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Assessment of financial position and performance of

a chosen Russian company

Abstract

The purpose of the following bachelor thesis is to evaluate the financial position and
performance of a Russian company known as Gazprom that operates internationally in the
oil and gas industry. This will be accomplished by reviewing the financial statements that a
company has provided for a particular chosen time period in order to evaluate and identify
changes that have occurred in the company's assets, liabilities, expenses, revenues, and
equity. Along with the most significant components and causes that influenced the
organization's profit, possible financial concerns that may arise in the future will also be
highlighted at some point. The author uses primarily quantitative methods to approach the
question of financial situation of Gazprom such as financial ratio analysis, horizontal
analysis of financial statements, vertical analysis of financial statement and analysis of
market capitalization.

Consequently, the author reaches the conclusion that despite the growing number of
external challenges and the company's dependence on Russian foreign policy, the company
is performing quite well, and it shows good results in terms of its financial position and
financial performance. This is despite the fact that the company is economically dependent
on Russian foreign policy. The situation with the company’s cashflow is also satisfying,
especially considering that the operational cashflow has been positive for the last three years.
As it turns out after doing a study of the investment cash flow, the corporation is also
investing, in addition to the aforementioned activities. The company is concluded to be

possessing enough amount of liquid assets, to be solvent and profitable.

Keywords: financial statements, financial analysis, financial position, balance sheet,
assets, liabilities, equity, financial performance, Income statment, expenses, revenues, profit,

cash-flow, natural gas industry



Analyza finan¢ni situace a vykonnosti vybrané ruské

spoleCnosti

Abstrakt

Cilem nasledujici bakalatské prace je zhodnotit finan¢ni situaci a vykonnost ruské
spoleCnosti znamé jako Gazprom, ktera pusobi mezinarodné v ropném a plynarenském
prumyslu. Toho bude dosazeno prezkoumanim ucetni zavérky, kterou spolecnost poskytla
za konkrétni zvolené ¢asové obdobi, aby bylo mozné vyhodnotit a identifikovat zmény, ke
kterym doslo v aktivech spolecnosti, pasivech, vydajich, vynosech a vlastnim kapitalu. Spolu
s nejvyznamnéjSimi slozkami a pfi¢inami, které ovlivnily zisk organizace, budou v urc¢itém
okamziku také zdlraznény mozné financni obavy, které mohou v budoucnu nastat. Autor
pouziva predev§im kvantitativni metody pro piistup k otazce finan¢ni situace Gazpromu,
jako je analyza finan¢nich poméra, horizontalni analyza financ¢nich vykaza, vertikalni
analyza financnich vykazi a analyza trzni kapitalizace.

V disledku toho autor dospél k zavéru, ze navzdory rostoucimu poctu vnéjsich vyzev
a zavislosti spole¢nosti na ruské zahrani¢ni politice si spolecnost vede docela dobie a
vykazuje dobré vysledky z hlediska své finan¢ni situace a finan¢ni vykonnosti. A to
navzdory skuteCnosti, ze spoleCnost je ekonomicky zavisla na ruské zahranicni politice.
Situace s cash flow spolecnosti je také uspokojiva, zejména s ohledem na to, ze provozni
cashflow byl v poslednich tfech letech pozitivni. Jak se ukéazalo po provedeni studie
investicniho penézniho toku, spolecnost kromé vySe uvedenych cCinnosti také investuje.
Spolecnost se dospéla k zavéru, ze ma dostatecné mnozstvi likvidnich aktiv, byt solventni a

ziskovy

Kli¢ova slova: finan¢ni vykazy, finan¢ni analyza, finan¢ni situace, rozvaha, aktiva,
pasiva, vlastni kapital, finan¢ni vykonnost, statment piijma, vydaje, vynosy, zisk,cash-flow,

prumysl zemniho plynu
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1 Introduction

The environment in which people live today is constantly changing, and some
businesses are struggling while others are thriving and will continue to do so for many years
to come. Despite this, there are several subfields of economics that are expected to expand
as a result of their increasing significance in the contemporary world. For instance, one of
the industries that will always see expansion is the petroleum and gas business since, bluntly
speaking, the foundation of the whole globe rests on this sector, and practically everyone

uses goods that were first derived from oil at some time or another.

Despite this, it is reasonable to conclude that the development of businesses closely
associated with the oil industry is in a positive association with the expanding significance
of the sector that comes after it. In the course of his investigation, the author intends to
investigate the economic performance of one of the world's most important oil and gas

corporations, such as Gazprom, for example.

It is possible to make conclusions about whether a specific firm will deliver good and
hopeful financial results and whether the vector of development will be upward sloping by
evaluating the financial situation and performance. After performing the financial analysis,
which includes some of the most fundamental techniques involving financial ratios covering
the company's liquidity, solvency, and profitability, it is also possible to identify financial
problems that the corporation is experiencing. This can be done after the analysis has been

completed.

Evidently, one cannot arrive at a decision by relying exclusively on one's own
subjective point of view. As a result, the significance of continuing to follow research should
not be undervalued, as long as it contributes to offering an objective point of view on the
current financial state of, roughly speaking, the most significant Russian firm operating in

the global community.

To conclude, it is important to note that this company is significant not only for the
people living in the country where it is operating, but also for almost half of the countries

that make up Europe because it is the source of their supply of gas. As a result, its



significance and potential for prosperity lie within the interests of many different groups and

nationalities.



2 Objectives and Methodology
2.1 Objectives

The aim of this bachelor thesis is to assess the financial position and performance
of achosen Russian company operating in the natural gas industry by analyzing the
company s financial statements with focus on the representation and changes of the reported
assets, liabilites, expenses, revenues, profit and cash-flow for a choosen period and to
identify the potential financial problems and the most significant factors influencing the

profit from the company and industry point of view..

2.2 Methodology

Methodology for the literature overview is based on data collection from the
relevant legal framework, specialized publications and other written or online sources. The
practical part of the thesis will be based on the information gained from the published annual
reports of the chosen company. Vertical and horizontal analysis and ratio analysis of the
financial statements will be used to assess the financial position and performance of the
company and to prepare the practical part of the thesis. The methods of analysis, synthesis,

comparison and deduction will be used to formulate the conclusions of the thesis.



3 Literature Review
3.1 Gas Industry

3.1.1 Gas Industry in the World

In order to start focusing on Gazprom, Russia’s biggest domestic supplier of gas, it is
wise to take a look at the gas industry as a whole and mention the other important companies
that operate in the same segment as Gazprom. Undoubtedly, when talking about the gas
industry that usually includes the exploration, extraction, transportation, etc., it is essential
to understand that there is a special trait that makes this industry unique. Compared to other
business domains as finance and retail, for instance, companies extracting gas cannot be
established anywhere on the globe, since there is a very important condition — the country
where the company would be based has to have national reserve of gas. In addition to this,
there is also a very important aspect needed to be mentioned: gas companies are often
subjects to the nationalization, i.e., government tend to seize such companies to their own
property or they have the controlling share in those companies. Clearly, it is often done due
to the relative importance that the following industry have for entire countries (Koivumaeki,

2015).

Nevertheless, the biggest gas companies are unsurprisingly located in countries that
have the greatest gas reserves and the biggest rate of gas extraction. The following figure
indicates the countries, whose are extremely keen on producing and selling gas and related

commodities.



