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When planning first time market entry or expanding existing business in the Caspian region, companies must deal with the fact that the region is still relatively new to western business practices.  There are ever changing government regulations, and cultural-social traditions that impact business development.  The best way to prepare for eventualities is to plan, network and have more start up capital than you think you’ll need.  Following are areas that have been known to trip up western companies:

Understanding full obligations and liabilities   Contractual obligations can be unclear or inadequately investigated.  Many companies have been hit with unexpected costs associated with social, environmental, medical, and labor requirements which were camouflaged in initial contracts.  To avoid pitfalls, make sure legal agreements are carefully reviewed by knowledgeable and experienced advisors.  Extra protection is offered by using the services of established firms in the area who can provide clarification, predict complications and deflect issues that could become problems down the road.  Also, liability statements, not always part of agreements today, could become standard as times continue to change.

Recognizing real and total costs   Unexpected costs remain a major issue.  Overruns are most frequently caused by the increased time it takes to accomplish things.  When developing a business plan, new Caspian investors should understand that in extreme cases it can literally take years longer to move from concept to operation.  A good example of time/money impact is in transportation.  Moving materials and equipment into and about the region can take much longer than expected.  Direct overland routes often pass through areas of political unrest.  Bridges may be out and roads blocked.  Border crossings may take days and once in the region, companies are faced with ever changing import regulations.  Again, planning and employing a locally experienced transport company can speed things along.  Knowing and preparing in advance that your business is going to encounter time/money challenges is the biggest advantage in dealing with them effectively.

Local content utilization   All of the former Soviet countries have rules in place that  mandate employment of nationals by foreign companies.  Many new companies investing in the Caspian region elect to ignore these regulations or lack the appreciation that non-compliance will ultimately hurt them.  Don’t fall into that trap.  Not maximizing local labor as soon as possible can create major problems, such as having operating licenses revoked.  Plan from the very beginning to source and employ the percentage of local content required.  Using a local placement company can be a good way to locate competent national employees.

Is now finally the time to invest? 

Generally only large international organizations and consortiums have been able to make headway in the Caspian region.  However, a number of key events have taken place improving the environment for medium and even small operators and service companies to move into the area.  To better understand the present situation, it is helpful to review the past ten years.  Since opening up in 1991, the region has been through three distinct phases. 

Phase one: 

Beginning in 1991 throughout the FSU, a massive western surge took place in an effort to benefit from, what most felt, were enormous opportunities.  This phase lasted only a few years as the realities of dealing within the remnants of the old soviet system often proved unworkable.  Most of the early entrants eventually pulled out after experiencing large losses.  A significant consequence of this phase was to make most speculators wary of the FSU and previous enthusiasm changed to pessimism and caution throughout the industry.

Phase two: 

Specific to the Caspian region, a further blow affecting many of the companies who managed to survive phase one was a series of expensive drilling ventures resulting in non-commercial shows.  In Kazakhstan these included the AralParker well near the Aral Sea, back-to-back wells for Mobil near Aktobe and the Kerr McGee manmade island Ostrovnaya well.  In Azerbaijan two major consortiums completely withdrew after poor drilling results.  To worsen the situation, these disappointments hit at a time when the industry was retracting worldwide.  Near the end of phase two it was almost impossible to attract any serious attention to the region.

Phase three: 

This last ongoing phase seems to coincide perfectly with the worldwide improvement in oil prices.  Beginning with the Shag Deniz gas find in Azerbaijan followed by the Kashagan offshore bonanza in Kazakhstan, these discoveries promise enormous reserves.  Also, the Karachaganak service contracts were finally awarded and the CPC pipeline began to fill with oil.  From most accounts, the tide has definitely turned and the future for business looks good.  The major projects moving forward demand services and there is room for competition.  The large companies and consortiums should succeed and now small and mid-size companies are also in the running for a piece of the action.

The biggest issues confronting any company looking to establish in the sector? 

Looking to the future, four major issues requiring consideration are: 

One, the growing radical Islamic movements and resulting terrorism. 

Two, raising crime towards companies and foreigners. 

Three, simmering environmental disasters that will be exposed.

Four, ever changing and tightening government regulations.  
