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1 Ministry of Energy, The Energy Strategy of the Republic of 
Bulgaria till 2020. 
2 Caretaker governments in Bulgaria are appointed by the 
President to govern the country until (typically in three months’ 
time) the parliament elects a new government after general 

implementation of the previous energy strategy 
20201 would be forgiven for being skeptical 
regarding the current proposal. To start, it was 
submitted by a caretaker government2 to a 
deeply fractured and polarized parliament, now 
in recess ahead of elections scheduled for April 
2, 2023. Content-wise, the strategy foresees the 
following: 

• Use the existing coal-fired power plants until
2030 and implement in the meantime CO2

mitigation technical solutions;
• Construct 4 GW of new nuclear power

generation plants, of which 2 GW by 2035-
2040 on the (new) Belene site and 2 GW by
2045 on the (existing) Kozloduy site;

• Construct by 2030 7 GW solar and 2 GW
wind power generation plants, plus 12 GW
solar and 4 GW wind plants by 2050 (for
context, as of February 2023 there are
requests for the construction of more than
30GW of solar and wind submitted from
potential investors to the Bulgarian
government for approval);

• Construct 870 MW hydropower plants by
2030, plus 1.27 GW by 2050;

The EU ban on imports of Russian crude oil and 
refined products, part of EU’s package of sanctions, 
entered into full force on February 5, 2023. The 
Bulgarian government fought hard to win a 
derogation from the sanctions – and won. 
Consequently, the largest Bulgarian company, 
Lukoil’s Neftochim Burgas refinery and 
petrochemicals complex, may continue processing 
Russian oil and selling the refined products to 
Bulgarian and/or Ukrainian consumers. Bulgaria 
defended the derogation by arguing that its 
implementation would prevent an imminent 
market disruption, result in much higher tax 
revenues, and help to achieve much lower prices at 
the pump. Yet, on February 6, 2023 prices went 
actually marginally up. This brings up the ghost of 
the long history of Bulgarian government’s futile 
attempts to negotiate better prices with Lukoil’s 
Neftochim refinery, in which the government is a 
minority shareholder holding a “golden” share.  

Strategic Shallows

On January 17, 2023 the Bulgarian government 
announced its proposal for the country’s energy 
strategy for the next thirty years (2023-2053) . 
Anyone who has followed the (spotty)  

Enhance the use of geothermal energy,
mostly by constructing local heating
systems;
Promote the use of hydrogen by
constructing 1 GW of electrolyzers by 2030
resulting in an

•

elections. However, in 2021 – 2023 Bulgaria has already had 
five caretaker governments, and counting, as successive 
Bulgarian parliaments have failed to form a ruling majority.

•

https://www.me.government.bg/en/themes/energiina-strategiya-na-republika-balgariya-do-2020-g-147-295.html
https://www.me.government.bg/en/themes/energiina-strategiya-na-republika-balgariya-do-2020-g-147-295.html
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• To store more electricity, expand the Chaira
pumped storage by 2030 and construct new 1
GW pumped storage facilities by 2035, as well
as 600 MW of battery storage by 2030 and 1.5
GW seasonal storage by 2050.

• Upgrade 1,900 km of high voltage power
transmission lines, construct new ones, digitize
and expand the power distribution systems,
and 2030 construct 1,000 charging stations.

output of 90,000 tons per year (tpy), plus 5 
GW of electrolyzers by 2050 (520,000 tpy); 

Address energy poverty by using relief measures
and improving household energy efficiency.3

The draft strategy obviously dishes out a lot to
the government-owned Bulgarian Energy
Holding (BEH), the umbrella company in the
electricity sector that covers nuclear,
hydropower, pumped storage, and the high
voltage grid, with considerable stress allotted to
wind, solar, and hydrogen as well.

But the strategy is mute about the elephant in the 
room: oil and gas, the two primary energy sources 
that provide about half of all final energy consumed 
in the country (49.7% in 20214) and dwarf any other 
source of energy. The strategy offers a lot to 
producers and service providers (mostly in the 
electricity sector and mostly government-owned), 
but does not say much about energy and the man 
on the street. 

Dealing with Oil (and Gas) in Bulgaria: Russia in 
the Rear-View Mirror 

Regarding oil and gas, a critical element to watch for 
is Bulgaria’s commitment to decoupling from its 
deep-seated dependence on Kremlin’s playbook in 
energy5, as well as effectively enforcing and 
leveraging EU sanctions vis-à-vis Russia. Tellingly, 
the Bulgarian parliament changed its earlier 2020 
energy strategy only once, in 2018 – to allow for the 
ad hoc inclusion in it of the hurried construction of 

3 Cvetkova, A., „Енергетиката е сектор, който в момента има 
най-голяма нужда от дългосрочна визия, каза министър 
Росен Христов“ [Energy is the sector that most needs a long-
term vision, said Minister Rosen Hristov], BTA, January 17, 
2023. 
4 Cf., for example: NSI, Overall energy balance sheet. 