Figure 1, world natural gas production by ten countries
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As it can clearly be seen, the market is primarily split between just a few key countries
specializing in the gas production. Yet, it is also visible that the rates of gas production of
the United States and Russia are beyond the reach of any other country, having 22% and

16.1% of the world’s gas production, respectively.

The main consequence of this partial monopsony is that those key countries tend to
supply the gas to their regions. Hence, the United States primarily supplies gas to countries
situated nearby and to Latin America. Russia supplies gas to Europe and other countries in
its vicinity. Clearly, this definitely has negative consequences, however, those consequences
are faced by countries who have a relatively short supply of domestic gas, so they are fully

dependent on their gas abundant neighbour (Halser, 2022).
3.1.2 Gas Industry in Russia

In order to understand the way how Gazprom exactly generates its profit, it is essential
to take a look at the scope of the company’s activities. The following table contain the list

of the main activities done by Gazprom.

Table 1, activities conducted by Gazprom

Exploration




Extraction of gas and oil

Transportation of gas and oil

Storing

Refining of gas and oil

Storing

Processing of gas and oil

Production of petrol

Production and sale of gas

Source: Gazprom, 2022

As it can be observed in the table above, Gazprom narrowed its span of activity to almost
everything related to the exploration, extraction, storing, processing and production of
energy primarily from gas. Undoubtedly, the main revenue comes from the production of
petrol, production and transportation of gas through their pipelines, whose scheme is

available in the following figure .



Figure 2, Gazprom pipelines
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3.2 Accounting Framework in Russia

When it comes to the accounting framework in Russia, the country where the company
is based, it is fair to claim that initially, after the collapse of the Soviet Union, the country
inherited the system used in the Union. Given the iron curtain and partial isolation of the
USSR, it is wise to claim that the overwhelming majority of accounting practice differed
significantly from the international standards adopted by the IFRS. However, right after the
collapse of the Union, Russia started gradually transforming its accounting system in such a
way that the financial statements of their leading companies, e.g. Gazprom, Rosneft,
Sberbank, etc. will be somewhat similar to the ones published in accordance with the IFRS
regulation standards. Hence, by looking at Gazprom and other major Russian companies’

statements now, it will be quite clear that the main framework for creating those statements



is almost identical to the IFRS. All in all, it is essential to mention the most important pieces

of legislation regulating the accounting métier in Russia.

The main piece of legislation controlling the bookkeeping in accounting was
published by the Ministry of Finance on the 315 of October in 2000 under the number 94n.
Yet, the biggest step towards the harmonization of accounting with the international
standards happened in 2010, when the law number 208-FZ finally introduced the IFRS into
Russian legislation. Since then, the growing presence of IFRS standard started to be noticed

more and more (Antipova, 2013).

When it comes to individual characteristics of accounting in Russia, it is important to
mention that the fiscal year starts on the 1% of January and ends on the 31 of December, as
in almost every corner of the civilized world. As for the mandatory statements in Russia, it
is mandatory to report the following list of statements: balance sheet, income statement,

statement of changes in equity, cash flows and notes to the financial statements.

As for another important side of accounting in Russia, i.e., taxes, the individual tax
rate in Russia is flat with only 13% and it is subject to various deductions. The corporate tax
rate in Russia is 15%, but this percentage can be lowered to 7.5% if the company has a large

importance for the country. Clearly, it is the case of Gazprom (Generalova, 2016).

The list of bodies controlling accounting practices in Russia is vast: Audit Chamber
of Russia, Institute of Professional Accountants of Russia, Institute of Professional Auditors,
Federal Treasury, Ministry of Finance, Russian Union of Auditors and National

Organization for Financial Accounting and Reporting Standards.

As for the process of audit in Russia, since 17.01.2017, all companies have to comply
with the mandatory audit that is performed in full complies with the international standards

on auditing (Akhmetshin, 2018).



3.3 Financial Statements

3.3.1 Statement of the Financial Position

As it was mentioned in the previous chapter, there are a few financial statements that
are mandatory for publishing in Russia. Among them, there is one called balance sheet that
also goes by the name the statement of financial position and it reflects the company’s
position in terms of assets, equity and liabilities. The specificity of this statement lies in the
equation that has to be followed whenever this statement is being created. The following

figure reflects the given equation (Lessambo, 2018).

Figure 3, balance sheet equation

Liabilities
Assets

Equity

Assets = Liabilities + Equity

Source: Lessambo, 2018
In other words, the value on the left, the assets, always has to be equal to the value on the
right, the sum of liabilities and equities. Assets represent the goods and property earned by

the company and assets are primarily classified as:

Current Assets, or assets which are expected to be used within a year of their purchase, the

so-called liquid assets that can be sold in order to cover debts of the company.

In current assets, the following elements are frequently encountered:
Cash and cash equivalents (physical money earned by the company)
Receivables (the amounts due from individuals and companies)
Inventory (products, material, merchandise)

Deferred income taxes (amount of income tax payable in future periods)

Prepaid expenses (expenses paid in advance are considered as assets)



Securities (stocks owned by the company)

Short-term investments

Then, the second classification of assets is the following

Long-term assets or assets which are expected to be used with a span of over one year from
their purchase. Long-term assets are divided into tangible and intangible assets, where

tangible assets are subject to depreciation (permanent value-decreasing adjustment)

In long-term assets, the following elements are frequently encountered:

Long-term investments

Property, plant and equipment (buildings, machines, etc. which are subjects to depreciation.
However, land is never depreciated.) This element can be divided into two categories — gross
(before subtracting value adjustments) and net (after subtracting value adjustments)

Gooadwill (brand recognition)

The amount of total assets is summed up from the total of current assets and non-current

assets.

Now, it is the time to take a look at the other part of the balance sheet equation — liabilities
and equities. These two are believed to be the main sources of the company financing the
purchase of assets. First, liabilities or the company’s obligations towards other parties, e.g.

to deliver services, to pay, etc.

The same as assets, liabilities are divided into two categories:

Short-term liabilities or liabilities that are expected to be paid within a short period of time

with the following elements:

Debts maturing in one year
Accounts payable and accrued liabilities
Dividends payable

Accrued taxes



Then, the long-term liabilities with the following list of frequently encountered elements:

Long-term debt

Finally, the equity that represents the capital owned by the business with the following

elements:

Treasury stocks (stocks bought back by the company)
Capital (the initial amount invested)

Retained earnings (firm’s cumulative net earnings after subtracting dividends)

By analyzing the following statement, it is possible to draw conclusions about the financial

position of the company.

3.3.2 Statement of the Financial Performance

Another important financial statement that will be used in the practical part is the
income statement, or also known as the statement of the financial performance or the profit
and loss account. This statement sheds a brighter light on the financial performance of the
company, breaks down its expenses and revenues and also indicates the earnings per share

along with the net income.

The statement itself can be either by function or by nature. Statements by functions
classify expenses by their function including the costs of goods sold (the expense related to
the production of goods), administrative expenses (expenses related to the organization as a
whole, like accounting expenses, wage of executives, etc.) and distribution expenses
(expenses related to the sale of goods as packaging). When it comes to the statement by
nature, it involves other accounts such as change in own production. When it comes to
Gazprom, it reports the following statement by function, so the author will focus on this type

of the statement (Bartov, 2014).



