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Abstract:  

The article is devoted to scientific study and analysis of mechanisms of development of the oil and gas industry in the 
region and assessment of their social and economic efficiency. The authors identified common trends in the global oil and gas 
industry, highlighted the characteristics of the development of oil and gas sector of foreign countries, determined the usefulness 
of the approaches used in international practice, including regulation of the industry by the state, tough stance in defending 
national interests, experience in optimization of taxation of oil and gas industry, investment of oil and gas revenues in the 
national economy. The novelty of the study consists in the formulated and substantiated for the first time general principles of 
elaboration of efficient financial and economic mechanisms of development of the oil and gas industry in the region: regulatory, 
tax and investment mechanisms ensuring the further long-term development of the oil and gas industry of the Republic of 
Sakha (Yakutia). Developed mechanisms are universal and can be applied in other oil and gas regions. 

Keywords: oil and gas industry, development mechanisms. 

JEL Classification: G12, E31, O13, P18. 

1. Introduction 

Identification and study of the major issues and trends in the development of oil and gas markets of foreign 
countries that are competitors of Russia in the global oil and gas market, as well as the development trends of the 
global oil and gas industry as a whole, are a necessary condition for the formation of scientific concepts regarding 
the basic directions of increase of efficiency of functioning of modern Russian oil and gas industry as an integral 
part of the world industry. 

Russian oil and gas industry management practices significantly differ from those used in foreign countries. 
For example, in countries with a liberal approach, private companies can develop deposits by themselves; direct 
state participation in oil and gas exploitation is absent or inconsiderable. Thus, it is reasonable to study the effective 
foreign experience in management and development of oil and gas market in order to use it in the Russian practice. 

2. Literature review 

The oil and gas industry is one of the most monopolized sectors. The USA energy policy is based on 
accelerated shale oil and gas production. Due to wide and active use of energy innovation (horizontal drilling and 
multi-stage hydraulic fracturing, three-dimensional modeling, and others) the country’s hydrocarbon domestic 
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production growth has become very active. In the period from 2008 to 2013, the volume of hydrocarbon production 
from shale resources increased more than 4 times, and its share in the national production increased from 1/10 to 
1/3, as a result, in the structure of the US oil consumption, the import share decreased from 56% to 47%, and gas 
import decreased from 13% to 6% (Ivanov 2015). 

American oil and gas industry taxation experience is based on the rental approach. The main taxes of oil 
and gas companies in the US are rent payments, royalties, income tax, tax on gas production, fees for licenses, 
permits for drilling, laying of pipes, etc. (EY Global oil and gas tax guide 2015). At the same time, there is no mineral 
extraction tax (MET), which eases the profitability achievement. The main task of US tax policy is to stimulate 
subsoil users to maximize the oil and gas extraction in strict compliance with antitrust law. Thus, for small oil and 
gas companies the minimum rates are set, and they have a number of tax incentives and rebates. The large number 
of small oil refineries completely eliminates the problem of selling of crude oil extracted. For example, in Russia 
there are only 50, and in the US, there are more than 8000 small and medium-sized businesses in the oil industry 
(Korodyuk 2015). 

Canadian system of subsoil use taxation is flexible: tax rates are regulated and there is a system of "tax 
holidays" and discounts. Royalties depend on oil prices, well capacity, oil quality, deposit types, extraction and 
transport costs, opening time. This mechanism encourages the search and exploration of new deposits and areas, 
increases in a consistent manner the efficiency of oil extraction. The oil production tax burden in the country is 
relatively high. Income tax is 40.8-45.8%, including federal tax: 28%, contributions to the provincial budget: 12.6-
17.8% (Pavlenko 2013). The cumulative share of the state income from crude oil extraction, according to expert 
estimates consists 45-52%. Another major focus of regulation is the promotion of the domestic and foreign 
investment attraction. 