Turk Stream’s extension through Bulgaria’s 
territory. This did not stop Russia from cutting 
off gas delivery to Bulgaria in April 2022, among 
the first such cuts to Europe.  

A key question for the credibility of the country’s 
newly proposed energy strategy would be how it 
would deal with the fallout from the sanctions 
for Bulgaria’s energy security related to oil and 
gas, and in particular the activities of its largest 
company, Lukoil’s Neftochim Burgas.  

The European Union’s sixth package of sanctions 
on the Russian Federation, adopted on June 3, 
2022, contained a complete import ban on all 
Russian seaborne crude oil and petroleum 
products.6 The ban was subject to certain 
transition periods to allow the sector and global 
markets to adapt, and a temporary exemption 

5 For more details, see CSD’s Energy and Climate Security 
Risk Index, and The Kremlin Playbook in Europe, Shentov, 
O., Stefanov, R., and Vladimirov, M. (eds.), The Kremlin 
Playbook in Europe, Sofia: Center for the Study of 
Democracy, 2020. 
6 As of mid-2022 90% of EU’s oil imports from Russia was 
seaborn.  

• The draft energy strategy for 2023-2053 put forward on January 17, 2023 by the
caretaker government of Bulgaria serves mostly business interests in the electricity
sector, and then primarily those of the BEH, i.e. the government itself.

• In the electricity sector, the government proposes everything for everyone, except for
the Bulgarian citizens and for the businesses that use energy, especially electricity.

• By intent or by overlook, the strategy completely skips over oil and gas, the two energy
sources that provide about half of all the primary energy in Bulgaria.
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for pipeline crude oil to ensure that Russian oil is 
phased out in an orderly fashion:7  

• Seaborne imports of Russian crude oil have
already been banned as of December 5, 2022,
while the ban on petroleum product imports
will took effect on February 5, 2023;

• Pipeline imports of crude oil and petroleum
products are temporarily exempt, in
consideration of the fact that several
landlocked EU member states (Hungary,
Slovakia, and the Czech Republic) do not have
good access to coastal crude oil and refined
products terminals, and consequently depend
on imports from Russia via the Druzhba
pipeline;

• Two EU member states that do have direct
access to seaborne trade in crude oil and
refined products (Bulgaria and Croatia) got
derogations from the Regulation. Bulgaria will
be able to continue to import from Russia crude
oil and petroleum products via maritime
transport until the end of 2024. Croatia will be
able to authorize until the end of 2023 the
import of Russian vacuum gas oil (VGO) which is
needed for the functioning of its refinery8.

On 16 December 2022, the Council of the European 
Union adopted further restrictive measures in view 
of Russia’s actions destabilizing the situation in 
Ukraine9. Specifically, regarding imports and 
exports of Russian crude oil and refined products 
derived from such oil to/from Bulgaria, the 
measures foresee the following: 

• As from 5 February 2023, the transfer or
transport of petroleum products which are
obtained from Russian crude oil imported on
the basis of a derogation granted by the
Bulgarian competent authority, are prohibited.

7 European Commission, “Russia's war on Ukraine: EU adopts 
sixth package of sanctions against Russia”, Press Release, June 
3, 2022. Council Regulation (EU) 2022/879 of 3 June 2022 
amending Regulation (EU) No 833/2014 concerning restrictive 
measures in view of Russia’s actions destabilising the situation 
in Ukraine.  
8 Ibid. 
9 Council Decision (CFSP) 2022/2478 of 16 December 2022 
amending Decision 2014/512/CFSP concerning restrictive 
measures in view of Russia’s actions destabilizing the situation 
in Ukraine. 
10 The quotas are for 1416.7 thousand tons for products 
annually, of which 1402.4 thousand tons of gasolines, including 

The ban applies to other Member States, to 
third countries, as well as to the sale of such 
petroleum products to purchasers in other 
Member States or in third countries.  

• By way of derogation from this prohibition,
the competent authorities of Bulgaria may
authorize the sale, supply, transfer or export
to Ukraine of certain petroleum products,
which are obtained from crude oil imported
from Russia. The derogation may only be
granted if the following conditions are met:

(i) the products are intended for exclusive
use in Ukraine; and

(ii) such sale, supply, transfer or export is not
meant to circumvent the prohibitions on
these transactions for products obtained
from Russian crude oil.

