
Abstract
Background/Objectives: The study is dedicated to analyzing taxation in oil industry that is one of the principal instruments 
of governmental regulation in subsoil resource control along with subsurface resource management, investment and antitrust 
policies. Methods/Statistical Analysis: While studying taxation in oil industry, statistical methods have been applied 
together with the methods of strategic and comparative analysis and systemic approach. Theoretical and methodological 
foundations of the study are represented by the investigations of domestic and foreign authors, Russian legislative and 
regulatory instruments relating to taxation problems, statistical and reporting data of the oil companies, the State Statistics 
Service and the Federal Tax Service of the Russian Federation. Findings: Basic trends and issues in developing the taxation 
system in oil industry in Russia have been identified. The priorities for its improvement have been suggested. Studying 
foreign practices of oil industry taxation, stages of developing tax regulations in Russian oil industry, key characteristics 
of modern tax system made it possible to identify the principal problems of taxation among which several major issues 
can be highlighted: The lack of tax incentives for the companies applying innovative technologies; absence of differential 
approach to calculating tax payments depending on the stage of the field development and tax advantages for the companies 
undertaking prospecting and exploration activities; tax distribution between the budgets; frequent amendments introduced 
to taxation schemes. These challenges make it difficult for the oil companies to elaborate and implement any long-term 
development strategy. In addition, the oil companies fail to take into account the changing business environment in the course 
of calculating tax payments, particularly, volatility of oil prices under current conditions and differences in the companies’ 
export orientated businesses. Application/Improvements: Some measures have been suggested to improve efficiency. 
The results of the study have practical significance for developing the system of economic regulations in oil industry.
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1.  Introduction
Under modern conditions, oil is one of the basic energy 
sources meeting the needs of the growing population and 
of the developing world economy. 

Oil resources are uppermost in terms of consumption 
(32.6% in 2014)1 within the structure of the world fuel 
and energy balance. The largest consumers and import-
ers of oil are the countries as follows (as of 2014): The 
USA (19.035 Million Barrel Oil Per Day), China (11.056 
MBOPD), Japan (4.298 MBOPD), India (3.846 MBOPD), 
South Korea (2.456 MBOPD)1. The largest producers and 
exporters are represented by the following countries (as of 
2014): The USA (11.644 MBOPD), Saudi Arabia (11.505 

MBOPD), Russia (10.838 MBOPD), the United Arab 
Emirates (3.712 MBOPD), Kuwait (3.123 MBOPD), Iraq 
(3.285 MBOPD)1. 

Notwithstanding the unstable market environment, 
the development of alternative energy sources and the 
volatile oil prices (more than 2 times drop over the last 
2 years), according to the leading experts, hydrocarbon 
materials will remain the basic energy source in the long 
term prospective. In this regard, in the near future the 
world oil industry will continue playing an important 
part in economic development of both oil producing and 
oil consuming countries. Oil industry considerably affects 
the revenues of federal and regional budgets, invest-
ment environment, currency exchange rate and other 
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key parameters of economic development in different 
countries. Thus, oil industry and petrochemicals produc-
tion, without taking into account the export duties, in 
2014 accounted for circa 23% (2,581 RUB bn) of revenues 
in the budget of the Russian Federation2.

Efficient operations of oil industry are to a large extent 
predetermined by the taxation system which could be 
understood as a certain system of distributing the rev-
enues generated by this industry. The system of payments 
for using natural resources is, on the one hand, a financial 
instrument of governmental regulations in the sphere of 
subsoil resource management and on the other hand, it 
is an important source of forming the income base of the 
state budget and of ensuring the economic safety of the 
country in general3. Moreover, the taxation in oil industry 
differs considerably from the taxation in other sectors of 
economy, in as much as here significant unearned rental 
income is generated by exploiting the fields with relatively 
better quality and geographical location.

