation, stalling growth, and possible contractions, continued recessions and deflation 
in Europe and emerging markets.  We offset that with what I consider to be a cheap market, and 
potential resolution of the Geopolitical situation.  We add to concerns, the lack of clarity on what the 
dividend will be.  I think Wall Street is punishing Gazprom for this lack of clarity.   
 
On the negative side, Russia taxed Gazprom greater than the past in 2016, and of course that hurt 
cash flow.  Gazprom does not think the tax will be raised again.  Nevertheless, I don’t think Russia will 
look to hurt themselves.  I think the price to earnings is low enough to absorb this with relative ease.  I 
do not believe that Russia would want to injure the long-term viability of Gazprom in its current form. 
 
I originally projected Gazprom F2015 earnings to be ~$0.75, whereas they were $0.91.  Gazprom 
could be free cash flow negative in 2016-2018. 
 
We project earnings to be ~$1.00 for F2016, and hence the Price/Earnings ratio is 4.22X.  We project 
Book Value for F2015 to be ~$12 per share, and hence price/Book value is a low 0.35X.  Return on 
Equity (ROE) is projected to be 9%.  The projected ROE is low, but I believe that is reflected in the 
industry depression, and the low price to book value.  We project a dividend of $0.24 generates a 
dividend yield of ~5.7%.  Gazprom carries a debt/equity ratio of < 19.1%, which is fairly strong.  
Interest coverage ratio is strong. Dagon ratings agency continues to give Gazprom AAA ratings. 
Standard and Poor’s rates the credit BB+ Stable, and Moody's rates it Ba1, outlook negative, both 
being considered non-investment grade.   
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May 19, 2016 ($4.42) Review of FYE 2015 earnings released on 4/28/16 
 
Thesis Intact: 
 
Contrarian play based on the perception of “blood in the streets”, and the fear and detest of the 
masses investing in Russia.  Blood in the streets scenario is based on price of oil (depressed), 
geopolitical situation, stalling growth, and possible contractions, continued recessions and deflation 
in Europe and emerging markets.  We offset that with what I consider to be a cheap market, and 
potential resolution of the Geopolitical situation.  We add to concerns, the lack of clarity on what the 
dividend will be.  I think Wall Street is punishing Gazprom for this lack of clarity.  Yet, the way I see it, 
is the Russian government would like the dividend to be 50% of net income, whereas Gazprom 
proposed much less than that.  Gazprom has often discussed this, and my impression is Gazprom is 
being magnanimous on the subject and is firm that this is a work in progress. 
 
On the negative side, Russia might tax Gazprom greater than the past, and of course that would hurt 
cash flow.  Yet, I think the price to earnings is low enough to absorb this with relative ease.  I do not 
believe that Russia would want to injure the long-term viability of Gazprom in its current form. 
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I originally projected Gazprom F2015 earnings to be ~$0.75, whereas they were $0.91.  Gazprom 
could be free cash flow negative in 2016-2018. 
 
We project earnings to be ~$1.00 for F2016, and hence the Price/Earnings ratio is 4.4X.  We project 
Book Value for F2015 to be ~$12 per share, and hence price/Book value is a low 0.37X.  Return on 
Equity (ROE) is projected to be 8%.  The projected ROE is low, but I believe that is reflected in the 
industry depression, and the low price to book value.  We project a dividend of $0.18 generates a 
dividend yield of ~4.1%.  Gazprom carries a debt/equity ratio of 19.1%, which is fairly strong.  We 
expect the ratio to increase to 21% in F2016.  Interest coverage ratio is strong. 
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February 3, 2016 ($3.45) Investor Day Mentions from February 1, 2016 
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“Our key concern remains intact: we believe that the company will be FCF-negative for the most 
part of the end of this decade, principally due to heavy investments into the value-destructive 
Eastern Gas Programme (EGP) project. The leveraging to finance the gap between the falling 
earnings base on the one hand and capex and dividends on the other will be untypically rapid for 
Gazprom. We see net debt/EBITDA climbing up from 0.70-0.80x at the end of 2015 to 1.50x at the 
end of the decade. While this is not critical for the company that supplies 60% of the Russian and 
30% of the European market, earnings pressure would grow as debtholders get a claim on a greater 
portion of Gazprom’s profits. That would come on top of a greater claim that the Russian state now 
has via elevated taxes.”  DB 2/1/16 
 
