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ABSTRACT

The oil industry occupies an important place in Russian economy and in the global
energy supply system. The industry has recently been facing a number of inter-
nal and external problems, for example, the deteriorating quality and structure of
the product base and an increase in the share of tight oil reserves. Confronting
these challenges will inevitably incur costs, which will directly affect oil compa-
nies’ financial performance. The Russian government uses taxation to incentivize
oil companies to improve their efficiency, which renders the question of tax burden
particularly salient. This study aims to analyze the tax burden on the Russian oil
industry in the period from 2010 to 2017 and to identify the key factors that shape
the structure and dynamics of oil companies’ tax payments. The article provides
an overview of Russian and international research literature on the problem of tax
burden. The role of oil and gas revenues in the structure of the Russian federal
budget is shown. The analysis demonstrates that there has been a steady decline in
the tax burden on oil companies in recent years due to the changes in the method
of calculating the mineral extraction tax and export duties as well as the expanding
range of preferential categories of subsurface use objects. The factor analysis com-
bined with quantitative analysis reveals the factors that determine the dynamics
and structure of oil companies’ tax payments. The method of cluster analysis is ap-
plied in this study to compare the performance of Russian oil companies according
to a set of tax burden parameters. The companies are divided into three clusters
and specific recommendations are provided for each cluster. For example, Gazprom
Neft and LUKOIL have a low tax burden and can be seen, therefore, as potential do-
nors of tax revenues; Rosneft, Bashneft and Tatneft need to increase their efficiency
through non-tax optimization; a suitable strategy for Surgutneftegaz, RussNeft, and
Slavneft, in our view, would be to adjust the structure of their production activities
to increase the share of the domestic crude oil market. Based on the results of the
cluster analysis, the authors propose guidelines for reforming taxation of the oil
industry and describe the main stages of this process.
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AHHOTAIVI

Hedramas orpacits 3aHVMaeT BaXXHOe MeCTO B SKOHOMVKe Poccuyt 1 MUpoOBOTI cricTe-
Me 3HeprocHabkeHvs1. B HacTosAIIMIT MOMEHT OTpaciTh CTOIKHYTAck C PSIOM BHY TPeH-
HVIX 1 BHEIITHVX IIpo0sieM, HaIIpuMep, yXy/iIleHye KadecTBa 1 CTPYKTYPbl TOBAPHO
Gasbl, yBermIIeHe OV TPYIHO WM3BJIeKaeMBIX 3artacoB HedTu. 3aTparel, HaIlpas-
JIeHHbIe Ha perIeHye 9TUX ¥ MHOTWIX JIPYTUX ITpobieM, OKa3bIBaloT BO3EVICTBYEe Ha
drHaHCOBBIE TTOKa3aTe M HedTSHBIX KoMIaHuy. HajorooOoxeHne sBjisercs VH-
CTPYMEHTOM TOCYJaPCTBEHHOTO CTVIMYJIVPOBaHVS ¥ TIOBBIIIEHNS 3PPeKTUBHOCTI
paboTer HedTaHBIX KoMITarwVT Poccymt. LlerTpio mcciiejoBaHys SIBIISIeTCS OTTperierie e
HaJIOroBOro OpeMeHM POCCUVICKOVI He(PTAHOV IIPOMBIIIIIEHHOCTY U BhISBIIeHVIe KIIIO-
4eBBIX (PaKTOPOB, BIVSIONIVIX Ha CTPYKTYPY ¥ IMHAMMKY HaJIOTOBBIX TUTaTeXel He-
TAEBIX KOMITAaHUT 1 [IeJIeHVe Ha KJIacTeprl o MTapaMeTpaM HaJIoroBoro OpemMeHur.
B cTarpe mrpoBesieH aHaJIM3 HAJIOTOBOV Harpy3Ky KOMIIAaHWMI HeTSHOV OTpaciIv 3a
nepuop, ¢ 2010 o 2017 r. u ¢ aud depenLmaLyert 10 BiIaM HaJIOTOB M KPYIIHeVIIM
KOMITaHVSAM OTpacyvi. BelfiesleHpl OCHOBHBIE 3TaIlbl COBEPIIEHCTBOBAHMS HaJIOr0o0-
Gr1oxxeHMst HedpTAHONM OTpacim Poccum, 11e11 U IJlaBHBIe OPUMEHTUPHI pedpopMIpo-
BaaMs. [TokaszaHa postk HeddTerasoBEIX JOXOIOB B CTPYKTYpe JT0XOIOB defiepalbHOro
GromxeTa. VlccrremoBaHbI MeTOAMYECKNEe TTOAXOMBI OTEUeCTBEeHHBIX U 3apyOe)KHbIX
aBTOPOB K OITpesie/ieHNIO HaJIOrOBOV Harpy3Ku. ABTOpaMM IIpefjloxkeHa MeTO/IMKa
oTTperiesieHNsI HaJIOTOBOVI Harpy3Ky KOMITaHWI, yUUTHIBaIONIas CIeIMdUKy Hasloro-
obs1okeHMsT HeTIHOM OTpacin. B pesysbTare armpoOupoBaHVs METOOVMKI HabIIro-
JlaeTcsd YCTOVIUMBAas TeHeHIVs CHVDKeHMsI HaJIOTOBOVI Harpy3Ky HedTSHbBIX KOMITa-
HVIVI B ITOCTIETHVIE TO/BI B CJTEZICTBVVI MI3MEHEeHVIsl MeTOJIa pacyueTa Hajlora Ha JOObIay
TTOJIe3HBIX VICKOTIA@MBIX ¥ 3KCTIOPTHOV MONUIMHEL, a TakXe pacHIVpeHms CIeKTpa
JITOTHBIX KaTeropmii 00BbeKTOB HeIpONoJIb30BaHs. B paMkax vcciemosaHms ObUT
TIpoBesieH (haKTOPHBIVI aHaJIM3 HaJIOTOBBIX IUIaTe)KeVI KOMITaHWVI U1 BBISBIICHBI KITIO-
ueBble (DaKTOPHI, BIVISIONIVE Ha VX CTPYKTYPY ¥ AMHaMVKY. [laHa KomraecTBeHHast
OlleHKa BJIMAHMS 3TMX (PAaKTOPOB Ha M3MeHeHVe HaJIOTOBBIX IUIaTeXXell KOMIIaHWIA.
B 3axymodeHV Ha OCHOBE BBEITOJTHEHHBIX PacdeToB, He(pTSHbIe KOMIIAaHWY pasyierie-
HBEI Ha TPW KJTacTepa IT0 TTOKa3aTesIsiM HaJIOTOBOV HaTrPY3KI ¥ JTaHBI PeKOMeH/IaIIVIA.
Takum o6pasom, T'asnpom HedTs 1 JTYKOWJT ¢ HU3KMM Ha/IOTOBBIM GpeMeHeM siB-
JITFOTCS TTOTEHIIMATBHBIMYL IOHOpaMV HaJIOTOBBIX IoCTyIuleHuir. CTparerns pocTa
Pocredtn, bammmed Tt 1 TaTHed TN 3aKI0OUaeTCs B MOBBIIIEHNN 3 dEKTUBHOCTH 3a
cueT HeHastoroson onrummsanum. «CypryrHedreras», «PyccHedTs», «CitaBHedTh>,
MOTYT CKOPPEKTVPOBaTh CTPYKTYPY IIPOVI3BOJICTBEHHOM JIeATeITbHOCTY B HaIlpaBITe-
HIUW yBeTMYeHsI IOV Ha BHyTPEeHHeM PBIHKe CBIpoTT HedTu.

