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1. Introduction 

· The oil and gas industry in Russia is experiencing serious problems in the wake of the disintegration of the 

Soviet Union and the old structures with no new structures there to replace them. This applies to the whole 

of the Russian economy, and the way into a market economy with its regimes and structures is a very slow 

one in view of the political difficulties subsisting, with a general lack of understanding of the workings of a 

free market economy and democracy. While the free market economy is what is aspired, the use of the word 

'free' in this context is often taken by its literal meaning in Russia. The oil and gas industry which is an 

important employer and above all foreign currency earner, is in the forefront of development. 

It is impossible to separate onshore and offshore oil and gas, in that there was a total lack of legislation in 

the Soviet Union on the oil and gas industry in general. Laws which were introduced were essentially 

territorial laws attempting to lay down rules and regulations. It is however noteworthy that it is precisely the 

large offshore projects which have been negotiated for a number of years already or are being negotiated at 

present, which seem to be a major factor behind the increasing legislative activity in the oil and gas industry, 
. . 

as these are without excepti�n subject to a legal regime for the industry which is acceptable to investors 

seeking stability rather than a pure maximisation of profits. The attempts in introducing the productiqn 

sharing legislation are a direct result of these projects as well as proposed legislation on the continental shelf. 

Legislation on the subject_ is a moving target at this point in time and likely to remain so until the political 

arena has stabilised, which is difficult to envisage taken the present political situation. Set out here is a brief 

history of the oil and gas industry and the Russian situation in political terms, then a view of the legislation 

in force and proposed and the offshore projects to which much of the legislative activity is attributable. 

(A,.s at September 1995) 
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2. The Situation in Russia and Eastern Europe 

The oil and gas industry in Russia (as well as the States as well of Eastern Europe and the States of the 

fonner Soviet Union) was organised in a completely different manner as to that in the West as a result of the 

communist system with its command economies. Underlying was the system of socialist ministries, dictating 

and setting production targets. The notion of profit and profitability were entirely absent and costs at best 

a secondary matter. The industry was heavily subsidised and energy prices kept artificially low for the 

consumers. In terms of world scale this grossly distorted the economy. In 1991 the Russian oil price was 

circa 70 rubles per ton ( the equivalent of 10 US cents per barrel). The price since then has been raised 

substantially, however, Russian domestic prices are still controlled and at a level well below world prices. 

Following Perestroika and Glasnost, there have been drastic changes in the former Soviet Union, politically 

and economically but the legacy of the old system remains, dictating to a great extent the present economic 

system as the infra-structure is still that, which was built under the communist system. The attempts at 

reorganising the. Soviet economy following the disintegration has been said to be like 'unscrambling 

scrambled egg'. 1 

Under the communist system the different branches of the industry were totally inter-dependent, while at the 

same time extremely specialised as a result of the system of centralised ministries. It has been stated by 

critics of govemme�t policy on oil that the bitter fruit of restructuring are chaos and collapse. Russian 

production has' declined drastically, the levels of domestic supplies however, as well as hard currency exports 

at world market prices have been maintained. It is the countries of the former Soviet Union, the so called 

•�ear abroad', which have had to bear the brunt of the decline in production. Russia has not been shy of using 

oil and gas supplies to these countries as a political weapon. This particularly is the case with regard to·the 

Ukraine. It is however a two edged sword for Russia as the main export gas pipeline from Russia to Western 

Europe runs thr�ugh the Ukraine. Russia is not in a position to cut the Ukraine off completely despite the 

Ukraine owing enormous amounts in payments to Russia for oil and gas supplied leaving the industry short 

of funds, as Russia needs to keep up its exports to Western Europe. The economic and political conflicts 

arising out of this are obvious. 

F Professor B.P. Pockney, University of Surrey 1992 
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3. The Legal Heritage 

It is important to appreciate the scale and distances involved in central and more specially Eastern Europe. 

The former Soviet Uriion occupies one sixth of the world's land surface. This enormous region was ruled 

entirely from Moscow by the Communist Party constituting an unofficial parallel government throughout 

Central and Eastern Europe. While legal forms were maintained, the ultimate authority lay in the Party's 

Politl,ureau which had effectively total control. The removal of the Party from power has meant that the 

methods and structures through which the region, including the former satellite states were governed - cruel 

and crude, but effective in their own way, on the whole have disappeared often leaving nothing to replace 

them. 

The political and legal mechanisms needed to reconcile disparate interests and resolve disputes in a 

democratic society were totally undeveloped, arising out of an autocratic system of government in the case 

of Russia for hundreds of years, leading to a completely different understanding of legality. Since the break­

up of the Soviet Union older patterns with deep historical roots are reasserting themselves. Certain of these 

are based on the historic contours of the great empires that once ruled the area, ie. the German Empire 

stretching East towards.Lithuania and Poland, the Austro-Hungarian Empire covering the Czeck Republic, 

Slovakia, Rumania, Hungary and large parts of the Ukraine and the Turkish Empire which had formerly 

covered much of South Eastern Europe. The influences of these Empires had a grave impact on the legal. and 

cultural history of these States. 

The countries which lie within the borders of the former Austro-Hungarian and German Empires have 

relatively· strong legal traditions. Poland, the Czeck Republic, the Slovak Republic and Hungary have 

inherited well established code - based legal systems, originally based on German - Austrian models. They 

have however their own history and development. Whilst these countries are having problems modernising 

their laws, the basic legal infrastructure effectively exists. Significant here though is not only the existence 

and nature of the laws themselves but the attitudes of the population to compliance with the laws. The areas 

once ruled by the Turkish Empire (Serbia, Bosnia, Macedonia, Albania, Bulgaria and most of Romania) do, 

not have a strong a legal heritage to draw on. After independence from the Sultanate in the 19th and early 

20th century (Serbia in 1812, Rumania 1879, Bulgaria 1908 and Albania in 1912 ), these countries did adopt 

legal systems that were essentially based on those of continental Western Europe. These systems however 

never became firmly established. Political instability and frequent wars in the region continued right up to 

the creation of the communist States after World War II. The Communist iron grip kept the peace and united 

these peoples. 
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The harsh control of the people by the communist regime, has in the Balkans created a culture in which 

respect for the law has never become a tradition. In Russia the inheritance is that of a powerful autocratic 

state, ruled by the Tsars and subsequently by the Communist Party in an absolutist manner. Respect for the 

law arose rather out of a sense of fear of official wrath, than experience of reliance on it as a medium for 

ordering civil and commercial affairs. Arbitrary enforcement of law in autocratic and absolutist mannerisms 

were employed with the result of creating a police state, causing serious damage to social and legal fabric, 

resulting in a general suspicion of legal rationalism and serious difficulties in instilling regard for the rule of 

law. The situation in Russia is changing towards one in which the law is playing a more significant role. The 

weakening of central government and of the old methods and networks is leading to a greater emphasis ,on 

law as a medium for establishing of relationships and resolutions of problems. But at the same time it is 

leading to disarray and confusion as well as conflicts between the Centre and the Regions in terms of making 

of laws as well as the enforcement of these. Russia lacks its own historical base for a legal system on which 

to base new legislation. Under the old Soviet system legislation was often chaotic and above all inaccessible. 

Today many of the legislative instruments issued from different sources are contradictory, many are not 

enforced and the problem has been exaggerated in the weakness of the Central Government. Local legislation 

is becoming increasingly important and often it is difficult to get hold of all the pieces and details of ordinary 

legislation necessary to get a whole picture of the legislation in force. The oil and gas industry is no 

exception. Many of the new laws passed are very brief compared to Western standards and often amount to 

little more than statements of policy while others, intended to be 'framework laws', provide vast amounts of 

detail. Subordinate legislation necessary to fill the gaps is often lacking, or where such legislation is available 

it is often ambiguous and contradictory. In practice a system to resolve ambiguities has emerged whereby 

lawyers in the regions refer questions of law to the relevant Minister asking his advice as to the meaning of 

the law in question. Such written advice given is relied upon and applied, with the result that a change in 

attitude or minster adds to the confusion and chaos. 

International oil companies have had much experience in dealing with unstable legal environments. 

Throughout much of the world they have sought to reach agreements with various governments over the state 

oil companies' concessions and contracts. The production sharing contract is the archetype system in that it 

provides an investor with guarantees in an unstable political and legal regime, providing for all aspects of 

regulation and go�ernment. The move towards privatisation in Russia and Eastern Europe is makjng this 

approach suitable as in the private economy the State is more likely to want to exercise its powers through 

regulation and taxation; Traditional production sharing implies a mixture of commercial and physical 

objectives. 
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The unstable legal environment in Russia is most acutely reflected in the taxation regime. In the Russian oil 

sector with its controlled prices inevitably leads to abuse in avoidance or evasion of both, price controls and 

taxation with disastrous _results for the Russian Government. The shortage of financial sophistication 

amongst both management of State and non-State enterprises and those who prepare and apply tax legislatiol} 

makes it difficult to establish a reliable revenue tax. There are frequent changes in the taxation, each of which 

is greeted with a new round of complaints from all sides. Because of the difficulties in taxing profits in the 

Russian industries there is a tendency to tax volumes, particularly in the case of exports. This discourages 

foreign investors especially as a tax on profits would limit their exposure if the investment was unsuccessful. 