The problem of generating and exacting the rental 
income has been the focus point of many economic and 
political discussions both in Russia and abroad for a long 
time. In addition to it, in developed countries, the oil 
industry specific taxes in the form of royalties and extra 
payments gained wide application and there has been a ten-
dency to shift to either progressive or proportional taxation 
scales over recent years (Great Britain, Norway). The roy-
alty rates in developed countries depend on the prices for 
hydrocarbon resources, the efficiency of a well, the period 
of exploration, the stage of the field development as well as 
on many other factors, specific for any particular field4–7.

Recently, the government has been advancing differ-
ent initiatives focused on changing the taxation legislation 
such as forming the taxation mechanism based on calcu-
lating Income-Added Tax (IAT), differentiating Mineral 
Replacement Tax (MRT) and others. The issues of taxation 
have been studied by leading specialists in governmental 
control in the sphere of subsoil resource management, 
by different consultancy and research companies, such 
as Skolkovo Moscow School of Management, VYGON 
Consulting, Ernst and Young, etc. At the same time, the 
world practices in oil industry taxation are a matter of 
considerable interest for the Russian Federation.

In this context, investigating the issues of tax regu-
lations in foreign countries, generalizing the existing 
approaches to taxation in Russia identifying principal 
areas of its improvement make the subject matter of this 
study currently important.

2.  Literature Review
The theory of rent was discussed in the works of the 
representatives of classical economy among which espe-
cially distinguished are the works by8–10 developed the 
theory of differential rent11 identified differential rent 1 
and differential rent 2 stipulated by natural and economic 
factors accordingly. K. Marx determined the dependency 
of differential rent 1 on the efficiency of using natural 
productivity at different fields of deposits with the same 
amount of invested capital, while differential rent 2 was 
defined almost similarly, but here the higher efficiency 
was associated with the invested capital and labor. Given 
the fact that there was no private property in the USSR, 
in the 20th century, a socialist regime greatly affected the 
concept of rent extraction. To evaluate the natural and the 
raw material resources in the USSR and in the People’s 
Democracies, a common methodology was applied based 
on taking into account the useful effects gained by using 
the resources11.

As theoretical ideas of rental income in mineral indus-
try developed, so did different approaches to forming the 
system of taxation in foreign oil industry. Thereat, the 
main purpose of the state was to create a system which 
would ensure receiving the major part of rent revenues 
under efficient administration and which would not 
require great expenses12.

At the same time, up to now, the world practice has 
not developed a single taxation scheme for mineral indus-
try; there are only some general common principles taken 
as foundations in particular countries, given their pecu-
liar features, existing limitations and risks and social and 
political objectives.

Within the framework of the works dedicated to the 
world practices of taxation in oil industry, the authors 
define theoretical and practical advantages and disadvan-
tages of different tax instruments in taxation systems of 
this particular sector of economy and identify their prin-
cipal specific features13–15. 

In modern Russia, the first attempt at developing 
the taxation system in oil industry has been undertaken 
in the end of 1992 by16,17 who took part in preparing 
the draft law “On taxation in oil and gas industry” and 
developed Section 5 of the Law of the Russian Federation 
“On subsoil deposits”, called “Payments in using subsoil 
deposits”. Great contribution to developing and general-
izing the principles of taxation in oil and gas industry has 
been made by18 who postulated the principal trends in 
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modern taxation system of in oil and gas industry in his 
monograph study “Taxation in oil and gas industry”. 

Up to now, Russian scientists have conducted a great 
number of investigations, dedicated to the issues of taxa-
tion, to the problems of state control in oil sector of Russia 
to legislative and economic questions related to the oil 
sector development. The system of taxation is improved 
continuously and it is especially focused on stimulating 
field developments under constrained geological and 
production settings on producing the high quality petro-
leum products, on implementing large-scale investment 
projects targeted at developing the offshore wells requir-
ing considerable fund injections in high-tech operations. 
However, frequent legislative amendments to the taxation 
system make it possible to maintain that there is no sys-
tematicity in it and this creates obstacles for oil business 
operations.

At the same time, modern environment of the oil sec-
tor is associated with certain important problems in its 
functioning affected by both internal and external factors, 
which suggests that the issues of taxation should be fur-
ther investigated and the required improvements should 
be made.

