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Ukraine's gas market torn between east and west 
LONDON. June 19 (Interfax Energy) - The plight of Ukraine-focused explorer JKX shows Kiev 
still has plenty of work to do if it wants to persuade western oil and gas companies to help 
develop the country's abundant shale reserves. 
 
The board of the struggling UK-listed company is bracing itself for its second shareholder 
revolt in 18 months at the company's AGM on 30 June. 
 
JKX's main shareholder - Ukrainian investment fund Eclairs, which holds a 27.47% stake - is 
proposing to get rid of the current management team and elect its own representative, 
Michael Bakunenko, to the board. Eclairs is controlled by trusts associated with Igor 
Kolomoisky and Gennadiy Bogolyubov - two of Ukraine's richest men, of which the former 
has a reputation for carrying out corporate raids. 
 
JKX's second-largest shareholder - Russian investment fund Proxima, which has a 19.92% 
stake - has indicated it will support Bakunenko's appointment as long as its own 
representative, Vladimir Tatarchuk, keeps his seat on the board. 
 
"It is clear that if Proxima and Eclairs cooperate and vote the same way, then Eclairs will 
pass all its resolutions and the existing team will be gone. Then there will be Michael 
Bakunenko, a representative of Eclairs, and Vladimir Tatarchuk, a representative of Proxima, 
on the board - and that's it," Tom Reed, chief executive of JKX, told Interfax Natural Gas 
Daily. 
 
In a letter on 25 May, JKX Chairman Paul Ostling urged shareholders to reject the proposal, 
largely because neither Eclairs nor Proxima has provided an alternative strategy for the 
company. 
 
Ostling and Reed were brought in following an EGM in January 2016 and have implemented 
a turnaround plan in a bid to ease the company's financial woes. 
 
While JKX is far from flourishing as yet, efforts to boost production - largely through 
enhancing output at existing projects - and to lower the company's tax liabilities have 
proven a success. However, if the shareholders get rid of the board and do away with JKX's 
strategy, Reed believes the company's future looks bleak. He suggested JKX's problems are 
not helping Kiev's efforts to attract investment to Ukraine's oil and gas sector. 
 
"Companies like us should be positive examples to encourage investment in Ukraine but 
they are not," he said. 
 
Reed noted that the country's gas market reforms, together with increased transparency on 
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the part of state-owned Naftogaz Ukrainy, are "very encouraging", but said Ukraine's energy 
sector was still lacking a success story. 
 
Stefano Grazioli, a journalist and author on Ukrainian politics, said JKX's situation appears to 
mirror a wider geopolitical interplay between Ukraine, Russia and the West. Grazioli said 
Ukraine strengthened its ties with western companies soon after the revolution of 2014, 
putting Russian investors on the back foot. 
 
However, the pro-western perspective adopted by the country - and embodied by the 
current president, Petro Poroshenko - failed to change Ukraine's internal political and 
economic dynamics. 
 
Weak western alliance 
 
The western alliance is proving to be weaker than expected, and despite a stated intention 
from the country's government and Naftogaz to attract western players into the energy 
sector, Russian investors are strengthening their hands. 
 
"What matters is just personal profit, in the short term. There is no long-term strategy in the 
energy sector for private companies," Grazioli said. 
 
This short-sightedness could adversely affect Ukraine's bid to export gas from 2020, 
although Reed believes the target is still achievable. However, for that to happen western 
companies will need greater support from the government and better fiscal terms, he said. 
 
Reed sees fiscal reform as mandatory for Ukraine to meet its 2020 deadline for starting gas 
exports. The country lacks any sort of fiscal support for exploration, he said. 
 
"Ukrainian energy taxes are very complicated and also volatile, and high. Definitely, they are 
not helping Ukrainian attractiveness," he added. 
 
The country's shale resources have attracted the interest of foreign companies - including 
Shell, ExxonMobil, Chevron, Eni and TNK-BP (now part of Rosneft) - since 2012, when the 
government announced a tender for shale exploration and development in the Oleska and 
Yuzivska blocks in western and eastern Ukraine. 
 
According to the United States' Energy Information Administration, Ukraine holds 1.2 trillion 
cubic metres of shale gas reserves. 
 
The majority of this gas is located in the Dnieper-Donets Basin in the eastern part of the 
country. However, the armed conflict between Ukrainian troops and Russia-backed 
separatists, which started in April 2014 and is still ongoing, has forced foreign companies 
involved in the area to freeze any exploration or development activity, creating another 
obstacle to Ukraine's goal of exporting gas. 
 