“Assuming all other things being equal (prices and volumes), we believe that, in the current 
environment, a European buyer is likely to prefer US LNG over Russian gas for political reasons 
and on the back of the diversification drive. We may therefore comfortably assume that Gazprom’s 
positions will be seriously dented by the launch of US LNG towards the end of this decade and going 
forward as competition in the European gas market intensifies.” DB 2/1/16 
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Figure 3 - VTB Capital 
 
 
 
 
 
January 18, 2016 ($3.19) Review of 9/30/15 IFRS Financials 
 

 9/30/15 12/31/14 
   
Total Debt 3,147,881 2,688,824 
Capital 10,789,114 10,120,021 
Debt/Capital 29.18% 26.57% 

 
“3Q15 EBITDA beat consensus by 10%, rising 3% YoY and 41% QoQ to RUB491 bln ($7.8 bln) on 
strong non-FSU export volumes. FCF was positive thanks to strong OCF, and we expect 4Q15 to also 
benefit from strong European demand.” URALSIB 1/18/16 
 
“EBITDA beat consensus by 10% due to one-off factors like profit from derivatives and FX gains 
from operating activity, which contributed c20%. Meanwhile, export gas price continued to 
disappoint (-14% q/q).”  BCS Global Markets 1/18/16 
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Gazprom continues to drop in price. It is currently 51% off the 52-week high of $6.25.  Yet, business 
remains relatively strong in terms of demand.  The price of oil, the sanctions (U.S. and EU), and the 
falling ruble are creating a perfect storm.  Thesis below remains unchanged. 
 
November 16, 2015 ($4.03) Thesis 
 
Contrarian play based on the perception of “blood in the streets”, and the fear and detest of the 
masses investing in Russia.  Blood in the streets scenario is based on price of oil (depressed), 
geopolitical situation, stalling growth, and possible contractions, continued recessions and deflation 
in Europe and emerging markets.  We offset that with what I consider to be a cheap market, and 
potential resolution of the Geopolitical situation.   
 
We project earnings to be ~$0.75 for F2015, and hence the Price/Earnings ratio is less than 6X.  We 
project Book Value for F2015 to be ~$16 per share, and hence price/Book value is a low 0.25X.  
Return on Equity (ROE) is projected to be 4.69%.  The projected ROE is low, but I believe that is 
reflected in the industry depression, and the low price to book value.  Dividend of $0.225 generates a 
dividend yield of ~6%.  Gazprom carries a debt/capital ratio of 26.85%, which is fairly strong.  Exxon 
carries the same ratio at 16.70%, and Chevron at 17.90%. 
 
Standard and Poor’s rates the credit BB+, and Moody's rates it Ba1, both being considered non-
investment grade.  Dagong, the largest credit rating agency in China rates the credit AAA. 
 
Considering all the negatives in Russia and the declining price of oil, Gazprom has reported fairly 
decent results so far in 2015.  Gazprom claims all is well, and that they can weather this storm.  For 
the first time in 10 quarters, Gazprom was Free Cash Flow negative at June 30, 2015. 
 
October 16, 2015 ($4.65) 
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September 1, 2015 ($4.253 down 5.53%) 2Q15 Earnings Released 
 
Considering all the negatives in Russia and the declining price of oil, Gazprom reported a fairly decent 
quarter.  Gazprom claims all is well, and that they can weather this storm.  For the first time in 10 
quarters, Gazprom was Free Cash Flow negative. 
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Some metrics I worked with: 
 

 Gazprom Exxon Chevron 
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Total Debt 2,635,904 29,121 27,722 
Total Revenue 5,567,301 394,105 211,970 
Capex 1,262,140 28,059 28,285 
Capital 9,816,558 174,399 155,028 
Taxes Paid 212,674 25,066 10,562 
Debt/Revenues 47.35% 7.39% 4.70% 
Debt/Capital 26.85% 16.70% 17.90% 
Taxes/Revenues 3.82% 6.36% 5.00% 
 
 
 
August 11, 2015 ($4.35) 1Q15 IFRS Earnings released 
 
Seemed to be in line or exceeding most analyst estimates.  Shares down anyway for a few days.  I 
suspect part of the fall in stock price is Ruble related.  Ruble is at $0.0156.  It was $0.018 5 weeks ago.  
Not surprisingly, it was announced by Rosstat yesterday that Russia GDP is in recession and declined 
4.6% YoY. 
 
In the conference call, Gazprom stated that Cash and cash equivalents are 75% RUB denominated. 
 