Russia has enormous discovered and undiscovered natural reserves but has neither the technology nor the 

equipment to develop them effectively, and the industry is suffering from a serious shortage of capital. The 

attitude towards foreign investment in the Russian petroleum is highly ambivalent. This is reflected in deep 

seated conflicts between the President and the Legislature, the Centre and the Regions and the Ministries and 

the State and non-State enterprises. The responsibility for the administration of the oil and gas industry is 

divided at federal level between different ministries. In addition each of the regional and local administrative 

authorities (which are numerous and often overlap) also claim authority over the natural resources in their 

respective areas or spheres of influence. 
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4. A Brief History of Oil and Gas in Russia /the USSR 

Oil was utilised in Azerbaijan as early as the 16th Centwy. In the period 1898 to 1902 Russia was the largest 

· producer of petrolewn in the world. The Middle East at that time was merely desert, oil only being discovered 

there in 1938: Russian oil production reached its peak in 1901 with 11,987m tons of oil. A major role in the 

development of Russian oil was played by foreigners such as Swedish, French, British and American 

investors and operators, who had devoted large sums of money in an effort to gain control and increase 

production. While the Revolution meant a loss for most of them, the following decade was marked by the 

effort and intrigue of many of the fonner foreign operators to out manoeuvre the newly empowered Bolshevik 

rulers in order to regain or repatriate some of their money, which even today is at least part of the suspicion 

by the Russians as against foreign investors. 

Azerbaijan was occupied by the Turks in September 1918 following the Russian Revolution, providing' the 

oil investors with an opening they had been waiting for. With the Bolsheviks distracted by unrest in the 

North, the British sent an expeditionary force, pushing out the Turks in 1918 with the hope of setting up an 

independent state of Azerbaijan This was an anti-Bolshevik measure as much as anti-Russian, designed to 

protect Persia and block Russian access to British India. European and American oil companies were quick 

to sign contracts with the independent government of Azerbaijan. The Bolsheviks however re- took the area 

in late April 1920. Finding that having gained physical control over the territory, to operate the oil fields they 

needed technical and managerial help of foreigners, which accounts for continued Western involvement in 

the Soviet oil industry. 

Under the New Economic Policy (NEP) the Soviet regime began to actively solicit foreign help, with Lenin 

personally approving measures authorising extended concessions to foreigners. In 1921 the Barnsdall 

Corporation signed a contract with the Soviet Government, and several foreign companies followed, such as 

British Petrolewn, Societa Minere Italo Beige di Georgia, and in 1925 a Japanese group signed contracts for 

Sakhalin. With foreign participation production, which had fallen to 3,781m tons, a level not seen since 

1889 was restored and rapidly recovered. As output however recovered the Soviets began systematically to 

revoke the concessions and by 1930 most foreigners had been closed out2. Only Standard Oil was allowed 

to retain its concession at the kerosene refinery built in Batum, until 1935 and the Japanese retained a 

presence on Sakhalin until 1944. 

2. Anthony C. Sutton, Western Technology & Soviet Economic Development, Volume II, 1930 - 1945 
(Stamford: Hoover Institution Press, 1971) 
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With i�creasing production administrative control emanating from Moscow was increased, which in the 

beginning was theoretic�! rather than actual. Control over the industry was vested in the Supreme Council 

of the National Economy (VSNKH), set up shortly after the revolution in 1917. The VSNKH derived its 

powers from the Council of Peoples Commissariats (CPK), the forerunner to the Council of Ministers, which 
' 

. 

set up the Chief Oil -Committee (GNK) under the VSNKH in 1918. Recognising the communication_ 

problems between Moscow and the Caucasus, the GNK authorised the creation of three local operating trusts: 

Azneft controlling· the Batum region, Grozneft controlling Grozny and Embaneft in the Emba area. These 

three trusts formed a commercial syndicate called Neftesyndicat in 1922 (later succeeded by Soyuzneft) to 

handle exports and other foreign activities. Neftesyndicat proved to be a very aggressive monopoly, making 

deals with various foreign companies. In 1923 Neftesyndicat joined in a 50/50 partnership with the English 

company Sale & Co to market oil in the United Kingdom, reserving the right to buy out all Sale & Co's shares 

within 10 years. This was followed by an agreement with Royal Dutch Shell and an arrangement with 

Standard Oil ofNew York, to market oil in the Near and Far East. Other deals included arrangements with 

British Mexican Petroleum, Pacific Petroleum and Bell Petrole3
• 

Neftesyndicat contiQued to expand, setting up jointly with Arkos 'Russian Oil Products' (ROP) in London, 

which by 1925 had its own filling station network. In Germany Neftesyndicat set up a filling station network 

called 'Derop', Deutsche Russische Naphta Co, through its subsidiary and formed other wholesale and filling 

station subsidiaries in Sweden, Spain, Portugal and Persia. With such a network of supplies Soviet oil 

exports increased rapidly surpassing the 1926-1927 level, even though production was not increased until 

two years later. From 1926-1935 Soviet oil exports accounted for 14% of all West European imports, 

reaching a high of 17% during the USS R's peak export years of 1929-1933. 4 The most important purchaser 

in terms of physical volume and market share was Italy with Soviet oil accounting for 48% of Italy's total oil 

imports in the period of 1925-1935. The economic significance is clear, in political terms this shows e�en 

more clearly in involving Western oil companies in the development of the oil and gas industry following the 

Revolution, that politics.is no bar trade, with Mussolini becoming prime minister in 1922 and dictator in -

1925. Only in 1938. to 1940 did the USSR not sell petroleum to Mussolini's fascist govemment5
. 

Sales to Germany were at a constant level of 400,000 to 500,000 tons until 1936, falling to 350,000 tons in 

1936 and 275,000 tons in 193 7, dropping to almost nothing in 1938 and 1939. In 1940 however following 

3 

s 

· R.W. Camppell, the Economics of Soviet Oil and Gas (Baltimore; John Hopkins University Press 1968) page 
27) 

Vneshniaia Torgovlia USSRza 1918-1940 (Moscow: Vneshtorgizdat, 1960) 

Vneshniaia Torgovlia USSR za 1918-1940 (Moscow: Vneshtorgizdat, 1960) 
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the signing of Molotow-Ribbentrop Pact exports rose to 650,000 tons, accounting for 50% of all Soviet 

petroleum exports in that year.6 

In 1932 the VSNKH was abolished and replaced by the Peoples' Commissariats for the Timber Industry, for 

the Light Industry and for the Heavy Industry. The GNK was attached to the Peoples' Commissariat for 

Heavylndusay. -pus was split into several parts, including the Commissariat for Fuel Industry.7 In January 

1939 and October 1939 the Commissariat for the Fuel Industry was divided into the Peoples' Commissariat 

for the Coal Industry and the Peoples' Commissariat for the Petroleum Industry. After the War, on 15th 

March 1946 all. Peoples' Commissariats were abolished and turned into ministries. In April 1946 the . 

Ministiy for Petroleum Industry was split into two on a geographical basis, one responsible for the Southern 

and Western regions and the other for the Eastern region, focusing primarily on Sakhalin. In December 1948 

the two parts were reconstituted and the Ministry for Petroleum Industry was left intact until Khrushchev's 

brunt of political and administrative reorganisational activity in 1957. In an attempt to transfer power from 

Moscow to the regions 110 regional Sovnarkhozy were created. The ministries were abolished and their 

functions de-centralised. Oil and gas, due to its location was only relevant in a limited number of the 

Sovnarkhozy. Some of the central functions were held on to by the State Planning Organisation (Gosplan) 

and various state production committees evolved over time and were subordinated to Gosplan. Khrushchev. 

kept changing Gosplan's own functions as well as the functions and numbers of the Sovnarkhozy with the 

result that industrial, administrative and planning organisations were in a continuous state of confusion. 

Following Khrushchev's removal from office in 1964 the industrial ministry system was restored in 1965. 