The major oil-producing countries, oil export revenues are smoothly digested and absorbed by national 
economies and reallocated among the large population. In the Arab monarchies, the situation is different. Huge oil 
revenues have been absorbed by a small population (Bazaleva 2015). In terms of oil reserves, the Middle East is 
second to none. In recent decades, countries in the region have been among the top ten leaders of the world oil 
and gas production. Oil and gas industry is fully nationalized and controlled by the state through the state-owned 
oil companies. 

The largest Middle East countries-oil exporters are very successful in the field of investment in the Western 
economy through targeted investments in the structure of multinational corporations and major international 
financial institutions (including the IBRD and the IMF). Gain from foreign investment is becoming an increasingly 
significant source of foreign exchange earnings (Bazaleva 2015). Thus, one of the strategic directions of the oil 
policy is the creation of the infrastructure of crude oil refining and marketing of petroleum products abroad through 
the acquisition of assets of foreign oil companies, which allows for efficient control over the full cycle of production, 
processing and marketing. 

The experience of Norway is of practical interest: in this country, the oil and gas industry occupies the largest 
share in the structure of GDP, and is fully controlled by the state. Revenues from oil and gas industry in Norway 
come to the State Pension Fund, and then are invested in foreign securities. Norwegian Experience in optimization 
of taxation of oil and gas industry is a good example of the transition from the classical system to a taxation of 
financial results. 

A strong point of the oil and gas complex of Norway is the selected management model, the main element 
of which has become the state regulation (Bazaleva 2015). The state originally developed an efficient program for 
the development of oil and gas complex; the correct objectives were set: national control and participation in oil 
projects, resource management rationality, high level of technological competence, long-term potential. Among the 
methods for achieving these goals, the following have been chosen: active attraction of foreign industry leaders 
and the rapid use of financial and intellectual resources for investment in crude oil production. Allowing foreign 
companies to get close to their reserves, Norway has obliged them to share their best technological practices and 
train local specialists. Also, multinational oil companies were required to contribute to the financing of the project 
engineering programs that enabled the country to solve a lot of research tasks (Bazaleva 2015). 

Azieva considered foreign oil complex management experience: the author considered the practice of the 
use of various mechanisms of the oil and gas industry in various countries over a long time period. The history of 
the development of individual countries since the 1970s has been considered. The paper provides an overview of 
the current state of the oil and gas industry, but there was a little attention paid to the development of financial 
mechanisms (Azieva 2013).  
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In his works Ivanov analyzed oil and gas sector of the leading economies of the world, including the analysis 
of estimates on known oil and gas reserves, as well as the analysis of the dynamics of their prices. In general, this 
work is focused on the assessment of the current state of the global hydrocarbon energy and describes only the 
investment financial mechanisms of development (Ivanov 2015). 

The works of Bazaleva considered regulatory mechanisms of development of Arctic deposits, and analyzed 
not only Russian but also foreign legislation. The article showed that in various foreign countries, the mechanisms 
of development of Arctic zone deposits are enshrined in legislation: for example, in Norway the revenues from oil 
and gas industry stimulate the Government Pension Fund of Norway, which makes both the state and the private 
sector to focus on the development of Arctic fields (Bazaleva 2015). For the moment, there are no such regulatory 
incentive mechanisms in Russia, but the author has offered several solutions. 

Burutin (2013) considered the problem of taxation of the oil industry and its state regulation. The work 
describes the current problems of the oil industry taxation, its characteristics and has proposed the main directions 
for industry reforming, which can increase the cost-effectiveness of taxation, taking into account the focus on an 
optimal balance of interests of the state and subsoil users. 

Gryaznukhina (2011) and Stepanova (2012) described the development prospects of oil and gas companies, 
taking into account peculiarities of the Republic of Sakha (Yakutia). The study analyzed the condition of the raw 
materials base of the Republic of Sakha (Yakutia), as well as its main problems, including the insufficient funding 
of geological exploration works. 