KJIFOUEBBIE CJIOBA

HeTsiHasi OTpacilb, HaJIoroBasl Harpyska, defiepaIbHbIN OIO/IKeT, HaJIOTOBBIN Ma-
HEeBpP, HJIOT Ha JOOBIYYy II0JI€3HBIX VICKOIIaeMBbIX, SKCIIOPTHAs IIOLUINHA, KIacTep-
HBIVI aHaJIN3
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1. Introduction

The Russian oil industry plays an im-
portant role in the country’s economy and
the global energy supply system; it holds
vast potential in terms of resources, pro-
duction, technology and human capital.
In recent years, however, the industry has
faced a number of internal and external
challenges. These include the deteriorat-
ing quality and structure of the resource
base; changes in the geography of pro-
duction which shifted to the Arctic and
Eastern regions with harsh climatic condi-
tions; an increase in the share of tight oil
reserves; volatility of oil prices; financial
and sectoral sanctions; increased inter-fuel
and international competition; and so on.
Confronting these challenges will inevita-
bly incur costs, which will directly affect
oil companies’ financial performance and
their ability to invest into sustainable de-
velopment of the industry and economy
as a whole.

One of the main incentives used by the
Russian government to improve oil com-
panies’ efficiency is taxation. Since 2011,
tax reforms have been used to encourage
the Russian oil industry to develop tight
oil reserves, oil fields in remote regions
and so on. The variety of tax preferences
and the diversity of activities oil compa-
nies engage in make it difficult to estimate
the tax burden on the industry and ana-
lyze its sensitivity to economic financial,
industrial, technological, opportunistic
and other factors. Yet another difficulty is
that there are currently no clear, generally
applicable methods of measuring the tax
burden on the oil and gas industry.

Therefore, we need to obtain an in-
depth understanding of the trends and
patterns underlying taxation in the energy
sector and use these findings for indicator-
based forecasting and policy design.

The purpose of this study is to inves-
tigate the methodology of measuring the
tax burden on Russian oil companies by
taking into account the structure and dy-
namics of their tax payments.

To achieve this goal, we should ad-
dress the following tasks: assess the role
of the oil industry in federal budget rev-
enues; analyze the structure and dynam-
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ics of tax deductions of Russian oil compa-
nies; conduct quantitative assessment of
the tax burden on Russian oil companies
and on the industry as a whole; reveal the
factors affecting the dynamics of the tax
burden; identify clusters of oil companies
according to their tax burden parameters
and devise recommendations for optimiz-
ing taxation in the oil and gas industry.

