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the past year 2015 has become a landmark for the Russian oil 
industry. Performance changes in production, refining, exports and 
domestic sales of crude oil and oil products amid a threefold drop in 
oil prices, tax maneuver and rouble devaluation made the long-term 
trends to swap.

 � Russia’s production of liquid hydrocarbons (HC) in 2015 rose 
again (+1.4% compared to 2014) to 534 mt. Our forecast is 
that oil production supported by positive brownfield drilling 
economics and a new wave of greenfield projects, will 
show record growth rates throughout this decade bringing 
production of liquid HCs to 545 mt in 2016 and 565 mt in 2017, 
despite low oil prices and continuing sanctions.

 � Plummeting oil prices eventually did what a series of “tax 
maneuvers” failed to achieve: primary refining shrank by 2.3% 
(8.4 mt) in 2015 as a result of a significantly reduced customs 
subsidy. In parallel, refineries using light sweet crudes continue 
to build up their processing throughput. if low oil prices persist, 
refining volumes will continue falling in 2016 to 274 mt while 
slightly restoring in 2017, as we expect, to 279 mt due to oil 
price recovery (and with the customs subsidy in place).

 � Declining primary refining with growing production of liquid 
hydrocarbons in 2015 finally reversed a long-standing trend 
of shrinking crude oil exports from Russia. in contrast with 
publicly announced projections by the russian Ministry of 
economic development, we expect the Russian oil exports to 
grow to 256 mt in 2016 rather than decline to see a new record 
high of 271 mt in 2017. 

 � According to our estimates, it was for the first time over the 
last 15 years that Russia’s demand for gasoline fell by 1.3% to 
35.4 mt in 2015 compared to 2014. lack of optimistic economic 
expectations for the next few years coupled with dropping car 
sales are likely to accelerate average annual rate of gasoline 
demand reduction to 3.9% in 2016-2017.

 � diesel fuel market is set to witness a “perfect storm”, where 
the Russian exporters would face serious problems with 
remarketing their products. this would lead to a further 
reduction in export prices for diesel fuel and significantly 
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undermine economic viability of projects designed to pursue 
”diesel modernization” of the russian oil refining sector.

 � “Tax maneuver” has proved its efficiency to the state as it cut 
budget losses induced by the oil price collapse by 10% (217 
bln roubles). Oil companies had no loss either, thanks to the 
devaluation of the rouble. therefore, the “tax maneuver” 
is likely to continue while its scope and sequence will be 
determined by price environment and budget deficit levels.

 � 2016 saw the introduction of a new classification of oil and 
gas reserves in Russia focused on reserve development 
economics. There will be a 5-year trial period to review project 
documentation and adjust the state balance of reserves. As 
a result, the government will have a genuine instrument to 
evaluate field development project economics and optimize 
decision making, particularly in rational subsoil management 
and fiscal area.

 � Adoption of profit-based tax (NDD) for pilot projects may 
become the most significant event in the evolution of regulation 
in 2017. Such decision will have long-lasting implications for 
the development of Russia’s oil production, although it will not 
make us revise our projections for 2017.

 

 � Oil surplus in the global market that caused oil prices to 
collapse is gradually thinning out but not likely to vanish until 
mid- or late 2017. This will curb the recovery of oil prices.

 � Falling us tight oil production along with growing world oil 
demand allow us to expect that urals average annual oil price 
will be around $40/bbl in 2016 and $50/bbl in 2017; this is our 
baseline scenario of Russia’s oil industry development in the 
next two years. We believe that this level of oil prices will bring 
about rouble-to-dollar exchange rates of 67.0 in 2016 and 63.5 
in 2017.

sECtIoNs summAry
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 � Russia’s production of liquid hydrocarbons has risen again in 
2015 (+1.4% versus 2014) to 534 mt despite low oil prices and 
sanctions. Gas condensate production was a key contributor 
to this growth (mainly by ArcticGaz, joint venture of Novatek 
and GazpromNeft).

 � Most of the oil production growth in Russia has come from 
the fields/deposits that anyway fall under MET tax and export 
duties incentives.  Oil production under Met tax exemption in 
2015 exceeded 160 mt, representing 33% of overall Russian 
output excluding Psas.

 � On the other hand, khanty-Mansi autonomous district – the 
most disadvantaged region in terms of granted tax benefits 
and, at the same time, the biggest crude oil producing region in 
russia – continues to demonstrate production decline (-2.9% 
in 2015) despite year-on-year rising volumes of development 
drilling and 6 to 8 new fields coming on-stream annually.

 � Rouble devaluation and current structure of tax exemptions 
more than offset the negative effect of lower oil prices on the 
upstream cash flow. Despite the fact that the “tax maneuver” 
works in the red at oil prices below $72/bbl, profitability of 
drilling and major workover operations in 2015 was even 
higher than in 2014 on average.

 � Russia’s oil production backed with positive drilling economics 
at brownfields and a “new wave” of greenfields is likely to 
show record-high growth rates over the last decade to put the 
production of liquid hydrocarbons at 545 mt in 2016 and 565 
mt in 2017. Therefore, after 30 years russia will come right 
up to the record mark of 569.5 mt produced by the rSfSr in 
1987.