In foreign literature, this issue has been widely discussed in the works by Bems and Filho Carvalho (2009). 
Espinoza and Senhadji (2011), Behar and Fouejieu (2016). These authors generally examined the impact of fiscal 
policy and the oil and gas sector refinancing rate. Also, the legislation of various countries having programs to 
support the oil and gas sector was considered. These works mainly describe the standard methods for the 
development and protection of the oil sector, but do not take into account the specifics of development of the Arctic 
and remote areas, which require special development mechanisms.  

Thus, the approaches mentioned above are important for the further improvement of the oil and gas industry 
development mechanisms. These include the regulation of the industry by the state, tough stance in defending 
national interests, good practice of optimization of the oil and gas industry taxation, use of oil and gas revenues for 
the investment in the national economy, focus on innovative technologies, etc. The study and rational use of foreign 
experience will improve the efficiency of oil and gas complex of Russia. 

The oil and gas sector of the economy is a complex economic combination of industries, which includes 
subsectors of exploration, preparation of deposits, oil and gas extraction, transportation and processing. At all 
stages of oil and gas selling, huge investments are requiring. Therefore, the main problem is the financing of these 
projects and the formation of efficient investment programs, which will require the development of efficient financial 
and economic development mechanisms. 

3. Materials and methods 

The most important condition for sustainable development and increase of the oil and gas industry efficiency 
is the development of efficient management mechanisms, as well as their improvement. The financial and economic 
mechanism is a combination of different methods, principles and tools. 

Methods of construction of efficient financial and economic mechanism of oil and gas industry are the 
specific techniques and methods by which some elements of the mechanism are practically implemented, and the 
relationship and links between its subjects are identified. The classification of methods of construction of financial 
and economic mechanism is shown in Figure 1. In practice, to achieve the maximum efficiency of the mechanism, 
an optimal combination of methods is required. In terms of regulation of the financial and economic mechanism of 
the oil and gas industry, the state policy is determined by the peculiarities of the region in which it is implemented.  

 

 

 



Journal of Applied Economic Sciences 

1303 

 

Figure 1 - Classification of methods of construction of financial and economic mechanism  

Complex multi-level structure of the oil and gas sector, comprising the whole production and economic cycle 
from the geological exploration of oil and gas, development and production, transportation by pipeline networks to 
the end user, has identified a variety of different social relations that require complex legal regulation. 

The legal framework of social relations in the oil and gas industry of the Russian Federation consists of the 
legislative acts general for all sectors of the economy, as well as of separate legal acts regulating specific aspects 
of relations. It should be noted that the gas industry is regulated by a special law containing uniform rules of legal 
regulation of the given sector: Federal Law "About gas supply in the Russian Federation", while there is no such 
laws in the oil industry.  

Directions of development of oil and gas industry in the Republic of Sakha (Yakutia) have been defined till 
2030 by the Energy Strategy of the Republic of Sakha (Yakutia) approved by the Resolution of the Government of 
the Republic of Sakha (Yakutia) on October 29, 2009 No.441. This strategic document is based on the strategic 
priorities of socio-economic development of the country, the provisions of the "Energy Strategy of Russia for the 
period till 2030"; it also takes into account the policy documents concerning the development of economy, fuel and 
energy complex of the Republic of Sakha (Yakutia), the Far East and Trans-Baikal area. The priorities include the 
creation of oil refining, gas processing and gas chemical industries and the implementation of the republican 
gasification program. 

The main subsoil user’s law that regulates organizational, legal, financial and economic aspects of subsoil 
use is the Law of the Russian Federation "On Mineral Wealth", adopted on February 21, 1992 that has been many 
times amended and modified since then. 

Fiscal policy is a complex mechanism that is constantly changing for the state purposes. The complexity is 
also caused by and the fact that companies and individuals tend to seek a (legal) tax mitigation or (illegal) tax 
evasion. The Government has developed a wide range of mechanisms of acquisition of income from oil and gas 
sectors: from the nationalization of the oil and gas industry to the setting of tax rates (Kuzmin 2012). Taxation can 
be used as a mechanism to control the behavior of the market, companies, and influence the decision-making. 