This study relies on the analysis of
Russian legislative and regulatory docu-
ments’; the data provided by the Trea-
sury of Russia? and the Ministry of En-
ergy®, consolidated financial statements
prepared in accordance with the Inter-
national Financial Reporting Standards
(IFRS); consolidated financial statements
prepared in accordance with the United
States’” Generally Accepted Accounting
Principles (US GAAP) as well as financial
and performance reports of the biggest
Russian oil companies.

2. Literature overview

Many Russian studies focus on taxa-
tion, in particular on the possible ways of
optimizing the Russian taxation system
[1-3]; dependence of the tax burden on
oil and gas prices [4]; MET (Mineral Ex-
traction Tax) and other tax revenues from
Russian regions [5-7] or individual sectors
of economy, including the oil industry [8].
The question of the feasibility of tax bur-
den in Russia was raised in a number of
studies published in the late 1990s and
in the 2000s (Y. A. Kirov, M. L. Litvin,
A. N. Kadushin, N. M. Mikhailova and
others).

! Interactive report of the Ministry of Energy
of the Russian Federation Taxation of the oil
industry: the introduction of the NFR. 2015.
Available at: http://docplayer.ru/26270060-
Nalogooblozhenie-neftyanoy-otrasli-vvedenie-
nfr-moskva-2015-g.html (In Russ.)

2 Budget Code of the Russian Federation No. 145-
FZ of July 31, 1998 (as amended on December 28,
2017), art. 96.6 Oil and gas revenues of the federal
budget. Available at: http:/ /www.consultant.ru/
document/cons doc LAW 19702/ (In Russ.)

> Annual reports of the RF Treasury on the
execution of the consolidated budget of the Russian
Federation for the period 2007-2017. Available at:
http:/ /www.roskazna.ru/ispolnenie-byudzhe-
tov/konsolidirovannyj-byudzhet/ (In Russ.)
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A separate group of studies analyzes
the tax burden on oil and gas companies.
G. A. Nurtdinov [9] examines various ap-
proaches to determining the tax burden,
assesses its level for a large vertically in-
tegrated oil company and comes to the
conclusion that it is necessary to opti-
mize the current tax burden and to redis-
tribute profits by applying tax planning
methods. L. V. Eder et al. consider the
financial and economic performance of
the Russian oil and gas industry in 2011,
including analysis of the tax burden on
oil and gas companies between 2008 and
2011. E. N. Zhavoronkova [10] compares
the tax burden per barrel of production of
the largest Russian and foreign oil com-
panies from 2010 to 2013.

International studies mostly focus
on possible reforms of the energy sector,
in particular reduction of the tax burden
on companies [11]. Karagianni et al. dis-
cuss the causes of the non-linear rela-
tionship between tax revenues of the US
state budget and GDP before 2008 [12].
A. Datta considers taxation of fuel oil in
India as a part of a more general discus-
sion on the abatement of greenhouse gas
emissions [13].

Another group of studies deal with
the discussion and controversial tax pro-
posals for the petroleum sector in Nor-
way, Denmark and Australia. The situ-
ation in these countries led, for example,
to reductions in tax-related depreciation
for the Norwegian petroleum industry in
May 2013. C. Riis et al [14] have reviewed
this tax debate and analyzed the implica-
tions of basing tax design on counter-fac-
tual investment behavior. P. Osmundsen
et al. [15] discuss the effect of tax design
on international capital allocation when
companies ration capital. The authors an-
alyzed capital allocation and government
take for four equal oil projects in three
different fiscal regimes: the US GoM, UK
upstream and Norway offshore. Wang
Chaoyang, Chen Yufeng, Jin Xi [16] ex-
plore this problem in the context of China,
pointing out that the government should
support the development of new energy
industry in China by imposing energy tax-
es and providing subsidies for enterprises.
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A separate group of international
studies discuss the Russian tax policy in
the oil industry. G. Komori [17] analyzes
the state of the oil industry in Russia in
2000-2009 and examines the country’s en-
ergy strategies until 2030, concluding that
it is necessary to ease the tax limitations
on foreign firms wishing to invest in Rus-
sian oil companies.

3. Methodology and research results

3.1. The role of oil companies
in Russian economy

Russian oil and gas companies have
made up a large share of the country’s
federal budget Russian oil companies
since the early 2000s. It was in this period
that high oil prices made it possible for the
country to bridge its federal deficit, cover
the external liabilities, increase gold and
foreign exchange reserves, create a system
of specialized funds (Stabilization Fund,
Reserve Fund, National Welfare Fund),
and pursue a stable social policy by means
of household income indexation.

In 2002, a new mineral extraction tax
(MET) was adopted for oil companies, and
since then the administration of revenues
from resource development has become
much simpler. In 2008, the term “oil and
gas revenues” was introduced, which en-
compassed the income from the MET (in
the form of hydrocarbons - oil and natural
gas from all types of hydrocarbon depos-
its; gas condensate from all types of hydro-
carbon deposits) and the export customs
duty for crude oil, natural gas as well as
petroleum-based products. This measure
allowed the government to differentiate
between the two types of revenue into the
federal budget - oil and gas revenue and
non-oil and gas revenue.

In 2017, the share of oil and gas rev-
enues in the federal budget was 40%, in-
cluding 13% for the export customs duty
and 27% for the MET [18] (see Table 1).

