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Investment climate in subsoil use: two dimensions
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Russia today:
single
(universal)
investment
regime for
subsoil use (flat
rated MRPT +
export duty) =>
individual
handy
derogations

A Konoplyanik, CEPMLP, Dundee University,

Author’s
historical
proposal: Menu
of multiple
(differentiated,
individualized)
investment
regimes for
subsoil use =>
individual
derogations do
not needed

V 3
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Russia at the scale of major international rating agencies

(long-term investment credit ratings in foreign curency)
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Russia: long- term sovereign credit rating Iin
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Russia: long-term sovereign credit rating In
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FDI inflow vs. “corruption perception index”
correlation
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Russia: Hpnamzmor
1996-2010 = 2.1-2.8

K

FDI per capita in the host country, 2000,
Thous.USD per capita
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SOllI'CG: Special report "Bribery and business". - The Economist”, March 2, 2002, p.68
«Hedrerazosas Beprukanby, 2011, No 15-16, c.45
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Energy projects financing

Equity (corporate) vs debt (project) financing: 30/70-40/60

The rule: Project rating < company rating < host state rating (=> for
current Russia project ratings - in speculative grades zone)

Debt financing in Russia mostly via externally-raised syndicated loans,
even 1f underwriter 1s Russian bank; in case of Russian state banks = de
facto state sovereign guaranty => but Russia rating reliability below
medium

Global financial crisis + Eurozone crisis + low Russia rating =>
shrinking of available zone of potential project financing

In crisis role of project financing decrease, and of corporate financing,
on contrary, increase, but current financial in-crisis problems of the
companies (more difficult servicing of debt & on-going needs) =>
shrinking of available zone of potential corporate financing

=> Russia: still high risks of financing energy (subsoil) investment

projects... => how to diminish them in the given circumstances?
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Comparative data on implementation of subsoil use
tax/investment regimes worldwide, 2003 & 2009

2003 2009

Number of states 1n 180 177
analysis (data available
from G.Barrows), incl.:

O1l producing states, 91 104
using:

- Tax + Royalty 113 45 111 55
- PSA 54 34 55 38

- Both T+R & PSA

Based on data, kindly provided to author by Gordon Barrows (Barrows Inc./AIPN)
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Author’s historical proposal: possible composition
of investment regimes (investment matrix/menu)
for Russian subsolil use (within legal vs. taxation

axes)
Legal system
Administrative (public) Civil
Licenses Concessions

(common)

W O,

Licenses with
allowances
(differentiated licensing
regime)

increase
investment

PSAs

O,

Tax treatment

attractiveness
of Russian

subsoil use
A.Konoplyanik, 2nd Leiden-VU Seminar on Investment Law, Leiden, 01-02.10.2012

Special (incl
individualized)




Different investment regimes in subsoil use:
comparative legal & tax advantages/disadvantages

Investment Investment regime’s characteristics during
regime project life-time
Tax pressure Legal stability
Licensing Non-optimal (high), No
established unilaterally i >
Non-optimal No
(high / diminished),

established unilaterally

Concessions @ Non-optimal (high), Yes
established unilaterally

- A
PSA ( 4 ) Optimal, negotiated Yes
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Proposed application zones for different investment
regimes in subsoil use in Russia
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Cumulated DCF/NPV of individual fields and of united project
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Source: B.I'pymnn, A.Konomnsauk, H.Okcenrops. O mopsike mepeBojia MEJIKUX MECTOPOXKICHHUH yTIIeBo0opoIoB Ha pexum CPII
(B mopsiike obcyxnenus). — « Hegpmsnoe xossaticmsoy, uronb 2002, Ne 6, ¢.83-89.
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Six Major periods of oil taxation development in Russia (1)

1\
1)

2)

. S AR R

91-1996: Development of tax system within market-oriented
economy started (RFSS=>WB/HU). Licensing system of subsoil
use (Law “On Subsoil”, 1992) allows multiple investment
regimes with different taxation models (Art.12). Payments for
subsoil use (royalty) introduced with differentiated levels. Law
on concessions and other petroleum agreements (15 version, for
foreign investors only, 1993) approved by Supreme Soviet but
vetoed by President. PSA regime established (Decree/Law “On
PSAs”, 1993/1995). Law on concessions (2™ version — for
foreign & domestic investors, 1995) has not passed State Duma.
Tax legislation 1s not codified.

1997-2000: Tax Code introduced. Tax Code chapter on “tax on
incremental earnings™ (windfall profit tax) adopted in first
reading. Differentiated tax regime de facto in place under
licensing with differentiated royalty. PSA regime further

developed. 16
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Six major periods of oil taxation development in Russia (2)

3) 2001-June 2003: Transition from differentiated to unified tax

111 Vll1iviviiviQv Ciil1111 L\

regime. Substitution of royalty, VMSB, excise tax by flat-rated
MRPT. Introduction of systemic o1l customs export duty. PSA
still acting.

4) June-2003-2006: Factual cancellation of PSA regime (“Putin-
Khodorkovsky” FL-65/06.06.2003). Establishment of single &
unified tax regime. Law on infrastructure concessions adopted,
but it excludes subsoil use.