“China's biggest independent rating agency, Dagong, assigned the highest credit rating to Gazprom. 
Secondly, Gazprom and CNPC signed the agreement for pipeline gas supply from Russia to China 
via the western route.”  Conference Call 8/10/15 
 
“Given the financial accounts we are discussing at this conference call, we see a change in the 
financial position of Gazprom, and that change is for the better. We are stronger financially.”  
Conference Call 8/10/15 
 
July 7, 2015 ($4.98) Some updates 
 
On or around June 26, 2015 Gazprom declared a dividend.  The dividend is 7.20 RUB.  RUB / USD is 
~.018. I figure dividend for OGZPY is ~$0.13 per share (7.20 *.018).  This reflects a 2.6% dividend 
rate. 
 
I am projecting (and a very vague and susceptible projection) 2015 earnings of $0.75 per share.  This 
would indicate a forward P/E of 6.67X. 
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Figure 4 - Source Gazprom 2014 Annual Report 
 
February 6, 2015 ($4.51) Investor Day Presentation Notes or Cut and Pastes 
 
Gazprom has 459,500 employees. 
 
Gazprom is very optimistic.  Gazprom on the face is a self-sufficient company, yet the debt ratings by 
USA agencies are unanimously below investment grade. 
 
 
 
February 3, 2015 ($4.25 up 3.95%) Investor Day in Hong Kong 
 
Gazprom sounded very optimistic. 
 
2015E Capex reduced to $30B from $38B (21%).  Ruble devaluation and lack of South Stream capex 
may lead to savings in US dollar terms.   
 
Looking to raise domestic gas output in 2015.  The weak ruble improves Gazprom’s competitiveness. 
 
Dividend policy remains untouched at 25% of RAS net income.  No exact guidance was given.  No 
indication was given on whether the figure will be adjusted for non-cash FX losses. 
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Figure 5 - BCS Financial Group estimates 2/3/15 
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Figure 6 - BCS Financial Group estimates 2/3/15 
 
 
 
 
February 2, 2015 ($4.06 down 3.22%) Gazprom gets highest investment grade from 
China’s biggest ratings agency 
 
http://rt.com/business/228487-china-highest-rating-gazprom/   
 
"China’s Dagong rating agency has given Russia’s Gazprom the highest AAA credit rating with a 
long-term stable outlook. It says US and EU sanctions won’t have a substantial effect on the 
creditworthiness of the world’s largest gas producer. 
 
"Obtaining such a credit rating by Dagong will further expand the base of investors from the Asia-
Pacific region in debt instruments of Gazprom, including pension funds, insurance companies, 
investment funds and banks, as well as increasing the loyalty of Asian investors in the company," 
Gazprom said in a statement.  
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The rating shows Gazprom’s strong wealth creation capability, and “the very low degree of 
deviation between its available repayment sources and wealth creation capability,” reported 
Dagong.  
 
The agency says the sanctions imposed by the US and the EU against Russia will have little effect on 
Gazprom’s creditworthiness. The credibility of Gazprom in local and foreign currency is very high, 
it goes on to say.  
 
A high credit rating from Dagong allows Gazprom to place shares in Hong Kong, the agency’s 
president Guan Jianzhong said on Monday.  
 
"The rating reflects a very high potential for the company," he said, adding that the outlook for 
Gazprom’s long-term credit rating will remain ‘stable’ over the next 1-2 years.  
 
The agency kept the sovereign credit rating of Russia at A level with a stable outlook, which means a 
high level of credibility. 
 
Dagong’s decision goes against the surge of Russian rating downgrades by leading Western 
agencies. On January 26 Standard & Poor’s downgraded Russian debt to speculative ‘junk’ grade. 
The agency said Russian monetary policy has become less flexible with a deteriorating situation in 
the financial sector.  
 
On January 16 Moody's downgraded Russia’s sovereign credit rating to Baa3 level, one notch above 
speculative grade. On January 20 the agency lowered the ratings for some of the largest Russian 
companies, such as Gazprom, Transneft, LUKOIL and Rosneft.  
 
Russia and China have recently been strengthening financial and economic links in order to 
challenge Western dominance. It includes the setting up of a joint rating agency rival to the western 
‘Big Three’ of Moody’s, Fitch and S&P.  
 
Other deals included ruble-yuan currency swaps and supplying gas to China via the so-called 
‘Western route.’ Gazprom CEO Aleksey Miller expects the volume of gas sold to China will exceed 
that currently exported to Europe." 
 
January 29, 2015 ($4.31 down 2.28%) Gazprom released 3Q14 IFRS earnings 
 
Gross revenues and costs increased from what analysts expected.  
 