As of 1965 there were state production committees for the fuel industry, the gas industry, for petroleum 

extraction and petroleum refining, all having come out of the committee for the chemical and petroleum 

industries. These four committees were ultimately restored into six ministries: for the coal industry, the gas 

indusay; the petroleum extraction industry, the petroleum refining industry, petrochemical industry and the· 

chemical industiy. But for the renaming of the Ministry of the Petroleum Extraction Industry as the Ministry · 

of the Petroleum Industry in 1970, this system continued (with the exception of Gosplan which was abolished 

in l 989}until the coup of 1993, following which further administrative changes were introduced in order to 

break the strength of the ministry system which in political terms was still extremely powerful. 

It is clear that foreign help was important to the Russian petroleum industry prior to the revolution as well 

as before World War II. This includes technological assistance at all stages ( such as drilling, extracting and 

7 

Foreign Trade, September 1967 page 17 

The Enigm� of Soviet Petroleum 
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refining) as well as in the marketing sphere. Justification for foreign help was the periodic fear that resources 

might run out and that output was being used ineffectively. The fears were expressed prior to the Revolution 
and continuo�ly recur. This was and still is important, as a result of the need to supply the domestic market, 

industrial as well as strategic, and the vitally important role of oil and gas as an earner of foreign currency. 

In 1932 at its peak Russian petroleum accounted for 18% of foreign earnings. The USSR exported more 

petroleum than the U�A and anyone else in the world in that year of the depression. To enable the USSR to 

make exports of such magnitude, 90% of the production was set aside for export alone, without severely 

curtailing domestic consumption. At the same time there is a strong fear of letting foreigners in and reaping 

the benefits of the Russian riches and gaining control. This was a pattern that was set before the Revolution, 
continued throughout the 70s, and again applies today, with exports continuing to drop while exports remain 

steady despite the disintegration of the USSR, the loss of a number of oil rich Southern Republics such as 

Kazakhstan, Amenia and Azerbaijan, with the Russian oil industry successfully re-asserting its position in 

the world market. 
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5. The Pr.esent Situation of Oil and Gas in Russia 

Oil and gas reserves in Russia are huge. Russia however lacks the money to invest in, expand and modernise 

its energy industries. International oil companies continuously wanting to increase their reserves and .are able 

and willing, even during a world recession, to raise investment capital and invest, provided the terms are 

acceptaple. Russia isJooking to attract foreign investment by the major international oil companies in order 

to revive the ailing Russian oil industry. Russian foreign oil sales generated around $8.5 billion in 1992 and 

gas exports amounted to about $4 billion. At the same time officials from the Ministry of Fuel & Energy 

estimated that an investment of $5 billion annually was needed in each of the next 5 years in order to keep 

oil production at the 1992 level of 8 million barrels per day (bpd).8 

The need for foreign investment has been recognised and will have to come from the major international oil 

companies but requires the establishment of a comprehensive legal regime in all spheres of the oil and gas 

industry which is so far lacking. In the oil and gas industry Russia is still regarded as a 'frontier' by foreign 

oil companies, however differing to the traditional meaning of 'frontier' in that most of the oil and gas reserves 

have been discovered by Russia itself without any foreign assistance. The understanding of 'ownership' under 

the communist system has led to a different sense of ownership regarding energy reserves and a much greater 

sensitivity regarding their development by foreign entities, which is quite apart from the fact that oil and gas 

are regarded as an important strategic resource. 

It is the general economic situation and the desperate need for foreign investment which has led to 

development of energy legislation, taking special account of foreign interests. For Russia a major step was 

made with the 'Law on Foreign Investments in the RSFSR', setting out the framework for foreign investment 

in Russia.· Foreign investors were defined widely, including persons engaged in all forms of income 

producing activity. The law included a presumption restating the basic premise of all legislation of the former 

Soviet Union, in stating that all activity was permitted which was not expressly,prohibited by legislation. 

Under the law foreign investors were able to acquire a right to use land and other natural resources, did 

however did not give them the right to own it. The law provided guarantees for foreign investors, such as the 

guarantee that the legal rules relating to foreign investors would not be less favourable than those applying 

to local enterprises and that nationalisation of foreign investments would only take place " in exceptional 

circumstances and by decision of the Russian Supreme Soviet", which however was not further defined, but 

compensation, including loss of earnings and interest was provided if nationalisation did take place. This law 

Petrolewn Economist, No. 6 1993 
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covers all foreign investment and activities in Russia and was not geared specifically for the oil and gas 

industry with the result that issues which are specific to the oil and gas industry were not addressed. While 

the Law allowed foreign_ investment, it was much criticised and where investment did take place, this was 

only to a small degree. 

The Law on Underground Resources9 sets out a framework for the regulation of all activities involving natural 

resowces, including exploration, exploitation and production. This Law addressed one of the major problem 

areas in that it determined the political divisions of jurisdiction over natural resources among the federal, 

autonomous, regional and local government structures. The federal government has the dominant role, Jith 

admiIµstrative responsibility given to the State Committee on Geology & Natural Resources (Roskomnedra) 

with the responsibility for ensuring compliance with the law, providing licences and developing programmes 

for the extraction of resources. Proceeds of fees and royalties were to be shared amongst levels of 

government authorities. Local authorities retained an advisory role and the right to negotiations with the 

federal government on quotas .. Local authorities were given responsibility to determine and regulate the local 

impact of activities and to impose restrictions on development. Notably under the law Article 52 states that 

where the law contradicts the provisions of an international treaty, the terms of the treaty will prevail. 

Against the background of slowing economic reforms in the worsening economic situation Y egor Gaidar the 

Economics Minister and the Minister of Finance, Boris Fyodorov resigned in late 1993. In December 1993 

two decrees by Boris Yeltsin were aimed to attract foreign investments. Under the new Russian constitution 

presidential decrees take precedence over parliamentary law in cases where there is conflict between the 

government and the legislature but would be subject to a possible constitutional challenge. The first Edict 

No. 2273 of 23rd December exempted foreign joint enterprises from payment of export taxes on their own 

production. 

The Russian fiscal system in particular deterred any foreign investment within the tax system also requiring · 

reform throughout. The second decree No.2285 of 24th December10 allowed production sharing agreements. 

By entering into production sharing agreements companies can escape the ever increasing forms of taxes 

(there are up to 49 different taxes), which did much to undermine the joint venture system. Under the decree 

all taxes, with the exception of income tax and charges for use of the sub soil, are to be substituted by the 

State receiving a share of the oil or gas output. The taxes payable are to be paid in cash or in kind'. The 

Russian & Commonwealth Business Law Report, 4th May 1992 

JO See Chapter 13, p. 59 
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decree also provides investors with a safeguard promising that if changes in Russian law impact negatively 

on their commercial activities, the production sharing agreements will be amended to allow for compensation 

reflected in the distribution of the share in the oil or gas. The decree legalised production sharing for the first 

time in Russia but very few if any companies would consider any major investment on the basis of a 

presidential edict in view of the possibility of a constitutional challenge11
, with the industry waiting for 

legislation implementing a legal regime on oil and gas. 

II Petrolewn Economist, (London) No. 7 July 1994 
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·6. Production Arrangements 

In the international oil industry productioQ arrangements currently applied fall into two broad categories: 

l .  Concessions 

Under these the host country plays no active role but regulates the nature of the use of the natural resources. 

The host country receives taxes and royalty payments, which in the Russian context is in non-conve_rtible 

Roubles, these payments being made by the licensee in exchange for mineral grants and exclusive rights to 

. explore and exploit a designated area. 

2. Contracts 

Production Sharing Contracts are seen as the most appropriate arrangement for Russia during the period of 

transition froni the centrally planned to a free market economy. Under the production sharing contract the 

host country does not invest any capital but receives a portion of the produced oil and gas after the operator 

has been compensated for his expenditure. This allows participation on an equity basis, maximisation of oil -

production and enhanced transfer of technology. The contractor is not granted mineral rights which in the _ 

�ssian situation avoids the question of ownership of the subsoil, but is given a right in a share of the 

production as compensation for carrying out operations. 

Risk Service Contracts cover the situation where a number of operators distribute the risks equitably among 

the partners in a project. Given Russia's precarious financial situation this form of production arrangement 

appears impossible. 

Service Contracts are based on a purely contractual relationship under which a contractor carries out certa� 

works or services for a specified payment. There is no share in the production, with all risks as to whether 

a project is successful or not resting with the operator and no risk with the contractor who will receive 

payment irrespectively of the success or failure of a venture. 
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7. LEGISLATION 

7 .1 :Production Sharing Legislation 

The Central issue of the offshore development of natural resources in Russia is the implementation of 

legislation on production sharing. All the major projects without exception have been agreed and signed, or 

are being negotiated subject to such legislation. The objective of the legislation is to develop a legislative 

system that encourages private investment in the areas of exploration, development and transportation of oil 

and gas. The legislation is to provide a clear procedure for delegation of the rights to explore for and exploit 

for petroleum resources, the granting of the rights under a commercial agreement between the State and an 

investor, a cle� separation of administrative and civil law procedures whereby the production sharing 

agreement gives rights to resources, as specified in the agreement. The terms of the production sharing 

agreement are to prevail over otherwise applicable laws and a licence should not required when the production 

sharing agreement is executed .. 