The following table contains the breakdown of the statement’s structure.

Table 2, structure of income statement

Sales/Revenues The total value of goods and services sold
fo customers.
CoGS Costs of goods sold, or the expense related
to the production of goods.
Gross Profit Sales — COGS, this shows the gross profit

of the organization.

Operating expenses

Expenses related to the operations of the

company — administrative and distribution.

EBIT

Earnings before interest and taxes.

Non-operating or financial expenses

Expenses related to financial domain

including interest.

EBT

Earnings before taxes.

Tax expense

The current tax expense.

Net income

The final profit of the company.

Total number of shares outstanding

This element is not always present, but it is

used for the calculation of the EPS

FEarnings per share

Net income/total number of shares
outstanding, this reflects the amount that
investors earn per owning one share of the

company

Source: Bartov, 2014

This statement is extremely helpful in order to understand if the company is generating
any revenue or not, and this statement is extremely helpful for investors assessing their

potential investment into the company.



3.3.3 Cash-flow Statement

Finally, the final statement that will be analyzed by the author in relation to Gazprom
is the cash-flow statement. This statement shows data regarding cash flow inflows and
outflows of the company. For instance, whenever a company is spending money on buying
assets, it is considered to be a cash outflow. In contrast, whenever a company is borrowing
or selling its shares in order to finance their future purchases, this is considered as a cash
inflow. Interestingly, depreciation is not considered to be a cash outflow despite being an

expense, so depreciation is often used for the tax deduction purposes.

The statement itself is split into three equally important segments each indicating an

important domain of the company’s activity:

Operating cash flow. This section is made up of the cash generated by company’s
business activities. If the operating cashflow is positive, it means that the company can
generate sufficient amounts of cash to maintain its daily operations. If this cashflow is

negative, it means that the company is in trouble.

Investing cash flow. This section is made up of the cash generated by company’s
investing activity. Whenever the cashflow is negative, it means that the company is actively
investing and it is a good aspect, as it can help the company to generate profit in the future.
If the cashflow is positive, it means that the company’s liquid assets are increasing. All in
all, this cashflow can either be positive or negative, without any repercussions for the

company.

Financing cash flow. This cash flow is made up of all cash inflows and outflows
related to funding of the company — equity and debt financing. If the cashflow is positive, it
means that the company has recently borrowed funds. If it is negative, it means that the

company repaid back a part of the debt.

The ultimate number that is calculated after summing all three segments up should

match the value of cash in the balance sheet (Sayari, 2013).



3.4 Financial analysis

Finally, the very last tool that will be used for the financial analysis of Gazprom are

financial ratios. Ratios are split into three categories:

Liquidity ratios or ratios indicating the company’s ability to quickly sell its assets to

cover debts.
Solvency ratios or ratios indicating the company’s ability to stay afloat.

Profitability ratios or ratios indicating the company’s ability to generate profit
(Beaver, 1966).

In his thesis, the author will use the following liquidity ratios:
Current ratio - the ability to pay short-term obligations. If the value is greater than

1, it means that the company is capable of paying its short-term obligations.

Figure 4, current ratio formula

Current ratio
Current Assets

Current Liabilities

Source: Beaver, 1966

Quick ratio - the value of company’s quick assets that can be easily converted to cash

in order to cover obligations. If the value is above 1, the company is doing well.



Figure 5, quick ratio formula

Quick Ratio =
Current Assets — Invetory

Current Liabilities

Source: Beaver, 1966

Cash ratio — the degree to which the company will be left with liquid assets if short-

term obligations are paid.

Figure 6, cash ratio formula

& ¢

o Cash 4+ Cash Equivalents
Cash =
Ratio Current

Liabilities |

Source: Beaver, 1966

As for the profitability ratios, the author will use the following once for his analysis:



Gross profit margin — the share of gross profit out of the total value of revenues. it is a sign

that the company is doing good.

Figure 7, gross margin formula
Gross Margin =

Revenue — COGS

Revenue

Source: Beaver, 1966

Operating profit margin — the margin of operating profit out of the total value of revenues.

it is a sign that the company is doing good.

Figure 8, operating profit formula

Operating Income
X 100

Operating Profit Margin = Revenue

Source: Beaver, 1966

Net profit margin — the share of net income in the total value of revenues. If it is positive,

it is a sign that the company is doing good.



Figure 9, net margin formula

Net Profit Margin
. Revenue — Cost

Revenue

Source: Beaver, 1966

Return on investment — percentual return on the total value of investment. If the value is

greater than 0 it means that the company has earned money from its investment and not lost

it.

Figure 10, return on investment formula

Return on
Investment = 8

Formula
]

Source: Beaver, 1966

Finally, the author will use the following list of solvency ratios:



Debt to assets — the share of debt from the total amount of the company’s assets. The

value has to be kept to minimum and be less than 1.

Figure 11, debt to assets formula

Debt to Asset _ _Total Debts
Ratio Formula Total Assets

‘4- /\/‘
‘ IIII;

Source: Beaver, 1966

Debt to equity — the share of debt from the total amount of the company’s equity. The

value has to be kept to minimum and be less than 1.

Figure 12, debt to equity formula

Q¢

Il ] l
Debt to Total Debt

Equity :
Ratio Total:]j;’qulty




Source: Beaver, 1966
Equity ratio — this ratio indicates if the company uses the equity financing approach

or debt financing approach. If the value is greater than 1, it means that the company uses an

equity financing.

Figure 13, equity ratio formula

Equity Ratio

Shareholder’s Equity
Total Asset

E ; a,
)

Equity Ratio =

Source: Beaver, 1966

Now, the author will proceed to the financial analysis of Gazprom’s financial

statements in his practical part (Barnes, 1987).



4 Practical Part
4.1 Gazprom

In order to proceed to the financial analysis, the main objective of the following thesis,
it is firstly essential to take an insight into the corporation and describe the way how it works

and in which segment exactly it specializes.

Figure 14, Gazprom logo
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Source: Gazprom, 2022

Gazprom in the form that it is known today saw the light of the day in 1990. Before
that, the company was a government institution specializing in energy all over the Soviet
Union. Of course, the collapse of the giant lead to the fact that Gazprom lost a part of its
property in former Soviet Republics, where this property was nationalized or privatized.
Nevertheless, the time went on and with the emergence of the Russian Federation, a
completely new state, there came a question of Gazprom — what to do with the company?
Given the growing tendency of privatization that was taking place in Russia back in the 90s,
it was projected that Gazprom will also be concentrated in the hands of private businessmen,
but despite the fact that the government transformed the company into the joint stock
company, Russia was still the biggest and the most important shareholder, who had the right
to choose the CEO (Rosner, 2006).



All in all, the company went successfully through the troubled economic period of
Russian history and was not really suffering from any problems due to the active support of

the Russian government and various taxes easements also including tax holidays.

As of 2021, the company was among the biggest ones in Russia taking the second spot
and following Sberbank. Regardless of the second place in the market capitalization,
Gazprom is believed to be the most important Russian company because compared to
Sberbank, it does not only specialize on the domestic market as Sberbank does, but it is
building bridges between countries experiencing shortage of energy and the Russian

Federation (Gupta, 2016).

