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Shell in Russia and CIS

Working Projects:

. Sakhalin 2 (off-shore project, LNG and ail)

. Salym (on-shore, oil)

. Kashagan (shallow-water off-shore, oil)

. CPC (transportation)

. Arman ail field and MK exploration in Kazakhstan (on-shore, oil)

Expeiience:

. 10 years + in Russia and CIS

. Knowedge of Russian and CIS countries law, norms, standards,
procedures and specifics

. Operating Joint Ventures with Russian/Kazakh/foreign partners

. Good relations with the Governments of Russia and Kazakhstan

Strateqdic Interests and Ambitions of Shell:

. Growth in Russia and CIS

Participation in complex projects which require Shell spedfic knowledge
Strategic alliances with strong national companies



Analysis of Impact of Mineral Taxes on company’s
remaining net income

Assumptions:

. Depredation 1,5 $/bbl

. Total costs excluding depredation, mineral taxes and profit tax = 10,5 $/bbl
. Cost level remains constant

. Domestic Sales close to the chart, but not totally in compliance with it

. No accounting forinflation

. No loss carry-forward

. Relation of Domestic Prices to Export Prices is artificial
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Inflation 0% 0 Add to cost

Rate 29,5

World market = export

price per Unit ($/b bl) 5 10| 1 30| 3 40 50

Quantity (bbls) 1,0 1,0 1, 1,0) 1,0 1,0 1,0 1,0

Export Sale Proce eds 5,0 10,0 15, 25,0 30,0 35,0 40,0 50,0

Dome stic Price pe r Unit

($/bbl) 3,0 3,3 4, 16,4} 14,3 18,1 19,0 29,7

Dome stic Sale Proceeds 3,0 3,3 4, 16,4 14,3 18,1 19,0 29,7

Cost per Unit ($/bbl) 10,5 10,] 10, 10,] 10,] 10,] 10,5 10,5

Depreciation per unit ($/bbl) 1,5 1, 1, 1, 1, 1, 1,5 1,5

Total Costs 12,0 12,0 12,0 12,0) 12,0 12,0 12,0 12,0 12,0

Profit after cost De duction -7,0 -2,0| 3,0 13,0 18,0| 23,0 28,0 33,0 38,0

Export duty (¥bbl) 0,0 0,0 0,0 4,0 7.3 10,5} 13,8 17,0 20,3

MRET ($/bbl) @ 419 rate 0,0 0,2 1,3 2,4 3, 4,6 5,7 6,8 7,] 9,0

Export Duty+MRET 0,0 0,2 1,3 4,2) 7, 11,9 16, 20,6 24, 29,3

Profit before Tax -7,0 -2,2 1,7] 3,8 5, 6,1 6, 74 8,1 8,7

Profits tax rate @ 24% 0,0 0,0 0,4 0,9 1,3} 1,5 1, 1,8 1,9| 2,1

Profit After Tax -7,0 -2,2 1,3 29| 4,2 4,7 5, 5,6 6,1 6,6
urden 00 0.2 1.7 51 8.8l 13 A7 224 31

Dispo sable Net Profits (in

cash-flow te m -

depre ciation added back) -55 -0.7] 2.8l 4.4 5.7 6.2 6.7 7.1 7 8.1

Effective tax rate (%) 0,0 2,2 11,5 25,4 35,3 44,5 51,0 55,9 59,7 62,7

Marginal effective tax rate

(%) 4,4) 30,1 67,3] 74, 90,1 90,1 90,1 90,1 90,1




Analysis of Impact of Mineral Taxes on company’s remaining net income:
100% Export

Tax Impact on Net Income (1 bbl sale, Export = 100%)
Export duty ($/bbl)
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Inflation 0% 0 Add to cost
Rate 29,5
World market = export price
per Unit ($/bbl) 5 10| 15| 20| 25| 30 35} 40| 45 50|
Quartity (bbls) 1,0 1.0 1.0 1,0 1,0 1,0 1,0 1,0 1,0 1,0
Export Sale Proceeds 5,0 10,0 15,0 20,0} 25,0 30,0 35,0 40,0 45,0 50,0
Domestic Price per Unit
($/bbl) 3.0 3.9 4.8 11,9 16,4} 14,3 181 19,0 26,9 29,7]
Domestic Sale Proceeds 3,0 3,3 4.8 11,8 16,4 14,3 18,1 19,0 26,9 29,7
Cost per Unit (¥/bbl) 10,5 10,9 10,9 10,5 10,5 10,5 10,5 10,5 10,5 10,5
Depreciation per unit ($/bbl) 1,5 1,5 1,5 1,5 1,5 1,5 1,5 1,5 1,5 1,5
Total Costs 12,0 12,0 12,0 12,0 12,0 12,0 12,0 12,0 12,0 12,0
Profit after co st Ded uction -9,0] -8,7| -7.2 -0,2 4.4 2,3 6,1 7.0 14,9 17,7
Export duty ($/bbl) 0,0 o,] o,] 0,0 0,0 0,0 0,0 0,0 0,0 0,0
MRET ($/bbl) @ 419 rate 0,0 o, 1, 2,4 3,5 4,6} 5,7 6,8 7,9| 9,0
Export Duty +MRET 0,0} 0.2 1.3 2,4 3,5 4,6 5,7 6,8 7.9 9,0
Profit before Tax -9,0] -8,9 -8,5 -2,7] 0,9 -2,3 0,4 0,2] 7,0 8,7
Profits tax rate @ 24% 0,0] 0,04 0,04 0,0 0,2 0,0} 0,1 0,1 1,7 2,1
Profit After Tax -9,0) -8,9 -8.5 -2,7] 0,6 -2,3] 0,3 0,2 5,3 6,6
TJotal Tax Burden 0.0l 0.2 1.3 24 3.7l 4.6 5.8 6.9 9.6 1.1
Disposable Net Profits (in
cash-flow term -

iati -z.5| z4 z.ol =1 2.1 0.8l 18| 1.71 6.8] 8.1
Effecti ve tax _rate (%) 0,0} 6,6 27,3 20,6 22,7 32,3 32,1 36,1 35,6 37,4
Marginal effective Tax Rate
(%) 68,7 72, 15, 28, 42, 31, 112, 34, 54,