“During nine-month period ended September 30, 2014 the Russian Ruble significantly depreciated 
against major currencies, by 20% against the U.S. dollar and 11% against the Euro, in particular. Even 
though the Ruble depreciated against the U.S. dollar or Euro it has a positive effect on our sales. 
However, it also increases the trouble equivalent of our debt denominated in foreign currencies and 
the trouble equivalent of the cost of such debt adversely affected our results of operations. 
World market prices for crude oil declined significantly in late 2014. As international crude oil prices 
decrease, the natural gas prices we realize under our long-term contracts with European or other 
customers that are linked to oil product indices may decline as well, resulting in a reduction in our 
export revenues. Ongoing and any further decline may adversely affect our business, results of 
operations, cash flows, financial condition and potentially our capital program. 
 
FX loss lower than expected.  DB expected a net loss of $3.8B, but FX loss was only USD$7.5B, 
whereas they were expecting USD$11.2B.  On top of that Gazprom had net interest income of 
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USD$370M, whereas DB was expecting net interest expense of USD$32M.  DB believes that these 2 
non-cash items would have put Gazprom into the red as DB expected.” 
 
Gazprom exists in a weak demand market.  Gazprom is focusing on “pricing-out” the competition to 
protect market share.  Because of this sales volumes and pricing will remain under pressure. 
 
Gazprom will hold annual investor days on February 3 and 5.   Looking for dividend guidance, 
operational guidance, updates on the Eastern Gas Program and Turkish Stream and updates on 
relationships with Ukraine and the possibility of a Western route with China. 
 
I expect 4Q14 will report a larger FX loss due to Ruble devaluation.  This will be a non-cash loss but 
will still bring down net income. 
 
The following Credit Suisse graphs were estimates prior to earnings release. 
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“Research and Markets (http://www.researchandmarkets.com/research/sjndqj/gazprom_breakout) 
has announced the addition of the "Gazprom: Breakout Strategy" report to their offering.  
 
Gazprom is under double pressure. It is becoming more and more difficult for the company to 
maintain a dialogue with the EU that perceives the gas giant as instrument of political pressure by 
Russia.  
 
Ukraine is again on the agenda both as a capricious consumer and a shrewish transit state. Large 
independent gas producers continue attacking Gazprom on the domestic market; they are suffering 
from sanctions and count on expansion of their share on the Russian gas market as compensation.  
 
Gazprom is looking for a way-out, including sharp intensification of its Eastern policy. The Russia-
West confrontation made diversification of Russian exports to the Asia Pacific region not just urgent 
and desirable. This is the only possible strategy from the point of view of survival.  
 
The question is about the scale and the pace of this process. The possibility that large-scale gas 
supplies to China will be carried out at the expense of exports to other directions is as high as never 
before.  
 
However, Moscow still counts on restoration of partnership ties with Europe and preservation of the 
huge potential of mutually beneficial cooperation that has been accumulated over the past 40 years of 
Russian natural gas exports to Europe.  
 
There are significant changes on the domestic natural gas market. The share of independent gas 
producers in the area of the Single System of Gas Supplies has already surpassed a 40% threshold, 
which leads to unprecedented decline in gas production by Gazprom amid stagnation on the market. 
Numerous systemic imbalances create risks for normal functioning of the Russian gas sector, which 
requires an extremely accurate approach of the state as regulator.  
 
The sanctions have not directly affected Gazprom, but its financial standing is influenced by a number 
of negative factors, e.g. non-payments by consumers and decreased export prices, as well as the 
necessity to increase investments in new large-scale projects.  
 
Key topics of the report:  
 
Gazprom and Ukraine: what comes next?  
 
- The winter package, preservation of transit risks  
 
- The essence of reverse supplies  
 
- Prospects of Ukraine as consumer of Russian natural gas  
 
Gazprom in Europe  
 
- Transformation of the European gas market, Gazprom's standing  
 
- Gazprom's search for a new strategy in Europe  
 
- Changes in Gazprom's exports  
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The course to the East  
 
- The first gas contract with China  
 
- Prospects of the western route of gas exports to China  
 
- LNG in Russia's Far East, export ambitions of Rosneft  
 
The domestic gas market at the crossroads  
 
- An optimal market model amid excessive capacities  
 
- The consumption dynamics  
 
- Price regulations, the launch of exchange trade  
 
- Debates about reforms in the Russian gas sector  
 
Gazprom's finances amid sanctions  
 
- Gazprom's financial standing  
 
- Investment program the state fiscal policy  
 
- The state fiscal policy  
 
The forecast of developments” 
 
UBS notes: 
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December 10, 2014 (4.96) 
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November 17, 2014 (6.08) 
 
No real news. Read a bunch of reports, and nothing out of the ordinary.  Dividend is probably going to 
be reduced because of 3Q14 loss from F/X. 
 
