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ABSTRACT. The Sustainable Development Goals, set by the United Nations in 1992, identified the need to implement an integrated and balanced approach to
development in economic, environmental and social aspects. Initially, this concept covered only the state and international levels. However, there is now a consolidated
understanding of importance of the role and efforts of businesses, including the oil one, to achieve the global goals set by the UN. It is companies, including oil producers,
that are active participants in the economic processes, providing the economy with necessary resources and energy, possess material and intellectual property, form
and redistribute financial flows, provide employment, and influence over the state of the environment.

The oil and gas industry in the twentieth century was one of the main drivers of social and economic development. Importance of the industry for the economy retains
in the first decades of the 21st century. At the same time, the industry is characterised by such negative phenomena as low coefficients of replenishment and extract of
hydrocarbon raw materials, an increase in greenhouse gas emissions, and erosion of natural ecosystems. The formation, implementation and adjustment of strategies
for sustainable development of oil companies of Russian origin are considered as exemplified by the sustainable development strategy of PJSC LUKOIL - a vertically
integrated private multinational oil company which accounts for 2% of the global oil production and for about 1% of the proven hydrocarbon reserves.

Key words: sustainable development, oil company, economy, strategy.

YCTONYUBOE PA3BUTUE HEDTAHBIX KOMMAHUIA B YCNIOBUAX HECTABUITIbHON SKOHOMUKU
Mpokodbesa J1. M.!, Kysonesa H. ®.2, 3aHra A6ybakap Bamba3

1.3 Pocculickull 20cy0apcmeeHHb Il 2e01020pa38e004Hb Il yHUgepcumem umeru C. OpdxoHukud3e, 2. Mockea
2 Poccutickuli mexHonoaudeckuli yHusepcumem, 2. Mockea

PE3IOME. Lienu ycroitunsoro pa3sutus, noctaBneHHsie OOH B 1992 rogy, onpegenvny Heo6xoauMMOCTb peani3aLmy KOMMEKCHOTO W coanaHcUpoBaHHOTO noaxoaa
K pa3BUTMIO B 3KOHOMUYECKOM, 3KONOTMHECKOM U COLMansHOM acrnekTax. [MepBoHayansHO AaHHas KOHLENLWS oXBaTbiBana NLib rocy[apCTBEHHbIN 1 MEXAYHapOAHbI
ypoBHM. OfHaKo B HacTosLee BPeMS YTBEPANIIOCH MOHMMAHNE BaXHOCTW PONW 1 YCunui 6uaHeca, B TOM Yucne HedhTAHOrO, ANS AOCTIKEHUS noctaenerHbix OOH
rnobanbHbIX Liened. MIMeHHO komnaHui, B TOM uucne HedpregobbiBatolme, SBNSIOTCA AesTenbHbIMU y4acTHUKaMU 3KOHOMUYECKOro npolecca, obecneynsas
9KOHOMUKY HeobXOAMMBIMM pecypcami W 3Heprveid, 0bnapaloT MatepuanbHOA W WHTENMeKTyanbHON COBCTBEHHOCTHIO, (hOPMUPYIOT U nepepacnpedenstot
(h1HaHCOBbIE MOTOKM, 0BECTIeUNBAIOT 3aHATOCTb, OKa3bIBAOT BIUSHWE HA COCTOSHME OKpYXatoLLen cpeab!.

Hedrerasosas oTpacnb B XX Beke CTana OAHUM U3 OCHOBHbIX ABUraTenen CoLuanbHO-9KOHOMUYECKOTO pa3BUTUS. 3HaYeHne 0Tpacv NS 3KOHOMMUKW COXpaHseTCs
1 B nepeble fecatunetus XXI Beka. BmecTe ¢ Tem Ans oTpacnu xapakTepHbl Takne HeraTMBHbIE SBNEHNS Kak HU3KWE KOStdULMEHTbI BOCTIONHEHUS U U3BNEYEHNS
YIMeBOAOPOAHOO Chipbsi, POCT BbIGPOCOB MapHWUKOBbIX [a30B, HapyLUEHWe MPUPOAHbIX 3kocucTeM. POPMUPOBaHUe, peann3aLms U KOpPeKTMpOBKa CTpaTerui
YCTOWYMBOTO Pas3BUTMS HETAHLIX KOMMAHMiA POCCMIACKOTO MPOMCXOXAEHNS PAcCMOTPeHb! Ha Mpumepe cTpaTerun ycToiumoro pasautis MAO «MYKOWMy -
BEPTUKaNbHO-MHTErPUPOBAHHOM YACTHOM TPaHCHALMOHANbHON HE(TAHON KOMMaHuM, Ha AOMI0 KOTOPOI mpuxoamtes 2% MMPOBOI A0BbIMM HedTU 1 BOKpyr 1%
[J0Ka3aHHbIX 3anacos YrieBoAoPO/i0B.