Compared to 2016, in 2017, oil and gas
tax revenues rose following the increase in
revenues from the MET, which, in its turn,
resulted from the 27% rise in world oil
prices. Since 2015, the proportion of rev-
enues from MET and duties has changed:
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if previously the bulk of oil and gas rev-
enues was formed by the export duty, in
2015 the revenues from the MET came
first. This happened because of the conse-
quences of the government’s “tax maneu-
ver” and the drop in oil prices [19; 20].
Therefore, since 2011, tax legislation
in the energy sector has been actively re-
formed (Table 2). In the beginning, the
aim was to reduce and differentiate the
oil export duty. The most significant area
of reforms was the introduction of the so-
called “tax maneuver” in 2014, a system
of measures aimed at maximizing the effi-
ciency of the tax system. The “tax maneu-

ver” included, among other things, reduc-
tion of the oil export duty rate from 59%
in 2014 to 30% in 2017. The export duty
on light oil products was also lowered,
while the base rate of the MET on oil from
493 rubles per ton in 2014 to 919 rubles in
2017. Along with the growth of the MET
rates, tax regulation involved privileges
for oil production to stimulate the devel-
opment of tight oil reserves.

The largest taxpayers of the Russian
oil industry are Rosneft (45% of all tax
payments in the industry or 2.7 trillion
rubles) and LUKOIL (20% or 1.2 trillion
rubles). Other large taxpayers are Gaz-

Table 1
The share of oil and gas revenues in the federal revenue structure, 2010-2017
Index 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017

Share of oil and gas revenues 46%| 50%| 50%| 50%| 51%| 43%| 36%| 40%

Share of the MET, including 16%| 17%| 19%| 19%| 20%| 23%| 21%| 27%

oil production 15%| 16%| 17%| 17%| 17%| 20%| 17%| 22%

Share of the export customs duty, 30%| 32%| 32%| 31%| 32%| 20%| 15%| 13%
including

export of oil and oil-based products | 27%| 29%| 28%| 27%| 28%| 16%| 11% 9%

Compiled by the authors using: Annual reports of the RF Treasury on the execution of the consolidated
budget of the Russian Federation for the period 2007-2017. Available at: http://www.roskazna.ru/
ispolnenie-byudzhetov/konsolidirovannyj-byudzhet/ (In Russ.)

Table 2

Stages of the tax reform in the oil industry

Key areas ‘

Goals

SYSTEM “60-66-90” since 01.10.2011

Reduction in the oil export duty;
Reduction in the export duty on light oil

Stimulate and maintain production at the existing
fields;

products; Increase investment in the depth of oil refining;
Increase in the export duty on dark oil Decrease the export economy of dark oil products
products.

“SMALL TAX MANEUVER” since 01.01.2014

Small reduction in the oil export duty; Increase budget revenues;

Small reduction of the export duty on diesel | Protect the margin and maintain the attractiveness
fuel; of deposits for development and the attractiveness
Increase in the MET on oil. of oil refining;

The first stage of shifting the tax burden from
exports to oil production.

“BIG TAX MANEUVER” since 01.01.2015

Significant reduction in the oil export duty;
Significant reduction in the export duty on
light oil products;

Significant increase in the MET on oil and
gas condensate.

Compensate for budget revenue losses by

increasing the MET tax burden;

Increase incentives for deep oil refining;

The second stage of shifting the tax burden from

exports to oil production;

Reduce the risks of subsidizing CU countries

within the framework of the CES creation.
Compiled by the authors using: Interactive report of the Ministry of Energy of the Russian Federation

Taxation of the oil industry: the introduction of the NFR. 2015. Available at: http://docplayer.ru/26270060-

Nalogooblozhenie-neftyanoy-otrasli-vvedenie-nfr-moskva-2015-g.html (In Russ.).
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prom Neft (12% or 0.69 trillion rubles) and
Surgutneftegaz (11% or 0.67 trillion ru-
bles). Thus, the four largest oil companies
account for almost 90% of the industry’s
tax revenues (Table 3).

In 2017, oil companies paid more than
6.0 trillion rubles to the Federal Budget.
In the structure of the taxes paid, the larg-
est share is that of the mineral extraction
tax (54% or 3.3 trillion rubles) and export
duties (22% or 1.3 trillion rubles). Other
taxes (income tax, excise taxes, property
tax, personal income tax and insurance
payments, etc.) account for 24% - about
1.5 trillion rubles (Table 4).

In addition to the so-called special-
ized tax payments, which include mineral
extraction tax and export duty, oil compa-
nies pay general economic taxes and make
other payments - income tax, property
tax, social contributions, land tax, excises
and others. The share of these taxes is not
subject to significant changes, because it

does not depend on the conjuncture of
world energy markets and active legisla-
tive regulation.

Oil companies occupy the leading po-
sition in the country’s economy, while the
tax system of the oil industry is being con-
stantly reformed and is also facing new in-
ternal and geopolitical challenges, which
makes it crucial to study the tax burden
and the key factors affecting the structure
and dynamics of Russian oil companies’
tax payments into the federal budget.