Further itis to provide stability of the contract conditions and terms, including such provisions as requiring 

the investor to be kept economically whole in the event of any subsequent legal modifications that would have 

an adverse economic effect on the investment, thereby providing investors with a guaranteed and above all 

stable regime for the duration of the production sharing agreement. The taxation and accounting regime is 

to be specified in the production sharing agreement with corresponding revisions to be made to existing tax 

laws. The investor would have the right of assignment and mortgage under the agreement, consistent with 

international practice, prc;>Vided that an assignee has the technological and financial capability.· The 

termination of the production sharing agreement by the State will be possible if the contractor committed a 

material breach of the contract and failed to remedy such breach after notice, with termination subject to 

review in international arbitration. There is to be no restriction upon currency transactions and banking 

operations other than provided in the agreement. All disputes arising under the production sharing agreement• " , 

are to be subject to international arbitration conducted in accordance with international rules. 

The draft Law on Production Sharing was first put on Parliament's agenda in 1991, but due to political 

upheavals and stroniopposition any substantive results on the matter were only achieved in 1995. 

Production sharing agreements were for the first time legalised in Russia by the presidential decree by Boris 

Yeltsin on December 24th 1993 (Number 2285). Production sharing agreements were however not 

implemented following the decree, as the presidential edict could at any moment become object of a 

constitutional challenge in view of the contradictions to existing legislation. 
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The· draft Law on Production Sharing was passed by the Russian State Duma (the Lower House of 

Parliament) in its first reading on the 24th February 1995 12
. At that stage a parallel so-called 'Presidential 

version' of the bill 'On Production Sharing Agreements for the Use of Underground Resources' was turned 

down by ,the Duma .. By passing the draft Law on Production Sharing in its first reading the Russian 

Parliament essentially approved the system of production_ sharing agreements in Russia. 

The ct-aft law provides under Article 1.4 that in cases where laws of the Russian Federation set rules differing 

from those contained in the production sharing law, the rules of the production sharing law shall prevail in 

the sphere of regulation of relations as between the parties to the production sharing agreement, related to 

the conclusion, implementation and termination of production sharing agreements. 

Under article 4.2 a subsoil plot is to be granted for the use as set out in agreement and certified by a licence 

which is to be to be issued for the entire duration of the agreement and subject to extension or re-registration 

in accordance with the terms and conditions set out in the agreement. 

Under Article 9 the mineral raw materials owned by the investor under the agreement may be exported from 

the Russian customs territory in accordance with the procedure and terms specified in the agreement, in 

compliance with the legislation of the Russian Federation, without any quantitive limitations on export such 

as quotas and licenses and without obligatory requirements to sell such raw materials through specific 

commerci�l or non-profit organisations. This implies that the export market is to be completely deregulated 

which is difficult to envisage in view of the strategic nature of hydrocarbons. 

Under Article 12 the investor is provided with the right of free access to the pipeline system on a contractual 

basis. In view of the intended privatisation in the sphere of the oil and gas industry which is slowly 

progressing, it 1s not clear on what legal basis the State can contract with an investor, guaranteeing the use 

of pipelines which at some point will belong to private companies. 

Under Article 13 the investor is exempt from taxes, charges, duties, including customs duties, excises and 

other obligatory payments with the exception of the profit tax and payments for the use of the sub-soil, as 

set out iii"' the agreement. The draft law provides that in the event that legislative acts of the Russian 

Federation territory units (ie. the regional authorities) do not exempt the investor from the payment of taxes, 

duties and other payments to the budget of the regional authority and local budgets, part of the profit 

p·roduction which is the investors share under the agreement is to be increased at the expense of a 

12 Oil and Gas Report, No. 9 (164) 1.3.95 
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corresponding reduction of the Stat�'s share by an amount equal to the charge in taxes, duties and payments 

actually paid. This article does virtually contradict itself in that investors are still subject to regional 

. legislation on taxes and payments, even though the investor is to be reimbursed such payments. It also 

provides the regional authorities with a strong hand, which in view of the general struggle for power and 

control as between the centre and the regions can only complicate at least the financial environment in which 

the investor is op'erating. 

Under Article 16 the investor is provided with a right to transfer his rights and obligations under the 

agreement completely or partially to any legal entity that is not affiliated or to any individual person with the, 

consent of the State, provided that such an entity has sufficient financial and technical resources and 

managerial expertise necessary to perform the operations under the agreement and no unsubstantiated refusal 

by the State to grant such consent shall be permitted. It is not clear to what extent and in what manner 

liabilities are to be divided concerning such matters as abandonment and or environmental damage. This is 

in particular is a major issue in situations where operators take over in places where Soviet (as opposed to 

Russian) operations have taken place, with the communist industry having had very little regard for the 

environment. While .it would seem logical that the State will carry liability for such matters, this may not be 

the case in the Russian system. 

The above provisions clearly show the potential for conflict, inasmuch as certain measures are very far 

reachµtg, such as limiting the State's sovereignty and binding the State for the duration of the agreement, as 

well as straining the relationship between the centre and the regions. By reducing the regional authorities' 

influence on offshore development projects as is the case under the draft Law on the Continental Shelf, while 

giving these a strong h.and under the Law on Production Sharing a potentially explosive climate is created in 

which the regional authority is capable of causing production sharing agreements to be virtually useless. 

Off shore operations require the creation of a complex infrastructure and requires by definition close 

cooperation with ,the local governments. The draft Law on Production Sharing sets out to mitigate the impact · 

· of the proposals under the Continental Shelf legislation, specifying that licence provisions authorising 

offshore field operations are to contain additional clauses calling for investment in the industrial and social 

development of coastal areas and for equipment purchases from Russian enterprises, but may lead to the 

regional authorities to stop or severely hinder projects as a weapon, should they feel the need to make a point 

in a power struggle as against the centre in whatever sphere. 

Notwithstanding, the draft bill was approved on 14th June 1995 after long debates, taking the second and 

third readings of the bill at one stage. The vote of 226 deputies voting in favour was the exact minimum 

required, showing the strong opposition in the lower house alone. The bill still requires passing by the 
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Russian Federation Council (the upper chamber) and signature by President Boris Yeltsin. According to a 

report by the Moscow News (2-9th November 1995) final passage of the law had still not taken place. 
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7.2 The Draft Law on Oil and Gas 

Under the Decree of the Government of the Russian Federation (number 1648, 1992) an inter-departmental 

commission was appointed to prepare a draft 'Law on Oil and Gas'. This was done in direct competition with 

a joint parliamentary commission which was sponsored by two committees of the Supreme Soviet, 

themselves setting about to draft legislation on oil and gas. By the end of 1992 the inter departmental 

commission had supplanted the joint parliamentary commission. Many of the members of the joint 

parliamentary commission had served on the Russian petroleum legislative task force involved in a project 

co-ordinated by the University of Houston, which was started in 1991 and designed to recommend a new 

petroleum law based on international practices in the oil and gas industry. The stewardship of the project was 

transferred to the World Bank in mid 1992 but shortly after, the Russian petroleum task force was disbanded 

and the project came _to an end without success. Russian drafting committees were instructed to develop the 

legislation in accordance with generally accepted international practices ( as was the purpose of the University 

of Houston project). However, the committees appear to have continued to focus more on creating devices· 

to protect the national resources from being taken over by foreign interests rather than creating a legal regime 

for oil and gas in accordance with international practices. 

The draft Law on Oil and Gas passed its first reading in June 1994, however, in late June 1995 the Duma 

voted to abandon all further discussions on the draft law. 

7 .3 The Law on Concessions 

A draft of a Soviet National Concessions law was being developed even before the 1991 coup. Two 

alternative versions had been drafted entitled "On the Procedure for Granting Concessions to Foreign 

Countries and Companies" and secondly, on "Foreign Concessions in the USSR". Both drafts limited foreign 

investment in major projects to the 'concession formula' (ie. only one of the several possible production 

arrangements normally available to international business, even though 'concessions' were already at that time 

no longer regarded as the most suitable arrangement for Russia to use in hosting foreign investors 13. It was 

expected at the time, however, that new drafts would legitimise the other formulae as well as concessions. 

The drafting of bills for Production Sharing Agreements as well as the Presidential Decree number 2285 on 

Production Sharing have proven this to be so. 

13 Petroleum Economist, No. 4 April 1992 
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The Law on Concessions was intended to be a 'framework law' stipulating rights and obligations of an 

inv,estor who entered into a contract with the State for the long term use of an object owned by the State. 