KnioueBbie cnoaa:ycmlhqmaoe passuTue, He(bTﬂHaﬂ KOMMNaHuA, 3KOHOMWKa, CTpaTeruns.

Introduction
Basics of the concept of sustainable development were

The UN Sustainable Development Goals identify the need formulated in the works by D.H. Meadows and D.L. Meadows
to imp|ement an integrated and balanced approach to (1972, 2002), M. Mesarovic and E. Pestel (1974), E. Barbier E.
development in economic, environmental and social aspects. (1987), H.E. Daly (1992), R. Costanza (1992,1997), as well as
Initially, the concept of sustainable development covered only N.N. Moiseev (1995), S.N. Bobylev (2017), etc. The concept of
the state and international levels. However, there is now a sustainable development was created in early and mid-twentieth
consolidated understanding of importance of the role and efforts century with the doctrine of noosphere produced by
of businesses, including the oil one, to achieve the global goals philosophers and naturalists V.1. Vernadskii (1991, 2012) and
set by the UN. P. Teilhard de Charden (1987).

Companies, including oil producers, are active participants
in economic processes providing the economy with the
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necessary resources and energy, possess material and
intellectual property, form and redistribute financial flows,
provide employment, and influence over the state of the
environment.

A company's development strategy can be defined as a
system concept giving answers to the questions about how the
company shall develop and what needs to be done for its
development.

The works of H. I. Ansoff (1957), R. S. Kaplan and D. P.
Norton (1992), J. Bush (1994), M. E. Porter (1996), D. Johnston
(1994, 1998), P. F. Drucker (1999), and R. M. Grant (2003), as
well as of V. Yu. Alekperov (1996, 2011), S. V. Babak, Yu.P.
Belov, and Yu. N. Makarkin (2004), V. V. Dannikov (2006), A.V.
Bushuev, A.M. Belogor'ev et al. (2012), V. V. Biryukova (2015),
E. Kozachenko (2015), Z. S. Podoba and Yu. S. Lobareva
(2017), etc. are devoted to a comprehensive analysis of the
formation of company strategies and the specificity of their
successful implementation, including companies belonging to
the oil and gas sector. Evidences of the relationship between
compliance with principles of sustainable development and
conducting a commercially successful business are presented
in the works of
J. Elkington (1994, 2004), T. Dyllick and K. Hockerts (2002),
M.J. Epstein (2003), M. van Marrewijk (2003), S.L. Hart and
M.V. Milstein (2003), J.D. Sachs (2015), as well as Russian
authors V. Gerasimchuk (2007), N.V. Pakhomova and A.V.
Khoroshavin (2016), E.B. Zav'yalova, E.A. Starikova (2018), etc.

The formation, implementation and adjustment of strategies
for sustainable development of oil companies of Russian origin
are considered as exemplified by the sustainable development
strategy of PJSC LUKOIL - a vertically integrated private
multinational oil company, which accounts for 2% of the global
oil production and for about 1% of the proven hydrocarbon
reserves.

The main goal of the work is to study the advantages of
running an oil business in the interests of achieving sustainable
development purposes by identifying, analysing and evaluating
relationship between financial and non-financial performance
indicators of an oil company as exemplified by LUKOIL.

Statistical materials available in reports on the financial
activities of LUKOIL, as well as data from the company's non-
financial reports prepared based on the Global Reporting
Initiative (GRI) standard for 2015-2019 were used as the data
base for the study.