By way of derogation from the prohibition, the 
competent authorities of Bulgaria may authorize 
the sale, supply, transfer or export to any third 
country of certain petroleum products, which 
are obtained from Russian crude oil. The 
derogation has to meet certain conditions, 
namely the exports do not exceed the volume 
quotas mentioned in Annex XXXII to Regulation 
(EU) No 833/201410. The derogation is granted 
only in case that:  

• The products cannot be stored in Bulgaria
due to environmental and safety risks;

• Such sale, supply, transfer or export is not
meant to circumvent the prohibitions;

• Bulgaria must inform the other Member
States and the Commission of any
derogatory authorizations granted within
two weeks of the authorization;

1119.6 thousand tons of motor non-aviation gasolines and 
282.8 thousand tons of special gasolines. Within the motor 
grade gasolines, the largest quota is extended to 95-98 
octane gasolines (995.6 thousand tons). Beyond gasolines, 
the quotas also include minor quantities of fuel oils (2.3 
thousand tons of fuel oils with a sulfur content of 0.1-0.5% 
by wright and 12 thousand tons of fuel oil with a sulfur 
content exceeding 0.5% by weight). Council Regulation 
2022/2474 of 16 December 2022 amending Regulation (EU) 
No 833/2014 concerning restrictive measures in view of 
Russia’s actions destabilizing the situation in Ukraine, p. 
314.

WHO IS DRIVING THE BULGARIAN GOVERNMENT’S STRATEGY ON ENERGY AND OIL?

https://ec.europa.eu/commission/presscorner/detail/en/IP_22_2802
https://ec.europa.eu/commission/presscorner/detail/en/IP_22_2802
https://eur-lex.europa.eu/eli/reg/2022/879/oj
https://eur-lex.europa.eu/eli/reg/2022/879/oj
https://eur-lex.europa.eu/eli/reg/2022/879/oj
https://eur-lex.europa.eu/eli/reg/2022/879/oj
https://eur-lex.europa.eu/eli/dec/2022/2478/oj
https://eur-lex.europa.eu/eli/dec/2022/2478/oj
https://eur-lex.europa.eu/eli/dec/2022/2478/oj
https://eur-lex.europa.eu/eli/dec/2022/2478/oj
https://eur-lex.europa.eu/legal-content/en/TXT/?uri=CELEX:32022R2474
https://eur-lex.europa.eu/legal-content/en/TXT/?uri=CELEX:32022R2474
https://eur-lex.europa.eu/legal-content/en/TXT/?uri=CELEX:32022R2474
https://eur-lex.europa.eu/legal-content/en/TXT/?uri=CELEX:32022R2474
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• The Union shall take the necessary measures in
order to determine the relevant items to be
covered by the derogations11.

In a nutshell, the competent Bulgarian authority 
may, after February 5, 2023 and subject to certain 
conditions, authorize the export of unlimited 
quantities of products obtained by refining Russian 
crude oil to Ukraine, and/or on top of that authorize 
the export to third countries of 1.416 million tons of 
such products, of which the bulk (99%) would be 
gasolines.  

In addition, the Bulgarian legislature adopted on 12 
January, 2023 a derogation implementing law which 
explicitly forbids the re-export of crude oil imported 
from Russia, as well as of oil products derived from 
Russian oil, except to Ukraine. By virtue of another 
law, “critical” crude oil and refined products 
infrastructure cannot be operated by third parties 
on concession terms. In case of distress, the 
government can appoint a manager of Lukoil’s 
Neftochim Burgas refinery for a period of six 
months, renewable once12. 

However, successive Bulgarian governments, 
including the current caretaker cabinet have been 
claiming that without the derogations the refinery 
would not be able to operate and the country would 
not have adequate supplies of refined products. 
Bulgaria’s energy strategy has always been 
uncomfortably closely aligned with the interests of 
Russia’s energy giants, who in their turns have 
carefully toed Kremlin’s lie of narrative and strategic 
interest.  

11 Ibid. 
12 RFE, „Парламентът забрани износ на горива, произведени 
от руски нефт“ [Parliament bans export of fuels made from 
Russian oil], January 13, 2023. 
13 In the period 2006 - 2008 Bulgaria signed an agreement with 
Putin’s Russia for completing three deals, which became known 
collectively in the Bulgaria public as Kremlin’s energy grand 
slam: the construction of the Burgas – Alexandropoulos oil 
pipeline, the construction of two new nuclear reactors in 
Belene, and (the jewel in the crown) the construction of the 
South Stream gas pipeline (aimed together with North Stream 
at realizing Kremlin’s pincer strategy of circumventing gas 
supplies through Ukraine). Since then, Bulgaria’s political 
discourse has been gripped with the realization of these 
projects. While all three have been shelved (yet never quite 
over), Bulgaria still did build a scaled down version of the last 
project – the continuation of Turk Stream through Bulgarian 

Is Bulgaria defending national energy security 
interests with its insistence on derogation, or is 
it still fighting for Russia’s energy grand slam 
ideas13 on the Balkans? This policy paper takes a 
closer look at this conundrum. 