An important role in the system of financial and economic mechanism is played by investment. The main 
elements of the investment mechanism are: the market mechanism of regulation of investment activity of the 
enterprise; state legal regulation of investment activity; internal control mechanism, system of specific methods of 
investment activity control (Nikolaev 2014). There are many methods of construction of financial and economic 
mechanism implementing individual elements of mechanism, defining the relationship and links between its 
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subjects. In order to develop an efficient financial and economic mechanism, it is necessary to obtain the optimum 
combination of all methods and follow the principles stipulated and justified in this paragraph. 

4. Results and discussion 

The main results of the research are the development of financial and economic mechanisms: legal, tax, 
investment mechanisms, including the general principles of construction of financial and economic mechanisms 
formulated for the first time. Figure 2 represents the proposed general principles of construction of financial and 
economic mechanisms, distributed according to their importance and the degree of significance in relation to the 
financial and economic mechanisms. The proposed mechanisms are based on the alignment of the socio-economic 
interests of the population, economic entities, investors, consumers and the whole region. Problems identified in 
the field of legal regulation of the oil and gas industry require the improvement of legislation in the sphere of subsoil 
use and licensing system, that is, the oil and gas industry regulatory mechanism. 

Table 1 of Appendix A shows the main deficiencies, regulatory mechanism for regulation of the oil and gas 
industry and the evaluation of the efficiency of the proposal regarding the modernization of the Law of the Russian 
Federation "On Subsurface Resources" of 21.02.1992 N 2395-1 (as revised on 13.07.2015 (as amended on 
01.01.2016): 

Thus, the proposed regulatory mechanism will ensure social and economic development of the region, 
increase the participation of the region in the development of oil and gas industry, and ensure environmental safety 
in the Republic of Sakha (Yakutia).  

 

 

Figure 2 - General principles of construction of financial and economic mechanisms 

Elaborated tax mechanism involves the transition from the MET to the tax system based on the financial 
result taxation (FRT), which will have a great influence on the entire oil and gas industry. Proposals on improvement 
of the tax mechanism are presented in Table 2 of Appendix A. We believe that when developing the oil and gas 
sector, attention should be given to the resolution of related issues, in particular, adjustment of the tax system so 
that it meets the interests of the specific regions. According to the results of the analysis of the existing tax system, 
most of the MET revenue goes to the federal budget and is returned in the form of grants or does not return at all. 
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At the same time, the tax on the extraction of oil and natural gas goes entirely to the federal budget, i.e. the Republic 
does not receive income from this tax. 

Also, the analysis revealed significant problems in terms of the order of the MET calculation. Despite the 
modernization of the taxation legislation, the calculation of the MET on gas has become more complex and less 
transparent, and the calculation of the MET on oil is performed without account of a number of factors. Many experts 
believe that the MET has become obsolete and does not reflect the real situation on the market. MET is calculated 
from revenue, determined on the basis of the prices on raw materials, and, accordingly, the costs of the 
development and extraction of raw materials are taken into account. In addition to that, the movement of 
hydrocarbons to new regions, increased complexity of deposits and growing level of depletion of existing fields lead 
to a differentiation of costs of the development of different deposits, reduction of the profitability of investment 
projects and respectively to the augmentation of discounts. The fact that the current system has become obsolete 
is confirmed by almost annual review and the introduction of the lumped tax incentives for oil and gas producers. 

In this case, it is important to study and adopt the foreign best practices. The experience of Norway and 
individual states in Canada is of interest, as they are widely using the financial result taxation in their fiscal systems. 
In addition, the Khanty-Mansiysk Autonomous Okrug came up with a proposal for transition to the taxation in the 
form of income tax from the crude oil sale. 

