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Russian Oil Industry: 2015 Results and Outlook for 2016-2017

 � 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 
undermine economic viability of projects designed to pursue 
‘diesel modernization’ of the russian oil refining sector.

summAry
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 � ‘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.
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 � 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.

 
World oil market has endured a ‘hard landing’ over the past eighteen 
months as it rolled back to early 2000s after a sufficiently long period 
of super-high prices in 2010-2014. average annual oil prices fell from 
$99 /bbl in 2014 down to $52 /bbl in 2015, while the last five months 
saw oil prices fluctuating in a $30-45 /bbl corridor.

structural oil surplus more than doubled up to 2 mbd at year-end 
2015, as a result of higher supply of us tight-rock hydrocarbons. it 
was then further enhanced by the position of OPeC that not only did 
nothing to change its total production quota set at 30 mbd in early 
2012 but even spurred its total production (by 1 mbd over 2015).

According to International Energy Agency (IEA), oPEC utilized most of 
its spare capacity over 2015, which dropped from 4.3 mbd to a record 
low of 3 mbd in February 2016.

SECTION SUMMARY

GlobAl trends in oil
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Source: EIA, VYGON Consulting

Fig. 1. Global supply/demand balance of liquid hydrocarbons, mbd
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The effect of low prices was a strong factor to prop up global oil 
demand, which according to US Energy Information Agency (EIA) 
increased by 1.33 mbd last year to hit a record high for the past 5 
years. in particular, higher gasoline consumption in the united states 
and rising european union economy drove the rebounding demand 
in OeCd countries.

despite the negative economic growth forecasts for China, its oil 
consumption grew by 0.33 mbd in 2015 relative to the previous year, 
a decline of 0.12 mbd compared with the average annual growth in 
demand over the last 5 years. in terms of balance, the drop in China’s 
demand was more than offset by consumption of European countries 
that increased for the first time since 2007 (by 0.4 mbd versus 2014). 

Furthermore, China as well as european OeCd countries was actively 
purchasing cheapen oil, thus its total oil import increased 9% last 
year. according to Platts, all available oil storage tanks have been 
filled up by the end of 2015 so that China is widely using floating 
storage vessels now. Presently, its spare capacity is estimated at 360 
mln bbl but is expected to decrease to 210 mln bbl by the end of 2016.
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Source: Russian Ministry of Energy, EIA, JODI, VYGON Consulting

Fig. 2. Changes in global balance of liquid hydrocarbons in 2015 as compared with 2014, mbd
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despite the fact that global oil market imbalance not only persisted 
but even aggravated, OPeC countries were competing for markets 
instead of taking a coherent policy within the cartel and producing 
under their respective quotas. 

during 2015, the Persian Gulf states, particularly saudi arabia, were 
carving out new niches in europe using dumping policies (by setting 
a high price differential for exported crudes to Brent) and building up 
their production volumes. Iran joined this price war shortly before 
the international sanctions were lifted in January 2016.
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* Discounted price of Iran Light Med to Brent has been applied to Turkey until January 2016 
   as it failed to join EU embargo on Iran oil supplies. 

Source: Corporate reports, VYGON Consulting

Fig. 3. Arab Light, Iran Light* and Urals crudes discounts to Brent (shipments to Europe)

5

6

Jul-16

1

Jul-15
0

4

Jan-16

2

3

Jan-15Jan-14Jul-13Jan-13 Jul-14

US$/bbl

Iran Light Med

Arab Light

2.7

Urals CIF Rotterdam

tight oil production in the united states in 2015 has proved to be 
more resilient to adverse price environment than expected before. 
With almost three-fold drop in oil prices since June 2014, the market 
only lost about 0.4 mbd of supply while tight-oil production began to 
decline just in March 2015. 

it was however due to growing output from conventional reserves 
that total us crude oil production only started to decrease since 
october 2015 to amount to 9 mbd in March 2016.
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Source: EIA, Baker Hughes, VYGON Consulting

Fig. 4. US oil rig count and crude oil production
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such resilience to deteriorated externalities is due to the fact that 
a bunch of financial protection instruments worked well for many 
oil-shale companies when oil prices began to fall: production hedging 
within a $76-95/bbl range, accessible inexpensive credit funds and 
high-yield bond issues. all together this allowed them to delay 
potential insolvency procedures and production declines for about 
a year.

among factors that could affect us tight-oil production, most 
influential are cuts in unit capital costs and reduced number of drilling 
rigs, higher Federal Reserve interest rates, heavier debt burden due 
to exhaustion of hedging instruments and credit opportunities for 
the companies. Most of these factors are in favor of an assumption 
that decline in oil production will be faster while low oil prices will 
remain for another 1-2 years.

if we consider an average breakeven price of us tight-oil production, 
it is currently at about $55/bbl. in the present environment, many 
companies are forced to continue producing at a loss just to get at 
least a minimum cash flow for debt servicing.
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according to international energy agency’s medium-term forecast, 
US daily oil production will be falling steadily to 2017, and the resulting 
current surplus of liquid hydrocarbons supplied to the world market 
will shrink by 0.57 mbd or 26% in total1.

OPeC is the only market player - apart from Russia (see the chapter 
«oil Production») – which could increase production of liquid 
hydrocarbons significantly over the next two years. Iran and Iraq 
account for the bulk of the extra 1.7 mbd increment (see figure 5).

In theory if the major producers reach an agreement on market 
regulation, the current oversupply could be completely eliminated 
by the end of this year; however, this scenario seems unlikely. In 
particular, much will depend on the future position of iran that, 
according to our estimates, will provide around half of the projected 
OPeC production growth. 

thus, a balance can only be achieved given a compromise between 
OPeC countries or if there is a serious deterioration in geopolitical 
situation in the Middle east - otherwise the oil surplus will stay with 
us throughout 2017.

For instance, iea expects that the market oversupply will be gone 
by mid-2017, while EIA believes there will be no oil demand/supply 
equilibrium well until 2018. they assume that oil oversupply will be 
around 0.95-1.1 mbd in 2016.

1  For more details see VyGOn Consulting report ‘Russia, united states and OPeC: 
Who Controls The World oil Market?’ April 2016.
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Source: EIA, VYGON Consulting

Fig. 5. World oil market balance projected to end 2017, mbd
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Projected at least to mid-2017, this imbalance on the oil market 
would affect the oil prices. At the same time, attempts by producing 
countries to limit supply buildups would back up price quotations. 
We think that declining US tight-oil production together with higher 
demand for oil would be in favor of an assumption that urals crude 
blend will achieve an average annual price level of $40/bbl in 2016.

The baseline price scenario by VYGoN Consulting for 2017 is $50/bbl. 
US tight-oil output will still be declining at such price level. Higher 
prices will help level out or even increase us tight-oil production thus 
leading to further oversupply buildups and hence putting pressure 
on prices.
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Source: Corporate reports, VYGON Consulting

Fig. 6. Futures curves for Brent crude
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Our 2016 scenario correlates with market expectations generated at 
the moment by the futures curve (figure 6). 

In this paper, our projections for the russian oil industry are based 
on the price of Urals blend at $40/bbl and exchange rate of 67.0 rub/
US$ for 2016, and $50/bbl and 63.5 rub/US$ for 2017 respectively.
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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.

oil ProduCtion

SECTION SUMMARY
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despite declining oil prices and existing sanctions regime for the oil 
industry, production of liquid HCs in russia rose again in 2015 (+1.4% 
compared to 2014) to 534 mt. Crude oil production in russia rose by 
0.3 % from 500.5 mt in 2014 to 502.2 mt in 2015 which corresponds 
to growth rates of the past three years.

 

Source: Russian Ministry of Energy, VYGON Consulting

Fig. 7. Changes in liquid HC output in Russia, mt
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Workover programs on existing new wells carried over from 2014 
and additions of new wells in 2015 could not stop production declines 
at oil brownfields2, with their total output dropping by 5.0 mt. liquid 
HC production growth was mainly secured by new large projects 
(+6.7 mt) and enormous increase in gas-condensate production 
(+5.6 mt).

2  Here brownfields shall mean all russian fields except largest greenfields that 
provided oil output growth in 2015 as compared with 2014.

LIqUID HC PRODUCTION 
GROwTH: TO BE 

CONTINUED INTO 2015
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* largest booming greenfields (17 projects) 
 
Source: Russian Ministry of Energy, VYGON Consulting

Fig. 8. Factors of changes in Russian production of liquid HCs in 2015, mt
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*   Produced aster WO performed in 2015 on carryover wells.

** Produced by new wells added in 2015 (average utilization rate 48%), 
    excluding drilling at biggest booming greenfields (17 projects).

Source: Russian Ministry of Energy, VYGON Consulting

Fig. 9. Factors of changes in production by ‘other’ fields, mt
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Vankor, a legacy field that contributed greatly to russian oil production 
growth over some previous years, has reached plateau production and 
maintained its 2014 production level (22 mt). We therefore considered 
it as a brownfield. other veteran greenfields, such as Verhnechonka, 
talakan and uvat which used to be drivers of crude oil production 
growth in russia, reached their production peak as well – with their 
summary output growth +2,5 mt in 2015 compared to the previous 
year while they are set to start to decline in 2017.