3.  Results
For the purposes of identifying the areas of improving 
taxation in oil industry, the current conditions of the oil 
sector have been analyzed, the issues related to taxation in 
Russia and abroad have been investigated.

The investigations undertaken in the framework of 
studying the current state of the oil industry in Russia 
allowed us to draw the following conclusions:

Over the last 10 years in Russia, there have been trends •	
for increasing a number of state owned companies 
and for decreasing a number of independent players 
on the oil market; economic concentration is growing 
continuously. Current conditions of the oil sector are 
characterized by quite a small amount of independent 
subsoil deposit users, which, in the authors’ opinion, is 
explained by more effective terms of taxation applied 
to large oil companies. 
Notwithstanding the existing economic difficulties, •	
associated with the drop in oil prices and with weaker 
ruble exchange rate, practically all vertically integrated 
oil companies have accomplished their investment 
and innovative programs, increased the output of 

crude and refined oil, improved their resource bases 
and achieved normal financial results. The reason 
for this ability to maintain the planned performance 
indicators is the fact that the large companies try to 
avoid developing hard-to-recover deposits and usu-
ally proceed with selective uptakes of “conventional” 
deposits.
The raw materials base of oil industry is character-•	
ized by depleting resources of quality oil, by increased 
share of hard-to-recover, small and the smallest deposit 
fields. At the same time, oil sector development is also 
associated with slow geologic exploration activities, 
with lower output figures in the regions of traditional 
business, higher capital and operational expenditures, 
lower oil recovery factor, technological backwardness, 
dependency on imports, deficient infrastructure in 
eastern regions of the country, growing idle wells fund.
To develop the oil sector in Russia, today the priority •	
should be given to ensuring stable production of oil, to 
improving the reproduction of oil resources by expe-
diting geologic exploration activities, to developing the 
offshore wells and the fields in eastern part of Russia, 
to implementing state-of-the-art innovative technolo-
gies ensuring uninterrupted production by means of 
developing hard-to-recover deposits, to improving the 
eastbound hydrocarbon transport capacity, to decreas-
ing the idle wells fund (Table 1).

Thus, in the nearest future, the projects targeted at oil 
resource development will be associated with high invest-
ments and high operation costs, which have to be taken 
into account while developing the taxation system in oil 
industry.

The fundamental principles of existing taxation system 
in the Russian Federation were established in 1990-1993 
when the first package of federal laws on particular types 
of taxes was adopted. This package of the taxation draft 
laws stipulated the list of taxes, dues, charges and other 
payments; defined the taxpayers, their rights and respon-
sibilities as well as the rights and responsibilities of tax 
authorities. 

The period since 1994 until 1998 was notable for 
different changes occurring in economic and political 
environment of this country that called for amendments 
to the taxation system, including federal tax reduction, 
control over relations between taxpayers and the govern-
ment, redistribution of major tax burden from producers 
to consumers.
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The end of the 90s was the period of unstable taxation 
in this country. It was then that the large-scale problems 
have been discovered in the existing legislation, which 
made the tax reform unavoidable. As a result of this reform, 
on January, 1, 1999 the first (general) part of Tax Code of 
the Russian Federation came into effect; it stipulated the 
rights and responsibilities of the participants in legal rela-
tions pertaining taxation, liability for tax-related violations, 
regulations on the process of fulfilling tax-related responsi-
bilities, the rules for tax control, definitions and instruments. 
In 2000, the first chapters of the second (special) part of Tax 
Code of the Russian Federation have been adopted; since 
then it used to be amended and supplemented regularly. 

Under current conditions, major part of revenues in 
the federal budget and in the budgets of the subjects of the 
Russian Federation consists of such taxes as Value-Added 
Tax (VAT), Mineral Replacement Tax (MRT), corporate 
tax and individual income tax (Table 2). Thereat, extrac-
tion of minerals, without export duties, accounts for circa 
30% of budget income. At the same time, the share of 
tax payments from fuel resources production amounts 
to 97.5% and the oil sector together with petrochemicals 
production account for 23% of budget income.