The study of the oil company's performance indicators that
determine implementation of its strategy in the context of the
concept of sustainable development was carried out using
general scientific methods (decomposition, comparison, system
analysis, synthesis, expert methods) and specific scientific
methods (statistical correlation and regression analysis,
assessment of financial indicators, and study of the influence of
external and internal factors on the formation of the company's
development strategy). Graphical methods were used to
represent the results.

Oil and gas industry: new challenges and new
opportunities

The oil and gas industry in the twentieth century became
one of the main drivers of social and economic development.
Largely due to that industry, it became possible to achieve such
social and economic goals as ensuring access to energy,
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improving quality of life, worthy jobs and economic growth. The
history of that industry, its problems and prospects are studied
in detail in the works of D. Yergin (1991, 2011) and V.Yu.
Alikperov (2011). The importance of the industry for the world
economy remains in the first decades of the 21st century.
Experts believe that for at least 20 or 30 years, the importance
of the industry within the global economy as well as in the
economy of many countries including Russia will retain. This is
supported by such factors as continued growth of the world's
population, high economic growth rates in the countries of the
Asia-Pacific region (APR), high demand for energy in the field of
material production, and heterogeneous economic development
of different countries and regions.

At the same time, the industry can be characterised by such
negative phenomena as low recovery rate of hydrocarbon raw
materials (non-renewable natural resources), increase of
greenhouse gas emissions, and disruption of natural
ecosystems. Meanwhile, the UN concept of sustainable
development draws the attention of business entities and
society as whole to the idea of "meeting the needs of current
generation without compromising future generations' ability to
meet their needs" (WCED). It was this wording that in the 1987
report of the UN Commission on the Environment and
Development entitled "Our common Future" this concept was
presented for the first time.

In the twenty-first century, new challenges and threats for
the development of the oil and gas industry have emerged which
can significantly affect development of the industry as a whole
and the development strategies of individual companies. Such
challenges and threats are the following:

- transition of developed European countries to "green”
energy and growth of the electric car share;

- political instability, weakening of trust in international
institutions, increased competition, complication of the
international trade system;

- deterioration of ecological systems, ongoing climate
change, reduction of biodiversity;

- cyber-dependency, the gap between the ability to produce
and use software products, and to ensure and control the
security of their use;

- unpredictable risks such as pandemics, political regime
changing, terrorist attacks, technological breakthroughs in
related industries.

However, inside the very development of the industry and
individual business entities, there are not only threats but also
opportunities. The main way to adapt the industry and
companies to ongoing changes can be not only to increase
production efficiency and increase the pace of technological
development, but also to follow the principles and goals of the
UN sustainable development.

Strategic goals of LUKOIL in the context of
sustainable development

The study of the essence and specifics of the formation of a
development strategy for oil companies shows that the
elaboration of a strategy is a set of interrelated and mutually
dependent elements united by a single global goal — to ensure
and maintain a high level of competitive advantages of a
business entity. The high dynamism of the external environment
leads to the need for a constant adaptation of the company's
development strategy and development of ways to manage
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changes. Each oil producing company making its own
development strategy should take into account features and
prospects of the industry for the future.

Under conditions of unstable economy, LUKOIL, an
independent vertically integrated oil production company, tries
to achieve a balance between socio-economic and natural-
environmental development. That means reducing the negative
impact on the environment and climate; introducing
technological, managerial and scientific innovations in business
processes; finding solutions and technological processes that
contribute to achieve energy and resource saving objectives;
searching for alternative energy sources; and producing
environmentally friendly products.

The top priority at all phases of value creation is the issues
of industrial, environmental, social and personal safety of
employees and improving the culture of supply security.

In 2017, LUKOIL identified four strategic goals: 1) industrial
and environmental safety, 2) competitiveness (rational use of
resources), 3) social responsibility, a worthy contribution to the
development of society, 4) return on capital, return on
investment and continuous creation of shareholder value, which
correspond to the UN Sustainable Development Goals set out
in 2015.

These sustainable development goals are integrated into
the overall business strategy and their achievement is ensured
through the implementation of purpose-oriented programs and
plans for development of business segments.