 

Source: Corporate reports, VYGON Consulting

Fig. 10. Contribution of major greenfields to rising crude oil production in Russia in 2015, mt
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New greenfields that came onstream less than three years ago, such 
as Trebs and Titov field, Prirazlomnoye, Novoportovskoye fields and 
Burneftegaz assets stepped up their oil output by +2,4 mt in 2015.

The top five oil production growth leaders in 2015 include Bashneft, 
Irkutsk oil Co (INK), NoVATEK, Tatneft and Gazpromneft which jointly 
contributed 5.2 mt to production growth versus 2014. Greenfield 
projects were the key contributors to higher oil outputs by these 
companies.
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The only exception is Tatneft that mainly achieved oil production 
growth by intense drilling activities on brownfields.

 

Source: Russian Ministry of Energy, VYGON Consulting

Fig. 11. Changes in crude oil production by companies, mt
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rosneft, russneft, LUKoIL and Slavneft have become production decline 
leaders among the oil and gas majors as their combined output has 
fallen by almost 5 mt. key reason for their production decline is a high 
share of West Siberian brownfields in their upstream asset portfolio.

Every company has different capabilities to keep up oil production in its 
brownfield assets this depending on their location and field development 
backgrounds; ultimately it defines a set of cost-effective options to drill 
new wells and perform workover programs.

Comparison of Russian vertically integrated oil companies by changes 
in their brownfield new well additions and initial production rates in 
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2015 versus 2014 demonstrates how their mature assets have been 
unfolded (including all presently active oil fields in russia except 
greenfields). LUKoIL managed to enhance drilling efficiency – average 
production rates of new wells rose 16.2 % while the number of new 
wells put online fell by 31.5 % in 2015 as compared with 2014. rosneft 
increased footage drilled and number of new wells added by 17.9 % 
while it had a cut in average production rates of new wells by 3.6%. 
Slavneft and russneft showed declines both in drilling and average 
oil production rates (see figure 12).

* Estimated on the basis of company assets excluding major greenfields (17 projects). 

Source: Russian Ministry of Energy, VYGON Consulting

Fig. 12. Changes in number of new wells added in operation* and production rates of new wells 
in 2015 versus 2014
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2015 witnessed a record-high level of gas condensate production in 
russia, 31.8 mt. Key contributor was Arcticgas (+5.4 mt) that also 
reached plateau production.
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Source: Russian Ministry of Energy, VYGON Consulting

Fig. 13. Changes in condensate production by company in 2015, mt
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Gazprom group and nOVatek account for more than 80% of gas 
condensate production in russia (directly and through joint ventures).
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* Joint ventures of NOVATEK and Gazpromnest are Arcticgas (SeverEnergia) and Northgas.

Source: Russian Ministry of Energy, VYGON Consulting

Fig. 14. Structure of condensate production by company in 2015
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Most of the oil production growth in Russia over the past few years 
was secured by fields that enjoyed, one way or another, preferential 
tax treatment under numerous MET/export duty benefits. The only 
exceptions are greenfield projects from traditional Western Siberia 
sites though these assets were granted special terms as well - but 
at the regional rather than federal level.

Following the introduction of Met preferences, crude oil production 
under tax benefits increased from 23.6 mit in 2007 to 161.5 mt in 
2015, or from 5% to 33% of total Russian output excluding Psas 
(figure 15). The bulk of production (80%) under tax benefit regimes 
comes from depleted fields.
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Source: Russian Federal Tax Service, VYGON Consulting

Fig. 15. Oil production broken down into MET tax benefit categories and share of oil production 
by tax benefit categories in total output
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When oil prices collapsed, the amount of tax benefits in cash equivalent 
also fell to 355 billion roubles in 2015 compared to 410 billion roubles 
in 2014. Interestingly, the share of all tax benefits in total MET proceeds 
at full rate rose from 14% to 16%. Of course, this appeared as a strong 
incentive to increase production from preferential reserve categories, 
and this is exactly what allows the industry to step up oil production 
today.
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*  Share of benefits in total MET at full rate. For comparison purposes, the 2015 share of benefits has been estimated 
   at MET rate with no regard to ‘tax maneuver’.

Source: Russian Federal Tax Service, VYGON Consulting

Fig. 16. MET tax benefits: size and percentage*
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Khanty-Mansi Autonomous District (KHMAo-Ugra), largest crude oil 
producer of all regions of the Russian Federation, is most disadvantaged 
in terms of benefits. Unlike new producing regions and the country as 
a whole, oil production in khanty-Mansi district has been falling since 
2008 while in 2015 it shrank by -2.9% ( -7.2 mt) notwithstanding the 
fact that production drilling has been rising from year to year (except 
2014) with 6 to 8 new fields added onstream annually.



May 2016          

VYGON Consulting 23

Russian Oil Industry: 2015 Results and Outlook for 2016-2017

.

Source: Shpilmann Research Center of Mineral Uses, VYGON Consulting

Fig. 17. Changes in KHMAO production of oil with condensate, mt
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Most of Western Siberia brownfields may not take advantage of the 
depletion tax benefit as they had ‘excessive’ reserves at the time when 
that benefit was devised (2006). firstly, depletion shall be estimated 
for each specific license block. So even if you have a depleted field 
under development there can be a lot of reserves in some of its 
reservoirs which appear commercially unprofitable to extract under 
current macroeconomic conditions and technologies, and thus the 
overall ‘maturity’ rate of such field is underestimated. 

secondly, when estimated, depletion criterion shall take into account 
all C2 reserves (under the old classification) which have an average 
confirmation factor (for conversion to C1 category) of about 50%. In 
other words, if any field has a share of C2 reserves higher than 40% 
in the total C1+C2 reserves and if those reserves fail to get confirmed, 
then it seems impossible to achieve an 80% depletion level where the 
tax benefit arrangement is activated. There can be exceptions where 
the C1 reserves are underestimated, however, such cases are rare 
for Western Siberia.
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To support production levels in Western Siberia in general and in 
khanty-Mansi autonomous district in particular, the state may use 
the following arrangements (this paper is not aimed at considering 
detailed tools and characteristics):

 � revise the existing arrangements for depletion tax benefits;

 � introduce a version of NDD/Nfr taxes adapted for greenfields 
(such as Imilorskoye and Severo-rogozhnikovskoye fields) 
and brownfields in Western Siberia;

 � provide Met deductions in respect of costs spent for eOR 
methods to raise the recovery factor;

 � support technology developments aimed at Bazhenov oil 
exploration and production (e.g. through trial sites) which are 
vital to implement currently available benefits.

adverse impacts of the oil price slump on the Russian upstream 
economy in 2015 – as compared both with 2014 actuals and 2015 
state budget projections - were largely offset by the devaluated 
rouble. free cash flow available to the oil upstream sector (operating 
cash flow less capital expenditures) has increased by almost 30% 
for an average field in Khanty-Mansi District in 2015 as compared 
with 2014.

State budget projections (oil price $100/bbl and exchange rate 37.7 
rub/$) anticipated positive effects of the ‘tax maneuver’ for russian 
oil upstream sector of around 160 rub/t (0.6 USD/bbl). Under actual 
conditions of 2015 (oil price $51.4/bbl and exchange rate 37.7 rub/$), 
the ‘tax maneuver‘ had an adverse impact on oil production (199 
rub/t) but its scope proved to be significantly less important than 
negative impacts of plummeting world oil prices (1,904 rub/t).
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*  Estimated for an average KHMAO case; oil fields with no tax benefits; cost of funding is not included.

Source: VYGON Consulting

Fig. 18. Factor analysis of changes in upstream sector’s free cash flows in 2015*, Rub/t
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in 2012-2015 Russia was adding in operation 6,600 oil wells a year 
on the average (84% producing wells). New wells at brownfields (i.e. 
without major booming greenfields) produce about 35 mt of oil in 
the first year of operation (operation factor 0.48) and 55 mt in the 
second year.

in 2015, additions of new producing wells in the sector as a whole 
rose by 2.6% with total growth of footage drilled by 11.3% (this was 
largely due to change-over to deeper pools and more horizontal 
drilling). russia’s average production rate for new wells has been 
steady in 2014-2015 – around 34 t/d.
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Source: Russian Ministry of Energy, VYGON Consulting

Fig. 19. Additions of producing wells in Russia, thous. wells
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Drilling growth in russia has been due to addition of new fields where 
economics in most cases is supported by tax benefits as well as 
due to brownfields where new drilling still remained profitable. To 
exemplify this, we offer a comparison of Irrs (internal rates of return) 
for one-well drilling projects at brownfields in KHMAo and Tatarstan. 