Thus, this problem could be solved by the introduction of financial result tax (FRT), which would replace the 
MET. In contrast to the MET, which is calculated based on the volume and cost of the extracted raw materials, the 
FRT is calculated from the actual profits of the subsoil user from the sale of the extracted raw material. The essence 
of the FRT is that it will be imposed depending on the size of the company's profits with due account to the field 
development costs. 

A significant part of funds of extractive industry companies is spent for exploration works requiring huge 
investments. By investing financial resources in the field exploration and development works, the companies shall 
pay the MET according to the volume of the extracted raw materials and as a result they are at a loss. Therefore, 
mining companies prefer not to take risks and get involved in proven reserve projects. Transition to the FRT-based 
taxation system will make it possible to take into account the dynamics of the world market conjuncture and field 
development economics, thereby will stimulate the development of both old and new fields. The FRT tax base is 
the difference between income from the sale of raw materials and the costs associated with their production, 
storage, delivery and capital costs. Tax rates for existing fields and new projects should be differentiated. For a 
new field, the progressive taxation can be applied depending on the project profitability. 

Thus, the proposed tax mechanism will significantly reduce the tax burden on enterprises, since, unlike in 
the case with MET, it will take into account not only the volume of extracted raw materials, but also its production 
costs. Thus, it will stimulate the development of small and medium enterprises in the oil and gas industry, as in the 
initial stages of investment activities, they will not bear the tax burden and it will increase the level of competition 
and reduce the degree of monopolization in the industry.  

Also, one of the main advantages of the introduction of this mechanism is the incoming of the tax revenue 
not only to the federal budget, as in the case of the current taxation system, but also to the regional one. Thus, the 
republic will receive funds for the development of the local oil and gas industry, the construction of the necessary 
infrastructure, the implementation of deposit development investment projects, the allocation of funds to the state 
gas infrastructure development program. 

In order to form the Yakutia gas center, there is an increasing need to create in Yakutia a favorable 
investment climate in the oil and gas industry. To do this, it is important to create a self-sufficient and self-developing 
investment infrastructure. The assessment of the financial support of investment programs of the oil and gas 
industry of the Republic of Sakha (Yakutia) has shown that there are problems concerning both internal and external 
sources of finance.  

Internal sources of financing, which are the main source of financial support, are generated by means of the 
tariffs for transportation of natural gas through long-distance gas distribution pipelines. Prescribed rates are subject 
to state regulation. Attraction of investment resources is complicated by the fact that the company carries out 
activities related to the socio-oriented ones: gasification of settlements in which the population and the amount of 
payments for supplied gas do not provide a lossless basis for local network services. 

Thus, the need for an efficient mechanism of financial backing, in other words, the investment mechanism, 
which would ensure the flow of funds for investment projects, is quite justified. Designed investment mechanism of 
development of the oil and gas industry of the republic implies the creation of the investment fund of development 
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and modernization of the oil and gas industry of the Republic of Sakha (Yakutia), which would significantly expand 
the investment project financing. 

The purpose of the creation of the oil and gas industry investment fund is to attract long-term extra-budgetary 
investments for realization of investment projects on development and modernization of the oil and gas industry in 
the republic.In order to attract long-term investments, it is necessary to use state guarantees of the Republic of 
Sakha (Yakutia), the collateral of the state property of the Republic of Sakha (Yakutia), the assets of oil and gas 
companies and long-term investment project objects. 

Planning and control of the activities of the oil and gas industry investment fund of the Republic of Sakha 
(Yakutia) shall be carried out by the Government of the Russian Federation, the Ministry of Industry and Trade of 
the Russian Federation, the Government of the Republic of Sakha (Yakutia), the Ministry of Industry of the Republic 
of Sakha (Yakutia), the Ministry of Economy of the Republic of Sakha (Yakutia). Resources of the fund shall be 
used solely for investments in development and modernization of the oil and gas industry of the republic. That is, 
the creation of an investment fund of oil and gas industry of the Republic of Sakha (Yakutia) involves targeted use 
of funds. 