Russian Control over Oil in 
Bulgaria: The Status Quo

Lukoil is Bulgaria’s undisputed oil baron. The 
company owns and operates the only refinery of 
consequence in the country (Neftochim, located 
near Burgas on the Black Sea shore). It operates 
on long-term concession terms (until 2046) the 
only oil port in the country (Rosenets). Lukoil 
also owns and operates the only oil products 
pipeline that connects the refinery to the major 
oil product demand areas (including Sofia, the 
capital), and ca. 90% of the legally mandated oil 
product storage capacity in the country (the so-
called excise depots14). Hardly a molecule of oil 
(certainly not crude oil) can bypass Lukoil in 
Bulgaria.  

For decades now, the business model used by 
Lukoil in Bulgaria is the classic one for 
transnational companies (TNC), relying on 
aggressive transfer pricing.15 In the instance, 
Neftochm Burgas is a wholly owned subsidiary of 
Litasco SA, which is based in Geneva, 
Switzerland. Litasco is “the exclusive 
international marketing and trading company of 
Lukoil”16. For decades, Litasco (Lukoil) has 
chosen to process Lukoil’s oil at Neftochim 
Burgas on tolling terms, and then sell the 

territory was finalized just before Kremlin’s full-scale 
invasion of Ukraine in 2022. 
14 The excise depots are storage capacity that a company 
needs to have access to if it imports and/or distributes oil 
products in Bulgaria. 
15 Taxation. UNCTAD series on issues in international 
investment agreements, UNCTAD/ITE/IIT/16, United 
Nations, New York and Geneva, 2000, p. 1. This model that 
has been extensively studied and addressed in fundamental 
intergovernmental frameworks, including the OECD and 
the United Nations. The paramount issue underlying all 
international tax considerations is how the revenue from 
taxes imposed on income earned by the entities of a 
transnational corporate system is allocated among 
countries. 
16 LITASCO SA, visited on January 9, 2023. 
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products on domestic and international markets, 
with all the commodity-related cost and revenue 
apart from the tolling fee being accounted in 
Switzerland for tax purposes. In the few cases 
where Litasco sold the crude oil to Nefotchim and 
then Neftochim sold the refined products, the net 
financial result still depended on Litasco’s’ (Lukoil’s) 
pricing of the crude oil and Nefotchim’s (Lukoil’s) 
pricing of the products.17 The outcome: since 
becoming part of Lukoil’s assets in 1999, Neftochim 
Burgas has paid income taxes in Bulgaria in a 
whopping total of four years (2007, 2016, 2017, 
total ca. €78 million, and 2022 - ca. 1.8 million)18. 
Lukoil has promised to also do so for 2023 (ca. €45 
million) and 2024 (ca.€ 280-360 million).  

Lukoil’s promise for “taxes in thereafter” matters. 

But what also matters is the position taken by the 
Bulgarian government vs. the following interrelated 
issues: 

• Using Russian crude oil as feedstock at the
Burgas Neftochim refinery;

• Policies regarding the load factor of the
refinery; and

• The use of derogations for maximizing the
processing of Russian oil at Neftochim Burgas.

Whose Interests Does the Government of Bulgaria 
Prioritize?  

Bulgaria’s government has insisted that Sofia 
cannot do without Russian oil, and that exporting 
refined products from Lukoil’s refinery to other EU 
member states will not violate EU’s regulatory 
framework. For example, on October 30, 2022, the 
Minister of Energy (ad interim) Rosen Hristov 
indicated that the government intends to abrogate 
the ban on the export of refined products produced 
from Russian crude oil, which came into EU-wide 
force on December 5, 2022. Mr Hristov stated that 

17 The case is also well known as “transfer pricing”. For more, 
see: An Introduction to Transfer Pricing. Background paper 
prepared by Members of the UN Tax Committee’s 
Subcommittee on Practical Transfer Pricing Issues, p. 4. 
18 Shikerova, G. and Bedrov, I., “How Russian Energy Giant 
LUKoil Makes Millions in Bulgaria but Pays Almost No Tax”, 
January 9, 2022; Gigov, L., “Lukoil Neftochim Burgas, Lukoil 

the European Commission approves the sale of 
products obtained by refining Russian oil.19  

Minister Hristov gave the government’s 
reasoning for such an approach: “If we ban the 
export of fuels by Lukoil – a third to a half of 
(those products) is for the Bulgarian market 
while the rest is for exports - then all the fuel(s) 
will end up in Bulgaria, with the surplus going to 
storages, and when they fill up to the top Lukoil 
will stop operating (the refinery). What are we 
going to do with the refinery then?”20 

The Bulgarian government’s position implies the 
following assertions: 

• Lukoil cannot refine at Neftochim Burgas
crude oil imported from sources other than
Russia;

• Lukoil cannot scale back the volumes refined
at Neftochim, so that the output of refined
products matches the sales of such products
on the Bulgarian market and no exports
occur.