The projects under study have the following assumptions (fig.20):

 � depletion of the KHMAo field is assumed at 50% in the year 
when a new well is to be drilled (which is roughly the current 
average level for the region), and at 80% for the Tatarstan field 
(to test drilling economics at the field which is about to enjoy 
MET tax benefits for depleted reserves); 

 � initial production rate of the new well on KHMAo field is 
assumed at 30 t/d, and that of Tatarstan field 8.5 t/d. Water cuts 
in new wells are assumed to be 25% and 45% respectively;

 � with a view to a well’s economic life and pre-set parameters 
of initial productivity and watering, cumulative production 
is 130,000 t for the KHMAo well and 25,000 t for Tatarstan 
well. note that this reduces unit costs per one well thanks to 
economy of scale.
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Source: VYGON Consulting

Fig. 20. New well drilling economics for typical brownfields in Tatarstan and KHMAO, 
US$ per barrel of cumulative oil produced under 2015 conditions

Tatarstan KHMAO

6.8

5.6

13.4

12.4

2.4

51.0

MET

Urals price

0.3

Transportation costs

Export duty

Other taxes

3.6

Profit tax

Operating costs

Capex 4.3

Discount rate (@12%)

2.2

NPV

12.1

17.5

6.4

2.2

51.0

5.5

0.3

2.1

2.3

2.7

the analysis suggests that the current situation in the oil sector 
looks good for medium flow rates (Irr about 27%). of course, low oil 
prices have limited drilling profitability in fringe and marginal zones 
as well as company’s capabilities to use costly tertiary enhanced 
oil recovery techniques which are not very important for total oil 
production because of their insignificant scale of use.

also, adverse price environment caused postponements for some 
investment projects in offshore assets and difficult reserves but 
the effect of such decisions would be seen beyond the 2020-2025 
timeframe and in no way will change the rising oil supply trend in 
2016-2017.
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despite relatively high annual growth rates in condensate production 
(+1% in 2016 and +4% in 2017), condensate accounts for a mere 
5% of total growth in the production of liquid HCs in russia in 2017 
if compared to 2015. While in 2010-2015 production growth rates 
of liquid HCs have always exceeded those for crude oil as the gas 
industry extracted more and more wet gas, it will be the oil industry 
that is likely to make a major contribution to production increases 
in 2016-2017 (figure 21). 

Source: VYGON Consulting

Fig. 21. Growth in Russia’s oil and condensate production on a year-to-year basis, mt
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We are conservative in estimating the potential for gas condensate 
production growth in 2016-2017 and do not expect to see the 2015 
record high again. a minor increase (in terms of contribution to 
russia’s total output of liquid hydrocarbons) can be provided by 
Gazprom which gradually moves to develop deeper Valanginian and 
Achimov formations in its conventional fields, and rosneft (rospan), - 
jointly they can overspan the incipient condensate production decline 
at NoVATEK’s and Nortgas’ gas brownfields.

PROJECTION FOR 2016- 2017: 
NEw RECORD HIGHS
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Source: VYGON Consulting

Fig. 22. Crude oil and condensate contribution to Russia’s liquid HC production growth in 2016-2017, mt
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Driving a new wave of greenfields, russia will demonstrate further 
escalation of its oil production despite low oil prices as the major 
spendings in field preparation for full-scale development have already 
been made. The seventeen largest greenfield projects that we have 
studied above will jointly provide 16-17 mt of annual production 
growth in 2016-2017. 

in addition, as noted earlier, the industry still has an acceptable level of 
profitability in new drilling. We estimate that in 2016-2017 production 
from new wells and workover programs on the operating brownfields 
(excluding major greenfields which are dealt with separately) will 
compensate for up to 90% of the baseline production decline, i.e. 
about 45 mt/y (figure 23).

if the april meeting of the world’s largest oil producers on output 
freezes3 (at the January 2016 level – 10.95 mbd what is roughly 
equivalent to our estimate of russia’s production of liquid HCs, 545 
mt for a leap year) were successful, the 2016 output could in theory 
have been arrested at the agreed levels, for instance, by delaying the 

3  for more details see a report by VyGOn Consulting ‘Russia, united states and 
oPEC: who controls the World oil Market?’, April 2016.
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start of some major greenfields. However, it would be impossible 
to stop the ‘flywheel’ of russian oil production in 2017 – our base 
scenario projects that russian output of liquid HCs will grow to 11,38 
mbd or 565 mt, this being very close to an absolute record high for 
oil and gas condensate production set in 1987 by rSfSr (569.5 mt).

finally, we expect that production of liquid HCs in russia will be 
growing at the rate of 3.7% in 2017 which would be a record for the 
past 10 years.

 

*  Production from 2012 carryover wells. 

Source: VYGON Consulting

Fig. 23. Production of liquid HCs in Russia by categories in 2013-2017, mt
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We expect that by the end of this year Messoyakha and filanovsky 
fields will be put into operation, while imilorskoye, severo-
rogozhnikovskoe (Shpilmann) and Srednebotuobinskoe (Taas-
Yurakh) fields will increase production and in turn become growth 
leaders in 2017.
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Source: VYGON Consulting

Fig. 24. Oil production by 17 largest greenfields broken down into groups  by development phase, mt
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Messoyakhskoye (Gazpromnest), Filanovsky (LUKOIL), Severo-Rogozhkinskoye (Surgutnestegas), Suzunskoye 
and Naulskoye (Rosnest)

Booming greenfields in 2015-2017: 
Prirazlomnoye and Novoportovskoye (Gazpromnest), Trebs and Titov (Bashnest in partnership with LUKOIL), Imilorskoye (LUKOIL), 
Labaganskoye and Srednebotuobinskoye (Rosnest), Yarudeyskoye (NOVATEK) and INK

Old greenfields that reached plateau production in 2015: 
Verkhnechonskoye and Uvat (Rosnest), Burnestegaz (Bashnest), Talakanskoye (Surgutnestegas)

2014

6.2

20172015 2016

32.4

29.2

28.6

39.1 21.8

30.0

55.6
3,8

9.4

29.7

14,8

72.6

26.2

Given high uncertainty regarding the timing and variations of 
production at new fields, we cannot exclude a real risk of deviations 
from projected levels of oil production. Accuracy for 2017 is 3-5 mt/y. 
Of course, any radical changes in the tax laws and/or above mentioned 
basic macroeconomic assumptions can significantly affect production 
changes but still a rising trend will prevail in the coming years.
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 � 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 
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.

oil refininG seCtor

SECTION SUMMARY
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Russian primary processing growth observed over the past 15 years 
(excluding the stagnation years of 2001 and 2009) was replaced by 
a 2.3% decline in 2015 (figure 25). Crude oil refining fell by 8.4 mt, 
while gas condensate processing grew by 1.9 mt.

 

Source: Russian Ministry of Energy, VYGON Consulting

Fig. 25. Primary oil and condensate refining in Russia in 1999-2015, mt
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reduction of oil processing was caused by refinery operations being 
streamlined in a low price environment.

In 2014, an average russian refinery had a margin of $9.8/bbl 
which was a result of several countervailing factors. By virtue of 
low refining margins in Europe, the margin of an industry-average 
russian refinery was negative in European prices and amounted 
to  -$5.4/ bbl in 2014 with logistics factor (cost differential between 
exports of crude oil and oil products) contributing -$9.2/bbl. Thus, 
the margin of an industry-average refinery under netback pricing 
(European price less transportation costs for crude and products) 
would be $14.6/ bbl (figure 26). 

REFINING IN 2015: 
CHANGE OF TRENDS
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Positive factors that made up such a high refining margin were 
the state’s customs subsidy as a difference between the duties on 
crude oil and oil products (+$16/ bbl) and domestic market premium 
(+$5 / bbl). 

In 2015, all these factors forming the russian refining margins 
changed greatly. the margin in european prices rose mainly due to 
bigger differentials between the prices of crude oil and oil products 
in europe but also because of lower costs of processing and 
transportation due to rouble devaluation.

 

*    Industry-average refinery yields, Ural-Volga.
**  Transportation cost differential for exports of crude oil and products.
*** Difference between export duties for crude oil and products.

Source: VYGON Consulting

Fig. 26. Main factors contributing to refining margin*, $/bbl
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Key factor that caused the refining margin to decline was the reduction 
in the export subsidy from $16/bbl to $5.9/bbl. This was mainly due to 
a drop in oil prices what, because of specificity of the price formulas, 
has led to narrowing the differential between customs duties for crude 
oil and oil products. the original plan was to change the rates of duties 
on crude oil and oil products since 2015, in particular to introduce 
a 100% duty on dark oil products. in 2015 prices, this would lead to 
additional reduction in the size of the refining margin by $2.2/bbl but 
finally the environment for domestic refining has been softened a bit 
as a result of the ‘tax maneuver’ (figure 27).
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Source: VYGON Consulting

Fig. 27. Factors that contributed to the customs subsidy change in 2015 versus 2014, $/bbl
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In contrast to the 2008-2009 oil price slump caused by global financial 
turmoil, in 2015 prices were set to drop mainly due to overproduction 
of oil. Prices for oil products were falling at a slower pace than 
those for crude oil, and as a result the refining margin increased 
(particularly in Europe). A complex (cracking type) European refining 
margin almost doubled in 2015, and that brought the margin of an 
average russian refinery in European prices into the positive values 
(figure 26). 

