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Questions & Answers to the presentation of “Yukos/Exxon – exploring a deal”

by team 11 (Rob Anstey, Carolina Bresciani, Greg Mazur, Saurabh Sekhri, & Kristy VonOhlen)

1. Why wouldn’t Exxon try to acquire another Russian oil company which may be easier to perform?

Yukos is attractive solely because it is so huge.  It is Russia’s largest company and has more oil reserves than any oil company worldwide (including Exxon).  It seems that this benefit might outweigh the risks and troubles in performing a deal with Yukos.  

Given how messed up things have become with Yukos, we wouldn’t be surprised if Exxon does start to look elsewhere.  No other acquisition will bring as much oil into Exxon’s hands as Yukos though.

Even though things are messed up with Yukos, this made it cheaper because its stock price fell. Buying a percentage of Yukos shares now would be a lot cheaper for Exxon so it might want to stick with the deal.

2. Do you think that such a major acquisition will make Russia’s government less influential on the business arena? I.e. is Exxon big enough to have cross-government influence in Russia?

By only buying part of Yukos it seems that no, there wouldn’t be much government influence on the part of Exxon. If however, they diversify the political risk and give the government a stake in the deal there might be some influence.

3. While allowing the government to possible become part of this venture to reduce political risk – don’t you think that the government’s involvement could also be detrimental because of the powers they will.

Yes, giving the government power over the deal and the company could backfire. But it appears that Putin’s government is conducive to business and while it could become a problem, the benefits outweigh the concerns.

4. Why don’t Yukos benefit from joining the OPEC?

Because OPEC not only has a quota for producing oil but has a price at which to sell it. By not becoming part of OPEC, Russia can sell their oil for cheaper and drill as much as necessary for demand. 

5. Is the fact that this deal did not happen a good or a bad thing for US consumers?

Most likely a bad thing.  U.S. investment in Russian oil is undoubtedly good for U.S. consumers.  It will ensure future imports of oil (possibly when other reserves have dried up) from the U.S. firms operating there.  Because Russia is not in OPEC it will likely lead to continually lower prices for American consumers because more of our oil will be coming from a less regulated source. 

6. What do you mean by national security? Do you mean that the Russian government is afraid that Exxon will be a spy?

I don’t think that’s it.  It is a matter of national security because Russia’s oil reserves are its number one source of revenue now and in the near future.  Handing control of these reserves over to Americans is like handing over control of revenues.  Also, most nations do see oil reserves as key to national security because of its use in the military.  A lot of the U.S.’s reserves are actually owned by the Army, left untapped until they are absolutely needed.

7. If Yukos is cash hungry, why can’t they issue more equity or debt to raise capital?

They probably want to preserve their ratios, that’s why they don’t issue anymore debt. They probably wouldn’t want to issue a lot more of equity because of the dilution effect. A deal with Exxon would also not only provide them with extra cash but also would provide them with Exxon’s expertise and experience which are almost invaluable.

8. Do you think that Yukos’ stock is undervalued?

After Khodorkovsky’s arrest, Yukos stock devalued a significant percentage in only a few days. Since nothing fundamental changed in the company, the stock price shouldn’t have crashed. So currently, yes, we believe Yukos stock is undervalued and that it will recover in the future.
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