Laws in existence so far in the sphere of subsoil-use based on public law with relations as between the 

Russian Government and an investor based on administrative acts of the State and regulations made 

thereunder with any agreements subject to such terms and conditions as set out these. 

The bill was designed to put the relationship between the parties in the context of the use of the subsoil in 

the sphere of civil legal relations, developing and expanding the principles set out in the Civil Code of the 

Russian Federation. Under present laws on concessions and joint ventures the State does not participate. As 

between the parties in the joint venture the civil code applies while the initial awarding of the right to use the 

subsoil, which is State property still remains subject entirely to administrative procedures. Termination of 

an agreement by the State was effective without any possibility of an appeal. The draft Law on Concessions 

was to encompass the principle issues providing a non-state investor the temporary right to use State property 

and putting relations on an entirely civil law footing. The draft Law on Production Sharing is closely related 

and there were some moves to consider both bills as a single legislative package adopting a common 

approach. On suggestion of the Committee on Industry however, the bills were considered separately with 

the result of duplication of numerous provisions in the various laws, as well as numerous contradictions. 

7.4 Th� Law on Foreign Investment 

In the absence of any mining laws foreign investors were initially guided by the Law on Foreign Investments 

dating back to 1989, which is an umbrella type legislation setting out general guidelines for foreign 

investment on Russian territory. 

Article 3 provides that foreign investment in the energy and mining sectors can be made through participatjon 

in joint ventures with former Soviet legal entities as partners, enterprises wholly owned by foreign investors, 

and that acquisitions of rights to use land and other natural resources and other investment arrangements were 

allowed subject to applicable legislation, which did however not exist. 

Article 20 provides that industries open to foreign investors are subject to special permits and licences with 

references to special lists, however, such lists of industries were never drawn up. 
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Article 40 provides for the possibility of acquiring rights to use land or mineral resources, but contains 

references to Russian concession .laws that do not exist. Further, there is no direct legislation allowing 

enterprises to be wholly owned by foreign investors. Any activities carried out so far by foreign investors 

have therefore been through the joint venture system. 

7.5 The Law on Underground Resources 

The Law on Underground Resources sets out the framework for regulation of all activities involving natural 

resources, including exploration, production, use and handling of natural resources14
• The Law on 

Underground Resources was approved by parliament and signed by President Boris Yeltsin in August 1992 .. 

Since then it has undergone iri excess of 40 amendments. Initially, the law established system of licensing 

the use of sub-surface natural resources, designed as an umbrella law, listing general principles applicable 

to all categories of natural resources. The Law however lacks sufficient detail regarding the licensing system 

and rights and obligations of investors. 

The law determines the political division of jurisdiction over natural resources among federal, autonomous, 

regional and local government structures. The Federal Government plays the dominant role with the 

administrative responsibility given to the State Committee on Geology and Natural Resources (Roskornnedra) 

with the Committee being responsible for ensuring compliance with the law, providing licences and 

developing programmes for extraction of resources. 

Proceeds of fees and royalties are set out to be shared among the levels of government authorities which is 

intended to minimise difficulties in reconciling vested interests at different levels of authority. The local 

authorities retain an advisory role and rights of negotiations with the Federal Government on quotas and are 

given responsibility to determine and regulate the local impact of activities as well as to impose restrictions 

on development. 

Articles 13 and 17 provide for licensing of rights to explore for and produce hydrocarbons through 

competitive bidding at auctions and tenders but prohibits the issuing of licences through direct negotiations. 

The intention behind this was to minimise corruption on issuing licences and whereas in political terms it may 

well be warranted, in practical terms this restricts possible investments. Complex development operations 

1'4 Russian and Commonwealth Business Law Report, 1992, 4th May 1987 
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in remote locations make direct negotiations absolutely necessary in order to reach mutually beneficial 

agreements. Under the system so far established, the investor has no subsequent guarantees that a licence 

would be granted. 

Article 12 refers to the use of concessions, production sharing agreements and service contracts but does not 

provide a definition or description of these, nor are any details of any terms and conditions which are to be 

included in such agreements provided. Under one of the recent amendments Roskomendra confirmed 

instructions for the re-registration of licences for the right to use underground resources and drew up new 

procedures under which licences will have to be registered anew, if the rights to use the underground resources 

are transferred to another user due to changes in the legal form of enterprises, acquisitions or mergers with 

other enierprises. The same applies where the prior licence holder owns at least one half of the new enterpris·e, 

division, or if an enterprise changes its name, even if the enterprise continues to operate under the licence 

While this is in line with the idea of the signing over of rights obtained under a licence, it is not clear whether 

the licence is the main instrument providing the right for use of the subsoil or whether this could be derived 

from a production sharing agreement, as set out under the draft Law on Production Sharing, which envisages 

the licence to be a secondary matter, merely confirming the rights set out in the agreement, the right to assign 

most likely provided for among these. While this is perfectly feasible under the draft Law on Production 

Sharing this appears to be contrary to the status given to the licence under other legislation. 
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8. THE CONTINENT AL SHELF 

At present Russia has no comprehensive legal regime governing commercial activities on the Continental 

Shelf ·The Decree of the USSR Supreme Soviet Presidium of February 1968 "On the Continental Shelf of 

the USSR" is the only legislative measure on the subject and is recognised as grossly inadequate in ensuring 

Russia's jurisdiction on the Continental Shelf and above all governing business activities on the Continental 

Shelf. 

The "Law on Underground Resources" barely touches on the subject of off-shore development. Article 1 

states that "utilisation of underground resources on the Continental Shelf of the Russian Federation shall be 

carrie
d 

out in accordance with Federal legislative Acts on the Continental Shelf and the norms of international 

law._" While legal experts consider this clause extremely important, as it indicates that the Continental Shelf 

legislation, rather than the Law on Underground Resources is intended to regulate the activities of sub-soil 

uses in the off-shore area. Until such time however that such legislation is actually in place this is of no 

relevance. As can be seen from the draft Law on the Continental Shelf which appears to set out a 

comprehensive legal regime governing the extent of, the uses and the protection of the continental shelf, 

numerous references to other laws and regulations which to the greater extent are yet due to be passed, render 

the draft law as it stands at best an expression of intent. The draft law is in some instances extremely detailed 

while in others so broad to render it positively ineffective. 

8.1 The Draft �aw on the Continental Shelf 

The draft law on the Continental Shelf was passed in its first reading shortly after initial approval was given 

to the draft.Law on Production Sharing by the State Duma. The draft law however includes a number of 

direct contradictions to the Law on Underground Resources as well as the Law on Production Sharing and 

effectively negates benefits and guarantees provided for by the production sharing legislation. This is the 

more so the case as it supersedes the production sharing legislation in areas involving the Continental Shelf 

and would again significantly limit the opportunities of foreign as well as domestic investors. 

The Cont:iriental Shelf is defined in Article 1 and includes the sea bottom and the sub-surface of underwater 

areas stretching beyond the limits of the territorial sea of the Russian Federation along the entire extension 
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of its land territory up to the outer boundary of the underwater continental margin. The underwater 

continental margin is set out as the extension of the continental mass of the Russian Federation including the 

sub-surface and the sub-soil of the Continental Shelf, the slope and the foot and the definition applies to all 

the islands of the Russian Federation. 

The boundaries are set out in Article 2 with the inner boundaries of the Continental Shelf being the outer 

boundary of the territorial sea, and the outer boundary of the Continental Shelf being at a distance of 200 

nautical miles from the low water mark (base lines) from which the width of the territorial sea is measured, 

provided that the ou,t:er boundary of the underwater continental margin does not extend to a distance of more 

than 200 nautical miles, and in all cases, where the underwater continental margin extends to a distance in 

excess of200 nautical miles, the outer boundary of the Continental Shelf is to be not further than 350 nautical 

miles from the said base lines or not further than 100 nautical miles from the 2,500 metre isobar. 

While this is in line with Article 76 of the UN Law of the Sea Convention 1982 (LOSC), there is no provision 

relating to the exact outer delimitation of the Continental Shelf where it extends to 200 nautical miles (Article 

76.4 LOSC) nor is there any reference to delineation of the outer limits by straight lines not exceedipg 60 

nautical miles in length connecting fixed points as provided in Article 76. 7 LOSC. 

Article 3 on the delimitation of the Continental Shelf states that delimitation with opposite and adjacent states 

shall be concluded on the basis of international treaties of the Russian Federation or the norms of 

international law, which while not expressly, at least impliedly refers to Article 83 LOSC making this Article 

applicable. 