All compulsory payments of the oil producing compa-
nies consist of general charges imposed on all businesses 
in the Russian Federation and of industry specific charges 
imposed exclusively on oil producing and oil refining 
companies (Table 3)19. The major part of tax burden of 
the oil producing companies consists of MRT and export 
duties, which share accounts for 90% at oil price circa 90$ 
per barrel within the structure of taxes and charges. 

Mineral Replacement Tax  (MRT) is stipulated by 
Chapter 26 of the Tax Code of the Russian Federation that 
came into force on January 1, 2002. In addition to it, the 
earlier deductions for rehabilitating the mineral raw mate-
rials base have been abolished together with some other 
payments for using subsoil deposits and mineral oil excise 
taxes. MRT is one of the most important charges paid by 
oil companies to the budget of the Russian Federation. 
The rules for calculating the tax, the amounts exempted 
by the state affect the economics of particular businesses 
and Russian economy in general.

Since the enforcement of Chapter 26 of the Tax Code 
of the Russian Federation and until 2005, MRT for hydro-
carbons went in full to the budgets of the regions where 
the production was located. Within the period since 2006 
until 2009, budgets of relevant regions received just 5% of 
the calculated tax, while 95% of MRT was used to form 
the federal budget. Since the beginning of 2010, MRT 
feeds in full into the federal budget and it is classified as 
belonging to federal taxes and charges. The formula for oil 
MRT rate calculation takes into account the average Urals 
oil price and the ruble currency exchange rate. 

Principle advantages of MRT, from the prospective 
of the state, are the administrative simplicity and consid-
erable amounts of payments; the major disadvantage of 
MRT is its referencing to the world prices. Since January 
1, 2007, oil extraction MRT rate was determined depend-
ing on the export oil prices and on the degree of the field 
depletion.

On January 1, 2012, to calculate the barrelage tax 
rate, a factor was introduced describing the amount 

Table 1.  Areas of potential development of oil industry in Russia

General strategic issues of oil industry development Priorities in developing oil industry 
Structure of the unallocated subsoil reserve fund (sizes of oil 
fields) Developing small and smallest deposits of oil

Idle wells 
Transferring idle wells to independent companies on 
preferential terms, applying the technology of drilling the 
new (lateral) holes

Insufficient geological exploration 
Stimulating the prospecting and exploration activities in 
Western and Eastern Siberia in the unallocated subsoil 
reserve fund 

Low oil recovery factor Applying new methods to increase oil production rate 
Remaining oil in place Improving hydrocarbon production practices
Deposits with hard-to-recover reserves and the deposits located in 
complex geological and business environment Introducing innovative solutions and technologies 

Undeveloped oil rims in the producing fields Those deposits should be covered by special license 
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permeability and ultimate effective oil-bearing formation) 
and the factor characterizing the depletion of particular 
hydrocarbon field.

The last amendments to the barrelage tax rate calcu-
lation formula have been introduced in 2014. The new 
formula includes a factor describing the region of the oil 
production and the oil properties. Thereat, in 2016 MRT 
base rate amounts to 857 rubles per metric ton and by 
2017 it is supposed to be increased up to 919 rubles per 
metric ton.

Crude export duty has been adopted in Russia in 
the beginning of 1992. According to the law “On cus-
toms tariff ”, the crude oil export duty rate is established 
on monthly basis taking into consideration the average 
price for Urals oil at the world oil-stock markets over the 
last period of monitoring which commences on the 15th 
day of each month and lasts until the 14th day of the next 
month; the rate becomes effective on the first day of the 
calendar month which follows the accomplishment of the 
monitored period. Crude export duty is charged if the 
world price for Russian oil is USD 15/barrel or higher. At 
the same time, as the world oil prices grow, the share of 
tax exaction also grows progressively.

In all, it should be noted that the taxation system in 
Russia is changing continuously. Provided that, given 
the depletion of the mineral resource base, the issue of 
attracting investments for developing particular oil fields 
is of paramount importance; however, this can be done 
effectively only by means of establishing certain tax 
advantages and preferences.

Studying foreign systems of taxation, it was found that 
the most widespread forms of taxation in mineral industry 
are represented by royalty or similar taxes on extraction. 
Table 4 represents generalized description of taxation in 
oil industries in a number of developed countries.