Analysis of Impact of Mineral Taxes on company’s remaining net income:
100% Domestic Sales

Tax Impact on Net Income (1 bbl sale, domestic sales =
100%)

E===iExport duty ($/bbl)
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z 0 able (40% 0 g Dome
Inflation 0% 0 Add tocost
Export Share = 40%
Rate 29,5
World market = export price
per Unit ($/bbl) 5 10| 15| 20} 25| 30 39 40| 45 50
Quantity (bbls) 1,0} 1,0} 1,0} 1,0} 1,0 1,0} 1, Of 1,0} 1,0} 1,0
Export Sale Proceeds 2,0 4.0 6.0l 8,0 10,0l 12,0l 14,0 16,0l 18,0 20,0
Domestic Price per Unit
(¥bbl) 3,0 3,3 4.8 11,8 16,4 14,3 18,1 19,0 26,9 29,7
Domestic Sale Proceeds 1,8 2,0 2,9 71 9,8 8,6 10,9 11,4 16,1 17,8
Cost per Unit (¥/bbl) 10,5 10,5 10,5 10,5 10,5] 10,5 10,9 10,5 10,9 10,5
Depreciation per unit ($/bbl) 1,5 1,5 1,5 1,5 1,5 1,5 1, 5 1,5 1,5 1,5
Total Costs 12,0 12,0 12,0 12,0 12,0 12,0 12,0 12,0 12,0 12,0
Profit after cost De duction -8,2 -6,0| -3,1 31 7,8 8,6 12,9 15,4 22,1 25,8
Export duty ($/bbl) 0,0 0,0} 0,0} 0,7 1,6 2,9 4.2 5,] 6,8 8,1
MRET ($/bbl) @ 419 rate 0,0} 0,2 1,3] 2,4 3,5 4,6 5,7 6, 7,9 9,0
Export Duty +MRET 0,0} 0,2] 1,3 31 5,1 7.5 9,9 12,3 14,7 17,1
Profit before Tax -8,2 -6,2 4,4 -0,1 2,7 1,0} 2,9 31 7.4 8,7
Profits tax rate @ 24% 0,0} 0,0 0,0 0,0} 0,6 0,3] 0,7 0,7 1,8 2,1
Profit After Tax -8,2 -6,2] -4.4 -0,1 2,1 0,8 22 2,4 5,6 6,6
Total Tax Burden 0.0 0.2 1.3} 3.1 5_8] 7 8] 10_6 13.1 16_5| 19 2|
Dispo sable Net Profits (in
cash-flow te m -
depre ciation added back) 5.7 4.7l 2.9 1.4 3.6 2.3 3.7 39| zA 8.1
Effective tax rate (%) 0.0l 3.7 14 .8 20.7] 29.1 378 42,7 476 48 3| 50,8
Marginal Effective Tax Rate
(%) 10, 37 29,2 55 268, 66 95, 51,2 73,6




Analysis of Impact of Mineral Taxes on company’s remaining net income:

40% Export, 60% Domestic sales

Tax Impact on Net Income (1 bbl sale, Export = 40%)

Corresponding Domestic Sale Price ($/bb)
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Analysis of Impact of Mineral Taxes on company’s remaining net income:
Comparison of Remaining Net Profits

Tax Impact on Net Income (1 bbl sale)
Corresponding Domestic Sale Price ($/bbl)
33 48 118 164 143 181 190 26,9 297
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Analysis of Impact of Mineral Taxes on company’s remaining net income:
Upstream Marginal Tax Rates

RUSSIAN FEDERATION MARGINAL TAX RATES ON UPSTREAM
Effective January 1, 2005

| $8 < $15$15 < $20{ $20 < $25] > $25 |

Crude oil exports

Mineral Extraction Tax (MET)
Export tariff

Profit Tax

Total effective marginal tax rate

Domestic sales of crude

Mineral Extraction Tax (MET)
Export tariff

Profit Tax

Total effective marginal tax rate




Analysis of Impact of Mineral Taxes on company’s remaining net income:

Conclusion

Conclusion:

100% export sale gives more volume of netincome up to 50$/bbl price
(depending on corresponding domestic price)

Increase in costs moves lines down, but do not change angle

At prices higher than 50$/bbl export becomes less attractive compared
to domestic sales

At prices higher than 50$/bbl - because of excess domestic supply the
spread between domestic and export sales will start to increase

100% Export has lower capacity to sustain cost increase

At export prices higher than 25%/bbl practically all additional income
goes to Govemment Take

Low level of savings for future investments into exploration, reserve
replacement and potential acquisitions

If loss c/f are modeled — position of a company will be slightly better
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Analysis of Impact of Mineral Taxes on company’s remaining net income:
Abandonment Fund Suggested Provisions
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Analysis of Impact of Mineral Taxes on company’s remaining net income:
Abandonment Fund Suggested Provisions (continued)
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Analysis of Impact of Mineral Taxes on company’s remaining net income:
Abandonment Fund Suggested Provisions (continued)
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Practical issues of reforming the system of
tax legislation for oil and gas

Thank you for your attention!

Speaker contact details:
Tel.: +7(095) 792-3550
E-mail: andrey.sukhov@shell.com