In addition to this, it would be quite sensible to mention a couple of major events that
were taking place in Gazprom. In 2000, a new CEO of Gazprom, Alexei Miller was
appointed by the new president of Russia, Vladimir Putin and he is still currently the person
in charge. Apart from countless administrative changes that were taking place in Gazprom,
the Crimea issue played a huge role on Gazprom, as the company drastically lost its market
capitalization due to the twofold increase of exchange rate between dollar and rouble.
Among issues that Gazprom was facing, there is one that is being brought up countless times
but seems to have no effect on the company — the problem of Russia’s gasification
(Paniouchkine, 2008). To the surprise of many, the country actively supplying its gas to
leading European nations has not yet been fully equipped with gas. The following map
contains the scheme of Russia’s gasification, where it is visible that some parts of Russia

still do not have access to daily supplies of gas (Romanova, 2019).



Figure 15, gasification of Russia

Source: Gazprom, 2021
Finally, another important but rather a positive occurrence took place in 2019, when the

corporation was finally able to finish the construction of its main headquarter in Saint-

Peterburg — Lakhta Centre.

Figure 16, Lakhta Center
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Source: Gazprom, 2019

In addition, the most recent occurrence related to Gazprom that took place is the final
shutdown of the construction of the new pipeline Nordstream 2, which was called off after

the start of the conflict in Ukraine

4.2 Characteristics of the Company

In order to understand the importance of Gazprom in the context of Russian and
International markets, the most valuable piece of statistics that can be used are market
capitalization of the company throughout the years, share of the company in Russian stock
market, and the number of countries actively engaged in business with Gazprom. By doing
as described, the author can provide a piece of valuable statistics related to the evolution of

the company.

Thus, the first thing on the author’s agenda will be observing the market capitalization
of Gazprom over last four years (2019, 2020, 2021 and 2022). As for the year 2022, it is
quite evident that there is no way to get the value by the end of 2022, so the author will use
the value of market capitalization on the 18™ of August. The following figure contains the
development of the market capitalization of Gazprom along with the percentual change of

the given indicator.

Figure 17, market capitalization of Gazprom

Year Market cap, billion USD| Change
2022 S 72,07 -34%
2021 S 108,64 61%
2020 S 67,38 -31%
2019 S 97,82 -

Source: Own research based on Yahoo Finance



Clearly, as it can be observed, the market capitalization of Gazprom was gradually
decreasing under the influence of external factors, which will be discussed in more detail in
the fifth chapter of the thesis. Yet, it is quite clear that the current development of the
company capitalization cannot anyhow be categorized as optimistic or reassuring, as it keeps
devaluating.

Then, another equally importing piece of statistics that will be demonstrated here is
the share of Gazprom in the Russian stock market. This can shed a brighter light on the

development of the company in terms of the domestic market.

Figure 18, share of each company

Name Share
Sberbank ao 29,5%
Gazprom 17,5%
Yandex 5,8%
Lukoil 5,7%
Nornikel 4,4%
Rosneft 3,6%
TCS Group 2,7%
Sberbank ap 2,6%
VTB 2,4%
AIROSA 2,1%
Novatek 1,9%
MMK 1,4%
NLMK 1,4%
Polus 1,4%
Severstal 1,3%
Others 16,3%

Source: Own research based on Moscow Stock Market, 2022



As it can be observed, Gazprom is not the largest company from Russia residing on
the second place, while the most important company is Sberbank. At the same time, it is still
possible to claim that the Russian market is currently split between two huge players —
Sberbank and Yandex because the gap between these two and other companies is simply too

vast to claim otherwise.

Figure 19, chart reflecting shares

—

—
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m Sberbank ao ® Gazprom = Yandex Lukoil = Nornikel = Rosneft
m TCS Group = Sherbank ap = VTB = AIROSA = Novatek = MMK
= NLMK Polus Severstal Others

Source: Own research
In Figure 3, it is even more visible when taking a look at the visual representation of

the shares on Moscow exchange market.

Finally, in order to understand the context of international development of Gazprom,
it will be wise to track the number of European countries, who are primary customers of
Gazprom, engaged in business relations with the company. The following figure contains
the scheme of gas transportation including the breakdown of each country’s source of gas.
As it was mentioned in the literature review, Gazprom is the monopolist in Russia, so
whenever a country is buying gas from Russia, it does inevitably buy it from Gazprom

(Schaffer, 2008).



Figure 20, breakdown of gas transportation
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Source: Zachmann, 2021
As it becomes obvious after looking at the map, the relative significance of Gazprom
to individual European states is quite huge, as the overwhelming majority of European

countries rely on Russia as the main source of energy. Hence, despite the problem with the



decreasing market capitalization and devaluation of the company, it still plays a huge role

on the international arena, as it is one of few bridges left that connect Russia and Europe.

4.3 Financial position of the company

4.3.1 Horizontal analysis

4.3.1.1 Balance sheet

All data is manually collected by the author based on the overview financial
statements published by Gazprom published in The Wall Street Journal (Wall Street Journal,
2022).

After assessing the overall performance and presence of the company in the previous
chapter, it is finally possible to take a detailed insight into the way how the company was
developing throughout the years. The very first financial statement of the company that will
be taken into consideration is balance sheet, as it will shed a light on the overall breakdown
of the company’s assets, liabilities and equity. What is more, the horizontal approach will
help the author to follow the pattern of the development over the course of three years -
2019, 2020 and 2021. Yet, not the entire balance sheet will be discussed, but only the most
important parts of it and the total values of separate parts, such as the total current assets,
total non-current assets, etc. The following table contains the most important information

about the development of Gazprom’s assets over the mentioned period of time.



Table 3, horizontal analysis of assets in the balance sheet

Element/Year 2021 2020 2019
Cash/Short-term investments 2 040 026 P 1064 677 P 729 701 P
Receivables 1924182 P 1 357 205 P 1130 967 P
Inventories 1009 323 P 971 789 P 946 361 P
Other current 1240752 P 380 618 P 1021124 P
Total current assets 6214 283 P 3774289 P 3828 153 P
Property, plant and equipment GROSS 26319375 P 24733 436 P 22 654712 P
Accumulated depreciation 9419517 P |- 8435028 P |- 7 584 020 P
Total investments 2181593 P 1769 958 P 1640 191 P
Long-term note receivable 418 435 P 325336 P 338419 P
Intangible Assets 213273 P 199 894 P 194 408 P
Other non-current 1119788 P 984 300 P 810 485 P
Total non-current assets 20 832 947 £ 19 577 896 P 18 054 195 P
Change
Element/Year 2021 2020
Cash/Short-term investments 92% 46%
Receivables 42% 20%
Inventories 4% 3%
Other current 226% -63%
Total current assets 65% -1%
Property, plant and equipment GROSS 6% 9%
Accumulated depreciation 12% 11%
Total investments 23% 8%
Long-term note receivable 29% -4%
Intangible Assets 7% 3%
Other non-current 14% 21%
Total non-current assets 6% 8%
Total Assets 15% 7%

Source: Own research based on the financial statements

In Table 3, the output of the horizontal analysis can be seen. The very first thing that
comes to the mind is the fact that despite the pandemic happening in 2020, the overall
situation with assets did not really change, as there was a decrease of just 1% in the amount
of total current assets. All in all, there is a gradual increase in almost all sections of assets
including both current and non-current assets, so it might rather be a good sign. However,
on the other hand, there is a logical question of the financing behind those assets, as
companies often rely either on debt financing or equity financing. In the following table, it
will be possible to observe the development of liabilities and equities, the other part of the

balance sheet equation.



