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Yukos Oil 

Ⅰ. Introduction 

Yukos Oil (Yukos), which used to be one of the largest and most successful 

Russian companies, is now gone due to a series of tax claims. However, what happened 

that led to the collapse of Yukos was not only simple tax issues, it reflected a lot about 

Russia’s recent history. 

The Rise of Yukos 

Yukos was a non-state Russian petroleum company founded on April 15, 1993 

and went bankrupt on August 1, 2006 (“Yukos”, 2012). During its 13 years of life, it was 

mostly controlled by Mikhail Khodorkovsky, the youngest among the seven Russian 

oligarchs, and several other businessmen such as Platon Lebedev, who is closely 

associated with Khodorkovsky. 

The company was a product of the Resolution No. 354 of the Russian 

Government, which was conducted by Boris Yeltsin, the first president after the Soviet 

disintegration. It consisted of one oil extraction enterprise and three oil refineries in 1993 

and was joined by another plant in accordance with the law in 1995. In 1996, 

Khodorkovsky bought Yukos for 3 billion dollars after direct communication with 

Yeltsin, during privatization. Yukos recovered quite fast from the early 1990s recession. 

It was the largest non-state oil company in the world and produced 20% of the oil in 

Russia, which was approximately 2% of world production at that time (“Yukos”, 2012). 

Who is Khodorkovsky? 
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As mentioned above, Khodorkovsky was the youngest Russian oligarch. He also 

was the richest man in Russian, and the 16th wealthiest man in the world according to the 

Forbes list of billionaires back in the early 2000s (“Mikhail Khodorkovsky”, 2012). 

Khodorkovsky might have become an acquaintance with the world after he owned 

Yukos, but he had been a businessman long before that. He had most of his money in the 

banking field and prossessed one of Russia’s earliest privately owned banks. 

Khodorkovsky had an export-import business with a turnover of over 10 million dollars 

by 1988, and was nominated leader of a fund for the fuel and power industry in 1992. He 

was designated Deputy Minister of Fuel and Energy of Russia a year later (“Mikhail 

Khodorkovsky”, 2012), which was when he started to set his foot in the oil industry, and 

this very experience benefited him a lot in his later years as the owner of Yukos. 

Since 2005, Khodorkovsky has been in prison and has to serve a 9-year sentence 

for being found guilty of financial crimes. 

Ⅱ. Discussion 

The Fall of Khodorkovsky with His Yukos 

In the spring of 2003, Yukos still carried a value of more than 70 billion dollars 

right before it received its “audit” by tax authorities. After auditing the financials, the 

government arrested Khodorkovsky, and accused him of fraud as well as tax evasion. 

Shortly before that, Khodorkovsky’s right hand man, Lebedev, was also arrested for 

illegally acquiring shares in a case from 10 years before (BBC News, 2005). 

Right after Khodorkovsky was arrested, 44% of Yukos’ equity was frozen and the 
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company began to collapse. At the end of the year, Yukos was finally struck by a tax bill 

of 2000, including unpaid tax, penalty, and penalty interest, of more than 99 billion 

Rubles, off which it could not pay. Trying to get away with the awkward situation, Yukos 

filed for appeal for the freezing order but was rejected. In the next year, Yukos was hit 

again and again by several tax bills for unpaid taxes in 2001, 2002, 2003, and 2004. The 

unpaid tax for 2004 was approximately 108 billion Rubles, which was astonishing (BBC 

News, 2005). 

In 2005, both Khodorkovsky and Lebedev were convicted and sentenced 9 years 

in prison. Yukos kept paying the debts, but the number was just too huge. Under the 

pressure of owing this much money, the creditors finally decided to declare bankruptcy of 

Yukos in April of 2006. Though headquartered in Moscow, Yukos tried to file 

bankruptcy in the U.S. to sabotage its subsidiary, Yuganskneftegas, from being sold to 

pay off the debts and won a temporary blocking order, which was unsuccessful after 

Russian officials’ protested (The Yukos Library, 2011). 

Finally in November 2007, the bankruptcy completed and Yukos was eliminated 

from the Russian registry; thus, an oil giant existed no longer (The Yukos Library, 2011). 

The On-Going Lawsuit 

After 2007, Yukos never stopped going to courts. It surprisingly won a case, 

which returned one of its frozen accounts in the Netherlands. Besides, recently, Yukos 

won another case stating that it did not receive a fair trial (BBC News, 2005). However, 

what had been done was done, the hope for Yukos is bleak again, just like it was around 
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20 years ago.  