Variations in differentials between the prices of oil products and 
crude oil (so-called crack spread) have been diverse. Crack spreads 
for middle distillates have been declining for a third year in a row, 
while rising for naphtha (straight-run gasoline) and motor gasoline. 
Crack spread for premium gasoline has grown to a record high of  
$18/ bbl over the last seven years in 2015 to overtake that of diesel 
fuel (figure 28).
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Source: Corporate reports, VYGON Consulting

Fig. 28. Changes in crack spreads of key oil products in NW Europe versus Urals blend
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there is a high risk that crack spreads in the european market place 
will be declining. a high gasoline crack spread has formed due to 
growing consumption in the united states. a crack spread for diesel 
fuel will go down following the expansion of hybrid vehicles with 
gasoline engines and electric vehicles as well as due to fewer tax 
preferences for diesel fuel under the state excise policy. Having 
completed their modernization, Russian refineries are willing 
to increase deliveries of diesel fuel and gasoline to oversupplied 
european markets, and this will also have a negative pressure on 
oil product prices. 

Most refineries that have stepped up their processing considerably 
consume light low-sulfur West Siberian crude oils (with sulfur 
contents less than 0.6%, density up to 0.85 g/cm3) or gas condensate 
as it is the case at ust-luga plant where stable gas condensate 
is fractionated and treated (figure 29). on the other hand, a lot of 
refineries that have cut their processing use sour and high-sulfur 
crudes with lower content of light fractions.
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Source: Russian Ministry of Energy, VYGON Consulting

Fig. 29. Changes in oil processing by refineries in 2015 compared with 2014, mt
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Nationwide, oil processing at refineries that use medium and below-
medium quality crudes fell by 11.6 mt while processing of light sweet 
crude oil rose by 1.4 mt and that of gas condensate by 3.6 mt (see 
figure 30).

 

Source: VYGON Consulting

Fig. 30. Changes in processing of crude oil and condensate of various quality by Russian refineries 
in 2015 compared with 2014, mt

-11.6

-6.5

Light low-sulfur crudes

+3.6

+1.4

Medium and below-medium quality crudes

Total change in refining

Gas condensate

the main reason for such changes is economic. the price of oil coming 
to russian refineries does not depend on its quality and is tied to Urals 
blend. Processing a light sweet crude oil yields more light products 
with less sulfur contained in primary distillation fractions. thus, when 
such crude oil is processed the value of primary distillation products 
is higher than that of products obtained after refining medium quality 
crudes with similar cost of raw materials. Simple refineries (i.e. 
refineries with no deeper conversion processing) consuming medium 
quality crudes and located in the heartland of Russia generated 
negative margins in 2015 (figure 31). 

Respectively, negative has been the margin of a ‘simple’ processing 
tier (i.e. primary distillation) not followed by secondary processes 
of a more ‘complex’ refinery. The product basket of such a tier is 
similar to simple refineries: straight-run fuel oil, heating gasoil and 
straight-run gasoline. if secondary processing is used to some degree 
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(for example, diesel hydro-treating), this tier’s margin improves as 
compared with simple refining margin thanks to more expensive 
products (producing diesel fuel in place of heating gasoil).

refineries that had stepped up their primary processing volumes 
during the high customs-subsidy period were forced in 2015 to cut 
their less efficient processing tiers. Interestingly, a simple favorable 
location (near-border) refinery processing a light sweet crude oil had 
a positive margin in 2015 similar to that of complex refineries located 
very far in the ural-Volga region.

 

Source: VYGON Consulting

Fig. 31. Refinery margin of typical Russian plants (varying locations, qualities of input crudes
and configuration) in 2015, $/bbl
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Logistics gaps for the refineries oriented for European market vary 
in the range from -$1.2/bbl (Tuapse) to $8.7/bbl (omsk). To offset 
such gaps, the refineries of the Central russia, Volga-Ural region 
and Siberia should secure that light products account for a significant 
share in their output basket, and this has already been done by some 
refineries through improving their configuration and/or input crude 
quality.
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Source: VYGON Consulting

Fig. 32. Distribution of largest Russian refineries oriented for Western market, with account to logistics 
and light-product yields (configuration + input crude quality) in 2015
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Restructuring of the oil refining sector has had a number of 
consequences, in particular, lower qualities of exported crudes as the 
export mix is stripped of light low-sulfur oil the latter being subjected 
to processing on an increasing scale, while the proportion of lower 
quality oils is growing due to their reduced supplies to Russian 
refineries. 

With no explicit oil quality differentiation for oil prices, export-
oriented simple refineries that do not produce commercial gasoline 
for domestic market, process crude or condensate and are located in 
relative proximity to the border (favorable location) can still operate 
profitably without spending money on serious upgrades.

Improved quality of refined crudes has become one of the factors 
for a higher share of light products that rose from 67% in 2014 to 
70% in 2015.
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another factor is a higher utilization rate of secondary processing 
methods this resulting in rising outputs of all light products, except 
for kerosene what is explained by lower domestic market demand 
(figure 33). At the same time, dark oil products such as vacuum 
gasoil, fuel oil and others have been produced on a lower scale.

 

Source: VYGON Consulting

Fig. 33. Changes in production of main refined products in 2015 versus 2014, mt
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Primary processing plunged in 2015 while secondary refining 
utilization increased. in particular, basic deeper conversion processes 
such as catalytic cracking (1.5 mt) and hydrocracking (1.4 mt) were 
used on a bigger scale. this came as a result of both new additions 
in 2014 and 2015, and better utilization of existing capacity. 

In particular, Bashneft increased utilization of catalytic cracking (by 
0.55 mt) and hydrocracking units (by 0.4 mt) without building new 
deeper-conversion capacities; a hydrogen facility was launched 
for that purpose. nORsi started a new catalytic cracking unit, and 
tanekO stepped up the utilization rate of its hydrocracking facility 
added in operation in 2014.
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Source: VYGON Consulting

Fig. 34. Changes in utilization of basic secondary refining processes in Russia in 2015 
as compared with 2014, mt
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a set of quadripartite agreements between the oil companies, 
Federal antimonopoly service of Russia, the Federal service for 
Environmental, Technical and Nuclear oversight (rostechnadzor), the 
federal Agency for Technical regulation and Metrology (rosstandart) 
was signed in 2011, including a timetable for the addition of new 
and renovated refining units. The companies were keeping to their 
commitments for several years, with no much delay. However, 
the trend changed in 2015: only 11 out of 25 planned secondary 
processing units were put onstream. the rest of additions were 
postponed until later.

Addition delays have almost not influenced provision of the domestic 
market with class-5 motor fuels which have to be adopted since 1 
January 2016. Conditioning processes required in the production 
of environmentally clean fuels have been installed on time at most 
russian refineries except Angarsk NHK which failed to commission 
a gasoline hydro-treatment unit. 
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Conversion to class-5 motor fuels was later delayed until 1 July 2016 
because of fears over gasoline shortages in the market. However, low 
demand for gasoline and its rising supply by other refineries made 
it possible to close the balance while non-conditioned fuel was sent 
for exports.

Production of diesel fuel that complies with technical regulations 
by far exceeds domestic demand, and delays to commission the 
conditioning units did not result in undersupply of diesel fuel of the 
5th environmental class. For example, delays to commission the 
hydro-treatment units for diesel fuel production at Afipsky, Maryski 
and Ilskiy refineries did not affect domestic supplies of diesel fuel 
compliant with appropriate technical regulations because the above 
mentioned refineries do not produce such fuel. The largest additions 
of deeper-conversion capacities in 2015 were made at lukOil-
owned NoS in Perm (oil residue refining unit) and at NorSI (catalytic 
cracking unit).

 

Source: VYGON Consulting

Fig. 35. Planned and actual additions of refining capacity in 2015, thous. t
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Changes in crude oil and condensate refining in 2016-2017 will be 
determined by the following two divergent trends:

 � decline in simple processing as further optimization will 
proceed in a low refining-margin environment (this mainly 
concerns processing of sour and high-sulfur crude oils); 

 � Growth in refineries that are set to add new primary and 
secondary processing units in 2015-2017 and refineries that 
already process light sweet crudes.

simple processing of urals blend in the ural-Volga region under our 
base scenario ($40/bbl) in 2016 gets a negative refining margin of 
$5.7/bbl (figure 36). The negative margin of a simple refinery will 
mainly be determined by a logistic gap that will be lower for enjoying a 
favorable location refineries. Therefore, such refineries located close 
to the border will process urals crude with a margin of around zero 
(-$1.1/bbl if the price is based on export netback pricing, but this can 
be offset with regional premiums on domestic sales of some of the 
output), while refining of light sweet crudes by enjoying a favorable 
location refineries will secure positive margins.

Source: VYGON Consulting

Fig. 36. Refining margin for a simple refinery with different locations and different input crude 
qualities in 2016, $/bbl
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Customs subsidy will remain to be one of the most important 
factors for refining economics in 2016-2017. In 2016, under the 
‘tax maneuver’, the customs subsidy was planned to go down by 
$1.7- 2.1/ bbl following the slumping oil prices. The growth in the 

REFINING EXPANSION 
IN  2016-2017
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export duty for crude oil (with a 0.42 ratio preserved instead of the 
previously envisaged 0.36) partially offset the price drop but still the 
reduction in the customs subsidy is about $1.4/bbl. 

legislation provides that the export duty for crude oil comes down 
in 2017 (0.3 instead of the currently applied 0.42) while ratios will be 
modified in the calculation of export duties on oil products, this likely 
to bring about lower customs subsidies compared to existing ones. 
if oil prices go up to $50/bbl as we expect, the subsidy will increase 
greatly as compared to 2016, while for complex refineries it will even 
be slightly higher than in 2015 (figure 37).