Table 4, horizontal analysis of liabilities in the balance sheet

Element/Year 2021 2020 2019
Short-term debt 750 125 P 734 986 P 816 222 P
Payables 1113471 P 509 013 P 498 181 P
Income Tax 112705 P 14 402 P 39709 P
Other current liabilities 2 046 644 P 1 368 563 P 1173 364 P
Total current liabilities 4022 945 P 2 626 964 P 2527 476 P
Long-term debt 4715976 P 4616 318 P 3295195 P
Provisions for Risks and Charges 577 863 P 688 333 P 606 783 P
Deferred taxes 875 099 P 667 724 P 768 448 P
Other liabilities 287 458 P 138 864 P 68 759 P
Total non-current liabilities 6 456 396 P 6111239 P 4739 185 P
Change
Element/Year 2021 2020
Short-term debt 2% -10%
Payables 119% 2%
Income Tax 683% -64%
Other current liabilities 50% 17%
Total current liabilities 53% 4%
Long-term debt 2% 40%
Provisions for Risks and Charges -16% 13%
Deferred taxes 31% -13%
Other liabilities 107% 102%
Total non-current liabilities 6% 29%
Total liabilities 17% 22%

Source: Own research based on the financial statements

When looking at the detailed breakdown of the development of Gazprom’s liabilities,
it will be possible to notice that the amount of liabilities was also primarily rising throughout
the years, so it can be concluded that the company primarily focused on borrowing in order
to finance the purchase of assets. To be more particular, it can be observed that in 2020, the
amount of short-term debt decreased by 10% while the amount of long-term debt increased
by 40%, so it serves as a piece of partial evidence for the author’s assumption. In addition to
this, it is visible that another element whose value decreased significantly is the income tax,
but it is explained by the fact that during the pandemic, the company started to earn less, as

it it will be indicated in the next chapter, so the amount of income tax decreased respectively.

The final piece of information about the company’s financial position is the amount

of total equity. The breakdown is available in Table 5.



Table 5, horizontal analysis of equity in the balance sheet

Source: Own research based on the financial statements

Element/Year 2021 2020 2019
Other equity 1253 532 P 1294 388 P 997 078 P
Retained earnings 14 699 297 P 12 752 805 P 13 107 755 P
Total shareholders’ equity 15 952 829 P 14 047 193 P 14 104 833 P
Accumulated minority interest 615 060 P 566 789 P 510 854 P
Total equity 16 567 889 £ 14613 982 P| 14615 687 P
Change
Element/Year 2021 2020
Common equity -3% 30%
Retained earnings 15% -3%
Total shareholders’ equity 14% 0%
Accumulated minority interest 9% 11%
Total equity 13,4% -0,01%

As it can be seen above, the amount of total equity was gradually rising with a minor

contretemps in 2020 due to the pandemic. Still, the amount of total equity kept rising over

the period of 3 years. In addition to this, it is visible that the main catalysator behind this rise

were retained earnings of the company, which firstly dropped in 2020 and reversed back in

2021 with a 15% increase in the value. Still, the author believes that the company primarily

relied on the debt financing rather than on the equity financing.

4.3.1.2 Income statement

After analysing the statement of financial position, it is wise to take a look at the

statement reflecting the financial performance of the company, which is also known as the

income statement.




Table 6, horizontal analysis of the income statement

Element/Year 2021 2020 2019
Sales 10 241 353 P 6 321 559 P 7 659 623 P
COGS 5512 818 P 4 352 684 P 4716 815 P
Gross Income 4728 535 P 1968 875 P 2 942 808 P
SG and A expense 221 875 P 225 587 P 289 057 P
Other operating expenses 1540 153 P 1236 829 P 1414191 P
EBIT 2 966 507 506 459 P 1239 560 P
Unusual expense 393 678 £ 69 919 £ 9 506 £
Non-operating income 21 624 P |- 426 499 P 175 384 P
Non-operating interest income 70 984 P 60 137 P 90 926 P
Interest expense 94 871 P 73 445 P 76 426 P
Pretax income 2527 318 P |- 3267 F 1419938 F
Income Tax 610 428 P |- 28 938 P 357 548 P
Equity in affiliates 242 196 P 136 736 P 207 127 P
Other after tax income 10 587 P | - 1507 P -
Consolidated net income 2 148 499 P 160 900 P 1269 517 P
Minority interest expense 66 015 P 27 066 P 66 630 P
Net income 2082484 F 133 834 F 1202 887 P
Net margin 20,33% 2,12% 15,70%
Number of shares outstanding 23 645 23 645 22 500
EPS 88,07 P 5,66 P 53,46 P
Change
Element/Year 2021 2020
Sales 62% -17%
COGS 27% -8%
Gross Income 140% -33%
SG and A expense -2% -22%
Other operating expenses 25% -13%
EBIT 486% -59%
Unusual expense 463% 636%
Non-operating income -95% -343%
Non-operating interest income 18% -34%
Interest expense 29% -4%
Pretax income
Income Tax
Equity in affiliates 77% -34%
Other after tax income 603% -
Consolidated net income 1235% -87%
Minority interest expense 144% -59%
Net income 1456% -89%
Net margin 860% -87%
EPS 1456% -89%

Source: Own research based on the financial statements

After looking at the change in the values occurred in 2020, the picture becomes quite
pessimistic, as the values of sales, interest income and other non-operating income were
decreasing much more radically than the values of expenses which, undoubtedly, decreased

consequently. Still, the company was able to recover in 2021, when almost all indicators



started increasing once again. In 2021, for instance, the value of net income bounced back
and showed an increase of 1456% compared to 2020. As for the earnings per share, the value
also increased by the same percentage thus shifting from 5.66 RUB per share to 88.07 RUB
per share in 2021. At the same time, it is visible that the total number of shares outstanding
remained the same, so the return to the value of 2019 and even surpassing the value in 2021

is a sign that the company is on the right track.

4.3.1.3 Cash flow statement

Finally, the very last financial statement to which the horizontal analysis will be

applied is the cash-flow statement. The result of the analysis is available in Table 5.

Table 7, horizontal analysis of the cash flow statement

Element/Year 2021 2020 2019
Net operating cash flow 2 890 068 £ 1807 737 P 1621523 P
Net investing cash flow - 1736223 P |- 1474 357 P |- 1898 552 P
Net financing cash flow - 147 823 P | - 66 512 P 200 679 £
Change
Element/Year 2021 2020
Net operating cash flow 60% 11%
Net investing cash flow 18% -22%
Net financing cash flow 122% -133%
e 2a5%

Source: Own research based on the financial statements

To begin with, it is worth mentioning that the operating cashflow remained positive
throughout the period of observation, so it is definitely a good sign indicating that Gazprom
is doing good for keeping itself buoyant. Then, another important aspect is the investing
cashflow with remained negative on the whole period. This leads to the intermediate
conclusion that Gazprom was investing and investing quite actively, even despite the
pandemic. Still, the company was not able to reach the same volume of investment in 2021
as in 2019. As for the financial cashflow, it is not a surprise that the value is negative since,
as it was discovered in one of the previous chapters, Gazprom was trying to cover gaps by

an active borrowing, so they must have repaid one of their debts.