The main goal of any company is still the continuous making
of its shareholder value. Therefore, to analyse the impact of
sustainable development indicators on making the company's
shareholder value, it is necessary to select indicators that
characterise  resource availability, social responsibility,
environmental safety, and competitiveness. Such indicators, in
our opinion, can be the availability of proven hydrocarbon
reserves (the ratio of proven reserves to annual production), the
replenishment of reserves as a result of geological exploration
(the ratio of reserves growth to annual production), the number
of accidents with environmental consequences, the accident
rate (LTAFR - the number of cases per 1000 people on the list),
labor productivity (million rubles/person).

Given the fact that LUKOIL is a company engaged in the
extraction of non-renewable natural resources (raw
hydrocarbons), for it, as for all raw material companies, the
indicator of availability of reserves (the ratio of hydrocarbon
reserves to their annual production) is of importance. Despite
the fact that this indicator for LUKOIL decreased in 2019,
compared to foreign companies, it is still at a fairly high level (18
years against 8-11 years for leading foreign companies, such as
Exxon Mobil Corp., Royal Dutch Shell, Chevron Corp., BP PLC).

Of course, one should keep in mind that the amount of
reserves calculated according to SEC standards is significantly
affected by oil prices, since with low prices, part of the reserves
becomes economically unprofitable for extraction. However, the
business of resource companies, including oil and gas
enterprises, is directly related to constant replenishment of
reserves as a result of exploration activities. In this regard, for
the analysis of the impact on the company's capitalisation, we
have selected the indicator of replenishment of reserves as a
result of geological exploration, which not only affects the
resource availability, but also largely characterises the
company's attitude to the prospects for the development of its
business (in our case, awareness of the future development of

the industry and its place in it). The initial data for the analysis
are given in Table 1.

Table 1. Input data for analysis of the relationship between
capitalisation and replenishment of reserves as a result of
LUKOIL exploration activities

Replenishment of
Capitalization, reserves as a result
Year . .
million rubles of geological
exploration, %
2015 323137 68
2016 3227664 77
2017 3490399 65
2018 4073526 79
2019 3973499 84

From the data shown in Table 1, it can be seen that over the
past five years, the increase in reserves as a result of
exploration did not surpass production.

The company's proven hydrocarbon reserves in 2019
decreased by 4.8% compared to 2015 (from 16,558 to 15,769
barrels of oil and gas), while production increased by 5.0% (from
847 to 889 million barrels of oil and gas).

Capitalisation and replenishment of reserves as
a result of geological exploration

Let us analyse the dependence of the company's
capitalisation on the replenishment of hydrocarbon reserves as
a result of geological exploration.

n=5
X=746
¥ =3599 282
_1350717 765—5%74,6¥3599282,4 _
b 28 075-5%74,6 32846,8 (1)
a=3599282,4 -32 846,8*74,6=1 148 908,95 (2)

Standard deviation:

Sy =V (y-yP2in= /w=276171,92 (3)
By = VS (y - y)2in = /"’5"“"‘;& =360616,155  (4)

Pearson's criterion:

/ 276171,92 2
I]= 1- m= 0,643039 (5)
Correlation coefficient

8185 429,8
1/650220057501,2+%249,2

= 0,643039 (6)

Linear approximation model:

MAPE= % *0,33481634 =0,066963268=6,7% (7)
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Fischer Criterion:

_8% _360616,155>
276 171,922

=1,70503

SZ
Elasticity:

9=b

< = 32846,8F — 0
vy 3559282,4

=0,680795

ta = |a] Vn -2/Sy=
= 1148908,95*V/5 -
(10)

2
276171,92

= 2569 038,518

th = |b| Vn -2/Sy * 5x =
= 32846,8*\/5 - ——

276171,92
(1)

*49,84 = 73447,742

249,2

5x =\ (x - X)*2/n = —-=49,84

(12)

2= 0,413499
(13)

¥ = 32847+1148909X
(14)

The equation (14) shows the dependence of capitalisation
and replenishment of reserves as a result of exploration.

MARE < 33%, that means that the model is acceptable for
analysis.

The linear correlation coefficient takes values from -1 to +1.