Here, the oil business taxation system includes a 
scheme of incentives envisaging temporal, full or partial 
tax exemptions for the fields that are at the early or at the 
late stage of development; for the fields exploited under 
extreme climatic or natural conditions; for the fields bear-
ing anomalous types of oil (high-viscosity oil, sour crude 
oil, acid oil, paraffin oil, etc). Thus, by applying flexible 
system of tax exemptions and preferences, this policy 
encourages businesses to operate under initially unprofit-
able conditions.

For a long time, taxation of oil producing companies 
in Russia gave insufficient account of differences existing 
in geological and geographical, infrastructural and other 

Table 2.  Returns of taxes, dues and other statutory 
payments to the budget of the Russian Federation by 
types in 2014, RUB bn3

Indicator By core 
business 
activities 

Crude oil and 
petroleum 

(associated) gas 
production

Petrochemicals 
production

Total, including: 12,606.29 2,581.35 320.26
Federal taxes and 
dues, including

11,233.09 2,512.16 305.31

corporate tax 2,294.14 252.88 24.26
individual income 
tax

2,688.69 22.19 9.01

value added 
tax (goods and 
services)

2,300.82 50.22 43.83

Excise on sub-
excise goods 

1,010.38 40.82 313.99

Taxes, dues and 
regular payments 
for the use of 
natural resources, 
including:

2,908.70 2,146.06 1.89

mineral 
replacement tax

2,904.12 2,145.96 1.87

Regional taxes and 
dues, total

752.85 49.52 13.13

property tax 634.61 49.14 13.06
transport tax 117.49 0.38 0.070

Table 3.  List of statutory taxes and payments in oil 
industry

Industry specific taxes and 
payments

General taxes and 
payments 

Mineral Replacement Tax 
(MRT)

Value Added Tax 
Corporate tax

Crude oil and petrochemicals 
export duty 

Social insurance 
contribution 

Nonrecurring charges for 
bidding (auctions)

Property tax

Excise duties on petrochemicals Transport tax
Regular levies for the use of 
natural resources 

Other taxes 

of the reserves in any particular field of deposits. Next 
amendments to the barrelage tax rate formula have been 
introduced in 2013; since then the calculation formula 
includes the factor characterizing the degree of complex-
ity in oil production (type of productive sediments, field 
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conditions of production or of the quality of the extracted 
oil. As mentioned above, today great attention should be 
paid to the continuous amendments introduced to the 
taxation system in oil production sector. Those amend-
ments are focused on streamlining the funds coming into 
the budget of Russia and on ensuring stability in oil pro-
duction and sales at both external and internal markets. 

4.  Discussion
However, notwithstanding all the adopted amendments, 
the existing taxation system in this country requires 
further improvements, especially in the sphere of imple-
menting capital-intensive projects with high operation 
costs (Table 5):

Now in Russia circa 500 fields belong to the unallocated •	
subsoil reserve fund, a considerable portion of which 
is represented by the smallest fields with the capacity of 
less than 0.5 million tons. Total reserves of 86 prospec-
tive fields amount to 247.5 million tons by С1 category 
and 274 million tons by С2 category. In West Siberian 
region, about 75% of fields of the unallocated subsoil 
reserve fund are located with the average amount of 

reserves of 9.9 million tons each; in the Urals-Volga 
region, there are 37 small but promising fields with the 
reserves of just 2.7 million tons. There are many small 
fields in Samara, Perm, Orenburg regions. To develop 
such fields, strong tax incentives should be applied in 
terms of reducing MRT rates.
No measures are taken within the existing taxation •	
system to stimulate geological exploration.
The existing system of taxation makes it impossible •	
to produce oil with regular profit until full depletion 
of the field. Differential rent payments, according to 
many experts, are the prerequisites for the rational use 
of the subsoil deposits and they could ensure relatively 
equal competitive opportunities for the producing 
companies if some obligatory preconditions for cal-
culating those payments are duly stipulated. The tax 
rates should be aligned with the process of the field 
development (with the stages of development) and 
the individual approach should be exercised towards 
the projects targeted at developing the fields located 
in different geological, physical and geographical 
environments with different quality of oil reserves 
and as a consequence, with different efficiency and 
profitability20. 