4.3.2 Vertical analysis

4.3.2.1 Balance sheet

After finishing the horizontal analysis, it is sensible to start looking at figures in the

other direction — the vertical one. In Table 6, the vertical breakdown of assets is available.

Table 8, vertical analysis of assets in the balance sheet

Source: Own research based on the financial statements

Element/Year 2021 2020 2019
Cash/Short-term investments 2 040 026 P 1064 677 P 729701 P
Percentage 33% 28% 19%
Receivables 1924182 P 1357205 P 1130967 P
Percentage 31% 36% 30%
Inventories 1009 323 P 971789 P 946 361 P
Percentage 16% 26% 25%
Other current 1240752 P 380618 P 1021124 P
Percentage 20% 10% 27%
Total current assets 6214283 P 3774289 £ 3828 153 #
Property, plant and equipment GROSS 26 319375 P 24733436 P 22 654712 P
Accumulated depreciation 9419 517 P 8435028 P 7 584 020 P
Percentage from property 36% 34% 33%

Total investments 2181593 P 1769 958 P 1640191 P
Percentage 10% 9% 9%
Long-term note receivable 418 435 P 325336 P 338419 P
Percentage 2% 2% 2%

Intangible Assets 213273 P 199 894 P 194 408 P
Percentage 1% 1% 1%

Other non-current 1119788 P 984 300 P 810485 P
Percentage 5% 5% 4%

Total non-current assets 20 832 947 # 19 577 896 # 18 054 195 P

The first part of the balance sheet that will be taken into consideration is the left part

of the equation — assets. When it comes to current assets, cash and short-term investments

followed by receivables represent the biggest shares, 33% and 31% respectively in 2021.

This is a good sign as the company has cash and the proportion of the cash to the total current

assets kept increasing from 2019 to 2021 — 19%, 28% and 33%, It means that the company

was consequently increasing the share of cash in the amount of total assets. At the same time,

the share of receivables was initially increasing in 2020 and then started decreasing again in

2021. This can be explained by the fact that debtors could have not been able to pay their

debt during the pandemic, so the company was not able to get all payments in time.




Then, by looking at the share of accumulated depreciation out of the gross property,
plant and equipment element, it will be possible to see if the company is experiencing a
problem with old and depreciating inventory. The share of accumulated depreciation in 2019
was just 33%, while in 2020 it increased to 34% and 36% in 2021. This serves as a piece of
evidence for the fact that Gazprom faces a problem where their inventory is rapidly
depreciating with each year, so they have to renew it, what they actually might have been
doing for quite a while given their intensive borrowing and increase in assets. Yet, the share
is rising for 3 years and it is likely that this gradual increase of the proportion will persist in
the nearest future. All in all, the company has more non-current assets than current for every

year.

Table 9, vertical analysis of liabilities in the balance sheet

Element/Year 2021 2020 2019
Short-term debt 750125 P 734 986 P 816 222 P
Percentage 19% 28% 32%
Payables 1113471 P 509 013 P 498 181 P
Percentage 28% 19% 20%
Income Tax 112705 P 14 402 P 39709 P
Percentage 3% 1% 2%
Other current liabilities 2 046 644 P 1368 563 P 1173 364 P
Percentage 51% 52% 46%
Total current liabilities 4022 945 # 2 626 964 £ 2527 477 P
Long-term debt 4715976 P 4616 318 P 3295195 P
Percentage 73% 76% 70%
Provisions for Risks and Charges 577 863 P 688 333 P 606 783 P
Percentage 9% 11% 13%
Deferred taxes 875099 P 667 724 P 768 448 P
Percentage 14% 11% 16%
Other liabilities 287 458 P 138 864 P 68 759 P
Percentage 4% 2% 1%
Total non-current liabilities 6 456 397 P 6 111240 P 4739 186 #

Source: Own research based on the financial statements

When it comes to the vertical analysis of liabilities, the first thing that can be noticed
is the gradual increase of payables’ share out of the total current liabilities and the gradual

decrease of the share of short-term debt out of the total current liabilities.

As for the total non-current liabilities, it is visible that the long-term debt has the

biggest importance, since it is totalling for more than 70% of the total non-current liabilities




per year. All in all, the amount of non-current liabilities is bigger than the total current

liabilities reaching almost 60% out of the total liabilities.

Finally, the last but not the least, it is essential to take a look at the shares in equity.

Table 10, vertical analysis of equity in the balance sheet

Element/Year 2021 2020 2019

Other equity 1253532P 1294 388 P 997 078 P
Percentage 7,57% 8,86% 6,82%

Retained earnings 14 699 297 P 12 752 805 P 13107 755 P
Percentage 88,72% 87,26% 89,68%

Total shareholders’ equity 15 952 829 P 14 047 193 P 14 104 833 P

Accumulated minority interest 615 060 P 566 789 P 510 854 P
Percentage 3,71% 3,88% 3,50%

Total equity 16 567 889 P 14 613 982 P 14 615 687 P

Source: Own research based on the financial statements

The most important element of the total equity was retained earnings whose share was

reaching almost 90% for every single year observed.

4.3.2.2 Income statement




Table 11, vertical analysis of the income statement

Element/Year 2021 2020 2019
Sales 10 241 353 P 6 321 559 P 7 659 623 P
COGS 5512818 P 4352 684 P 4716 815 P

Percentage 54% 69% 62%
Gross Income 4728 535 P 1968 875 P 2942 808 P

Gross margin 46% 31% 38%
SG and A expense 221 875 P 225 587 P 289 057 P
Other operating expenses 1540 153 P 1236 829 P 1414191 P
EBIT 2 966 507 P 506 459 P 1239 560 P
Unusual expense 393 678 £ 69919 P 9 506 £
Non-operating income 21624P |- 426 499 P 175384 P
Non-operating interest income 70984 P 60137 P 90 926 P
Interest expense 94 871 P 73445 P 76 426 P
Pretax income 2527 318 P |- 3267°P 1419938 P
Income Tax 610428 P |- 28938 P 357 548 P
Equity in affiliates 242 196 P 136 736 P 207 127 P

Other after tax income 10587 P |- 1507 P -
Consolidated net income 2148 499 P 160 900 P 1269 517 P
Minority interest expense 66 015 P 27 066 P 66 630 P
Net income 2082484°F 133 834 P 1202 887 P
Net margin 20,33% 2,12% 15,70%
Number of shares outstanding 23 645 23 645 22 500

EPS 88,07 P 5,66 P 53,46 P

Source: Own research based on financial statements

Given the fact that the company is reporting an income statement by function, it is
essential to see the share of costs of goods sold out of the total volume of sales. This share
was firstly increasing in 2020 and then decreased to the value even less than the pre-
pandemic one — 54%. This is a good sign indicating that the company started earning more.
Another indicator proving that the company started earning more in terms of the gross
income is the gross margin — share of gross income out of sales. The value decreased in 2020
and increased in 46%, helping the author to claim that the company improved its profitability

compared to even the pre-pandemic era.