Creation of an oil and gas industry investment fund will significantly expand the financing of investment 
projects in the industry. Potential sources of funding will be the following: 

 Oil and gas companies own resources: depreciation allowances, net income, investment allowances, etc. 
 Borrowed funds: bank loans, loans of financial institutions, foreign investors, etc., attraction of funds of 

individuals and legal entities on the terms of co-financing of investment projects; trade credit. 
 Budget funds: public investments within the framework of the state program of gasification of settlements 

and gas supply securing in the Republic of Sakha (Yakutia). 
 "RIC" JSC as an instrument of direct financing of investment projects. 

The proposed scheme of financing sources and the modernization of the oil and gas industry of the Republic 
of Sakha (Yakutia) is shown in Figure 3. 
 

 

 

 

Figure 3 - The proposed scheme of sources of financing and modernization of the oil and gas industry of the Republic of 
Sakha (Yakutia) 

Proposals regarding the development of efficient investment mechanism and the expected effect are shown 
in Table 3 of Appendix A. 

Thus, the implementation of the developed investment mechanism will create a favorable investment climate 
in the oil and gas industry of the republic and increase the investment attractiveness of the industry. The performed 
gasification of settlements of the republic will increase the welfare of the population in rural areas and will improve 
working conditions, etc. In the longer term, the attraction of additional investment resources through the creation of 
the Investment Fund will make it possible to carry out projects on oil and gas processing plants construction.  

By means of the proposed financial and economic mechanisms, the problems identified during the study of 
the problem will be eliminated and the long-term future development of the oil and gas industry of the Republic of 
Sakha (Yakutia) will be secured. The proposed financial and economic mechanisms of development of the oil and 
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gas industry of the Republic of Sakha (Yakutia) will contribute to the long-term and perspective development of the 
industry and the republic as a whole will create the conditions for the functioning of small and medium enterprises 
and will increase the level of competitiveness in the industry. At the same time, the proposed mechanisms take into 
account the socio-economic interests of the population, economic agents, investors and the whole region. Thus, 
the developed mechanisms will produce both economic and social positive effects. 

In general, we can conclude that the developed mechanisms are efficacious. Their implementation will 
ensure the development of the industry, as well as socio-economic development of the republic as a whole. As 
shown by the analysis, the existing mechanisms are quite outdated and do not meet the requirements of the modern 
economy. We propose the financial and economic mechanisms, including the regulatory, tax and investment 
mechanisms that meet the requirements of the oil and gas industry existing in the country and the republic. These 
mechanisms are universal and can be applied in other oil and gas regions of the country. 

Conclusion  

Thus, based on the result of the research we can formulate the following conclusions: 
 The study of theoretical and methodological approaches of financial and economic mechanisms of 

development of oil and gas industry has shown that at the moment the problem of the development of 
efficient financial and economic mechanisms in the region's oil and gas industry in understudied. 

 The study of foreign experience of development of oil and gas industry has identified common trends in 
the global oil and gas industry development, highlighted the characteristics of the development of oil and 
gas sector of foreign countries, determined the relevance of approaches used in international practice, 
including the regulation of the industry by the state, tough stance in defending national interests, 
experience in optimization of taxation of oil and gas industry, use of oil and gas revenues for investments 
in the national economy, etc. 

 The authors have identified the deficiencies of the Russian legislation in the sphere of subsoil use and 
licensing system, the imperfection of the current tax system regarding the oil and gas industry, the lack 
of efficient investment mechanism. Within this framework, the necessity of the development of economic 
and financial mechanisms for the development of oil and gas industry in the Republic of Sakha (Yakutia) 
has been justified. 

 On the basis of the theoretical approaches of financial and economic mechanisms of the oil and gas 
development, the authors have formulated and substantiated general principles of financial and 
economic mechanisms. 