 

Source: VYGON Consulting

Fig. 37. Factors affecting the customs subsidy in refining in 2016-2017 for a simple and complex 
refinery plant, $/bbl
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one might expect a more favorable scenario for oil refining – if the 
current arrangement for the calculation of export duty on crude oil 
remains unchanged in 2017, too, then the customs subsidy granted 
by the state to domestic refineries will be even higher.



VYGON Consulting

May 2016         Russian Oil Industry: 2015 Results and Outlook for 2016-2017

46

With a very low level of refining margin, most refineries processing 
urals blend and located far from the border will continue optimizing 
their capacities and reduce refining volumes in 2016. This reduction 
may partly be offset by refineries that have built up their primary 
distillation capacity in 2015 and that processed light sweet 
crudes – such as Volgograd refinery (capacity addition +3 mt) and 
Novoshahtinsk refinery (+2.5 mt). Total capacity of profit-making 
refining of crude oil and gas condensate in 2016 amounts to 274 mt 
while around 40 mt of primary capacity will still operate at a loss at 
crude oil price of 40 $/bbl (figure 38). Ultimate reduction of primary 
distillation in 2016 is estimated at 3% compared to 2015. 

 

Source: VYGON Consulting

Fig. 38. Supply curve of Russian refining industry in 2016
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Profitable production of gasoline will total 40 mt (figure 39) which 
is 0.8 mt above the level reached in 2015. not all produced gasoline 
will be compliant with Class-5 environmental standards, and such 
substandard product mainly produced by major refineries such as 
Kirishinefteorgsintez, orsky and Angarsk refineries will be exported.
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Source: VYGON Consulting

Fig. 39. Gasoline supply curve in 2016
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There will be several factors that will influence refining economics in 
2017. firstly, we can expect a rise in refining margins when the oil 
price will be at $50/bbl. Secondly, the least efficient fuel oil tiers in 
processing will have been reduced in 2015-2016 already, and this will 
cut the scope for optimization. Thirdly, 2016 will see major additions 
of secondary processing capacity which utilization will require a 
certain level of primary refining, and this will simultaneously raise 
the margin of relevant processing tiers. In 2016 Volgograd refinery 
plans to add a vacuum gasoil hydrocracking unit, TAIf – a deeper 
oil residue processing complex (VCC based technology), Kuybyshev 
refinery – a cat cracking unit. other planned additions include an 
isomerization and cat cracking units at Antipinsky refinery; some 
more projects will be completed.

Based on all these factors, our base scenario projects a prevailing 
growing trend for the refining industry in 2017 though its output 
would not exceed the level of 2015 (figure 40). Backed with additions 
of secondary processing capacity, gasoline production will grow up 
significantly to 42 mt.
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Source: VYGON Consulting

Fig. 40. Forecast of primary processing in 2016-2017, mt
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It is likely that oil refining volumes will go down in 2017 and this can 
be driven by several factors:

 � lower oil prices as compared with our base scenario (say, 
$40/bbl or even less);

 � Lower refining margins in Europe;

 � reduced customs subsidy for the refining industry and adjusted 
export duties;

 � restraints on deliveries of light sweet crudes to refineries (no 
growth or even reduction in volumes);

 � drop in domestic market premium with poor internal demand 
for gasoline and/or forced control of pricing by the state.
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 � 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.

 � 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.

 

SECTION SUMMARY
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lower primary processing and higher production of liquid 
hydrocarbons in 2015 resulted in a 20 mt hike of Russian exports to 
243 mt (including CIS countries). This has broken the longstanding 
declining trend as russian exports of liquid HCs decreased repeatedly 
over the 2004-2014 period at an average annual rate of 2 % amid 
weak production growth and simple primary processing buildups.

*  Export balance was adjusted for a single change in oil stocks contained in pipeline system in 2015.

Source: VYGON Consulting

Fig. 41. Exports of crude oil and stable gas condensate from Russia, mt

252

-5

2005 2007

258

+6.0%

2008

+5.5%

271

2017

+20

256

+8

-6

2012

222

+11

2016

235

2010

241
243

2011

249250

20152009

-1.5%

243

2013 2014

254

2004

258

2006

242

R
is

in
g 

pr
od

uc
tio

n

D
ro

p 
in

 r
efi

ni
ng

R
is

in
g 

pr
od

uc
tio

n

R
is

in
g 

re
fin

in
g

Ch
an

ge
 in

 s
to

ck
s*

Based on our projections for changing oil and gas condensate output 
as well as refining dynamics in the domestic market, russian exports 
of liquid HCs are estimated at 260.3 mt in 2016 and 275.7 mt in 2017 
which will become another industry record high.

looking into the exports structure by destination, it is worth noting 
that, though the recent years have seen traditional increases in 
eastbound sales of crude oil, exports to europe also showed growth 
by 10 mt in 2015. 

EXPORTS OF CRUDE 
OIL AND PRODUCTS
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Non-Transneft oil deliveries have risen, too, - thanks to progressing 
outputs from such fields as trebs and titov, novoportovskoye, 
Prirazlomnoye, sakhalin Psas.

 

Source: Corporate reports, VYGON Consulting

Fig. 42. Changes in Russian crude oil exports by destination, mt
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according to customs statistics of China4, Russia became the second 
largest crude oil supplier to China in 2015 outranking angola. Russia’s 
export to China was 42.4 mt (+9.3 mt or +28% versus 2014) while 
the top crude oil exporter to China was saudi arabia with 50.6 mt 
in 2015, a slightly smaller growth of 1.8% as compared with 2014.

Considering that esPO oil pipeline’s extension is only planned for 
2020, a large part of the additional crude oil exports in 2016-2017 
would be destined to europe.

It must be noted that increased flows of Urals crude to Europe that 
will rise in 2017 by 19.5 mt (390,000 b/d) vs 2015 are likely to further 
widen the spread between urals blend and Brent benchmark.

4  the General administration of Customs of China 
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There will be no problems with free capacity in Transneft pipeline 
system to serve increasing oil transportation demand for Western 
routes thanks to Bts-2 capacity expansion up to 50 m t in 2015. also, 
some of crude oil from new fields (about 40% of their incremental 
extraction in 2017 compared to 2015) will not be transported through 
the Transneft system but instead will be shipped by sea directly from 
the fields. Such projects include Trebs and Titov, Novoportovskoye, 
Prirazlomnoye, filanovsky fields.

 

Source: Corporate reports, VYGON Consulting

Fig. 43. Estimate of Transnest free pipeline capacity, mt
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We expect a slight decline in the total amount of Transneft effective 
free capacity in 2016-2017, however, the system’s ability to transport 
crude oil remains at a comfortable level (more than 60 mt). Utilization 
of the system in 2017 is expected at 79% while it used to operate at 
the designed 90+% utilization factor for a very long period well before 
the Bts, Bts-2 and esPO pipelines were put onstream.
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By 2017, we expect bigger supply of light oil products and smaller 
supply of dark oil products as a result of reduced primary processing 
and addition of deeper-conversion processes. With declining 
domestic demand, all extra quantities of light refined products are 
set for exports which are likely to increase from 82 mt in 2015 to 
95 mt in 2017. 

the size of dark oil product exports has actually no relationship with 
domestic market demand and declines just as the supply of those 
products does.

 

*  Imports are negligible and are accounted for balance purposes together with refined product supply.

Source: VYGON Consulting

Fig. 44. Balance* of refined oil products in Russia, mt
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in 2015, Russia’s domestic market demand for gasoline has fallen 
for the first time since early 2000’s, even if Crimea is to be accounted 
for. Interestingly, even a harsh 2008-2009 economic recession could 
not affect gasoline market’s positive dynamics, but in 2015, according 
to our estimate, consumption declined 1.3% compared to 2014 to 
35.4 mt.

 

Source: VYGON Consulting

Fig. 45. Gasoline demand in Russia, mt
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Before 2013, the Russian gasoline market has witnessed two 
differently directed trends. on the one hand, demand for high-octane 
gasoline grew quickly due to rapidly growing fleet of new passenger 
cars. On the other hand, old-timer vehicles, mostly trucks, were 
retiring progressively this leading to dropping consumption of low-
octane gasoline. 

from 2014, the car fleet accounts for about 80% of total demand for 
motor gasoline in russia. Heavy-duty trucks have almost completely 
switched to diesel fuel while changes in light-duty commercial fleet 
have had no significant impact on the gasoline market, either. 
therefore, the market of gasoline has been driven mainly by car 
sales and intensity of car uses. 

GASOLINE MARKET
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Economic changes are reflected in gasoline demand through real 
disposable per capita personal income (with account to using 
consumer loans to buy cars); this income when it fluctuates may 
affect the sales of new cars and intensity of car uses in general.