3.2. Methodology for measuring tax burden

Choosing an adequate method for
measuring tax burden is one of the main
problems in taxation theory and practice.
Despite the vast research on this problem,
it still continues to be relevant today [21].
The approaches currently applied in Rus-
sia do not reflect the specificity of the tax
burden on the oil industry (Table 5). When
comparing the most widely used ap-

Table 3

Structure of the Russian oil industry tax deductions by company, 2011-2017, bln rbs
Company 2011 2012 2013 2014 2015 2016 2017
Bln rbs %

Rosneft 1,374 1,641 2,487 3,006 2,306 2,067 2,675 45%
LUKOIL 1,129 1,222 954 1,366 1,194 992 1,172 20%
Surgutneftegaz 739 762 808 982 781 543 675 11%
Gazprom Neft 510 574 592 645 570 581 693 12%
Tatneft 321 312 326 313 274 246 325 5%
Bashneft 200 227 246 291 229 214 277 5%
Slavneft 83 101 97 96 106 95 121 2%
RussNeft 108 107 86 90 61 52 67 1%
Oil industry 4,464 4,946 5,596 6,789 5,521 4,790 6,005 100%

Compiled by the authors by using the data from consolidated financial statements prepared under

IFRS, US GAAP.

Table 4

Structure of the Russian oil industry tax deductions by payment type,
2011-2017, bln rbs

Index 2011 2012 2013 2014 2015 2016 2017
Bln rbs %
Export duties 2,358 2,543| 2,699 3,390/ 1,906, 1,337 1,325 22%
Mineral extraction tax 1,390, 1,612 2,001 2272 2519| 2,270 3,267 54%
Excises 308 370 441 499 462 675 815 14%
Income Taxes 297 294 295 447 431 289 357 6%
Property tax 46 45 60 70 76 82 87 1%
Other 65 82 100 111 127 137 154 3%
Oil industry 4464 4946| 5596, 6,789 5521| 4,790 6,005 100%

Compiled by the authors by using the data from consolidated financial statements prepared under

IFRS, US GAAP.
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proaches, we identified whether they took
into account specialized taxes applied in
the energy sector (+) or not (-).

Within the methodological frame-
work applied by the Ministry of Finance of
the Russian Federation, tax burden is cal-
culated as the ratio of all taxes paid by the
organization to the total revenue, includ-
ing the revenue obtained from other sales.
According to the approach proposed by
M. N. Krejinina, the total amount of taxes is
correlated with the financial performance
of the company, showing how many
times the amount of tax paid differs from
the net profit remaining at the disposal of
the company [22]. In accordance with the
methodological approach of E. A. Kirova,
tax burden is measured through the ra-
tio of accrued payments and the newly
created value [23]. M. L. Litvin suggests
calculating the tax burden as the ratio of
all taxes to the number of the sources of

funds for tax payment [24]. A. N. Kadu-
shin and N. M. Mikhailov propose to de-
fine the tax burden as a share of the value
added to the state, while correlating taxes
with the source of funds for their payment
[25]. O. F. Pasko’s methodology is similar
to the approach of A. N. Kadushina and
N. M. Mikhailova described above; how-
ever, it takes into account land and prop-
erty taxes as well as the tax on natural re-
sources [26].

In this study, we analyze the existing
methodological approaches to measuring
tax burden to identify the advantages and
disadvantages of each approach and to
show the differences and similarities be-
tween these approaches. In doing so, we
focus on the following aspects:

- the structure and amount of taxes
included in the calculation when deter-
mining the tax burden, since there is a
divergence of views on the advisability of

Table 5
Methodological approaches to measuring tax burden
Methods Formula for calculating the Explanation MET/
tax burden Export
duty
RF Ministry of TP o TP is the total amount of all taxes paid; | +/-
Finance m'loo % TR are the proceeds from the sale of
products;
NonOl is the non-operating income
M. N. Kreinina TR -OPEX —-Pr o TR are the proceeds from sales; +/-
W'loo % OPEX are the operating expenses
without taxes;
Pr is the actual profit remaining at
the disposal of the enterprise after the
deduction of taxes
E. A. Kirova TP +0bP+ AR 0 TP are the tax payments of the +/+
T NCV 100 % organization;
obP are payments made to off-budget
funds;
AR are arrears in payments;
NCV is the newly created value
M. L Litvin TP+o0bP 0 TP + obP is the sum of the charged tax +/-
VA +100 % payments (including personal income
tax) and payments in off-budget funds;
VA is the value added
A.N. Kadushin S+obP+D o S is the salary; +/-
and N. M. Mi- T-lOO % obP are payments made to off-budget
khailova funds;
D is depreciation;
VA, value added
O. F. Pasko S+0bP+D+CT+NOT o, |CT are the taxes attributable to cost; +/+
VA *100% | NOT are the taxes attributable to non-
operating expenses
Compiled by the authors.
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including in the calculations the personal
income tax and indirect taxes;

- the definition of the base indicator
which the amount of taxes correlates with
as there is no general agreement as to the
choice of base indicators, which means
that different approaches use profit, value
added, newly created value, or revenue.

Many approaches, including the one
used by the Ministry of Finance, share one
key drawback - they do not take into con-
sideration export duties.