Another indicator belonging to the vertical analysis is the net margin, indicating the
share of net income in sales. This value reached the bottom in 2020 and bounced back in
2021 with 20.33% percent. Given that all those values are positive, it is possible to say that

the company is doing great so far in terms of the financial performance.



4.4 Ratio Analysis

4.4.1 Liquidity

Table 12, liquidity ratios

1,51

Current ratio 1,54 1,44
Quick ratio 1,29 1,07 1,14
Cash ratio 0,51 0,41 0,29

Profitability
Gross profit margin 46% 31% 38%
Operating profit margin 29% 8% 16%
Net profit margin 20% 2% 16%
Return on investment 95% 8% 73%
Solvency

Debt to assets 0,20 0,23 0,19

Debt to equity 0,33 0,37 0,28
Equity ratio 0,59 0,59 1,56

Source: Own research based on the financial statements

As it was discussed in the literature review, ratios are a powerful tool offering quick
insights on the three different characteristics of companies — liquidity, profitability and
solvency. The first domain that will be analyzed by the author is liquidity, starting with the
current ratio. As it can be seen in Table 10, the company had a current ratio greater than 1

indicating that Gazprom were capable of meeting their short-term obligations.

Then, the quick ratio was also above 1, so it indicates that Gazprom had enough of
liquid assets to cover all of their debts. Yet, the figure in 2020 was just 1.07, so the company

was on the verge of falling under the peaceful value of 1.

The final ratio belonging to the category of liquidity ratios is cash ratio. The value

was always less than 1 indicating that Gazprom had less cash than current liabilities, so they



won’t have any cash remaining if all of their short-term debt will be covered. This is a bad

sign for the company.

4.4.2 Profitability

Table 13, profitability ratios

Current ratio 1,54 1,44 1,51

Quick ratio 1,29 1,07 1,14

Cash ratio 0,51 0,41 0,29
Profitability

Gross profit margin 46% 31% 38%

Operating profit margin 29% 8% 16%

Net profit margin 20% 2% 16%

Return on investment 95% 8% 73%

Solvency

Debt to assets 0,20 0,23 0,19

Debt to equity 0,33 0,37 0,28

Equity ratio 0,59 0,59 1,56

Source: Own research based on the financial statements

Gross and net profit margins were already discussed by the author in the previous
chapter, so it will be sensible to focus on the last one — the return on investment. The value
of ROl is equal to 73%, 8% and 95% for 2019, 2020 and 2021, respectively. Given the fact
that the return is positive and fairly high, it means that the company is good in making proper

investments, as they keep earning and earning from that.



4.4.3 Solvency

Table 14, solvency ratio

Current ratio 1,54 1,44 1,51

Quick ratio 1,29 1,07 1,14

Cash ratio 0,51 0,41 0,29
Profitability

Gross profit margin 46% 31% 38%

Operating profit margin 29% 8% 16%

Net profit margin 20% 2% 16%

Return on investment 95% 8% 73%

Solvency

Debt to assets 0,20 0,23 0,19

Debt to equity 0,33 0,37 0,28

Equity ratio 0,59 0,59 1,56

Source: Own research based on the financial statements

When it comes to the first ratio on the list, the debt to assets ratio, the value of this
ratio over the course of 3 years was less than 1, so it indicates that Gazprom had more assets

than debts and it is a good sign.

Then, the second ratio, the debt to equity one also has a value lower than 1, so the

company has more equity than debt and it is a good sign also.

However, the situation with the final ratio — the equity ratio is ambivalent. In 2019,
the value was greater than 1 and it can be concluded that Gazprom was primarily influencing
its assets through equity, but the situation is changed in 2020 and 2021, when the value
dropped below 1 proving the assumption of the author that the company was primarily

focusing on the debt financing rather than the equity financing.



S5 Results and Discussion
5.1 Assessment of the financial position of the company

The author is able to reach the conclusion, after conducting an analysis of
Gazprom's financial position, that the company's financial position did not in any way
deteriorate despite the problem with the pandemic and the economic recession that
was caused by the pandemic. This finding is based on the analysis that was performed.
In addition, it was feasible to determine, based on the growth of the business's current
assets, that the quantity of the company's liquid assets was progressively rising.
Because of this, it was clear that the firm did not need to sell any of its assets in order
to pay off its obligations. Therefore, it is reasonable to assert that the firm is performing

well in terms of ensuring that it will continue to exist.

On the other hand, the situation with the fixed long-term assets is not so positive,
as the proportion of cumulative depreciation out of the element's gross value is close
to 35%. This indicates that the value of the element has decreased significantly over
time. This is an indication that the corporation has to become more involved in the
process of purchasing new equipment. Nevertheless, on the other hand, this may be
the evidence that the corporation is adopting an accelerated depreciation and yearly
renewing its equipment. This is because the quantity of long-term assets was

significantly expanding over the course of the three years that were evaluated.

During the course of the investigation, it was discovered that the corporation
has a preference for borrowing money over longer periods of time as opposed to
shorter ones. This relates to the obligations. In addition, it was discovered after looking
at the equity ratio that the company had initially practiced equity financing; however,
as of the year 2020, Gazprom was financing the purchase of their assets primarily
through borrowing, as the ratio was less than one. This was something that was

discovered after looking at the equity ratio.



Last but not least, when it comes to the company's equity, the retained profits
account for roughly 90 percent of the total shareholders' equity. This makes retained

earnings the largest component of the company's equity.

5.2 Assessment of the financial performance of the company

When the findings of the evaluation of the company's current financial condition have
been compiled, it is imperative that attention be directed toward the evaluation of the
company's current level of financial performance. When looking at the horizontal and
vertical analysis of the income statement, the first significant conclusion that can be drawn
is that the coronavirus had a significant impact on Gazprom, as the company's income
dropped by extremely high percentages, and the percentual drop in income is significantly
higher than the drop in expenses, which resulted in the company starting to earn significantly
less. This is the first important conclusion that can be drawn after looking at the income
statement. For example, the decline in net income in the year 2020 was nearly 89 percent.
However, the firm was able to effectively recover and increase its financial performance, as
shown by the fact that the value of net income even surpassed the level it had reached before

the epidemic.

The firm has a net margin of 20% in 2021, which indicates that 20% of their total sales
are converted into pure profit for the company. This information is gleaned from the ratios
of profitability. In other words, Gazprom achieved a clean profit for one out of every five
sales that it made in the year 2021. As for the gross margin, which is another indication that
is connected to the company's financial success, the value has been moving over the course
of three years, and it has finally settled at a level that is slightly near to 50%, which is also a

reasonably decent outcome.

The value of earnings per share in 2021 is over 88 roubles, but in the pivotal year of
2020, this value was just 5 roubles. This is the last point, but it certainly isn't the least
important one. It is safe to conclude that the company's initiative to repurchase its own shares
was the driving force behind such a significant rise in EPS, as this was the case. However, it
is clear from both the treasury stock component and the total number of shares that are
outstanding that the corporation was not involved in the practice of buying back its own

shares in order to artificially enhance the profits per share. Due to the fact that the increase



in net income resulted in such a significant increase in profits per share, this feature

contributes to the overall attractiveness of the firm to potential investors.