October 21, 2014 (6.59) 
 
“Moody's Investors Service, ("Moody's") has today affirmed the Baa1 ratings of the government-
related issuer (GRI) OJSC Gazprom (Gazprom) and the Baa2 ratings of its subsidiary Gazprom Neft 
JSC, and the respective ratings of their guaranteed debt-issuing subsidiaries. The outlook on all 
ratings is negative.” 
 
“These actions follow the weakening of Russia's credit profile, as reflected by Moody's downgrade of 
Russia's government bond rating to Baa2 from Baa1 on 17 October 2014.” 
 
“The affirmation of Gazprom's issuer rating reflects Moody's view that the strength of the company's 
business, operating and financial profile, as well as its importance for the government, position its 
rating one notch above the sovereign rating at Baa1.  
 
The key strengths of Gazprom's franchise include (1) having the world's largest natural gas reserves 
(18% of global and 70% of Russian gas reserves); (2) its unique business profile as Russia's largest 
producer and monopoly exporter of gas, and owner and operator of the world's largest gas 
transportation and storage system; (3) its market position as Europe's largest gas supplier together 
with Norway's Statoil ASA;  
 
(4) strong financial metrics and free cash flow generation, underpinned by contracted foreign 
currency-denominated revenues and modest leverage; and (5) the economic, political and 
reputational importance of the company to the Russian state.  
 
The company demonstrates strong lobbying power with the government, and enjoys a relatively 
favorable taxation and regulatory regime, as well as moderate demands on its liquidity in the form of 
dividend distributions stipulated by the government for state-owned corporates. The above 
characteristics, in Moody's view, somewhat reduce the probability of the government's negative 
intervention under current economic conditions, and to an extent insulate the company's operations 
from potential sovereign stress. We also note that Gazprom has a strong liquidity profile.  
 
The affirmation of Gazprom Neft's (98% owned by Gazprom) Baa2 rating reflects the company's close 
operating and financial linkage with its parent's ratings, supported, inter alia, by the presence of a 
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cross default clause, which includes Gazprom Neft, in Gazprom's debt documentation and its strong 
positioning in the Baa2 rating category.  
 
Moody's also notes that Gazprom Neft was included in the US and EU sectoral sanctions lists, a 
development that effectively undermines the company's access to external financing, at least in the 
western financial and capital markets, as well as its ability to continue cooperating with western 
partners on complex development projects. Gazprom is not subject to such sanctions.” 
 
“The negative outlook on all ratings reflects Moody's view that both companies' ratings are sensitive to 
changes in the sovereign creditworthiness, notwithstanding the current differential between 
Gazprom's and the government's ratings.” 
 
October 20, 2014 (6.54) 
 
“Fitch Ratings-Moscow/London-20 October 2014: Fitch Ratings says that despite weaker profits 
and declining gas prices in Europe in 1H14, OAO Gazprom's (BBB/Negative) liquidity at end-June 
2014 was a record RUB969bn, including RUB26bn in short-term investments. Gazprom also 
reported strong positive free cash flows over this period. We view the record cash pile as a response 
to the US and EU sanctions announced in March 2014, which have effectively kept Gazprom, a key 
Russian corporate borrower, away from the international debt capital markets since the spring. We 
also note that Gazprom currently has arguably the best access to available sources of funding 
among Russian corporates. 
 
 By mid-2015, Gazprom needs to repay or refinance RUB295bn and then another RUB264bn by 
mid-2016. Its subsidiary JSC Gazprom Neft (BBB/Negative) is prohibited by the US and the EU 
sanctions from raising new equity or debt in the west, in addition to obtaining any services or 
equipment that relate to exploration and production from the Arctic shelf or shale oil deposits. To 
counter the effect of financial sanctions, Gazprom Neft started borrowing from domestic banks in 
2014. In 3Q14 it raised USD and RUB loans from several domestic banks, while Gazprom drew on a 
syndicated two-year EUR500m loan from European banks at EURIBOR + 0.9%. We note that as of 
30 June 2014, 40% of Gazprom's cash was with affiliated Gazprombank (BBB-/Negative), which is 
prohibited from tapping international capital markets because of the sanctions. 
 