 

Source: Rosstat, VYGON Consulting

Fig. 46. Changes in personal income and gasoline demand by car fleets
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upward dynamics in gasoline consumption is ensured by growing 
number of active car fleets. An active fleet means vehicles up to 10 
years of age operating in the most intensive way. it is the strength of 
this car fleet that determines changes in demand for motor gasoline 
while the active fleet in turn is renovated and expanded through sales 
of new cars. 

Change in car sales has a delayed effect on consumption of motor 
fuels. This is due to the fact that, just as in the case of drilling (see 
chapter ‘oil Production’), the utilization rate of a new car in the first 
year is about two times less than in the second year. as a result, when 
sales plunged sharply in 2009 gasoline demand had positive dynamics 
thanks to significant car sales over 2007-2008 while the effect of 
the sales slump in 2009-2010 became evident in 2013 when the 
fresh cars could not secure high growth rates of domestic gasoline 
consumption. 
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Falling personal incomes and rouble devaluation over a relatively bad 
2014-2015 period hit the sales of cars and made gasoline demand 
collapse real.

No optimistic economic expectations in 2016-2017 and the slump 
of the new car market in 2014-2015 are likely to significantly affect 
the active car fleet. These factors will accelerate the drop in demand 
for gasoline which will be falling, as we expect, at an annual average 
rate of 3.9% in 2016-2017. Even a strong economic growth beyond 
the projected horizon would only make gasoline demand dynamics 
positive with a time lag of at least two years.

 

Source: Autostat, VYGON Consulting

Fig. 47. Gasoline demand by types of vehicles and car sales
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Gasoline manufactured in russia is in fact sufficient to cover the 
requirements of the internal market. supply buildups expected in 
2016-2017 with plummeting demand in the background would only 
add to a glut of gasoline that will be simply exported.

 

Source: VYGON Consulting

Fig. 48. Gasoline supply/demand balance in Russia, mt
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Oddly as it may seem, when there was a surplus of about 3 mt of 
gasoline in 2012-2015 (or 8% of supply) russia needed to import 
fuel. In fact, a surplus of certified product is about 1 mt annually 
as about 2 mt of exported product represent ai-80 motor gasoline 
redundant in Russia.  

the presence of imports also has an economic rationale requiring 
that part of supplies be redirected from the domestic market to 
neighboring asian countries. in parallel, the product leaving the 
domestic market is replaced by imported supplies from the eurasian 
Economic Union. for example, logistically it appears efficient to 
provide gasoline-deficient Kazakhstan with russian supplies from 
refineries of Ural-Volga region and Siberia while Central russia could 
be ‘fueled’ by Belarusian refineries.

BALANCE OF GASOLINE 
MARKET
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refinery revamping plans were developed in 2011-2012 to increase 
the production of gasoline. However, actual gasoline demand grew 
at a significantly lower rate than projected while in 2015 motor 
gasoline consumption even declined, and this largely caused revision 
of corporate upgrading projects. Major new inputs of gasoline 
production capacity are expected in 2016-2017, but it looks like all 
newly manufactured products will be redundant in the domestic 
market. 

In 2017, we expect that gasoline exports will grow up to 9.1 mt 
which exceeds a 20% share of the total supply. in our view, this 
will hold domestic gasoline market premium vis-a-vis export parity 
at a relatively low this year’s level and will make it difficult for the 
companies to pass the cost of growing excises over onto consumers 
should another decision to increase excise taxes be taken. 

as almost one hundred percent of gasoline consumed in Russia is 
marketed through filling stations, we shall take a closer look how 
the retail price is set (figure 49). 

The following three main elements can be identified within the retail 
gasoline pricing:

 � wholesale gasoline price is tied to european markets because 
of an export alternative. Ex-refinery price is set on the export 
netback basis (i.e. european price less export duty and all 
transportation costs). A certain domestic market premium 
(or discount) is added to export parity depending on variations 
of the regional supply and demand balance within the local 
refinery supply range. for gasoline, the domestic market 
premium is set mainly because of a very small size of gasoline 
export which is less than 10% of total Russian supply. Besides, 
the parity itself is very conditional as the exported gasoline by 
quality does not conform to European standards; in fact, the 
one that is marketed in Russia has only recently approached 
Euro 5 standard; 

 � taxes: excises and Vat are charged down the chain from the 
wholesale pricing to the retail level. taxes and export duties 
charged on big wholesalers are already included in wholesale 
price;

 � retailer economics – extra operating costs and margin of 
small wholesalers/retailers directly linked to businesses that 
purchase refined products at wholesale prices and market 
them to final consumers at filling stations.
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* Operating costs of small wholesalers and retailers including depreciation.

Source: VYGON Consulting

Fig. 49. Dynamics and structure of АI-92 gasoline retail price, Rub/l
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In 2014-2016, the ex-refinery wholesale price represents on average 
53% of the final AI-92 gasoline retail price including an 8% element 
that accounts for wholesale export-parity premiums. in 2015, with 
higher export netback values the domestic wholesale price for gasoline 
increased very little due to sluggish Russian demand thus downplaying 
all internal market premiums while in the first quarter 2016 it has 
seen considerable decline in export-based netback values, escalated 
domestic market premiums have offset the plunged wholesale price 
as compared with 2015.

Tax component (excise taxes and VAT) in the price of gasoline was 30% 
on average in 2014-2016. Changes in the structure of final prices for 
refined products in 2015 versus 2014 make visible the ‘tax maneuver’ 
effect that contributed to a higher export netback price when the 
customs duties were adjusted and to lower excise taxes.

Costs of individual filling stations differ significantly and depend on 
sales (economy of scale), format (size of land holding, quality of 
service, availability of ancillary services, etc.) and remoteness (gas 
station from the tank farm and the tank farm from the refineries). 
according to our estimates, average costs of small wholesalers and 
retailers in the central region of Russia account for about 10% of the 
final price of gasoline. 
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another 6% is represented with retailer margin which is the most 
volatile component of the final price featuring regional competition.

Below you can see a factor analysis explaining dynamics in retail 
prices for AI-92 in 2015 as compared with 2014 in the central region 
of russia (figure 50).

 

*  Effect of lower customs duties following oil price collapse at rates preset for 2014-2015 prior to ‘tax maneuver’.

Source: VYGON Consulting

Fig. 50. Factor analysis of changes in retail prices for AI-92 gasoline in Central region of Russia 
in 2015 as compared with 2014, in Rub/l
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Average retail price for AI-92 gasoline in the Central region of russia 
was around 31.4 Rub/l in 2014. thanks to a world market oil price 
plunge and provided there were no other components in the domestic 
retail price, russian consumers would have started to pay 9.9 rub/l 
less in 2015 (-31.5% vs 2014).
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However, russian export duties on oil products have decreased after 
the fall in oil prices while rouble devaluation led to a hike in rouble 
retail prices at filling stations. ‘Tax maneuver’ had no significant 
impact on gasoline retail price (just +0.4 rub/l). In turn, the oil 
companies failed to keep gasoline export parity premiums at the 
2014 level, and that was why the final consumer price growth was 
held back to a mere 2.6 rub/l. As retail prices for AI-92 gasoline rose 
6% to 33.3 rub/l in 2015, we estimate that retailers’ gross profit 
grew from 4% to 8%. 

Excise taxes for motor fuels have been adjusted from 1 April 2016 in 
russia – tax rate for Class 5 gasoline increased by 34.5% to 10,130 
rub/t. We expect this will result in a further 7% rise in gasoline retail 
prices with a lag in time.

We believe that one should also foresee a risk of a situation where 
the Government would be willing to again use the ‘excise tamper’ 
policy amid budget funds deficit, not least because actual motor fuel 
price rises have been much lower than the ones the Government was 
prepared to allow when it took ‘tax maneuver’ decisions under very 
high oil prices5.

5  for more details see the VYGoN  Consulting study ‘oil ‘Tax Maneuvers’: What Comes 
Next?», May  2015
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diesel fuel in Russia is mainly used by trucks and buses as well as 
off-road vehicles (in agriculture, quarries, construction, railway and 
other uses). Diesel fuel personal cars have not been used on a wide 
scale until now.

the automotive segment is the most important driver of changes in 
demand for diesel fuel; it accounts for more than 60% of the russian 
domestic market for diesel fuel. automotive sector increased its 
consumption by 76% in 2015 compared to 2004 (average annual 
growth rate of 5.3%). for comparison, demand by off-road vehicles 
rose on average by only 1.9 % per annum over the period.

 

Source: VYGON Consulting

Fig. 51. Structure of Russia’s demand for diesel fuel in 2015
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Rapid growth of road transport fuel demand was accompanied by 
overall dieselization of trucks and buses, on the one hand, and bigger 
demand for automotive freight/passenger transportation, on the 
other. Consumption of diesel fuel by trucks in 2015 accounted for 
78% of automotive demand and 48% of total demand for diesel fuel.