This position of the Bulgarian government is 
wrong. Neftochim Burgas can operate normally 
without processing any Russian oil. The country 
can get supplies of crude oil and other feedstock 
from non-Russian sources. It can also get refined 
products if those are needed. And the country 
can probably do that at a cost that would not be 
much different from what it pays now for oil and 
for products. And in this case, there will be no 
ban on exports of products in the first instance, 
no impediments to exports to any destination, 
and no “surpluses” that cannot be stored – so no 
closure of the refinery. 

But even with an export ban in place, Neftochim 
Burgas can still operate normally on a mix of 
Russian and non-Russian feedstock. Lukoil could 
use until the end of 2024 a feedstock mix 
consisting of one-third to one-half of Russian 

Bulgaria to Move Their Business to Bulgaria as from January 
1, 2023”, November 22, 2022. 
19 As reported by Mediapool, „Енергийният министър 
брани износа на "Нефтохим", щял да вкара печалбата 
му в хазната“ [Energy minister defends Neftohim's exports, 
would have put its profits in the treasury], October 30, 
2022. 
20 Ibid.  
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feedstock (the output being destined for the 
Bulgarian market and/or Ukraine) and one-half to 
two-thirds of non-Russian feedstock (the output 
being destined for exports), and still operate in its 
usual mode without any need to allow exports of 
refined products until March 5, 2023 or beyond that 
deadline.  

In both instances (operating 100% on non-Russian 
feedstock or on a mix of Russian and non-Russian 
feedstock), the issue of the small size of Bulgaria’s 

domestic market and the need to export part of 
the products is mute: there will be no problem 
operating at a load factor that is above the 
refinery’s turndown ratio21.  

Hence, the false claims of the Bulgarian 
government are most likely linked to its 
incapacity or unwillingness to ensure the 
refinery complies with the Bulgarian energy 
security needs and the EU sanctions on Russia, 
rather than to any technical or market concerns

Lukoil Neftochim Burgas can refine feedstock 
imported from sources other than Russia.  

It is a fact that (a) Urals can be blended with many 
other crude oils as feedstock to Neftochim; and (b) 
Neftochim can operate 100% on other crude oil 
streams even if Urals is not used at all22. Figure 1 
below illustrates the compatibility of various crude 
oils by certain properties (asphaltenes and sulfur 
content) to the crude oil predominantly used at 
Neftochim so far, namely Urals.23 Only three crude 
oil brands out of 28 – about 11% of the sample - are 
incompatible and admixing should be avoided.  

Shutdown risk for the Lukoil refinery exists only if 
the refinery continues to operate exclusively on 
Russian feedstock. 

A ban on oil product exports is problematic for 
Lukoil because the refinery exports about half of 
its production, as illustrated on Figure 2. An 
additional problem comes from the fact that 
Bulgaria exports three quarters of its gasoline 
production due to the small domestic 
consumption while gasoil net exports are just a 
fifth of the refinery’s output. Some adjustments 
to the operation of the refinery could bring down 
overall product output and increase the share of 
gasoil/diesel (e.g. lowering the run rate of the 
crude distillation unit while maximizing the run 
rate of the hydrocracker at the expense of the 
FCC). This could make the final product output 
more closely geared towards the national 
market.

21 “Turndown ratio” is the minimum required throughput as a 
percentage of the nameplate capacity (maximum throughput) 
of a refinery, so that it could still operate. 
22 Nitzov, B., Can Bulgaria Survive without Russian Oil?, Sofia: 
Center for the Study of Democracy, Working Paper, May 2022. 
23 Urals is a mix of mostly Russian crude oils, but also contains 
some non-Russian (e.g. Kazakh) crude oil streams. Russian 
crude oil exports consist mostly of Urals (circa 80%). The main 
market for Urals – by far - is Europe. Urals is a medium-heavy 
(about 31.5 degrees API), “sour” (high sulfur content, about 
1.5% by weight) crude, and as such trades at a quality discount 

to lighter, “sweeter” brands of oil (e.g. Brent), regardless of 
other market considerations – just like SEBCO used to 
trade.  
Urals is often referred to as a “benchmark” used for the 
pricing of other crude oil streams, but this is only valid vs. 
other Russian streams. Urals itself is usually priced by using 
the dated Brent benchmark on CIF terms. Cf. the use of 
Brent pricing, for example, here: Imsirovic, A., CIF Brent 
Benchmark?, The Oxford Institute for Energy Studies, 
March 2021.  
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Figure 1. Dependence of solubility blending number on asphaltene (a) and sulfur (b) content of the 
studied crude oils24 

Source: Eurostat. 