 We view Gazprom's 1H14 operating and financial performance as mixed. While it reported a 5% 
decline YoY in the US dollar-denominated gas price in Europe, its principal market by value, and a 
25% drop in operating profit YoY, its funds from operations (FFO) were up 3% and it generated 
strong positive free cash flows (FCF) in excess of RUB250bn.” Fitch press release 10/20/14 
 
“Following the ground-breaking gas supply deal between Gazprom and China National Petroleum 
Corporation (CNPC, A+/Stable) signed in May 2014 for the supply of 38bcm of gas per annum via 
the Power of Siberia pipeline or 'eastern route' to China, Gazprom is said to be mulling over various 
funding options that involve Chinese off-takers and banks. One option is issuing bonds in renminbi 
for the equivalent of USD500m, to be led by Industrial and Commercial Bank of China (ICBC, 
A/Stable). We note that discussions are still ongoing between Gazprom and CNPC on the USD25bn 
pre-payment for future gas deliveries. We believe that this pre-payment is likely to be linked to the 
proposed additional 'western route' gas pipeline to China from Western Siberia's gas fields. Overall, 
we view Gazprom's ability to raise funds from a number of counterparties as a testament to its 
strong credit quality.” Fitch press release 10/20/14 
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October 16, 2014 (6.55)   Conference Call Notes 
 
Gazprom benefits from ruble devaluation, as 57%/72% of its OpEx/CapEx is ruble denominated, 
while 2/3 of revenue are USD. 
 
According to deputy CFO Alexander Ivannikov, it is too early to give guidance on 2014 dividends, as 
the decision will depend on future impact from FX fluctuations and reversal of Ukraine's provision, 
but assuming that negative 
trend will continue, Gazprom may cancel dividend payments for 2014 and use these proceeds for 
internal needs. 
 
“Gazprom’s management said that it will be possible to adequately guide dividends for 2014 only at 
year end: much will depend on the ruble exchange rate, the chances for either partial or full recovery 
of provisions created on the impairment of receivables due from Naftogaz of Ukraine, as well as the 
overall economic backdrop and market environment. Should the situation substantially worsen 
further, the company might allocate funds for internal needs rather than for dividend payouts, but 
this could be done only in exceptional circumstances. The management hopes that it will not have to 
resort to such a measure unless the major shareholder decides otherwise.”  GazpromBank 
10/16/14 
 
“We ensure self-sufficiency of our CapEx plan with free operating cash flow, and we expect to 
review our investment CapEx on the 21st of October 2014.”  Gazprom CC 10/15/14 
 
“We are discussing with the Chinese regarding potential advance payments and what-not. As you 
are aware, the intergovernmental agreement was signed back in May this year to supply 38 billion 
cubic meters of gas via the eastern route. That agreement is fully in force.  We're now negotiating 
potential supplies through the western route, and the discussions were held as recently as yesterday. 
We are going at full swing and at full scale, with very ambitious targets set. Different options are on 
the table, including advanced payments or potential financing in that or another form. I cannot 
disclose the details, as of yet, given they're a commercial secret.” Gazprom CC 10/15/14 
 
“The question about dividends now, then the answer is that we're going to have more clarity closer 
to December. There are very different drives affecting that, to name a few, FX fluctuations and FX 
losses or gains in that regard, provisions against Naftogaz of Ukraine receivables, how much are 
they going to cover, if at all? So, all of these result in very material impacts on our financial 
performance, as well as the dividends. At the same time, should the situation develop in a negative 
way, for any reason, then we do not exclude a cessation on the dividends could be used for some 
internal purposes. However, we hope this would be an extreme scenario, unless the key 
shareholders (inaudible).” Gazprom CC 10/15/14 
 
October 15, 2014 (6.54) 
 
I have seen estimates of a dividend reduction to $0.12.  This would be a yield of 1.83% using the 
current price of $6.54.  During the conference call, Gazprom indicated they think a dividend 
reduction would be a low probability scenario. 
 
Current credit ratings are: 
 
http://www.gazprom.com/investors/creditor-relations/ratings/  
 
Standard and Poor’s  BBB- Outlook Negative – April 25, 2014 
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Moody’s    Baa1- Outlook Negative – April 1, 2014 
Fitch     BBB- Outlook Negative – March 26, 2014 
 
 

 
 



 43

 
 



 44 

 
 
 
October 14, 2014 (6.57) 
 