Table 4.  Taxation of oil producing companies abroad 21–24

Country Peculiar features of taxation in oil industry 
USA Producing oil and gas, the companies pay industry specific taxes and dues as follows: royalty, within the first five 

years the rate is 12.5%, then it makes 15% (economic based limitation is applied, i.e. the tax is lower for less profitable 
fields); payments for damages to environment caused by oil blowouts (3 cents per one barrel of produced oil); 
corporate tax (maximum rate for this tax has been cut from 46% to 32%)

Canada Producing oil and gas, the companies pay industry specific taxes and dues as follows: royalty is charged applying 
progressive taxation scale: its rate increases if the oil prices grow and/or if the well production rates improve; the 
formula for calculating the royalty also depends on the category of oil: old, new or tertiary (extracted from the 
deposits discovered before 1972, after 1972 or after October, 1, 1992 accordingly); deductions for mineral resources 
preservation and reproduction and payments for the use of natural resources; federal tax on profits amounting to 
26.5%; from this amount 10% of regional profit tax are deducted if the profit is obtained in some particular province

Norway Producing oil and gas, the companies pay industry specific taxes and dues as follows: corporate tax and special tax. 
Corporate tax rate amounts to 28%, special tax rate makes 50%. Taxation base is calculated based on normal prices. 
Normal price is a reference market price for Norway crude oil that should correspond to the price at which this oil 
could be traded between independent parties on the free market. Until 2006, royalty payments have been applied at 
the rates from 8% to 16%

Great 
Britain

Producing oil and gas, the companies pay industry specific taxes and dues as follows: tax on oil income is “enclosed” 
within corporate tax, and an extra payment. Petroleum revenue tax is charged at the rate of 50%, the taxation base 
is calculated for each particular field separately. In 1993, it was abolished for some fields. Petroleum revenue tax 
reduces the taxation base of the corporate tax and extra payment. Corporate tax is charged in accordance with 
progressive taxation scale, base rate for revenues from oil production amounts to 30%. Extra due is 20% since 
January 2006. Taxation base for extra payment is practically the same as that for the corporate tax. In addition to the 
abovementioned taxes and dues, until 2003 the oil producing companies also had to pay royalties at the rate of 12.5%
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Today, tax policy is focused on maximizing the •	
monetary flows into the federal budget. The existing 
legislation and standards are not aimed at creating 
solid financial foundations for developing those sub-
jects of the Russian Federation where oil is produced.
Developing the fields with hard-to-recover reserves •	
and the fields located in complicated geological 
and business environment will make the compa-
nies invest huge money in innovations, thus turning 
such projects into capital-intensive enterprises run-
ning at high operation costs. Here, incentives could 
be introduced in the form of differential MRT and 
customs duty rates or by establishing special taxation 
scheme.

Russian government has been proposing different 
initiatives in terms of introducing amendments to tax 
legislation that are supposed to facilitate solving the 
abovementioned problems. In the authors’ opinion, 
among the most important initiatives the following ones 
should be highlighted:

-	 The initiative on creating the tax mechanism based 
on calculating the Income-Added Tax (IAT) for 
hard-to-recover oil deposits and for the fields where 
development is complicated because of insufficient and 
deficient infrastructure. According to governmental 
analysts, the shift to the new taxation system will pro-
vide sufficient incentives for oil companies to invest in 
developing such fields. However, other experts believe 
that shifting to IAT is not advisable;

-	 Preparing the draft law aimed at improving tax and 
customs legislation, envisaging a number of amend-
ments pertaining corporate tax, Mineral Replacement 
Tax and the customs duties to reduce the tax burden in 
developing hard-to-recover oil deposits.