The relationship between the analysed indicators can be
weak and strong (close). Their criteria are evaluated with the
Cheddock scale:

0.1 <ry <0.3: weak;

0.3 <ry < 0.5: moderate;

0.5 < 0.643039 < 0.7: noticeable, which means that the
relationship between capitalisation (million rubles) and
replenishment of reserves as a result of exploration is weakly
close.

The Pearson coefficient is 0.643039, so we can conclude
that the correlation is obvious. The following coefficients
characterise the quality of communication:

The coefficient of elasticity is equal to 0.680794996, it is less
than the digit; therefore, with the increase of the replenishment
of reserves as a result of geological exploration by 1%, the size
of capitalisation will increase by 0.680794996%.

To assess the quality of the linear relationship, one should
determine the coefficient of determination as the square of the
linear coefficient of the pair correlation 2. Consequently, the
41.3% change in the share of capitalisation is due to the change
in the amount of replenishment of reserves as a result of
geological exploration and (1-0.413) 59.7% is due to the
influence of other factors not taken into account in this model.

Figure 1 shows the field of dispersion of relative indicators
of the size of capitalisation (million rubles) and replenishment of
reserves as a result of exploration, % for 2015-2019.
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Figure 1. Field of dispersion of relative indicators of the size of
capitalisation (million rubles) and replenishment of reserves as a
result of exploration, % for 2015-2019

The hypothesis about the direct impact of the replenishment
of reserves as a result of geological exploration on the size of
the capitalisation has been confirmed.

Conclusion

The development strategy of any company is formed taking
into account capabilities of the company and understanding that
its current and future success depends on the ability to
effectively respond to the emerging challenges of an economic,
environmental, and social nature, and foresees specific
measures aimed at improvement. The economic indicators,
image and reputation of the company, involve the management
of existing risks and the use of existing opportunities.

The study of prospects for development of the global oil
sector as the most important factor in formation of the
development strategy of oil companies allows us to conclude
that the demand for hydrocarbon raw materials will gradually
stabilise and oil prices will rise after a significant decline in 2020.

At the same time, leaders of the global oil and gas business
understand that ensuring a long-term future for their companies
is possible only if their markets are economically stable, socially
fair and focused on preserving the environment. Achieving the
Sustainable Development Goals requires the consent of all
stakeholders — employees, management and shareholders of
the company, local communities, and society as a whole.

One of the leaders in following the principles of sustainable
development among Russian companies is the LUKOIL Public
Joint Stock Company (PJSC "LUKOIL").

LUKOIL is one of the largest multinational companies of
Russian origin, producing hydrocarbons in Russia, Uzbekistan,
Iraq, which performs crude oil refining in 6 countries, geological
exploration in 14 countries, and trading operations with more
than 100 countries.

Taking into account possible shifts in the resource supply of
the global energy sector, LUKOIL has a portfolio of electricity-
generating assets based on renewable energy sources (RES),
which accounted for 6% of the company's commercial electricity
generation in 2019. That means that the company considers the
development of generation based on renewable sources as a
long-term trend in the development of global energy production,
which should be taken into account when developing a
development strategy.
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However, one should not forget that the main business of
LUKOIL is related with oil production. Currently, the company is
one of the world leaders in terms of controlled reserves, 76% of
which are oil and 24% - natural gas.

In this paper, the relationship between the company's
capitalisation and the indicator of replenishment of reserves as
a result of geological exploration has been established. The
relationship is not only directly related to the availability of
hydrocarbon resources for production and the rational use of
resources, but it also largely characterises the company's
attitude to the prospects for the development of its core
business. The hypothesis about the direct impact of
replenishment of reserves as a result of geological exploration
on the size of the capitalisation has been confirmed.

The impact on the capitalisation of such indicators of
sustainable development as the number of accidents with
environmental damage, the frequency of accidents, and labor
productivity has also been studied. A direct correlation has been
established between capitalisation and labor productivity, also,
an inverse correlation between capitalisation and the number of
environmental accidents, as well as capitalisation and the
frequency of accidents. Notably, the correlation between
capitalisation and frequency of accidents is less close than the
relationship between capitalisation and the number of accidents
with environmental consequences. More comprehensive and
detailed further studies should be conducted to better assess
the links.
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