 

 � a slump in oil prices has eventually done what a series of “tax 
maneuvers” failed to achieve: primary crude refining shrank by 
2.3% (8.4 mt) in 2015 versus 2014 as a result of significantly 
reduced customs subsidy granted to domestic refineries by 
the state.

 � “Tax maneuver” has mitigated losses that the refining sector 
would have had if a 100% duty on heavy oil products was 
introduced in 2015 as was planned. in general, however, the 

OIL PRODUcTION

OIL REFINING SEcTOR
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impact of the “tax maneuver” was not as significant as that of 
the oil price collapse.

 � While primary processing has been declining, advanced 
cracking in 2015 has increased (cat cracking +1.5 mt and hydro 
cracking +1.4 mt).

 � Generally, russian oil refining at plants processing crudes 
of medium and below-medium quality fell by 11.6 mt while 
processing of light sweet crude rose by 1.4 mt and that of gas 
condensate by 3.6 mt.

 � Without explicit oil quality differentiation for oil prices, export-
oriented simple refineries (that do not produce commercial 
gasoline for domestic market), which are located in relative 
proximity to the border and process crude or condensate, can 
still operate profitably without serious upgrading.

 � refining of liquid HCs in 2016-2017 will be determined by what 
factors are likely to overweight – residual oil optimization 
in Urals blend processing at complex refineries, processing 
reduction at simple refineries or higher processing of light 
sweet crudes and increased utilization of refineries that have 
been adding secondary capacity in 2015-2017. If the main 
current factors persist, 2016 will see further declines in total 
refining volumes, by our estimates, to 274 mt.

 � In 2017, we expect oil refining to grow by 279 mt if two crucial 
factors occur – oil prices continue to rise and existing customs 
regulation remains in force.

 � Russia’s pivot towards asia is underway as esPO crude oil 
exports reached 54 mt in 2015. Russia now ranks second by 
its supplies of ‘black gold’ to China.

 � Declining refining along with growing crude production in 
2015 secured a break in the longstanding declining trend for 
russia’s exports of liquid hydrocarbons. We project export 
deliveries to reach 256 mt in 2016 and a new record high of 
271 mt in 2017.

DEMAND FOR cRUDE 
OIL AND PRODUcTS
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 � Most of the additional crude oil exports (+390,000 b/d in 2017 
versus 2015) will head to europe thus putting further negative 
pressure on Urals differential to Brent benchmark blend.

 � Our estimates show that Russia’s gasoline demand in 2015 
has declined for the first time since early 2000s (by 1.3% 
versus 2014) and totaled 35.4 mt.

 � Miss of optimistic economic expectations for 2016-2017 
together with slumping car sales will accelerate annual 
average rates of gasoline consumption reduction to 3.9% in 
2016-2017.

 � Most gasoline production capacity additions are assumed to 
take place in 2016-2017, however, extra product volumes are 
unlikely to meet domestic demand, and gasoline exports will 
rise to 9.1 mt.

 � Automotive fleet is the major driver to change demand for 
diesel fuel (60% of the Russian market). Falling transport 
activity and off-road vehicles use is likely to speed up declines 
in diesel fuel demand to 3.7-3.8% per annum.

 � Our estimate of diesel fuel surrogates sales (low-viscosity 
marine fuel and heating oil posed as diesel fuel) is around 9 
mt in 2014-2015 (22% of total diesel fuel demand). Because 
of surrogates, conscientious suppliers lose their market niche 
while the state in 2015 received less revenue from excise tax 
of about 30 bln roubles.

 � along with rising output, declining domestic consumption 
and tight pricing situation in europe, Russian exporters will 
face serious challenges over the ways of remarketing their 
commodity to foreign consumers.
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 � “Tax maneuver” has shown its efficiency for the government 
having cut budget losses induced by slumping oil prices by 
10% (217 bln rub). oil companies incurred no losses either, 
thanks to the devaluation of the rouble.

 � Our basic evaluation of budget oil revenues is assumed within 
the active legislation (including the reduction of customs duty 
coefficient on crude oil from 0,42 to 0,3). At crude oil price of 
$40/bbl we project the budget revenues from the oil industry 
to fall in 2016 by 1,000 bln rub compared to 2015. In 2017, 
revenues would return to the 2015 level (5,000 bln Rub) due to 
oil prices rebound to $50/bbl.  

 � Most likely, the “tax maneuver” will be continued. Changes to 
the overall system of taxes and duties can be accelerated if oil 
prices show a major rise or fall.

 � Since 2016, a new oil and gas reserves classification is in 
force, which will facilitate reserve appraisal and improve state 
administration of subsoil use and taxation.

 � A key event in 2017 might be introduction of profit-based tax 
(NDD) for pilot projects that will usher in a new era of fiscal 
management system in Russia, although it will not make us 
revise our 2017 production forecasts.

 � A promising fiscal credit option for brownfields, most of 
which will not be able to benefit from NDD is introducing 
Met exemptions required to develop and use advanced e&P 
technologies without obligatory tie-up to hard-to-recover 
reserves.

STATE REGULATION
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