5.  Conclusion 
The results of analyzing such aspects as foreign practices 
in oil sector taxation, the stages of developing tax regu-
lations in oil sector in Russia and the key characteristic 

Table 5.  Areas of improving taxation system for oil producing companies 

Priority areas of developing 
oil industry

Legislative disadvantages Suggested measures Objectives of suggested 
measures 

Developing small and smallest 
oil fields

No differential approach 
is applied to calculating 
tax payments (Mineral 
Replacement Tax rate takes 
into account the size of a 
deposit until some certain 
degree of depletion is 
achieved)

Tax remissions in calculating 
MRT rate for each particular 
field, identifying subgroups of 
fields depending on the amount 
of oil produced 

Encouraging the companies 
to develop the unallocated 
subsoil reserve fund, 
ensuring extra budget 
revenues 

Stimulating the prospecting 
and exploration activities in 
Western an Eastern Siberia in 
the unallocated subsoil reserve 
fund

No tax incentives are in 
place for the companies 
undertaking the Prospecting 
and Exploration Activities 
(PEA)

Partial deduction of the amounts 
spent on PEA from the corporate 
tax taxation base, provided that 
such activities are followed by 
actual production 

Attracting investments in 
reproducing minerals and 
resources 

Developing the fields with 
hard-to-recover reserves and 
the deposits located in complex 
geological and business 
environment

No tax incentives for 
the companies applying 
innovative technologies

Applying different MRT and 
export duty rates; special 
taxation scheme 

Implementing innovative 
technologies 

Developing remaining oil in 
place, improving oil recovery 
factor 

No differential approach is 
applied to developing oil fields 
at different stages 

Tax incentives for MRT and 
corporate tax rates for the fields 
that are at their advanced stage of 
development 

Improving oil recovery 
from subsoil resources 

Developing regions Major part of tax payments 
goes into the federal budget 

Introducing regulations to 
redirect the federal tax payments 
to regional budgets 

Distributing tax payments 
between the budgets 
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features of modern taxation systems enable to draw the 
following conclusions:

Basic directions of developing oil industry in Russia •	
include stimulating the prospecting and exploration 
activities in Western an Eastern Siberia in the unal-
located subsoil reserve fund, developing small and 
smallest oil fields, offshore wells, hard-to-recover and 
sediment deposits, improving oil recovery factor.
Developing oil-producing sector under current •	
conditions stipulates the need to introduce further 
improvements to the taxation system applying differ-
entiating approaches and taking into account foreign 
practices.
developed countries, taxation systems in oil indus-•	
try are notable for profound differentiation existing 
between principal rent taxes depending on such fac-
tors as the stage of the field development, climate 
and natural conditions, oil price, well efficiency, etc. 
that provides incentives for the subsoil deposit users 
to develop the fields located in unfavorable environ-
ments and ensures the constant flow of tax payments 
into the budget.
Initially, taxation system in Russia did not envisage •	
any incentives for investing in the fields at early stage 
of development or for maintaining the production at 
severely depleted fields. In that context, soon upon 
adopting MRT, different tax exemptions and benefits 
have been adopted: tax holydays for remote regions and 
reducing factors for calculating MRT rate at depleted 
fields, some premiums for producing high-viscos-
ity oil, for small fields, for hard-to-recover deposits 
(extremely high viscosity index oils, low-permeability 
and complex reservoirs, separated oil measures). 
Nevertheless, taxation system in oil industry has to be •	
improved in terms of establishing systematic differen-
tiation in tax payments for the companies developing 
small and smallest fields, exploiting the fields at the 
late stage of development and for the companies 
implementing innovative technologies.

6.  References
1.	 BP statistical review of world energy. June 2015. 2016. 

Available from: http://www.bp.com/statisticalreview
2.	 Official Website of Federal Tax Service of Russia. 2016. 

Available from: http://www.nalog.ru
3.	 OYu V. Tax policy of the state and its effect on business 

development. Territory of new opportunities. Bulletin of 

Vladivostok State University of Economics and Services. 
2010; 5:9–16.