With regard to the above-described
considerations, we have modified the gen-
eral formula to calculate the tax burden on
oil companies:

Direct taxes+ Export duties +

+ Paymentstooff —

— budget funds

Revenues fromsales

@

TB= -100%.

The following taxes and payments
should be included in calculating the tax
burden:

- all taxes paid by the company (min-
eral extraction tax, income tax, property
tax, land tax and others);

- export duties that are not taxes but
refer to mandatory payments as they are a
part of the revenues from the oil industry
to the federal budget and represent a sig-
nificant burden on oil companies;

- payments to off-budget funds.

In view of the economic content of
indirect taxes as surcharges to the goods
price, they are not included in the calcula-
tion of the tax burden, since the payer is
the buyer and the company only acts as a
tax agent for VAT and excises. The same
can be said about the personal income tax:
in this case, the taxpayers are employees
themselves and companies act only as in-

termediaries that transfer the personal in-
come tax to the budget. Only when the tax
burden is calculated based on the data on
the company’s cash flows, the inclusion
of indirect taxes and personal income tax
would be justified.

As a basis for comparison, we chose
revenue from sales as the main revenue el-
ement. Revenues from non-operating ac-
tivities should be taken into account when
calculating the company’s tax burden.

3.3. Tax burden quantification

The level of the oil industry tax bur-
den differs considerably depending on
the method of calculation (Table 6), which
is due, first, to the different tax amounts
used and, secondly, to the choice of the
base which the tax payments in absolute
terms are correlated with [27; 28]. In ad-
dition, some methods do not take into ac-
count the specifics of the oil industry taxa-
tion, primarily the export duty.

The indicators of the tax burden on
some companies, which was calculated
differently in certain years, are absent be-
cause of the company’s unprofitable activ-
ity or the ratio of the financial indicators
of the company’s performance that the
calculation of the tax burden in a sepa-
rate methodology was incorrect due to the
presence of negative values.

Table 7 illustrates the results of mea-
surements made by applying the modified
methodology described in the previous
section.

The tax burden on the Russian oil in-
dustry in 2017 was 38%, which is three
percentage points above the level of the
previous year, but significantly inferior
to the level of taxation in the period un-
til 2014. In general, during the given pe-

Table 6
Oil industry tax burden, calculated by applying various methods, 2011-2017
Methodology 2011 2012 2013 2014 2015 2016 2017

Ministry of Finance 19% 19% 20% 20% 21% 22% 25%
M. N. Kreinina 69% 68 % 69% 63% 58% 81% 65%
E. A. Kirova 438%| 515%| 350%| 380%| 312%| 502%| 346%
M. L. Litvin 48% 48% 47 % 50% 54% 79% 58%
A. Kadushin and N. Mikhailova 27% 26% 26% 20% 23% 25% 24%
O. F. Pasko 44% 49% 45% 55% 47% 44% 46%

Calculated by the authors.
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Table 7
Tax burden calculated with the help of the modified methodology, 2011-2017

No Company 2011 2012 2013 2014 2015 2016 2017
1 |Rosneft 49% 51% 50% 52% 43% 37% 39%
2 |LUKOIL 25% 24% 17% 21% 16% 13% 15%
3 |Surgutneftegaz 91% 88% 95% 109% 77% 43% 48%
4 |Gazprom Neft 35% 33% 34% 33% 30% 28% 28%
5 |Tatneft 52% 50% 50% 48% 41% 35% 41%
6 |Bashneft 35% 36% 37% 40% 33% 29% 34%
7 |Slavneft 53% 51% 50% 49% 48% 44% 50%
8 |RussNeft 66% 81% 64% 79% 59% 49% 52%
Oil industry 45% 46% 45% 47% 38% 35% 38%

Calculated by the authors.

riod, there was a general decline in the
tax burden on the oil industry. This hap-
pened primarily due to the expansion of
categories of preferential oil as companies
were expanding their operation to remote
regions with poorly developed transport
infrastructure and harsh climatic and min-
ing conditions [29; 30].

The tax burden on Rosneft, Surgut-
neftegaz, Tatneft, Slavneft, and Russneft
was higher than the industry average. The
tax burden on LUKOIL, Gazprom Neft,
and Bashneft was below the industry av-
erage. The division of companies relative
to the industry average did not change
during the given period.

As of 2017, Slavneft and Russneft had
the highest tax burden (50% and 52% re-
spectively). LUKOIL stands out among
other companies as it has the lowest tax
burden indicators over the entire period
(15% in 2017). Until 2016 Surgutneftegaz
had the highest burden in the industry.
In addition, it is the only company whose
tax burden turned out to be above 100%,
since the total tax payments exceeded the
revenues from the main activity (109% in
2014).

3.4. Clustering of companies according
to tax burden parameters

Production, institutional and conjunc-
ture factors can have diverse influence on
the tax burden on companies, which makes
it particularly important to investigate this
influence and use these findings for further
forecasting and analysis [31-34]. In this
paper, cluster analysis is used to divide oil
companies into groups with similar param-

50

eters. Within each cluster, there should be
objects more similar to each other than to
those from different clusters.