This has become our 9th largest holding via recent accumulations.  Thesis remains unchanged.  
Contrarian play based on “blood in the streets” perception, and perhaps reality of investing in Russia.  
P/E is less than 2.5X.  Blood in the streets scenario is based on price of oil (depressed), geopolitical 
situation, stalling growth, and possible contractions, recessions and deflation in Europe and emerging 
markets.  We offset that with what I consider to be a cheap market, and potential resolution of the 
Geopolitical and Gazprom specific Ukraine situation.  There has been some discussions and theories 
that the Ukraine situation is getting resolved,  “Gazprom reduced the size of debt Ukraine has to repay 
in October before the start of gas supplies in Q4 from $2bn to 1.45bn, for example, the price of gas 
delivered in Nov-Dec 2013, Vedomosti reports citing minister of energy Alexander Novak. This 
proposal was sent to EU commission, which was accepted, but Ukraine still has to reply.  According to 
Mr. Novak, Kiev has notified Brussels that demand for Russian gas has been revised from 5 to 4 bcm 
for the winter period.”  BCS Russia Equity Research   
 
There has been a delay of signing the Russian China gas deal to sometime in 2015. 
 
2Q14 IFRS estimates came in slightly above expectations on the revenue side (2+%).  I find this to be 
a plus for sure.  Yet, stock is still under pressure down 2% today.  EBITDA was over 9% lower than 
consensus estimates. 
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This could be a long ride, and at this point my patience is not impaired at all.  Gazprom did release 
2Q14 IFRS earnings today, and they were slightly disappointing due to impairment charges and 
foreign exchange rates.  Gazprom has been trading at ranges of the Russian Stock market. 
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August 15, 2014 (7.27) 
 
Gazprom released earnings the other day.  They were well below expectations because of a provision 
for loss of about $4.5B (USD).   
 
Earnings release is not available in English. 
 
The provision may be released when and if Ukraine starts paying its debt.  It is speculated this can 
happen at the beginning of heating season. 
 
The following quotes are from Gazprom during their earnings call on August 12, 2014: 
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Declared an interim dividend, “RUB463 per share which is 13% greater than interim dividends that 
we paid our shareholders last year.”   
 
“Our activities in cost optimization and management efficiency which allowed us to increase 
revenue by more than 16%. EBITDA [indiscernible] went up by 18.5%. And net income went up by 
12.9%. Additionally, we also grew in cash flows.”   
 
“As far as the happenings of this second quarter are concerned, I'd like to point out specifically that 
we started industrial production at Badra in Iraq. We also began exploratory drilling at 
Dolginskoye field in Arctic.”  
 
“In particularly in the first half of the year 2014, in Russia, we have achieved the highest in industry 
sales in gas station of 18.7 tons per day. This is our average daily throughput per station.  And 
besides, as compared to the first half of 2013, we have 11% increase in premium sales volumes. We 
keep improving in our assets in premium sales segment. As well as non-fuel related segments that 
has to do with aviation fuel, jet fuel in particular. Revenues were up 2% YoY. Gazprom for first 6 
months of 2014 had a 4.1% of increase in production. Refining volumes grew up by 3.8% year-on-
year. And premium sales went up 11.1% year-on-year.”  
 
“In the last five or four quarters, crude prices remained around $108, $110 per barrel.” 
 
“As far as aviation fuel is concerned, here we still have the market share of 23%, which is pretty 
large. We keep expanding the number of airports where we are present, both locally and abroad. It 
increased by 29% in the first half of 2014. I mean the premium sales volume growth in the first half 
of 2014 in aviation amounted to 29%.” 
 
“As far as cash flow was concerned, cash flow increased by almost 16% year-on-year. We keep 
generating good cash flows and we can see that we have positive free cash flow of RUB38b.” 
 
“Financial stability is pretty high for our Company. Debt to EBITDA is 0.64 which is a good result 
and it allows us to stay quite calm in quite difficult situation.” 
 
“We do not currently feel any substantial impact of sanctions on our day-to-day activity.” 
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“Gazprom dividends will depend largely on a decision about whether or not to exclude non-cash 
items such as debt provisions on Ukrainian debt and may differ from RUB 5 (3.8% yield) to RUB 7.9 
(6% yield).”  Gazprombank 8/15/14 
 
“The main negative issue in the report is the contraction of YoY net income, as this could put 
pressure on the company’s dividends for 2014. To remind, Gazprom pays out 25% dividends on RAS 
net income, and the timeframe for switching to IFRS net income dividends has not yet been 
approved. The main factor behind the decline in net income was provisions totaling RUB 179.3 bln. 
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Notably, Gazprom CEO Alexey Miller said back in March that the company might have to provision 
$5.3 bln against Ukraine debts.”  Gazprombank 8/15/14 
 
“We also note that the dividends could be adjusted for non-cash write-offs during the reporting 
period. Thus, when dividends are calculated as 25% of RAS net income net of provisions, dividend 
payouts could amount to RUB 187 bln (RUB 7.9 per share), up 19% on 2013. However, if debt 
provisions are factored in dividends could be 16% lower than last year’s figure, totaling RUB 132 bln 
(RUB 5.6 per share). 
 