DIESEL FUEL MARKET
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Source: VYGON Consulting

Fig. 52. Changes in diesel fuel demand for road + off-road vehicles in 2004-2015, mt
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Substitutes for diesel fuel are, firstly, cheap medium distillates such 
as heating oil and low-viscosity marine fuel. By their qualities, these 
products are similar to high-sulfur diesel fuel that was marketable 
before 2012. 

such fuels were popular among the owners of mobile ground 
equipment as they were inexpensive and many consumers were 
indifferent to fuel quality. These products were price-attractive as 
compared with regular diesel fuel because they were exempt of 
excise taxes. 

in 2013, it became obvious that heating oil once supposed to be 
fired as furnace/boiler fuel, was used improperly as a substitute for 
diesel fuel. Heating oil then began to be charged with an excise tax 
equal to that of diesel fuel of inferior quality in an attempt to stop 
this bad practice. Immediately after the imposition of excise tax on 
heating oil in mid-2013, all surrogate suppliers switched to marine 
low-viscosity fuel which was also exempt of excise tax and originally 
destined for marine engines. 

It was just from January 1, 2016, that the excise tax was introduced 
on all medium distillates that could be used to substitute diesel fuel.

We can remind that any diesel fuel that fails to meet technical 
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regulation is not allowed for marketing in Russia6. that is why 
marketing of heating oil and marine low-viscosity fuel as a substitute 
for diesel fuel is illegal, but still it is taking place on a wide scale. We 
estimate sales of diesel fuel surrogates at around 9 mt in 2014-2015 
this covering more than 22% of total demand for diesel fuel.

 

Source: VYGON Consulting

Fig. 53. How Russian diesel fuel demand is covered, mt
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Because of surrogates, honest producers lose their market niche 
while the state has fallen short of due excise revenues for about 30 
bln roubles in 2015 alone.

diesel fuel market has also fallen as the economy has been weakening. 
Unlike in 2009, decline in diesel fuel demand in 2015 doesn’t look so 
drastic but it is by far not good times, either. 

Except for a flash shock of 2009 after which the market recovered 
quickly, demand for diesel fuel has been growing intensely until 2012. 
the next two years saw the start of economic stagnation and low 
diesel fuel demand growth rates. a negative 2015 has become logical 
succession of economic crisis. 

6  technical regulation ‘On requirements for automotive and aviation gasoline, diesel 
and marine fuel, jet engine fuel and heating fuel oil’.
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the automotive segment, a leading consumer of diesel fuel market, 
has already shown a nearly 4% decline in 2015, while stagnation 
and further deterioration of economic environment may aggravate 
the situation.

Neutral projections for agricultural and railway freight uses make 
general decline in the off-road segment relatively small.

 

Source: VYGON Consulting

Fig. 54. Diesel fuel demand in Russia, mt
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We anticipate reduced transportation activity and road vehicle uses 
in 2016-2017 this resulting in faster decline in demand for diesel fuel 
to 3.8-3.7% per year. 

though we are pessimistic on market prospects in general, there 
is good news for some of its players. introduction of excise tax on 
medium distillates has significantly reduced their cost advantage over 
regular diesel fuel. this does not mean that diesel fuel surrogates 
are likely to completely disappear from the market. Some refineries 
cannot produce a marketable product that meets technical regulation 
requirements for motor fuels, and so they will sell low-viscosity 
marine fuel. Control over the entire marketing chain is not yet perfect. 
However, we expect that sales of diesel fuel surrogates will reduce 
considerably – to 5.3 mt in 2016 and to 3.4 mt in 2017. Honest 
manufacturers, mainly vertically integrated oil companies, may see 
growing sales of regular diesel fuel by 7% in 2016 and 2% in 2017 
thus winning back their market share they lost before.

diesel fuel is traditionally seen as a fuel for any machines equipped 
with diesel engines except sea vessel engines where marine low-
viscosity fuel is used. Heating oil just as fuel oil and other liquid fuels 
is used in heating boilers. 

 

*   Imports are very small (about 0,05% of supply) and accounted in supply for balance purposes.
** Includes demand for gasoil fuels in water transport.

Source: VYGON Consulting

Fig. 55. Supply/demand balance of gasoil fuels in Russia, mt
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note that it is from the soviet times that we have got such 
understanding of the above discussed products. Closely intertwined 
markets for medium distillate fuels in Russia is not something 
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extraordinary. elsewhere in the world, diesel fuel and its direct 
analogues are normally classified as gasoil fuels or simply gasoil. 

There is currently a difficult situation with gasoil fuel balances in 
Russia

1. Supply is on the rise as it is explained with special ‘diesel 
concept’ for upgrading the russian refineries (mass 
construction of hydrocrackers).

2. Internal demand goes down in the wake of stagnated 
economy, and this trend is likely to extend into 2016-2017.

3. It will be harder to maintain domestic market premiums 
to export parity prices as the supply glut of diesel fuels in the 
Russian market continues to strengthen.

4. Consumption of diesel fuel in the European market will 
be declining with recovering oil prices, expansion of electric 
and hybrid vehicles driven mainly by gasoline engines, and 
vehicles running on LNG and liquefied hydrocarbon gases. 
it is very likely that european governments will continue to 
reduce incentives for diesel fuel consumption by adjusting 
their excise policy.

5. Export markets will see stronger competition from Middle 
East refineries that also build up their outputs and exports of 
motor fuels.

6. Crack spreads for diesel fuel in Europe continue to decline, 
and this will affect the economics of export deliveries by 
russian refineries.

 � ultimately, one can see conditions for a ‘perfect storm’ where 
Russian diesel fuel exporters will face serious problems 
with remarketing their products. this would lead to a further 
decline in the price of diesel fuel. With a substantial logistics 
gap that several russian refineries have, efficiency of their 
export operations may drop significantly. We should mind that 
2016-2017 is only the beginning of a negative development 
scenario which probably will be impossible to avoid.
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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

SECTION SUMMARY
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Federal budget revenues are heavily dependent on oil and gas 
revenues, and their drop by 1,900 billion rub in 2015 versus budget 
projections caused a deficit of 2,000 billion rub (figure 56). The share 
of oil revenues in the federal budget fell from 51% to 43%. 

according to budget statistics, the oil and gas revenues only include 
two taxes (MET and export duty) of all the taxes and charges paid 
by oil and gas companies to the federal budget. in particular, the 
oil and gas revenues do not include proceeds from profit tax (0.3%, 
federal budget only), one-off charges (0.3%) and dividend payments 
by oAo rosneftegaz (0.3%). Thus, if we evaluate the contribution of 
the oil and gas sector to the federal budget, it shall be 1% higher than 
the official statistics. However, it is much more convenient for fiscal 
purposes to use a classification where oil and gas revenues include 
just industry-specific taxes tied to world oil prices.

 

Source: Russian Ministry of Finance, VYGON Consulting

Fig. 56. Structure of federal budget revenues, trillion Rub
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‘TAX MANEUVER’ IMPACTS
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a lion’s share in oil and gas revenues is made up by revenues from 
oil industry companies (Met tax on crude oil and export duties on 
crude oil and refined products). In 2015, these accounted for 83% of 
oil and gas revenues (figure 57), the rest is revenues from the gas 
industry. oil revenues were influenced by the ‘tax maneuver’ which 
introduction from January 1, 2015, changed the rates of Met for crude 
oil, customs duties for crude oil and refined products as well as the 
rates of excise taxes on refined products7. In addition, an adjusting 
factor was introduced to the Met rate for gas condensate to be paid by 
gas industry companies, which impact however should be accounted 
for in estimating the effects of the ‘tax maneuver’.

 

Source: Russian Ministry of Finance, VYGON Consulting

Fig. 57. Structure of oil and gas revenues in 2015, trillion Rub
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the settings of the ‘tax maneuver’ have been chosen under 2015 
budget actuals (oil price at $100/bbl, rub/US$ exchange rate of 37.7). 
evaluation shows that under those conditions the ‘tax maneuver’ 
would have had a negative impact on the budget - with revenues 
coming down by 64 billion rub (figure 58). This would also include 
lower proceeds from the excise tax on refined oil products that in 
2014 were for 28% charged to federal budget while in 2015 this rule 
was lowered to 0% to adjust the amount of regional budget revenues.

7  See for details in the VYGoN Consulting study ‘oil ‘Tax Maneuvers’: What Comes 
Next?», May 2015.
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Besides, in 2015 a federal budget setoff was provided in regard of 
duties on lowered jet fuel, naphtha and aromatics via a ‘negative 
excise’ arrangement.

the ‘tax maneuver’ played a positive role when the oil prices plunged 
down – as budget revenues rose by 217 billion rub compared to the 
prior tax regime. therefore, the ‘tax maneuver’ made it possible to 
cut losses from falling oil prices by 10% (oil and gas revenues would 
have reduced by 2.1 trillion rub under the previous tax system).