Figure 2. Bulgaria: Crude oil and oil products trade flows, oil products output and domestic 
consumption (2019) 

Source: Eurostat. 

24 Source: Shishkova et al., Evaluation of the Different Compatibility Indices to Model and Predict Oil Colloidal Stability and Its 
Relation to Crude Oil Desalting, Basel: MDPI, 2021.  
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Technically, a refinery can reduce its operation rate 
to a minimum of 40% to 60% (its “turndown ratio”), 
depending on its complexity. Lukoil’s Neftochim 
refinery typically operates at about 75% of its 
nameplate capacity (7 million tons per annum). 
Hence, reducing output by half from typical levels 
implies reaching close to and even slightly below 
the 40% lower limit.25 This would be a challenge, 
even considering the high complexity of the 
refinery.  

Let’s assume that Neftochim Burgas sells on the 
Bulgarian market only a third of its output, as 
suggested by Mr. Hristov, i.e. about 2.1 million tons 
per year (tpy) out of the normally processed 7 
million tpy. This simply means that Lukoil Nefotchim 
will have to procure 2.1 million tpy of Russian 
feedstock and about 5 million tpy of “compatible” 
non-Russian feedstock in order to continue 
operations at the refinery in the usual mode. 

Therefore, the risk (if any) of reaching the turndown 
ratio at Neftochim Burgas is only present if Lukoil 
continues to procure all the feedstock from Russia 
and sells all the products on the Bulgarian market 
only. Yet, the refinery can operate on a variety of 
crude oil streams from around the world, and in 
that instance, there are no limits on the export of 
refined products obtained from such streams. 
There is no need to operate exclusively on Russian 
oil. Such a scenario could be easily averted if Lukoil 
chooses to implement Bulgarian law, instead of 
toeing Kremlin’s directives and/or if Bulgaria is 
capable of enforcing its own regulations. 

25
 A detailed modeling of the refinery’s facilities could show 

the exact technical possibility to achieve this. Yet 
such modeling is beyond the scope of the paper and 
more importantly –  it would have been relevant if the 
refinery could process only Russian crude oil.

Follow the Money 

As a business that places securities on markets 
in Europe and in the Americas, Lukoil is required 
to be fairly open regarding its business posture 
and outlook on a global scale. As an 
integrated oil company, and to comply with 
regulations, Lukoil regularly publishes rather 
detailed reviews of its operations throughout 
the oil chain, from well to wheel. In its 
disclosures, Lukoil includes reasonably 
detailed information about the patterns of 
its costs, revenues, and netbacks.26

Regarding refining, Lukoil states that for the 
company “maximizing the value added of 
petroleum products and profitability of refining 
operations is a strategic objectives (sic) of 
the Group, increasing the contribution of oil 
refining to the formation of group value”27. 
The reason for prioritizing refining is obvious: 
selling refined products, either in bulk or to 
final customers in its own network of gas 
stations and other points of sale (e.g. fuel oil, 
heating oil, LPG, etc.), adds much more to the 
bottom line than selling crude oil. Annex 1 
provides a cash flow assessment based on 
Lukoil’s own data, which illustrates the extent 
to which an integrated oil company like Lukoil 
may benefit from having control over sales 
of products “from well to wheels” in the case 
of Neftochim Burgas. A summary is 
provided in Table 1. 

Table 1 indicates that for each barrel of Urals 
exported to Bulgaria, the Russian government 
got about $50 in tax. Double the 
exports, double the tax revenue. For 
each barrel processed at Neftochim, Lukoil 
doubles its wellhead netback margin. 