 The following financial and economic mechanisms of development of oil and gas industry have been 
developed: regulatory, tax, investment mechanisms by which the long-term further development of the 
oil and gas industry of the Republic of Sakha (Yakutia) will be secured. The assessment of the efficiency 
of the developed mechanisms has shown that they will produce positive economic and social effect. 
Developed mechanisms are universal and can be applied in other oil and gas regions. 
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Appendix A 

Table 1 - Regulatory mechanism of regulation of the oil and gas industry and the estimation of its efficiency 

Problems Proposed mechanism Expected effect 

The Law of the Russian Federation "On 
Subsurface Resources" of 21.02.1992 N 
2395-1 (as revised on 13.07.2015 (as 
amended on 01.01.2016): - does not 
provide direct regulations requiring 
subsoil user to participate in socio-
economic development of the areas in 
which the subsoil is developed  

Amendment of article 12 of the Law of 
the Russian Federation "On Subsurface 
Resources", providing for the conclusion 
of an agreement between the subsoil 
user and the state authorities of the RF 
territorial entities and municipalities on 
participation in the socio-economic 
development of the territories, including 
the specification of the obligations of the 
subsoil user relating to his participation in 
socio-economic development of the 
territory 

Ensuring the socio-economic 
development of the territory, in 
which the development of 
subsurface resources is carried 
out, including economic 
development, employment rate 
growth and human well-being 
improvement, development of 
social and transport 
infrastructure. 

- does provide for tax revenues for the 
budget of the RF territorial entity, in which 
the activities are carried out, many 
enterprises are registered outside the 
Republic of Sakha (Yakutia) 

Addition of the clause about transfer of 
the ownership of a part of federal 
property (the main oil pipelines) to 
regions in order to generate the financial 
resources of the Investment Fund 

More active participation of the 
republic in the development of oil 
and gas industry 

- the norms for preliminary approval of 
the land allocation prior auctions have 
been withdrawn, subsurface lands are 
located mainly on forestry fund lands, i.e. 
within the federal property, and 
acquisition of land of other owners, users 
is carried out without their participation 

Addition of the principle of differentiation 
of subsoil plots of federal and regional 
significance 

More active participation of the 
republic in the development of oil 
and gas industry 

- regions do not have the right to control 
the allocation of the licensed areas for the 
development and production of various 
fossils 

Restoration of the principle of joint 
jurisdiction regarding the subsoil plots 
with the delegation of some powers in 
the field of subsoil use concerning small 
fields to the regions 

Delegation of authority to control 
the licensed areas 

- tenders for the right to use subsurface 
area of federal significance may be 
carried out only in the form of auction 

Granting the license for subsoil use on 
the basis of competition, rather than 
auction 

Possibility to choose a subsoil 
user with the best characteristics, 
technology and the environment 
protection 

Source: compiled by the authors 

Table 2. Tax mechanism of development of the oil and gas industry and the estimation of its efficiency 

Problems Proposed mechanism Expected effect 

 The whole tax revenue from on 
oil and natural gas goes to the 
federal budget (lack of 
revenues to the regional 
budget) 

 Introduction of a financial result tax 
(FRT), which will replace the MET and will 
enable the flow of revenue to both the 
federal and regional budgets (following 
the example of the income tax) 

 Simplification of the administration of the 
current tax system, reduction of the number 
of lumped privileges and preferences; 

 Increase in tax revenues to the 
consolidated budget of the Russian 
Federation from the highly profitable oil and 
gas fields; 

 Flow of revenue to both the federal and 
regional budgets; 

 Creation of fiscal stability, as the tight oil 
field commerciality will be secured even in 
case of low world prices, so, the tax will 
carry out not only fiscal function (as the 
MET does) but also stimulating one (FRT 
will stimulate subsoil users to extract tight 
oil); 

 MET on oil does not takes into 
account the quality of raw 
materials, the complexity of the 
extraction of raw materials and 
the degree of depletion of 
deposits  