 

Source: Russian Ministry of Finance, VYGON Consulting

Fig. 58. ‘Tax maneuver” impacts on federal budget revenues in 2015, billion Rub
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Slump in oil prices was offset for the oil companies – unlike for the 
budget – by reductions in tax charges and rouble devaluation. As a 
result, corporate eBitda not only shrank but even rose by 345 billion 
rub in 2015 as compared with 2014 (see figure 59).
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* Rosnest, LUKOIL, Gazpromnest, Bashnest and Tatnest 

Source: Russian Ministry of Finance, VYGON Consulting

Fig. 59. EBITDA of the five top Russian integrated oil companies* in 2014-2015, billion Rub
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In order to cover the budget deficit by devaluation revenues in late 
2015, a decision was made to change the rules for the ‘tax maneuver’ 
– the 2016 rate of customs duty on crude oil was frozen at 42% 
instead of reducing it to a planned level of 36%. it was originally 
expected (with 50 $/bbl oil price) that freezing of the duty would bring  
200  billion roubles to the federal budget but a sharp drop in oil prices 
in late 2015 led to the revision of the forecasts. 

average urals crude price in January 2016 plunged to $28.5/bbl and 
that prompted the government to search for new sources of budget 
revenues. it came up with a decision to increase the rates of excise 
taxes on motor fuel making the total value of oil-related taxes to 
go up by an additional 100 billion roubles. However, higher excise 
taxes are only a partial solution for federal budget problems as the 
revenues from excise taxes on oil products in 2016 under budgetary 
legislation shall be allocated for 100% to regional budgets to refill 
the road funds.
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Source: Russian Ministry of Finance, VYGON Consulting

Fig. 60. Key factors affecting changes in federal budget oil revenues in 2016-2017, trillion Rub
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there is still no serious reason and mature options for changes in tax 
and customs-tariff regime before January 1, 2018 (the only exception 
can be NDD tax for pilot projects though it will not have any sizeable 
impact on budget revenues in early years), so our basic assessments 
stick to current legislation. Based on our oil and product balance 
projections, oil-related revenues in 2016 will decline by another 1,000 
billion roubles compared to 2015 while in 2017 they will return at the 
2015 level thanks to oil price growth.
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New oil and gas reserve classification. Over 40% of discovered 
oil reserves in Russia which have been counted under the old 
classification are found cost-ineffective and stay undeveloped. 
Actual oil production is below projected targets by about 30% while 
such underruns are growing in scale due to low quality of project 
documentation that fails to account for oil economics.

 

* Under old classification of oil and gas resources that was in force before 01.01.2016.

Source: Russian Ministry of Natural Resources, VYGON Consulting

Fig. 61. Structure of current recoverable oil reserves АВС1+С2* in Russia
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Enforcement of the new classification of oil and gas reserves and 
resources will be one of the most significant events in 2016; this is by 
far not just a ‘reedited’ version but its objective is to make the project 
design document a basis for calculating economically recoverable 
reserves and improve the state policy in the field of subsoil use and 
taxation. 

To that end, the State Commission on Mineral reserves (GKZ) assisted 
by VyGOn Consulting experts has worked out principles for economic 
assessment of commercial recoverable hydrocarbon reserves that 
have become part of ‘rules for the preparation of technical projects 
for development of hydrocarbon fields’ signed by the minister of 
natural resources of Russia (presently under approval procedure 
with federal government bodies).

REGULATION INNOVATIONS
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Source: GKZ, VNIIGNI, VYGON Consulting

Fig. 62. Gap between projected and actual oil production outputs in Russia, mt
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economic evaluation enables the companies to get approval of the 
project design proposal as close as possible to real investment plans. 
In fact, we depart from a vicious practice of the state imposing project 
solutions that «on paper» maximize oil recovery factors over the 
imaginary 200 years of project lifetime. 

in assessing commercially recoverable reserves it is proposed to:

 � use macroeconomic assumptions (prices in international 
markets and exchange rates) averaged over twelve calendar 
months preceding the project paper date;

 � introduce a netback pricing approach;

 � break the recommended development scenario into ‘tiers’, 
such as baseline production, new drilling, workover program. 
A set of available options allows the companies to justify while 
the GKZ experts to check economic efficiency of the proposed 
development scenario;

 � assess efficiency of existing and proposed benefits or 
modifications of the tax system;

 � other considerations.
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Transition to a new classification (reconfirmation of all project 
documents and cleaning out of the state balance) will take from 5 to 
7 years. However, it will be possible by 2017 already to adequately 
evaluate commercially recoverable reserves and create a more 
balanced policy of stimulating the oil and gas industry development.

Technology incentives. in 2013, the Russian government and 
relevant federal bodies issued orders to start setting up advanced 
technological trial sites for hard-to-recover mineral reserves (TrIZ). 
Originally eight such trial sites were conceived: tomsk region, tyumen 
region (HMAo), republic of Bashkortostan, Tatarstan republic, 
irkutsk region, kaliningrad region, arctics, sakhalin. it was later 
further proposed to create a trial site «Bitumen» in tatarstan, gas 
trial sites in Zabaikalsky krai and kemerovo region. 

Potential trial sites cover a wide range of difficult-to-recover mineral 
reserves. However, of all the identified projects only the Tomsk site 
(Bazhenov formation and Pre-Jurassic suite) is currently under more 
or less active implementation, and then thanks to enthusiasm of 
GazpromNeft.

there is a number of institutional and regulatory problems that 
constrain the zeal of companies to work on these sites:

 � no definition and concept of the site, no mention of its legal 
status;

 � non-elaborated site management system, non-determined 
roles of the federal and regional executive bodies, mineral 
users;

 � no priorities defined among objects;

 � no priorities made among technologies with account to their 
multiple effects for the entire industry;

 � delays with issuing licenses;

 � no elaborated options for joint operations under one license;

 � no clarity with issues of intellectual rights for technologies;

 � open-end issues on funding arrangements for operations, 
including federal and regional budget funding.

The objective to develop these trial sites is currently understood 
as creating and developing technologies, development solutions 
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and systems for oil production from tRiZ. in our view, the focus 
on hard-to-recover reserves greatly narrows a real necessity to 
develop exploration and production technologies to ensure rational 
level of mineral uses and required restoration of mineral reserves. 
in particular, it is important to raise recovery rates especially as a 
result of eOR techniques in conventional reserves where production 
has been declining from year to year.

Therefore, it seems useful to identify, as the main objective of setting 
up technological sites, development of domestic e&P technologies 
designed to secure more commercially viable recoverable reserves 
and production of HCs through exploration activity and higher 
recovery ratios. 

The following is crucial to achieve this objective:

 � engage as many innovative firms as possible in the development 
of technologies on the sites (including small and medium-
sized independent service and production companies);

 � offer most favorable conditions to perform relevant operations, 
in particular by reducing economic risks and administrative 
barriers, setting up efficient information exchange systems, 
public co-financing and incentivizing arrangements.

We believe that as oil prices recover and budgetary problems subside 
it will be necessary to look for tax credit options for brownfield 
projects.

If it is about hard-to-recover reserves which already enjoy certain 
MET benefits under Tax Code of the russian federation, any additional 
tax incentives (except, perhaps, regional profit taxes or property 
taxes) seem unlikely. At the same time, it is possible to provide 
cost deductions from MET or profit (at a progressive rate) for the 
development and implementation of advanced e&P technologies.

FRT and NDD. at the end of 2014, the legislative assembly of khanty 
Mansi autonomous district with the support of some oil companies 
and Russian Ministry of energy has prepared and submitted to the 
State Duma a draft federal law on the taxation of financial result (frT) 
in oil production for pilot projects. 2015 witnessed discussions on 
the settings and configuration of a new tax.

Previously, we described in some detail the features of various 
options to introduce taxation based on financial result from oil 
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upstream operations8. in particular, with a broader application of 
ndd and/or FRt in the long run it is likely that the structure of tax 
exemptions will change greatly to their advantage while Met will 
still play a significant role.

We believe that after January 1, 2017, one can quite realistically 
expect the introduction of NDD for pilot projects (currently under 
development by the Ministry of finance) for both brownfields and 
greenfields in parallel with discontinuing the methodology on the 
provision of specific export tax benefits.

it is too early to say how the arrangement will work, what settings will 
be used, what fields will become pilot projects and what effect NDD 
adoption will have on production profiles, development economics 
and budget revenues. this is a theme for a separate study. 

NDD introduction will not affect our production forecast for 2017 too 
much, since part of the greenfields will have an economic effect close 
to that under the methodology on the provision of specific export tax 
benefits while for brownfields the effect will be felt after 2017.

‘Tax maneuver’ to be continued. ‘tax maneuver’ has shown its 
effectiveness for the state (see above). At the same time, low oil 
prices offer further opportunities for ‘maneuvering’. It is possible that 
in 2016-2017 the state will examine potential zeroing in 2016-2019 
of the export duties on crude oil and refined oil products while at the 
same time providing compensatory mechanisms to the Russian oil 
refining industry to cover at least its logistical gap with European 
refineries.

We expect no adjustments in the ‘tax maneuver’ settings in 2016-
2017 unless something extraordinary happens in the macroeconomic 
situation. For example, if oil prices collapse to $20/bbl changes will 
be required in the formula of Met and export duties. On the contrary, 
a sharp rise in oil prices will make the state think of reductions in the 
customs subsidy it grants to refineries.

Restructuring of Russian system of mineral uses and taxation is not 
yet complete. the impact of changes on the system of state regulation 
will probably remain a bigger factor for upstream economics in 2016-
2017 than even the price of oil. So, it is of utmost importance in 
2016-2017 to be focused on building up a well balanced state policy 
in regard of upstream regulation, especially in mineral uses and 
taxation.

8 for more details see the VyGOn Consulting study ‘tax Reform o Oil sector: key 
Bifurcations’, June 2015.
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