Another saying is, according to Wikipedia (“Mikhail Khodorkovsky”, 2012), 

Khodorkovsky and Lebedev were about to end their prison life in 2009, but they were 

faced with new charges including money laundering and embezzlement. However, lucky 

enough, Khodorkovsky was found not guilty regarding embezzlement (“Khodorkovsky”, 

2009) but he would still be in prison for another eight years. 

Related Parties 

A large number of people believe that the fall of Yukos is not only an accounting 

issue, but also a political conflict, and Putin was the one who was behind the scene. Putin 

was not satisfied with the situation of the country back in 2000, both politically and 

economically, when he just became the President of Russia. Putin thought the oligarchs 

were depriving people of their money in improper ways and controlling Russia’s politics 

(“Mikhail Khodorkovsky”, 2012). 

Besides, Khodorkovsky was quite interested in politics. It was a Russian tradition 

that the tycoons control part of the politics since they provide the money to support the 

election. However, after Putin took over the president position, he wanted to re-build the 

authority of the government, so he had an agreement with the oligarchs. If the oligarchs 

did not interfere with the politics, they would thrive (Sakwa, 2004, p. 96). 

However, Khodorkovsky had the plan of pursuing the president position for 

election, which made him a big threat to Putin. To gain support, Khodorkovsky also was 

a philanthropist, who built schools, and created student government to help children. Yet 
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Putin did not make any other oligarchs suffer for the same problems the oligarchs shared, 

which was quite unusual. All in all, this shows that Putin’s battle against Khodorkovsky 

was politically motivated. 

Apart from the above, it has been rumored that the judge who convicted 

Khodorkovsky read the verdict under the pressure from the upper level other than 

following his will (“Mikhail Khodorkovsky”, 2012). Furthermore, Putin just agreed that 

this case could go over the legal procedures again if necessary in March, 2012. 

There are also other factors that were affected by this lawsuit. The Capital Flight 

in Russia increased, the confidence in people who consider Yukos as a model decreased, 

the image and reputation of the country were damaged. Though these effects could not be 

seen intuitively, these factors should be taken into consideration. 

Ethical Issues 

This case involves several ethical issues. 

Firstly, Yukos should not owe taxes. The taxes were for public use within the 

whole country, so the tax evasion was the same as taking what belonged to others. Yet 

Yukos was transferring their financial standards into the International Financial 

Reporting Standards (IFRS) during those very years, it could be presumed that they were 

avoiding the taxes on purpose. 

Secondly, when encountered with conflicts of interest, the government should not 

take advantage of its position. Putin made great efforts to ensure Khodorkovsky should 

be in jail and he succeeded, but the people were smart enough to identify his trick. 
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Thirdly, when the controller makes decisions, one should consider every aspect of 

the issue. To gain minimum damage of the issue should be the goal. In this case, the 

collateral damage is too much and therefore should be reduced in some way. 

Ethical Theories 

The ethical theories involved in this case include the following: 

Ethical Egoism Theory. It is not known for sure if Yukos tried to avoid the taxes 

on purpose, but Putin definitely acted in his best interest on sending Khodorkovsky into 

prison. 

Rights Theory. In this case, the unpaid taxes compromised the citizen’s rights, so 

the government conducted its obligations by punishing Yukos to make it pay the taxes 

off. 

Moral Relativists. It is seen in this case that Putin punished only Yukos because 

Khodorkovsky dared to challenge his authority. But Putin clearly knew that most of the 

charges he used to accuse Khodorkovsky were also associated with other oligarchs as 

well. Yet only Yukos got burned because it was closer to the sun. 

The Golden Rule. Here in this case, the Americans are concerned about the 

fairness of the Russian law, and the Presidents, including George Bush and Barack 

Obama, have both expressed the wish that the laws should be conducted properly. Since 

the U.S. is considered a free country in the world, they share the idea that Russians 

should be considered in the same way. 

The Utilitarian Theory was not considered in this case but people should take it 



Yukos	  Oil	   8	  

into consideration when making decisions since it is overall beneficial. 

Ⅲ. Conclusion 

The rise and fall of Khodorkovsky and his Yukos tells us that we should always 

follow the ethical rules. In this case, Yukos hurt the citizens and the country by owing a 

huge amount of taxes, but it got hurt too, maybe more, for the same reason. There are 

others that might be not friendly, but if we ourselves do nothing wrong, there would not 

be a chance to get criticized. 
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