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Tax Shake-Up 'Provisionally Agreed' for
Russia's Oil Industry
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July 28,2016

Denis Abramov / Vedomosti

Russia's Finance and EnergyBMinistries have

reached a provisional agreement on new tax

reformsBfor the oil industry. The proposals would see a switch from a fixed®Mineral
Extraction Tax (MET), where a company is taxed based on theBamount of oil, gas, or other
mineral extracted, to an Excess ProfitsBTax (EPT).

TheBreform will apply both to new oil fields above the 65th parallel andBto any existing oil
fields producing less than 10 million tons of oilBper year. MET will remain in place, but will be
calculated using aBnew formula: one which will significantly reduce the tax burden onBmore
mature oil fields while slightly increasing it for newer ones,Bwith some exceptions. EPT will
be applied at 50 percent, but extraBduties paid alongside MET will be scrapped.
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TwoBmajor benefits of the new system have pushed oil companies intoBacceptance. Not only
could older fields save upward of 40 billionBrubles ($§605 million) under the new formula,
newer fields are alsoHset to gain by trading customs exemptions for EPT. These
exemptionsBhave been under growing risk of being cut, even without the shift tolthe new
system.

Whilemt

he Finance MinistryBwants to eliminate

customsBEexemptions, it also wants to scrap

some additional duties paid alongside MET. These dutiesBhave been falling since 2015
(although®MET

itself increasesBcommensurately) and, by law, must fall by 30 percent by

2017.

OilBcompanies have nothing to lose in this arrangement, one consultantBwho took part in
the discussions said.

InBthe meantime, officials
Hare actively
seekingBways to speed up
theBRtransition.

A Finance MinistryBrepresentative told Vedemosti that the government will compensate
formthe 40 billion ruble

(S605Emillion)

shortfall in revenues by increasing MET on oil

fieldsBEnot affected by the tax reform. The final decision could be announcedBas early as this
fall, even if EPT is not implemented, another official said.

The Finance MinistryBdid not respond to requests for comment. A representative for
theBEnergy Ministry said that the question “was under discussion.”
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