5.3 Factors influencing the profit of the organisation

When it comes to the profitability of the company, there is one last factor that must
be discussed, and that is the rate of exchange between the organization's primary currency
and the one it operates in. Gazprom is a Russian company, but it is primarily engaged in the
trade with international companies or even government institutions of other countries. As a
result, the company is billed in dollars, and its financial performance along with the profit
generated depends also on the exchange rate of dollars to roubles and vice versa. Despite the
fact that Gazprom is a Russian company, it is primarily engaged in the trade with

international companies or even government institutions of other countries.

In addition, there is a further component that plays a significant role in determining
the amount of money that is made by the company. This aspect is not directly connected to
the atmosphere that exists inside the business itself. Given the size of Gazprom and the role
it plays for the Russian government, any potential diplomatic deterioration of relationship
between Russia and any geopolitical block such as the European Union, ASEAN, etc. will
inevitably lead to the fact that the number of customers willing to buy Russian gas will
decrease. This is because of the scale of Gazprom and the role it plays for the Russian
government. Regrettably, the author's research and the time constraints will not allow the
author to cover the year 2022, but it would definitely be interesting to see how the
geopolitical tensions between the EU and Europe caused by the conflict in Ukraine will
influence the company's profit, since a couple of countries stopped cooperating with
Gazprom and Russia, such as Poland, Estonia, and Finland, while other countries started

paying in roubles, so the foreign exchange rate was their problem and not Gazprom’s.

5.4 Identified potential problems and Risks

Gazprom's most significant challenge is a rising proportion of accumulated
depreciation, as well as a high annual expenditure related to depreciation, as the author

pointed out on several occasions. In addition to this, the cash ratio analysis showed



that if the company were to experience an unfavorable circumstance in which it would
be required to sell all of its current assets and cover short-term debt, the company
would be left with only a small amount of cash and its equivalents. This amount is

obviously insufficient and would put the company in jeopardy.

In addition to all of this, Gazprom's dependence on Russia's foreign policy is
definitely not a positive factor. As Russia itself becomes more unpredictable, it starts
engaging in activities without looking back at the domestic business, which starts
suffering more and more. This makes the dependence of Gazprom on Russia's foreign
policy a factor that is definitely not good (Fjaertoft, 2015). After the year 2014, when
Russia was extremely active on the international arena and caused the Crimea issue,
the market capitalization of domestic companies not only stopped increasing, but it
simply slumped as the exchange rate of dollar to rouble doubled. Of course, it is still
too early to discuss the consequences of the conflict in Ukraine and their effect on
domestic companies. However, after the year 2014, when Russia was extremely active

on the international arena and caused the Crimea issue.

Alongside the original list of risks, there can be further risk identified, according

to the author and also according to the company:

e Facilities risks

e Credit risks (default of counterparties).

e Environmental risks (gas leaks during the transit process and extraction)

e Sanctions risks and political risks (in more particular, European gas market
is the one affected).

e Exchange rate risks

Overall, the author is of the opinion that the future success of the company is
currently dependent on other businesses that are involved in the trade of energy with
Russia. If these other businesses are unable to discover an alternative source of energy
or refuse to continue making payments in roubles, the author believes that the days of
Gazprom are numbered, as Europe is most likely the only market that might be

interested in Russian energy.



6 Conclusion

The aim of the thesis was to assess the financial position and financial performance
of the company, as well as to identify whether the company has acceptable ratios of liquidity,

solvency and profitability, and how company tackles ongoing operating problems.

Overall, despite the growing number of external challenges and the company's
dependence on Russian foreign policy, the company is performing quite well and it shows
good results in terms of its financial position and financial performance. This is despite the
fact that the company is economically dependent on Russian foreign policy. The fact that
there are three different types of cashflow is both beneficial and encouraging, especially
considering that the operational cashflow has been positive for the last three years. As it
turns out after doing a study of the investment cash flow, the corporation is also investing,

in addition to the aforementioned activities.

In terms of the company's liquidity, it is possible to come to the conclusion that the
company has a sufficient amount of liquid assets to cover both its short-term and long-term
obligations. However, in the event that the company anticipates the need to meet these
obligations, they will be left with an amount of cash that is dangerously low; this is probably

the only significant issue that Gazprom has in terms of their liquidity.

Concerning the firm's capacity to turn a profit, a positive trend can be seen in both the
gross margin and the gross margin of the company. Additionally, the return on investment
seems to be rather satisfactory and high, indicating that the organization has a sound strategy

for investing.

The firm does not have an excessive number of debts, and as a result, it is in a sound
financial position. After the pandemic, the firm moved its attention from the stock financing
that it had been concentrating on to the debt financing that it had been focused on via active
borrowing. With regard to the form of financing, the company had originally been

concentrating on the equity financing.



In conclusion, the author is of the opinion that Gazprom is performing well and that

the company is appealing to investors due to the fact that the EPS continues growing.
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8 Appendix

Figure 21, calculations of ratios

=(750125+4715976)/27193319
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Source: Own research

Figure 22, part of Gazprom balance sheet

B Assets
Fiscal year is January-December. All values RUB Millions. 2021 2020 2019 2018 2017 5-year trend
Cash & Short Term Investments 2,040,026 1,064,677 729,701 876,278 903,007 T .
Cash Only 2,013923 1,034,919 696,057 849,419 871,950 T .
Cash & Short Term Investments Growth 91.61% 4591% -16.73% -296% ==
Cash &ST Investments / Total Assets 7.50% 4.50% 3.31% 419% 4.95% .---.
Total Accounts Receivable 1924782 1,357,205 1130967 1292919 1,170,584 ] . [} - .
Accounts Receivables, Net 1,609,862 871,948 780,673 912109 758150 mEmE .
Accounts Receivables, Gross 2,685,493 1,904,653 1,664,813 2,052,382 1540128 ] . ] | .
Bad Debt/Doubtful Accounts (1,075,631) (1,032,705) (884,140) (1140,273) (781978) Wy NN
Other Receivables 314,320 485,257 350,294 380,810 412,434 . . . . =]
Accounts Receivable Growth 41.78% 20.00% -12.53% 10.45% —
Accounts Receivable Turnover 532 4.66 677 6.36 545 . . . ] .
Inventories 1,009,323 971,789 946,361 909,677 772314 . . . . .
Finished Goods 315,400 248,091 189,365 240,632 139,733 = . [} . .
Workiin Progress 491,829 524,419 561927 502,051 . l . .
Raw Materials 202,094 199,279 195,069 166,994 632,581 . ——
Other Current Assets 1,240,752 380,618 1021124 1133356 623,361 =] . . - .
Prepaid Expenses 376,996 217,622 201,867 205,566 150,51 mEEN .

Source: The Wall Street Journal, 2022



Fiscal year is January-December. All values RUB Millions.

Sales/Revenue

Sales Growth
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COGS excluding D&A
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COGS Growth

Gross Income

Gross Income Growth

Gross Profit Margin
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Other SG&A

SGA Growth
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EBIT
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Source: The Wall Street Journal, 2022
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Figure 23, part of Gazprom income statement
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Figure 24, income statement in Russian
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Figure 25, Gazprom balance sheet
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