5) 2007-nowadays: Differentiation of MRPT-based tax regime
started. Introduction of regional & for individual projects tax
allowances (slow start of deviation from unified tax regime).

6) 2?7?7? & onwards: Continuation of further differentiation of tax
regime (based on economically justified logic), incl. multiple
Investment regimes, or ...?7

Based on: A.KonomtsiHuk. Peopmsl B HedTsiHOM oTpacnu Poccun (Hanoru, CPII, koHIleccum) 1 UX MOCIEACTBUSA A1 HHBECTOPOB. — M.:
«Onuray, 2002; E.[IpsiukoBa. DKOHOMHYECKOE PETYIMpOBaHUE He(TerazoBoi orpaciu B nocrcoBerckoit Poccun. — M.: OO0 17
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Evolution of differentiation in Russian oil  -—-cz-=----

: i I Multiple 1
taxation regime ' investment |
I regimes for |
111 @ @ | subsoil use ? |
. Differentiated |
Licensing . MRPT (with :
with | il el ()
differentiated YNAO, small
royalty fields, LNG,
Black & Okhotsk
Seas
Yamal, Nenetsky
AOQO, Arctic, Caspian
& Azov Seas
East Siberia, fading fields
1992 | | 1996 || 2001 || 2003 2007 | | 2009 | | 2012 2777

Legend: (i) colours correspond to that of investment regimes as in slides 3-4; (i1) PSA(1) = 3 acting PSA projects in
Russia signed; PSA(2) = period of factual action of PSA Law; (iv) Roman figures in circles — periods as in previous slide
Based on: E./[psukoBa. DKOHOMUYECKOE PETYIUPOBaHNE HEPTETa30BOi OTpacin B MOCTCOBeTCKOi Poccun. — M.
000 «I'eounpopmmapk», 2011 18
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Investment attractiveness / friendliness

High

Low

Russian subsoil legislation development: preferential

state’s alternatives always worsened oil & gas
Investment climate

A
Production-sharing:
ﬂ\\ 1993/1996-2003
/ S
4 =\

Concessions-1: V4
1991-1993

- ’7 Concessions-2:
’ 0 44 4d0nm= . .

- . : 1994-1995 Licensing, new, updated
Licensing, old (windfall profit tax/NDD)
(diff.royalty,

VMSSB, etc.): Licensing, new
1992-2001 (flat-rated MRPT +
export duty): 2001+
>
1992 1993 1996 2001 2003 2006 2012
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Evolution of tax regimes in Russian subsoil: who supports

what & when
Konoplyanik & Co

Legend: chart prepared (drafters) , YABLOKO,
by N.Potemkin, 2012 Minenergo, MinEcon
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Comparison of flat-rate MRPT and PSA systems

FROWE (i ThinE-TaE BT Symi c Figure 3: Transfer from MRPT to PSA
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Figure 2: PSA Point at which

PSA and MRPT
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B: Revenues that the opponents of PSAs wrongly
claim are lost to the state under transition to PSAs

C: Incremental state earnings under PSAs through
development of non-profitable fields under MRPT
with flat rate

State

receipts
i Fields

Source: A.Konoplyanik. A struggle for mineral rent. - “Petroleum Economist”, August 2003, p. 23 — 24; AHgpen KOHOMNAHUK:
«YXygLeHne 3KOHOMMYECKMX YCNOBUIM BO3BpaLLAaeT Ha NOBECTKY AHS 3aKoHoAaTenemn Bonpoc uenecoobpasHocTum
peabunutauum CPIN». — «Hegpbmb u kannuman», 2009, Ne 3, ¢.18-23.
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Evolution of differentiation In tax treatment in

Option 2
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Equal & competitive investment regimes in Russian subsoil
use (historical proposal of the author)

of the State (resource owner)
to be included in the future

license (licensing agreement),
concessionary agreement or

\ PSA /

Procedure of
receiving a license
and implementing

of licensing

agreement,
regulated by the
Law on the Subsoil
and corresponding
chapters of Tax
Code
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/ Bidding procedure (tender
and/or auction), regulated by

the Law “On the Subsoil”,
including mandatory requests

Winner of the bidding }
procedure
Procedure of
concluding and
implementing of
PSA, regulated by
the Law “On PSAs”
%‘ and corresponding

9/

—

O

h chapters of Tax Code
7 Aw
/\

Procedure of concluding and
implementing of concessionary
agreement, regulated by the Law
“On concessions” (?, adapted

e version) or a new (still not
§ available) Law and

corresponding chaptersyaf Tax
Code (same as ofr licensing)




Possible organizational structure of consortia for Russian
Arctic offshore O&G development (within author’s concept of

rmiail+inla imvinoctrnmonmnt raoacnirmaoace far cirithenil 110
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Russian state — owner of subsoil One of possible

investment regimes
for Russia’s subsoil

use (author’s view:

PSA)
Russian state O&G company

(today 51%, but maybe tomorrow 25%+17?)

Foreign O&G company(ies)
(today 49%, but maybe tomorrow 75%-17?)

Project
company

Sales Technologies, Financial (Consortium )
market management investor -

Pesired respongibilities of forcygn partnes
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attention
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