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in 2017, the amount of customs subsidies that originate from export 
duties on oil and petroleum products amounted to 1.1 trln rub. The 
beneficiaries were oil refineries (711 bln rub.), domestic consumers 
of petroleum products (281 bln rub.), and the EEU countries (111 bln 
rub.) (Figure 1).

* Excl. Russia’s payments to Belarus for the duties on re-exports of Russian oil

Source: VYGON Consulting

Fig. 1. Recipients of the oil rent through the system of customs duties on oil and petroleum products
in 2017*, trln rub.
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completion of the tax maneuver (Tmc) (its rates and parameters are 
shown in Table 1) was aimed primarily at increasing budget revenues 
by reducing subsidies provided to simple refineries, EEU countries and 
domestic consumers. at the same time, it was planned to maintain 
the status quo for the upstream segment and complex refineries. 
however, not all of the stated goals of the Tmc have been fulfilled: 
only mini refineries with the throughput of less than 600 thous. t per 
year are deprived of subsidies; for other plants the customs subsidy 
is replaced with a reverse excise tax.

ExEcutivE summAry
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Table 1.  
Tax rates and parameters under the tax maneuver completion in 2019-2024

mET on oil and ngL, rub./t

oil mETcts + ((p * 7.3 – 182.5) * 0.3 + 29.2) * R * Kcorr

ngL mETcts + ((p * 7.3 – 182.5) * 0.3 + 29.2) * R * 0.75 * Kcorr

Ultra-viscous oil ((p – 182.5) * 0.3 + 29.2) * 0.1 * R * Kcorr

Reverse excise taxes on feedstock for refineries, mln rub.

on oil, ngL and dark oil 
products used as feedstock

((p * 7.3 – 182.5) * 0.3 + 29.2) * R * (Vfeedstock – 0.55 * Vnaphtha  – 0.3 * Vlight oil products –  
– 0.3 * Vlube oil – 0.065 * Vcoke – Vdark oil products) * Kreg  * Kcorr

Reverse excise tax on feedstock is provided to refineries that meet one of the following criteria:
 � refinery supplies more than 10% of class 5 gasoline and naphtha for petrochemistry to domestic market;
 � refinery concluded an investment agreement; 
 � refinery is owned by a company under sanctions. 

Kreg is a regional coefficient applicable to eastern refineries, ranges from 1.05 to 1.5 

Reverse excise taxes on petroleum products, rub./t

naphtha for petrochemistry (13 100 + 4 865 * Kcorr) * (1 – 1.7)

aromatics for petrochemistry (2800 + 774 * Кcorr) * (1– 3.4)

2019 2020 2021 2022 2023 2024+

Кcorr – correction coefficient 
reflecting the reduction of 
customs duties

0.167 0.333 0.500 0.667 0.833 1.000

p – average price of Urals crude oil in Europe; R – average Usd/RUB exchange rate;  
Xcts – tax rate under the current tax system 
 
source: Tax code of the Russian Federation, VYgon consulting

 
as for the industry as a whole, under the baseline parameters of the 
ministry of Economic development the effect of the tax maneuver 
completion will be neutral since the reduction in duties is offset by 
the reverse excise tax. The losses of mini refineries are compensated 
by the logistics factor for Viocs.

With the assumption of export parity pricing, the losses of Russian 
consumers due to the phased abolition of duties over 6 years would 
have amounted to 1.1 trln rub. however, in practice the Tmc will 
have virtually no effect on prices in the Russian Federation: firstly, 
the growth of fuel prices is contained by the state; secondly, 
compensatory mechanisms will be introduced for many petroleum 
products. in addition, export prices for Russian high-sulfur fuel oil 
will decrease due to the introduction of maRpoL standards in 2020, 
which will offset the effect of duty reduction for domestic consumers.
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For the state the effect of the Tmc will amount to 1.7 trln rub. exclusive 
of additional compensations to the EEU countries and domestic 
consumers (incl. those provided through the damping mechanism). 
The annual effect of the maneuver increases year by year as it nears 
the completion, in the baseline scenario of the ministry of Economic 
development it amounts to 493 bln rub. in 2024 as compared to 94 
bln rub. in 2019 (Figure 2).

* Calculated with the baseline scenario parameters of the Ministry of Economic Development of 01.10.2018, excl. the effects 
* of the damping mechanism and Russia’s compensation payments in favor of the EEU countries.