Article 3 paragraph 2 states that "the lines of the outer boundaries of the Continental Shelf and delineation 

lines or the subsisting lists of geographical co-ordinates of points specifying major initial geographical data' 

stipulated by international treaties of the Russian Federation or approved by the Government of the Russian 

Federation, shall be depicted on the maps of established scale or published in the "Notices to Mariners" with 

copies of such. maps and lists of geographical co-ordinates indicating the outer boundary of the Continental 

Shelf to be submitted for custody of the Secretary General of the United Nations Organisation and presented 

to the Secretary General of the International Body for the Seabed. The data on boundaries of the Continental 

Shelf beyond 200 nautical miles measured from the base lines from which the territorial sea is measured shall / 

be submitted to the International Commission of Boundaries of the Continental Shelf." While tbese, 

provisions would seem more aptly located under Article 2, it is noteworthy that prima facie compliance wi� 

Article 76.9 LOSC is given, without however any reference to the possibility ofrecommendations by the 

Commission on the limits of the Continental Shelf. 
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Under Article 4 paragraph 1 it is laid out that any resources, living and mineral of the Continental Shelf 

(seabed and sub-soil) as well as activities relating to prospecting for development and protection of such 

resources shall be-within the competence of the Government of the Russian Federation (thereby excluding 

any authority of the Regional Authorities of the Federation on the Continental Shelf). Under Article 4 

paragraph 4 programmes and plans for prospecting for, exploration and exploitation of mineral and living 

resources of the Continental Shelf as well as federal ecological programmes concerning the protection and 

preservation of the marine environment, mineral and living resources are to be approved by the Government 

of the Russian Federation. Under paragraph 5 the right to dispose of mineral and living resources of the 

Continental Shelf is vested exclusively in the Government of the Russian Federation. 

Article 3 sets out the rights and obligations of the Russian Federation regarding the Continental Shelf; 

exercising sovereign rights for the purposes of exploration and development of its natural resources, 

jurisdiction in respect of the creation and use of artificial islands, installations and facilities and protection 

and preservation of the maritime environment in connection with the exploration and development of such 

natural resources and an exclusive right in respect to the execution of the drilling operations for any purposes, 

while explicit consent is required of the Government of the Federation for anyone else conducting such 

activities. The Article goes on stating that the Russian Federation may declare individual areas of the 

Continental Shelf closed for activities by foreign States, Russian or foreign legal entities or natural persons 

as well as competent international organisations of marine scientific research, in connection with the 

exploration and development of natural resources of the Continental Shelf. It is not clear what point is 

attempted to be made by this, as the rights of the Russian Federation regarding the resources are exclusive 

as is the right to grant licences for the use of the Continental Shelf by other entities which are required wider 

all the legal ac�s regarding mineral and living resources. The Article further states that the rights of the 

Russian Federation do not affect the legal status of the waters covering the Continental Shelf, nor are 

shipping and other rights and freedoms of other States to be disturbed, nor unjustified obstacles created which 

reflects the provisions of LOSC. 

Article 4 states that the Russian Federation while exercising its sovereign rights and jurisdiction on the 

Continental Shelf may determine strategy of study and development of mineral resources, is to establish 

procedures, exercise control and register operations, establish payment systems and impose restrictions 

regarding all uses of the Continental Shelf. 

Under Chapter 2 the law on the Continental Shelf sets out requirements regarding the interests of regional 

coastal authorities, requiring any exploration and development of mineral resources on the Continental Shelf 

to be performed with :'due regard" to the economic interests of the coastal region. This includes requirements 
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for payments for the use of ports, land, buildings, structures, means of transportation and other infrastructure 
' 

facilities, which is to be established in agreements between the users of plots of the Continental Shelf and the 

bodies of the executive power of the regional authorities. Agreement is required upon volumes of investment 

into the development of. the production and social structure of the coastal territory as a pre-requisite for 

obtaining a licence for prospecting for, exploration and exploitation of mineral resources. The problems 

arising out of this are obvious and particularly in a situation where a number of parties are interested in 

develupment of off-shore plots, with each and every one have to negotiate and agree with the regional 

authorities prior-to an application for a licence. The requirement of such agreement as a pre-requisite 

provides the regional authority with great influence in the selection of bidders and can cause serious delay 

and confusion, as was the case in the award of the Sakhalin tender. The reference to the licence here is in 

contradiction to the Production Sharing Law, under which the licence is merely confirmatory, as mentioned 

above. 

Article 6 requires that the permission of Roskomnedra is required in the form of a licence. The Article further 

requires agreement with the federal bodies of defence, fishery, protection of the environment and natural 

resources, and the notification of federal bodies for border guard services, science and technological policy, 

customs control, hydrometeorology and environmental monitoring which are specifically authorised for this 

purpose. 

Such a licence granted is provided for as the document certifying the right of its holder, providing terms and 

conditions and providing that the provisions of the Law on the Continental Shelf, other federal laws relating 

to the Continental Shelf and activities thereon as well as international treaties of the Russian Federation are 

to be observed. Again, the right of the licence holder under the Law on Production Sharing is set out as 

certified in the actual agreement with the licence granted subsequent to the conclusion of the agreement, 

merely confirming the holder's rights. 

An important qualification is provided for by paragraph 9 in Article 7 stating that in the interests of national 

security on the basis of a statement presented by a federal body of defence, ("specifically authorised for this 

purpose"), certain restrictions may be introduced concerning participation of foreign applicants in bid contests 

or auctions for activities on the Continental Shelf. 'Certain restrictions' are not further defined. However it 

would appear to include the possibility of a total exclusion of a foreign participant which may as a result 

cause a bid to fail completely after all necessary negotiations have taken place and agreements reached. In 

view of the Law on Production Sharing the subsequent licence may thus impose terms not envisaged by the 

agreement and a party may be in breach of provisions under the licence while acting in accordance with the 

production sharing agreement. 
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Article 18 specifies that plots shall be granted by holding bid contests or auctions, the procedure to be 

established by the Government of the Russian Federation, provided that a positive conclusion is given by 

Roskomnedra, with participation of a federal body for the protection of the environment and natural 

resources, ("specially authorised for this purpose") as well as other interested federal bodies of the executive 

power. This is again contrary to PSA legislative intentions which would have allowed negotiations directly 

between the foreign or domestic investor with a regional authority with subsequent consent by the Russian 

Fedt!1 ation Government required. 

The procedure for issuing licences is set out in Article 9, repeating previous provisions but adding that the 

licence may contain "additional terms and conditions" which again is not further explained. The required 

contents of tµe licence are set out in Article 10 under which the reference to additional terms and conditions 

would have been more aptly placed. 

Article 11 states that the rights and obligations of the users of plots entitle the user to use the proceeds of the 

activities including extracted mineral raw materials, which under the licence and federal laws are transferred 

to the user's ownership. This Article again conflicts with the provisions of PSA legislation in that the 

ownership would be transferred under the production sharing agreement, confirmed by the licence to such 

share as set out in the production sharing agreement, which would only be a portion of the proceeds of the 

activities. Paragraph 2 of Article 11 prohibits the transfer of a right to use a plot on the Continental Shelf 

to a third party outright. As a result of this provision it would appear that a licence holder can only get out 

of the rights and obligations under the licence by termination of the licence and the production sharing or. 

other agreement. The plot would subsequently have to be subject to a further auction or tendering process. 

Under Article 11 paragraph 3 foreign natural persons and legal entities who have obtained a licence for 

exploration and development of mineral resources on the Shelf, are obliged (a) to carry out exploratiop and 

development of mineral resources only in the presence and under the supervision of an official representative 

of the bodies for protection of the Continental Shelf and (b) to ensure free-of-charge travel for official 

representatives of the bodies for protection of the Continental Shelf resources to the place of activity and back 

to where they have come from, enable them the use of radio communication and to bear all expenses incurred 

for room and board and all supplies are to be on a basis equal to that of their own managerial (top executive) 

staff. This is a curious provision to be found in an instrument of legislation, where under the guise of 

protecting national interests, foreign investors are required to pay each inspector at least as much as the top 

executive of the foreign company's representative office. Whereas the amount will vary from company to 

company, it is certain to exceed the normal salary of a Russian official substantially. The provision requires 

the inspector to be present at the 'carrying out' of exploration and development, which would mean that in his 
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absence all activity has to sto�, production corning to a total standstill. As a result this could lead to failure 

to develop the prescribed volumes on behalf of the operator and would result in the licence rendered 

irrevocable under the provisions of Article 12. It also appears to literally invite corruption, contradicting the 

spirit in which the allotment of plots is required to be by tender only and not in direct negotiations 

The definition of inspector is rather broad and includes representatives of the Border Service, Roskomnedra, 

the State Mining Inspection Agency, Environmental Protection Agencies and 'those agencies in charge of 

protection of natural resources'. 

Article 1_2 provides for the tennination of the right by the expiry as set out in the licence but provides for 

earlier tenniriation, suspension or restriction by Roskomnedra in circumstances specified in this Article. 