Following the traditional approach to
cluster analysis, we have devised an algo-
rithm for clustering eight Russian oil com-
panies on the basis of a set of tax burden
parameters. Thus, at the first stage, we
constructed a database in the form of a ta-
ble containing values of the variables (Xj;,
where i is the number of an oil company
and j is the parameter of the tax burden)
(Table 8).

Table 8
Database layout
Company Parameter

Xin Xin Xis
Xl[ Xll X12 X13
Xoj Xa1 Xo X
X3j X31 X32 X33
Xy Xan Xo Xa
Xs; Xs1 X Xs3
X Xe1 Xe2 Xes
Xyj Xn X7 X73
Xsj Xa1 Xs X
Compiled by the authors.

We selected three independent indica-
tors characterizing the activity of the com-
panies as variables:

X;1 is the tax burden per 1 ton of oil
production, billion rubles / ton. This indi-
cator reflects the value of the specific tax
burden, comparing the total tax payments
with the result of production activities,
namely, the amount produced during the
oil period.

X, is the share of exported oil in total
production, %. The structure of oil sales



ISSN 2412-8872

Journal of Tax Reform. 2019;5(1):42-56

(domestic or export supplies) for each com-
pany is unique, which largely determines
the amount of revenue and tax payments.

Xis is the relative tax burden on the
company, %. The indicator reflects the
unit value of taxes per unit of revenue
from core activities.

In the second stage of clustering, the
variables were normalized (reduced to a
single commensurable form by means of
a standard deviation formula conversion),
because the variables have different mea-
surement scales.

At the third stage, measures were
found pairwise between all companies,
where the Euclidean distance was used as
a metric:

1/2
n

ai,i=| Y (-x) | . @
j=1
where i, i’ is the number of an oil com-
pany; j is the tax burden parameter; x;;, x;;
are the characteristic values j for i and i’ of
companies.

The fourth stage is the creation of clus-
ters. We have chosen the Ward method,
since it allows us to construct well sepa-
rated clusters. This method seeks to op-
timize the minimum variance within the
clusters, which implies the integration of
objects, giving the minimum increment of
the intragroup sum of squared deviations.

At the fifth stage, we built a dendro-
gram to illustrate the results of hierarchi-
cal clustering, in particular to demonstrate
cluster integration and show the degree of
closeness between individual companies.
The number of dendrogram levels corre-
sponds to the number of clusters.

The last (sixth) stage of clustering
describes the clusters obtained, the char-

acteristics of the companies within each
cluster and general information confirm-
ing the homogeneity of the grouping.

The cluster analysis was carried out
by using a specialized package for solving
statistical problems Stata 11.1.

3.5. Results of clustering companies
according to the level of tax burden

The results of our cluster analysis of
oil companies showed that most similari-
ties in terms of tax burden are found be-
tween Rosneft and Bashneft, Surgutneft-
egaz and Russneft, which corresponds to
the lowest (first) clipping level in Figure 1.

The highest level of differentiation of
companies (the fourth) allows the indus-
try to be divided into two large groups:
Rosneft, Bashneft, Tatneft, Gazprom Neft,
LUKOIL, on the one hand, and Surgut-
neftegaz, Russneft, Slavneft, on the other.
It is, however, difficult to identify the
characteristics that the three latter compa-
nies have in common.

The optimal clustering of the compa-
nies is that of the third cut-off level with
the allocation of three clusters (Table 9).

Table 9
Distribution of companies by cluster
according to tax burden parameters

Cluster 1 2nd 3 cluster
cluster | cluster
Company |LUKOIL |Bashneft |Surgut-
Gazprom |Rosneft |neftegas
Neft Tatneft |Russneft
Slavneft
Companies’ |to 30% |30-45% |45-55%

tax burden

Comparison |Below
with the tax |average
burden on
the industry
(38%)
Calculated by the authors.

Average | Above
average

L2 dissimilarity measure
S = N W A& o«

1 — Rosneft

2 — Gazprom Neft
3 — LUKOIL

4 — Tatneft

5 — Surgutneftegas
6 — Bashneft

7 — Russneft

8 — Slavneft

1 6 4 2 3 5

7 8

Figure 1. Dendrogram of cluster analysis results
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The first cluster includes three com-
panies with the tax burden level close to
industry one: Bashneft, Rosneft, Tatneft
with the tax burden of 34%, 39%, and 41 %,
respectively. The companies of this group
have a high export share in the structure
of hydrocarbons sales, however, after the
introduction of tax incentives, the tax bur-
den on these companies has remained at
the level of the industry average.

The predominant export orientation
of raw materials determines relatively low
transaction costs, but a high level of taxa-
tion and profits.

The companies of the first cluster
account for the largest share of tax rev-
enues to the federal budget from the oil
industry (57%). The growth strategy for
the companies of this group would be to
focus on further growth in the company’s
revenue through non-tax optimization,
for example, by investing in technologi-
cal innovation and expanding the bound-
aries of oil sales.

Companies of the second -cluster,
LUKOIL and Gazprom Neft, have a low
tax burden - 15% and 28%, respectively.
The low tax burden of Gazprom Neft is
due, first of all, to the lowest share of ex-
port sales in the industry, and, therefore,
low payments of export duties with fairly
high revenues.