26 Here, we draw primarily on information contained in 
Lukoil’s  Fact Book 2015 and Lukoil’s Management 
Discussion and Analysis of Financial Condition and Result of 
Operations for the three-month periods ended 31 
December and 30 September 2021 and for the years 
2021 and 2020.
27 Cf. Lukoil’s Fact Book 2015, p. 36.  
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Table 1. Wellhead netbacks (illustrative data only) 

Dollars per barrel 

Q4 2021 Q3 2021 
Urals price (Argus)  $ 78.17  $ 71.19 
Export duty on crude oil in Russia  $ 9.66  $ 8.85 
Mineral extraction tax on crude oil in Russia  $ 42.19  $ 37.81 

Net Urals price  $ 26.32  $ 24.53 
Cost of production  $ 3.33  $ 3.33 
Cost of transportation in Russia  $ 1.50  $ 1.24 

Wellhead netback in case of Urals crude oil sale FOB Russian port  $ 21.49  $ 19.96 
Cost of transportation to a refinery outside Russia  $ 1.67  $ 1.41 
Cost of refining  $ 9.77  $ 5.85 
Average refined products sales revenue, net of tax  $ 122.17  $ 122.17 

Wellhead netback in case Urals is processed at Neftochim  $ 54.05  $ 63.68 

This seems like a win-win situation. Yet only for the 
Russian parties, and certainly not for the Bulgarian 
consumer. Why would anyone in Bulgaria be 
interested to make sure that the Russian 
government and Lukoil maximize their benefits 
while no one in Bulgaria gets even a marginal one, 
and then all this happens at a time when war is 
raging in the Ukraine and EU sanctions are in place? 

One argument that has been use to provide 
justification for the Bulgarian government’s stance 
regarding the issue is that some products from 
Neftochim have been supplied to Ukraine, which 
badly needs them. But even this argument is hard 
to apprehend: Neftochim can operate on non-
Russian oil and products can still be supplied to 
Ukraine. 

Now add to that the desire of the Bulgarian 
government to resuscitate the Burgas-to- 
Alexandroupolis crude oil pipeline project, part of 
the so-called “grand slam” of Russian energy 
projects in Bulgaria, which also included the Belene 
nuclear power plant and the South Stream gas 
pipeline, and then in a reverse mode! On January 4, 
2023, a MoU was signed between the Bulgarian and 
the Greek governments involving a commitment to  

build the new pipeline at neck-breaking speed28. 
The first to publicly state interest in reviving the 
project was Bulgaria’s President Radev, 
seconded by Minister Chirstov, and only then 
also supported by Lukoil29. Never mind that the 
cost of transporting crude oil to Neftochim 
Burgas via the pipeline would be higher than 
using tankers via the Bosphorus30. And never 
mind that if Lukoil really needed the pipeline, it 
could have implemented it without any 
intergovernmental agreements and at its own 
cost rather than with subsidies from the 
government. 

The posture adopted by the Bulgarian 
government is therefore beyond the pale. It 
translates into extending quite substantial 
direct financial assistance to the Russian 
government and to Lukoil, while at the same 
time claiming to support EU’s policies, 
instruments, and financial framework for 
dealing with the issue. It is not even like sitting 
on the fence; rather, it is taking a position on 
the other side of the fence. And all that without 
even trying to offer a modicum of benefits, such 
as, for example, lower prices at the pump, to 
the consumer! Follow the money, indeed. 

28 Nikolov, K., “Bulgaria, Greece launch oil pipeline, gas storage 
projects”, EURACTIV, January 5, 2023. 
29 Milcheva, E., “Руските интереси прозират зад 
съживяването на нефтопровода Бургас-Александруполис” 

[Russian interests are behind the revival of the Burgas-
Alexandroupolis oil pipeline], EURACTIV, December 16, 
2022. 
30 Ibid. 
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https://euractiv.bg/section/%D0%B5%D0%BD%D0%B5%D1%80%D0%B3%D0%B5%D1%82%D0%B8%D0%BA%D0%B0/news/%D1%80%D1%83%D1%81%D0%BA%D0%B8%D1%82%D0%B5-%D0%B8%D0%BD%D1%82%D0%B5%D1%80%D0%B5%D1%81%D0%B8-%D0%BF%D1%80%D0%BE%D0%B7%D0%B8%D1%80%D0%B0%D1%82-%D0%B7%D0%B0%D0%B4-%D1%81%D1%8A%D0%B6%D0%B8%D0%B2%D1%8F/


Annex: Cash Netback Analysis

Lukoil points out that in the case of crude oil 
exports, netback cash flow per barrel (the “net Urals 
price”) amounted to $24.53 in Q3 of 2021 and to 
$26.32 in Q4 202131. To arrive at the wellhead 
netback, the cost of production and the cost of 
transportation from the field to the refinery or to 
the port also have to be taken into account. Lukoil 
points out that the cost of production 
(hydrocarbons unit extraction expenses) in Russia 
amounted to 245 Rubles per barrel of oil equivalent 
(boe) in Q3 2021 and to 242 Rubles/boe in Q4 
202132. By using the implicit exchange rate to the 
U.S. Dollar as provided in the same document33, the 
cost of production amounted to $3.33 per boe in 
both Q3 and Q4 of 2021. Lukoil directly indicates in 
the document this cost of production as well34. 