Under paragraph 2.4 Article 12 provides that the licence holder may waive the right to use the plot on the 

Continental Shelf with Article 13 requiring the user to notify a body ('specially authorised for this purpose') 

by the Government of the Russian Federation in writing which shall not exempt him from fulfilment of 

obligations specified in the licence until a final decision is made. 

Article 14 headed 'Anti Monopoly Requirements,' gives the Government of the Russian Federation a broad 

power to prohibit or declare acts of the federal bodies of executive power and of any users of plots of the 

Continental Shelf as illegal. The Article fails to specify what these acts may be and would thus include acts 

perfectly legitimate under the agreement or licence granted. 

Article 15 sets out at length the payments required during exploration and development of underground 

natural resources on the Continental Shelf, requiring that payments are to be made in compliance with the 

provisions of Section 7, which to a great extent duplicates the provisions in Article 15. 

Chapter 4-is·headed "Creation of Artificial Facilities and Laying of Underwater Cables and Pipelines on the 

Continental Shelf of the Russian Federation" and covers the preliminaries i.e. application for creation of 

artificial islands installations and facilities, the contents of such applications (Article 25) the procedure for 
I ' 

submission and consideration of applications (Article 26) as well as the operation of artificial islands 

installations and facilities. Article 28 states "constructors of artificial islands installations and facilities shall 

have the right to operate and use artificial islands installations and facilities in compliance with the issued 

pennit' which presupposes that the constructor is also the operator. Under Article 24 jurisdiction over the 

creation, operation and use of artificial islands, installations and facilities is vested in the Russian Federation 

�ounting to an extension of national legislation beyond the limits of the territorial sea up to the limits of the 

Continental Shelf as defined in Article 1. 
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In accordance with L<;>SC the artificial islands installations and facilities are specified as not having the status 

of islands i.e. not having their own territorial waters or affecting the termination of the limits of the Territorial 

Sea, the Exclusive f.c9hornic Zone or the Continental Shelf. Also in accordance with LOSC, security zones 

are provided for within the limits specified by LOSC unless 'otherwise established by generally accepted 

international standards and recommended by competent international organisations'. 

The determination of measures for ensuring the security of both navigation and the artificial islands 

installations and facilities is curiously vested in a federal body for defence ('specially authorised for this 

purpose') in agreement with a federal body for border guard service ('specially authorised for this purpose'); 

reflecting the strategic importance of the offshore areas, which appears justified in certain circumstances, not 

however in such general terms. 

It is further set out that the federal body for defence ('specially authorised for this purpose') is to be informed 

of the creation of artificial islands installations and facilities and on establishment of security zones around 

them and the same federal body for defence is empowered to determine proper measures to ensure security 

and navigation in the security zones. From this it appears that such measures will be determined on a case 

by case basis rather than creating a general regime. 

The same paragraph deals with abandonment, again requiring the federal body for defence ('specially 

authorised for this . purpose') to be informed of "complete or partial elimination of artificial islands 

installations and facilities", making no reference to any laws or regulations governing abandonment. This 

however is covered under Chapter 6, dealing with pollution, headed 'Protection and Conservation of Miner�! 

and Living Resources of the Continental Shelf of the Russian Federation'. 

Upon application for the creation of artificial islands installations and facilities on the Continental Shelf 

permits are issued by 'a federal body for geology and sub-soil use specially authorised for this purpose', buf 

it is not clear whether this refers to Roskomnedra or whether this will be a separate body. The permits are 

issued, allowing for the use thereof of the subsoil of the Continental Shelf for geological study, prospecting, 

exploration and development of mineral resources of the Continental Shelf following agreement with the 

federal bodies for geology and sub-soil use, for fishery, for science and technical policy, for defence, for 

border guard services, for counter intelligent services, for protection of environment and natural resources, 

for customs control, and if required with other concerned federal bodies of executive power. The pure number 

of bodies to be consulted and whose agreement is necessary clearly shows an application for the creation and 

operation of off-shore facilities to be a long and difficult process. Whereas the last paragraph of Article 26 

sets. out time limits i.e. to receipt notification of an application within IO days and to provide notification of 
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granting or denial of a permit within 4 months through a federal body for foreign affairs ('specially authorised 

for this purpose') appears rather ambitious. 

Article 27 sets out the grounds for refusal of a permit in a comprehensive list, including a threat to nati.onal 

security, incompatibility with environmental requirements or information provided in the application having 

been incorrect or incomplete. 

Under the rights and obligations of constructors of artificial island ( which includes all operators) as set out 

in Article 28 P3:fagraph 1.4 again requires the operator to ensure the presence of representatives authorised 

by federal bodies of executive power who issued the permits for the creation of artificial islands, installations 

and facilities and an official ( as specified in Article 61) of the border guard service, the federal body for 

geology and sub-soil use, the federal body for state mining supervision, the federal body for fishery and the 

federal body for protection of environment and natural resources. Again the permit holder is to cover 

expenses for travel, room and board and full supply on an equal basis with their own managerial staff and 

access to all premises and objects created under the permit of the federal bodies of executive power. Foreign 

constructors and operators of such artificial islands installations and facilities may again only commence and 

carry out operations in the presence and under the supervision of such authorised representatives. 

Article 29 covering suspension and termination refers to activities on the artificial islands installations and 

facilities on the Continental Shelf, not however to the permit. According to this Article the termination of 

activities would thus leave the permit in place as well as the artificial island, installation or facility. The 

question arises whether such circumstance amounts to a dumping/abandonment as provided for in Chapter 

6 headed 'Protection Conservation of Mineral and Living Resources of the Continental Shelf', as well as what 

the resulting liabilities are and in whom these vest. 

Chapter 6 addresses environmental issues regarding activities on Continental Shelf. Under Article- 4·1 

haz.ardous substance is defined as 'any substance which upon entering the sea may create a threat to the health 

of people, inflict damage to the living resources, marine flora and fauna, worsen recreation conditions or 

hinder other kinds of lawful use of the sea and shall include any substance which is subject to control, under 

this law, other federal laws and international treaties of the Russian Federation'. Under Article 45 reference 

is made to a list of hazardous substances, waste and other materials which are prohibited to be dumped on 

the Continental Shelf with such list to be approved by the Government of the Russian Federation with due 

·_regard to international treaties. This mirrors the manner in which disposal of substances in the marine 

environment is regulated in the European Community by treaties, but in Russia there is as of yet no such list 
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in \the Law on Continental Shelf nor in other legislation, nor is there any reference as to who or what organ 

is to compile such list. 

Article 12 deals with the "State Ecological Expert Review on the Continental Shelf', which appears to equate 

an "environmental impact assessment". Such ecological expert review is stated to be an obligatory measure 

of protection and conservation of mineral and living resources on the Continental Shelf and is to be conducted. 

by a federal body for protection of environment and natural resources ('specially authorised for this purpose') 

cove�g all types of economic activities on the Continental Shelf. Such State Ecological Expert Review is 

a pre-condition to an application for activities on the Continental Shelf. Article 44 requires state monitoring 

of the Continental Shelf in environmental terms, to be exercised by a federal body for hydrometeorology and 

environmental monitoring (again 'specially authorised for this purpose'). This is to be carried out in 

accordance with the procedure to be determined by the legislation of the Russian Federation. The Chapter 

Further provides for a system of permits, the application for these, grounds for the refusal and procedure for 

issuing such permits. Unlawful dumping of waste and other materials on the Continental Shelf is stated to 

be prohibited, implying rather than expressing that the disposal of any substances without a permit to be 

regarded as unlawful and therefore prohibited. 

Article 46 lists the required contents of an application for a permit for the disposal of waste and other 

materials on the Continental Shelf in extraordinary detail. Certain information is to be supplied such as 

"possible influence on recreation zones, possible influence on the marine fauna, habits of fish, crustaceans 

and fish resources, fisheries and collection of seaweeds". Such' influences' should however already have been 

shown under the State Ecological Expert Review which is also precondition for the granting of a permit. 

Chapter 7, headed 'Economic Relations when using the Continental Shelf', contains a whole list of payments . 

due, beginning at the application stage, through to the actual activities on the Continental Shelf. This again 

puts this law in stark contrast to the financial provisions in the Law on Production Sharing, which was 

designed to simplify the payment system. In particular users of the Continental Shelf are required to pay 

other taxes and duties stipulated by the legislation of the Russian Federation on taxes and duties which in its 

generality as well as specific was intended to be avoided by the production sharing legislation. 