The actual number may come somewhere in between those scenarios. We think that provisions may 
be excluded from dividend calculation, but 2H14 net profit may be worse than in the first half due to 
a decrease in export sales. Assuming unchanged dividend payout principles, that may result in 
dividends for 2014 of approximately RUB 7 per share, which is just slightly less than in 2013, and 
may result in approximately a 5.3% dividend yield. 
 
To recap, we believe there is still a degree of uncertainty regarding Gazprom’s dividends for 2014. 
The key issue is whether we will see a switch to 25% IFRS payouts, which is not yet a given, in our 
view. Notably, Gazprom management previously guided for a switch to IFRS-based dividends from 
2015 but has not clearly specified the target dividend payouts under IFRS. The Finance Ministry 
envisaged 25% IFRS-based dividends of state-owned companies in the Federal Budget Plan for 2015 
and 35% IFRS-based payouts in 2016, and the plan was approved by the government and the 
Duma. Therefore, this is still an issue requiring further approval.”  Gazprombank 8/15/14 
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August 1, 2014 (7.33) 
 
This is a contrarian play on Russia, which with Putin and Ukraine being controversial lately, has 
affected the stock price negatively.  We have been buying through this concern.  Gazprom is the 
largest company in Russia and is the world’s largest gas producer.  When the price was $8.42, the 
market capitalization was $94B, P/E of 2.8X, P/B 0.4X, Dividend yield of 4.5%, and price per barrel 
of reserves is $1.54.  Compare this to Exxon with a P/E of 13.9X, P/B 2.5X, Dividend yield of 2.7%, 
and price per barrel of reserves is $17.60.   The price is now $7.25, so those metrics are now more 
attractive.  Of course, Putin could screw the shareholders, but I think this is a value proposition and 
gives us the ability to own a major developing nation.  It gives us a bit of diversification 
internationally, with a contrarian bent. 
 
ROE was 13% in 2013, P/E was 2.8X, ROA 9.2X, Debt to Capital 28.3%. 
 
May 22, 2014 (8.42)     According to Grant’s 5/16/14 
 

1. Net debt is 0.7X EBITDA. 
2. Operating income covers interest expense by 39.  Exxon covers by 196X. 
3. World’s largest gas producer. 
4. Largest company by capitalization on Moscow bourse. 
5. “As far as shareholder return is concerned, the most efficient price for Gazprom is probably 

zero.” Ian Hague 
6. Market capitalization was $94B, P/E of 2.8X, P/B 0.4X, Dividend yield of 4.5%, and price per 

barrel of reserves is $1.54.  Compare this to Exxon with a P/E of 13.9X, P/B 2.5X, Dividend 
yield of 2.7%, and price per barrel of reserves is $17.60.   
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If you are a client of ours, and if you have questions regarding the company or 
investment mentioned in this report please call our office. If you are not a client of 
Redfield, Blonsky & Starinsky, LLC Investment Management Division and are reading 
these notes, we urge you to do your own research. We will not be responsible for any 
person making an investment decision based on these notes. These notes are a "by-
product" of our research. We are not responsible for the accuracy of these notes. We 
are not responsible for errors that may occur in these notes.  Please do not rely on us to 
monitor or update this or any other report we may issue. In theory, we could come 
across some type of data or idea, which causes us to eliminate our long or 
short position of the company or investment mentioned in this report   from our 
portfolios.  We will not notify reader’s revisions to these notes. We are not responsible 
to keep readers of these notes updated for changes or material errors or for any reason 
whatsoever.   We manage portfolios for clients, and those clients are our greatest 
concern as it relates to investing. Certain clients of Redfield, Blonsky & Starinsky, LLC 
may not have the company or investment mentioned in this report   in their portfolios. 
There could be various reasons for this. Again, if you would like to discuss the company 
or investment mentioned in this report, please contact Ronald R. Redfield, CPA, PFS 
(partner in charge of investment management division).  
 
Information herein is believed to be reliable, but its accuracy and completeness cannot 
be guaranteed. Opinions, estimates, and projections constitute our judgment and are 
subject to change without notice. This publication is provided to you for information 
purposes only and is not intended as an offer or solicitation. Redfield, Blonsky & 
Starinsky, LLC and Ronald R Redfield, CPA, PFS, may hold a position or act as an 
advisor on any investments mentioned in a report or discussion. 
 
 