Source: Thomson Reuters, VYGON Consulting

Fig. 2. Budget revenues* from the tax maneuver completion in 2019-2024, bln rub. 
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The introduction of the damping mechanism (its parameters are 
shown in Table 2) was aimed at maintaining gasoline and diesel 
fuel prices below the export parity level by providing additional 
compensations to refineries from the budget. conversely, amid 
low prices the state will receive additional revenues through the 
mechanism. its development is not directly related to the completion 
of the tax maneuver and was triggered by the disparity between 
Russian prices for petroleum products (which, in effect, are regulated) 
and export netbacks.
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Table 2.  
parameters of the damping mechanism component

damping reverse excise tax for refineries on the throughput sold in the domestic market

Kdamp – damping excise tax on {( Dg + Fg) * Vg + (Dd + Fd)* Vd )} * Kcomp

Dg = PgEXP - PgDM, Dd = PdEXP - PdDM  – difference between export netbacks and reference domestic prices for 
92 Ron gasoline and diesel fuel

PgEXP, PdEXP – export netback for 92 Ron gasoline and diesel fuel at the nWFd ports calculated as  
((pxRdam - TxS - cdx) * R + ETx) * (1 + Rvat)

2019 2020 2021

PgDM – reference 92  Ron 
gasoline wholesale price

56 000 58 800 61 740

PdDM – reference diesel 
fuel wholesale price

50 000 52 500 55 125

Kcomp – compensation 
coefficient

0.6 0.5

Fg – compensatory 
premium for 92  Ron 
gasoline

0 if dg ≤ 0
5 600 if dg > 0

Fd – compensatory 
premium for diesel fuel

0 if dd ≤ 0
5 000 if dd > 0

Kdamp = 0 if average wholesale prices for gasoline and diesel fuel determined by the Fas deviate from pgDm, 
pdDm by more than 10%

p – average price for Urals crude oil in Europe; R – average Usd/ RUB exchange rate; 
Xcts – tax rate under the current tax system; 
pxRdam – average price for class 5 92 Ron gasoline and diesel fuel (Rotterdam), $/t
TxS – costs of transportation by sea and transshipment at the ports of the northwestern Federal district (nWFd) to Rotterdam
cdx – rates of customs duties on gasoline and diesel fuel 
ETx – excise tax rate 
rvat – VaT rate
Vg, Vd – throughput of class 5 92+ Ron gasoline and diesel fuel sold in the domestic market 

source: Tax code of the Russian Federation, VYgon consulting

 
The damping mechanism compensates 77–89% of the discount of the 
domestic gasoline price to the export netback and thus contributes 
to the containment of prices under current conditions (Figure 3). at 
the same time, it is imperfect in its current form and will not be able 
to solve the systemic problem of co-existence of manual regulation 
of retail fuel prices with market export prices. in the future, as an 
alternative it is advisable to return to the concept of a floating excise 
tax included in the price for consumers and to ensure the stability of 
road fund proceeds with conjunctural budget revenues.
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The introduction of the damping mechanism is partially offset by the 
increase in the mET on oil. independent oil producers find themselves 
in the most unfavorable position since they are not engaged in refining 
and thus do not receive the relevant benefits. The mET on oil will 
depend on the price of gasoline and diesel fuel on the European 
market, which is another Russian tax know-how.

 

Source: Tax Code of the Russian Federation, VYGON Consulting

Fig. 3. Calculation of the damper by option: with the Tax Code reference price and with account for
a compensatory premium
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** Calculated for 92 RON gasoline with distribution
** costs at 4.7 thous.rub./t, excl. VAT

since the Tmc framework preserves the subsidies in full, the 
incentives to increase the throughput remain. Based on the current 
plans of the companies, by 2025, when the tax maneuver is completed, 
the primary processing output may increase to 330 mln t, and the 
gasoline surplus will reach 10 mln t. The export of light petroleum 
products in this scenario will grow to 137 mln t. This will cause the 
profitability of exports to the west to decline, while new markets will 
have to be found for some volumes.

in the minimum scenario, the refinery throughput will be reduced 
to 230 mln t with the production of gasoline at the level sufficient 
to supply the domestic market. From the perspective of the public 
revenues balance, the minimum scenario is preferable: the total 
amount of subsidies for refineries is expected to decrease by 2/3, 
in the baseline scenario of the ministry of Economic development 
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the annual savings will amount to 650 bln rub. however, it implies 
social risks and will have a negative impact on the investment climate 
and the development of the regional economy. Both maximum and 
minimum scenarios are extreme, neither of them can be considered 
as the target one.

in the future, subsidies for refineries should be optimized; the decision 
on new parameters of the reverse excise tax should be made and 
published in advance, at least 3 years prior to their entry into force. 
The amount of the subsidy should not be dependent on oil prices, so 
that it could compensate for the logistics gap of Russian refineries. 
at the same time, the issue of ensuring stable domestic prices should 
be resolved through other regulatory mechanisms (damper/floating 
excise tax).

The Tmc was initiated for fiscal purposes and implemented without 
a targeted vision of the development of oil refining. The state should 
determine how much and what kind of throughput the country 
needs to have, and the corresponding indicators should be set in 
the key strategic documents – the Energy strategy and the general 
scheme for the development of the oil and gas industry. after that, 
the regulatory parameters for oil refining should be adjusted and the 
tax maneuver should be finalized.
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