Crude oil transportation expenses in Russia are 
indicated by Lukoil to be 15.745 billion Rubles in Q4 
2021 and 12.640 billion Rubles in Q3 202135, while 
crude oil production in Russia was 19.99 million 
tons and 19.2 million tons36, accordingly. This 
translates into average transportation costs in 
Russia of $1.50 per bbl in Q4 2011 and $1.24 per bbl 
in Q3 2021, accordingly.  

In the same document, Lukoil indicates that total 
feedstock transportation cost from Russia to its 
international refineries amounted to 587 million 
Rubles in Q3 2021 and to 372 million Rubles in Q4 
2021. The document does not indicate what the 
feedstock components were, but does indicate that 
supply of crude oil to refineries beyond Russia 
(supply of exported crude oil to refineries) was in Q3 
and Q4 2021: 711 and 422 thousand tons37,  

31 Cf. Management Discussion and Analysis of Financial 
Condition and Result of Operations for the three-month 
periods ended 31 December and 30 September 2021 and for 
the years 2021 and 2020, Lukoil, p. 12.  
32 Ibid., p. 35. 
33 Ibid., p. 12. 
34 Ibid., p. 19. 
35 Ibid., p. 37. 
36 Ibid., p. 21. 
37 Ibid., p. 27. 
38 Refinery gain is the increase in the volume of the refined 
products compared to the volume of the feedstock, even 
though the mass of the product may be less or equal to the 

accordingly. By using the exchange rate of the 
Ruble to the Dollar as provided in the document 
and a conversion factor of 7.25 barrels per ton 
(at API 31.5), the apparent cost of transportation 
to refineries outside Russia was $1.41 per bbl in 
Q3 2022 and $1.67 per bbl in Q4 2021. Here, we 
ascribe all the cost of transportation just to 
crude oil (assuming there is no other feedstock), 
which is likely to result in an estimated cost of 
transportation which is higher than the actual 
one. Still, it is equivalent to just a cent per liter 
of refined product or so, not even considering 
refinery gain38. 
The cost of refining outside Russia is indicated by 
Lukoil to be $42.41 per ton in Q3 2021 and 
$75.71 per ton in Q4 202139, equivalent to 
approximately $5.85 per bbl and $9.77 per bbl, 
accordingly. These indicated costs are an 
average for all crude oil refined outside Russia in 
its four refineries, as well as (possibly) on tolling 
terms at other refineries. For this reason, it is 
very likely that the indicated cost is higher than 
the one for processing at Neftochim. 
Nevertheless, this indicated cost is useful for the 
comparative assessment of netbacks with and 
without refining. 

Based on the foregoing, as well as on data about 
the prices of refined products on the Bulgarian 
market in the second half of 2021, exchange 
rates, excise and VAT tax rates, and assuming 
that Neftochim’s output consists of 50% 
gasoline, 35% middle distillates, and 15% fuel oil 
at 85% “depth of refining”, Table 1 provides an 
assessment of the netback to Lukoil. The table 
compares the netbacks in case Lukoil chooses to 
sell Urals on FOB terms in Russian ports or to 

mass of the feedstock. This is due to the fact that the 
feedstock has higher density than the products and, to a 
lesser degree, to the use of other inputs in the refining 
process apart from the feedstock, e.g. hydrogen in the 
catalytic cracking process. Cf. for example: Energy Insight, 
Gain. In practice, this means that more “liters” of products 
go out of the refinery compared to the “liters” of the 
feedstock that goes in it. 
39 Management Discussion and Analysis of Financial 
Condition and Result of Operations for the three-month 
periods ended 31 December and 30 September 2021 and 
for the years 2021 and 2020, Lukoil, p. 24. 
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take Urals to Neftochim, process the oil there, and 
then sell the products on the local market. The 
assessment also assumes a 10% price discount to 
traders who purchase products from the refinery in 
Bulgaria40. 

The wellhead netback in case Urals is processed at 
Neftochim and then the products are sold in 
Bulgaria is roughly at least double the netback in 
case Urals is sold FOB Russian port, while company 
overheads and other business expenses would be 
similar.  

Considering that the Russian government’s take 
stays in the range of $45-52 per bbl in both 
instances, but Lukoil’s netback more than 
doubles when Urals is processed in Europe and 
then sold as products, it does not come as a 
surprise that Lukoil insists on using mostly 
Russian oil and achieving maximum load factor 
at Neftochim, in a manner that exceeds the 
needs of Bulgaria’s market. In this way, both the 
Russian government and Lukoil would maximize 
their benefit. 

40 The data in the table is intended as an illustration only. Data 
in the table should not be used to assess actual margins, 

netbacks and other business performance parameters. For 
actual data, please refer to Lukoil’s documents. 
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