  4.	 Global Oil and Gas Tax Guide. Ernst and Young; 2015. 
  5.	 Daniel Ph, Keen M, McPherson Ch. The taxation of petro-

leum and minerals. Routledge; 2010. 
  6.	 Lund D. State participation and taxation in Norwegian 

petroleum: Lessons for others. 2014. 2016. Available from: 
http://www.scopus.com/inward/record.url?eid=2-s2.0-
84927804664&partnerID=40&md5=757fea128a273f874f3
2c6948973603a

  7.	 Taxation along the oil and gas supply chain. Energy Charter 
Secretariat; Brussels. 2008. 

  8.	 Ricardo D. On the principles of political economy and tax-
ation. Batoche Books, Kitchener, Ontario. 2016. Available 
from: http://socserv.mcmaster.ca/econ/ugcm/3ll3/ricardo/
Principles.pdf 

  9.	 Smith A. The wealth of nations: A translation into modern 
English. Industrial Systems Research; 2015. 

10.	 Marshall A. Elements of economics of industry. Being the 
first volume of Elements of Economics; Macmillian and Co; 
1925. 

11.	 Kovalev NR, Yushkevich EE. Rent exaction: Contents and 
cluster aspect from postulates of A. Smith to the reali-
ties of Russian transition economy. Bulletin of Ural State 
University of Economics. 2004; 9:14–9.

12.	 Olsen TE, Osmundsen P. Strategic tax competition: 
Implications of national ownership. Journal of Public 
Economics. 2001; 81:253–77.

13.	 Johnston D, Johnston D, Rogers T. International petroleum 
taxation. For the Independent Petroleum Association of A
merica.  Washington:  IPAA. 2016. Available from: http://
www.ipaa.org/wpcontent/uploads/downloads/2011/12/
InternatlPetroTaxSupp.pdfKunce M, Gerking S, Morgan 
W, Maddux R. State taxation, exploration and production 
in the U.S. Oil Industry. 2002. 2016. Available from: https://
www.itd.bus.ucf.edu/cdn/economics/workingpapers/ 
2002-05.pdf

14.	 Olsen K. Tax risks in the energy sector – An increasing chal-
lenge. OGEL 2, 2013. 2016. Available from: www.ogel.org

15.	 Klubnichkin MK. Taxes and investment climate. Part 3. 
Taxes in oil extraction: Yesterday, today, tomorrow. Oil and 
Gas Vertical. 2004; 7:14–8.

16.	 Volynskaya N, Gazeev M, Yezhov S. Is efficient taxation of 
oil rents possible in Russia? Global Energy Politics. 2003; 
3:62–5. 

17.	 Perchik AI. Taxation in oil and gas industry. Moscow: 
Nestor Academic Publishers; 2004.

18.	 Tax Code of the Russian Federation. 2016. Available from: 
http://base.garant.ru/10900200

19.	 Cherepovitsyn AE, Larichkin FD, Smirnova NV. Problems 
of taxation in mining industry and the ways to solve them. 
Proceedings of Karelia Scientific Center of Russian Academy 



Natalya Vladimirovna Smirnova and Genadiy Viktorovich Rudenko

Indian Journal of Science and Technology 9Vol 9 (19) | May 2016 | www.indjst.org

of Sciences. Series Region: Economics and Management 5; 
2013. p. 122–8 

20.	 Ripley P. The UK Oil and Gas Taxation Regime: A ‘Smash and 
Grab’ Approach. 2016. Available from: https://www.abdn.
ac.uk/law/documents/TheOilandGasTaxationRegime.pdf 

21.	 Rabe BG, Hampton RL. Taxing Fracking: The politics of state 
severance taxes in the shale era. Review of Policy Research, 
2015. 2016. Available from: http://www.scopus.com/record/
display.uri?eid=2-s2.84947927215&origin=inward&txGid=0 

22.	 Abdo H. Investigating the effectiveness of different forms of 
mineral resources governance in meeting the objectives of 
the UK petroleum fiscal regime. Energy Policy. 2014. 2016. 
Available from: http://www.scopus.com/inward/record.
url?eid=2-s2.0-84890312848&partnerID=40&md5=88089
0b5dc3c5ba2d9fbbcf9118ea65a 

23.	 Kartovenko I. Tax policy priorities in modern oil industry 
(foreign practices). Bulletin of Institute of Economics. 2007; 
4:151–63.