The undisputed leader in the indus-
try in terms of its low tax payments is
LUKOIL. This situation is explained by
the use of transfer costs. Moreover, if we
look at the list of the oil fields developed
by this company, we shall see that a large
number of objects are at the initial or final
stage of development, which makes them
entitled to for which preferential tax con-

ditions are widely distributed. LUKOIL
focuses on the sale of hydrocarbon prod-
ucts in Russia and abroad in the form of
petroleum products and petrochemicals.
Its high operating costs are due to sig-
nificant costs in the processing sector and
sales of final products. A considerable part
of these costs are the costs of oil and oil
products delivered to refineries.

A certain focus on the domestic mar-
ket with processed products largely ex-
empts the company from paying addi-
tional taxes, including customs duties.
As far as the net profit and revenue are
concerned, the company has one of the
most balanced indicators in the industry
in terms of taxes paid.

The share of tax payments made by
companies from the second cluster is 26 %
of the total industry contribution. The
government, which uses maximization of
tax revenues as a criterion for optimizing
the tax system, sees the companies in this
cluster as potential donors of tax revenues,
since, given the currently low tax burden
on these companies, it is still possible to
increase the tax burden on this group to a
level comparable to industry one.

The third cluster includes Surgut-
neftegaz (48%), Slavneft (50%), and
Russneft (52%) and is characterized by a
high level of tax burden compared with
the industry average. Two of the three
companies (Slavneft and Russneft) have
the lowest rates of oil production and
export, some of the tax breaks do not ap-
ply to their activities.

Tax revenues from the companies in
the third cluster account for 17% of the to-
tal industry contribution. The costs of in-
dustry taxes for these companies make up

Table 9
Distribution of companies by cluster according to the parameters of the tax burden
Company Cluster
1¢ cluster| 2 cluster 3 cluster
Bashneft LUKOIL | Surgutneftegas
Rosneft | Gazprom Neft Russneft
Tatneft Slavneft
Comparison with the tax burden of the industry (38%)| Average | Below average | Above average
Tax burden per 1 ton of oil production®, binrbs / ton| 16,0 12,9 9,8
Share of exported oil in total production*, % 62% 36% 28%
Relative tax burden of the company*, % 45% 30% 55%

* Cluster average.
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the largest part of their expenses structure,
therefore, in order to reduce the tax bur-
den, these companies should change the
structure of their production activities and
prioritize oil sales in the domestic market
focusing on the fields with tax benefits in
hydrocarbon production.

4. Conclusion

The Russian oil industry is a key
source of federal budget revenue. Only
for two specialized taxes (MET and export
duty tax), the tax deductions of oil com-
panies account for almost a half of all the
state revenues.

In order to enhance the performance
of oil companies in the face of negative in-
ternal and external factors, in recent years
the government has been reforming the tax
treatment of the oil and gas industry. As
a result of the “tax maneuver”, the struc-
ture of oil companies’ tax payments has
changed significantly since 2015, which is
associated with a decrease in the share of
export duties and an increase in the share
of MET. At the same time, the tax burden
on the industry has been declining.

Since there is a variety of approaches
to measuring tax burden, it is important
to choose a method that would take into
account industry-specific features. The
results of our qualitative and quantitative
evaluation have shown that the tax bur-
den on Russian oil companies is highly
differentiated. We found that in the last
decade the total tax burden on the in-
dustry was reduced from 45% in 2011 to

38% in 2017. Slavneft and Russneft are
under the highest tax burden (50%) while
LUKOIL is under the smallest (15%).

The main factors affecting the rise in
tax deductions in absolute terms in recent
years have been the increasing dollar ex-
change rate, the increase in the base MET
rate, falling oil prices, and the increas-
ing oil production and exports. The high
dependence of the MET and export du-
ties on oil prices and the dollar exchange
rate makes companies vulnerable. It also
means that there is a significant risk that
the tax burden on these companies will in-
crease in the future.

The clustering of companies on the ba-
sis of certain tax burden parameters made
it possible to single out the general char-
acteristics of production activities and the
availability of preferential taxation condi-
tions. Gazprom Neft and LUKOIL have a
low tax burden and are, therefore, poten-
tial donors of tax revenues. The growth
strategy of Rosneft, Bashneft, and Tatneft,
whose current tax burden is comparable
to the industry average, is to improve ef-
ficiency through non-tax optimization.
Finally, the companies Surgutneftegaz,
Russneft, Slavneft, which are character-
ized by low oil production compared to
other VIOC, can be recommended to ad-
just the structure of their production ac-
tivities by increasing the share of oil sales
in the domestic market and expanding the
geography of oil production in order to
apply benefits during production hydro-
carbons.
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baaropapHocTH

Pabota BbIrToNIHeHa ITpu noiepskke Poccurickoro orma dpyHIaMeHTaIbHbIX ICCIIe-
nosanM (11poekTt Ne 18-310-20010) v ITpesnmeHTCKOro rpaHTa [171sl MOJIOIBIX POCCUTA-
ckmx ydeHbix (MD-6723.2018.6).
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