 It is necessary to add to the Tax Code a 
clause on the differentiation of deposits 
according to the degree of depletion of 
fields, the complexity of raw material 
extraction conditions and the quality of 
the extracted raw material 

 MET on gas and gas 
condensate is unfixed (it is 
difficult for companies to 
forecast their budget and 
expenses), has a complex and 

 For the FRT taxation base it is necessary 
to use the difference between the income 
from the sale of raw materials and the 
cost of their production. Thus, the FRT 
will take into account the expenses 
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Problems Proposed mechanism Expected effect 

non-transparent calculating 
procedure (information on 
many parameters is 
confidential, and their 
calculation is carried out by 
subsoil users themselves) 

incurred by subsoil users during the 
extraction of raw materials and the 
amount of FRT payments will directly 
depend on the amount of raw materials 
extracted in a particular field within a 
particular period. For new and old 
deposits, the tax rate will be lower than in 
the case of the MET. Bigger amount of 
production will lead to a bigger 
contribution to the budget. 

 Creation of additional incentives for holes 
drilling, as FRT will make it possible to 
halve the payback period for investments in 
field development, that will ultimately 
increase revenues comparing to the 
situation with MET; 

 Possibility to take into account changes in 
production conditions in the process of 
exploitation of the deposit, i.e., its depletion 
(the tax gets decreased according to 
deposits depletion); 

 Possibility to respond to changes in 
external economic conditions of production 
- the world prices (the lower the selling price 
is, the lower the tax is, and vice versa); 

 Possibility to accurately predict the 
efficiency of investment projects, because it 
is a calculated value. 

 It does not take into account 
the profitability of the objects, 
which creates prerequisites 
for bankruptcy or absorption 
of small and medium-sized 
producing companies by 
large ones 

 FRT tax rate should be determined 
depending on the profitability 

Source: compiled by the authors 

Table 3 - Investment mechanism of development of the oil and gas industry and evaluation of its efficiency 

Problems Proposed mechanism Expected effect 

 Insufficient financial resources 
for the implementation of the 
investment program of 
development of oil and gas 
industry 

 Creation of the Investment 
Fund of Development and 
Modernization of the Oil and 
Gas Industry of the Republic 
of Sakha (Yakutia), the 
sources of funding of which 
will be: 

 Internal resources of oil and 
gas companies; 

 Borrowings: - Bank loans, 
loans of credit and financial 
institutions, foreign investors, 
etc.; - attracted funds of 
individuals and entities on the 
terms of co-financing of 
investment projects; - trade 
credit. 

 Budget funds: public 
investment in the framework 
of the state program of 
gasification of settlements 
gas supply securing in the 
Republic of Sakha (Yakutia) 

 Ensuring the long-term and perspective 
development of the oil and gas industry of the 
Republic of Sakha (Yakutia); 

 Creating a favorable investment climate in the oil 
and gas industry of the Republic of Sakha 
(Yakutia); 

 Ensuring a high-quality implementation of the 
state plan for the gasification of settlements and 
ensuring the reliability of gas supply of the 
Republic of Sakha (Yakutia), aimed at improving 
the level and quality of life, working conditions, 
improving the ecological environment, securing 
the reliability of operation of the gas transport 
system and settlements energy supply;  

 Ensuring financing of investment projects of oil 
and gas industry of the Republic of Sakha 
(Yakutia), including the development of fields; 

 Expanded financing of geological exploration 
works; 

 Possibility to establish local oil and gas 
processing facilities on the territory of the 
Republic of Sakha (Yakutia) 

 Attraction of investment 
resources is complicated by 
the fact that the company 
carries out activities related to 
the socio-oriented activities 

 Due to the fact that the profit is 
generated by means of the tariffs 
for transportation of natural gas 
established by the government, 
the internal sources of financing 
are directly dependent on 
government regulation. 

Source: compiled by the authors 
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