Under Chapter 8 "Ensuring of Implementation of the Provisions of this Law" bodies are designated for the 

protection of mineral and living resources on the Continental Shelf, which are again listed to be the federal 

body for border guard service, federal body for geology and sub-soil use, federal body for state mining 

provision, federal body for fisheries and the federal body for the protection of environmental and natural 

resources (all 'specially authorised for this purpose') referred to at this point as "Bodies for Protection of 
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Resources" notwithstanding the numerous individual listing of precisely all these bodies. Article 61 goes on 

to say that in performing their duties the Bodies for Protection of Resources shall be guided by this law, other 

federal laws related to the Continental Shelf and the activities thereon and the international treaties of the 

Russian Federation. 

Reference to the limits' of powers vested in official _of Body for the Protection of Resources is made, however 

not defined. These are set out as rights under Article 62 and range from stopping and inspecting all vessels 

and other water craft, artificial islands, installations and facilities, carrying out operations on the Continental 

Shelf, to suspend or terminate activities, detain violaters, confiscate fishing tools equipment and instruments, 

installations and other things, documents and items illegally obtained on the Continental Shelf (which implies 

without permit), detain vessels and impose fines, require information, with continuous reference to the Law 

on Continental Shelf, other federal laws relating to the Continental Shelf and international treaties of the 

Russian Federation. 

The procedure for detention of vessels, for inspection of vessels, artificial islands, installation and facilities 

on the Continental Shelf, and the procedure for compiling a protocol is set out, but no provisions are made 

for dealing with arbitrary acts by officials of the Bodies for the Protection of Resources detrimental to 

activities on the Continental Shelf, if contrary to the rights granted under an agreement or licence. 

Article 7 4 provides for funding of the Bodies for the Protection of Resources of the Continental Shelf out of 

the federal budget, and for the Bodies to receive as off-budget funds 25% of the fines imposed for crimes and 

administrative violations revealed and 25% of the value of the property confiscated by the court for violations 

and adminisµ-ative offences under this law. The 'value' is not further defined, in fact the word chosen iri 

Russian can be translated as 'cost' as·well as 'value', but it is suggested that the correct word here is 'value'. 

These funds are to be distributed among the various bodies upon agreement "with due regard to the 

proportional contribution of such Federal Bodies for the Protection of the Continental Shelf'. These funds 

are to be used to improve the social security and are designated an 'incentive' for military serviceman, workers 

and' employees of the Bodies for the Protection of the Continental Shelf and members of their families, and 

are to be distributed "in the procedure established by the heads of the bodies of the executive powers". This 

pro�ion is indeed curious showing clearly how the communist ideology still survives and indeed no mention 

of such procedure is made, only: "as specified in this paragraph", which in fact it is not. Noticeable is also 

the contradiction in attempting to thwart corruption by making tenders and auctions obligatory in issuing 

licences while at this point again positively encouraging corruption. 
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Article 76 states that.this law shall oome into force from the date of its official publication. It has to be borne 

in mind that so far this is a draft law and it is clear that much work is still required, pointing to Russia 

remaining without a oomprehensive legal regime for the Continental Shelf for the time being, with activities 

on the Continental Shelf having to be governed by such laws as the Law Foreign Investment, Underground 

Resources and other general laws dealing with resources, their exploration and production. 
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9. PROJECTS 

9.1 Sakhalin 
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Sakhalin is Russia's most distant petrolewn province and a major source of oil and gas for conswners in 

eastern Siberia and the Far East. By 1992 four fields with combined reserves of an estimated 1.5 to 2 billion 

barrels of liquids and over 500 bn cubic metres of gas had been delineated off the north east tip of Sakhalin 

Island in the sea of Okhotsk Since 1979 the possibility of developing the areas as a source of LNG for 

export to Japan has been considered, when a group of Japanese companies formed a consortiwn in the 

"Sakhalin Oil Development Co-Operation Company "(Sodeco) finding the Chaivo and Odopta fields. The 

local oil company Sakhalinmomeftegaz identified two further deposits about 200 kilometres to the south at 

Lunskoye and Piltunaskovskoye. The oil recession in the 1980s undermined the economics of LNG schemes 

resulted in repeated postponement of any involvement or development by the Japanese in the area, despite 

serious Japanese interest in the resources. The long standing Russo-Japanese territorial dispute over the 

ownership of the Kyril Islands, which were occupied by the Soviet Union during World War II still 
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overshadows Japanese involvement now. Foreign companies were first invited to submit competitive bids 

for the development of Lunskoye and Piltunaskovskoye fields in December of 1991. Sodeco took Exxon as 

a partner, bid for the Lunskoye and Piltunaskovskoye fields as well as for the Chaivo and Odopta fields. 

Other consortia, restricting their bids to the acreage on offer (ie. Lunskoye and Piltunaskovskoye) included 

Mitsui, McDermot and Marathon, Amoco, Hyundai and BHP, Mobil and BestOil, Royal Dutch-Shell, Showa, 

Shell, Mitsubishi and Nissho and IWAI and Idemitsu. The winner of the tendering consortia was to be 

selcct.!d by October 1991, the selection date however shifted forward to December. 

Initially the authorities in Moscow decided that the tender should be awarded by the regional committee (the 

'Committee on Sakhalin Island'), a further review committee in Moscow and the final decision resting with 

president Boris Yeltsin. In December the Sakhalin Committee was still sifting through the bids with the 

tender having been awarded to the consortium of Japan's Mitsui and America's Marathon & McDermot in 

January 1992. In February the decision was overturned by the Moscow based Review Committee and after 

much wrangli_ng the original decision was reinstated. The tender awarded was for rights to carry out a 

feasibility study regarding the development of the two fields, Piltunastovskoye and Lunskoye, off the north 

east coast of Sakhalin. Only when the feasibility study was completed could a development contract for the 

area actually be concluded. Reserves were estimated at 750 m barrels of liquids and 400 bn cubic metres of 

gas 15. This award of the right to cany out the feasibility study did not however guarantee that a development 

deal would ever be signed. 

Among the tenderers was a bid submitted by Exxon and Sodeco, which participated in the joint exploration 

programme with the Soviets of the area in the late 70s and 80s, and were favoured by the Governor of 

Sakhalin Island, Valentin F edorov, in view of promised further Japanese investment. He supported this bid 

as he wanted to see Sakhalin's resources developed en grosse as this consortium was bidding also for the 

Chaivo and Odopta fields. His opposition to the Mitsui and Marathon McDermot trio caused a serious delay 

in the award of the tender, showing the impact of increasing influences of the regional powers or at least the, 

struggle for it, as against the centre. 

It has been suggested that as a result of this region - centre conflict, President Boris Yeltsin set up a 

committee of experts to review the way in which the Sakhalin shelf was to be offered to foreign companies. 

The committee was led by the Russian academic Farman Semyenov, who publicly stated that in his opinion 

the Sakhalin off-shore should be divided up into small blocks like North Sea and parcelled out to a range of 

different oil. companies. If his views were accepted, the group awarded the contract and hoping that 

15 Nachrichten fur Aussenhandel, 2nd April 1992 
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development rights would follow, could find parts of the acreage given to other companies. The Mits�i, 

Marathon McDermot Consortium had expected to follow up the feasibility study with an agreement to 

develop the tendered area, in view of the developments other companies did however not give up the hope 

of operating in the area. 

In financial terms Moscow had initially intended to cover half of the exploration costs. This soon changed 

to the tend·erers having to carry these at nearly l 00 percent and the regional authority of Sakhalin started 

making demands as well, which had not been agreed with Moscow. Among others was demanded that the 

successful consortium was to pay for improvement of major parts of the local infrastructure as well as for the 

development of the coal industry and the agriculture of Sakhalin. Complicating matters , taking steps to 

protect its long term interest and gaining access to the Sakhalin off-shore, which promises eventually to 

become an extremely large source of oil and gas virtually on Japan's door step, the Japanese Ministry of 

International Trade and Industiy threatened to withhold credits for the $9 bn Lunskoye and Piltunaskovskoye 

developments, should Mitsui not agree to admit Sodeco into the Mitsui Marathon McDermot Consortiun;i. 

Oil production had been planned to commence at the end of 1995 and gas production in 1999.16 The study 

into the development of the two oil and gas fields had a March deadline, while discussions took place in the 

Parliamentary Commission regarding the introduction of anti-monopoly measures for the exploitation of 

natural reserves. Some members of the Commission went as far as stating that they wanted to scrap the deal 

and start the tender all over again.17 It was not clear whether the intention was to divide up the "territory" 

among rival consortia, ie. sharing out of the two fields which were the subjects of the study, or dividing up 

the whole 17,000 square kilometre shelf of Sakhalin, which is certain to contain mineral resources of which 

the two fields represent a mere 5 to 10 percent. By early April 1992 Mitsui McDermot and Marathon had 

not completed the feasibility study, but intended to conclude this by the end of April, following which they 

were to begin with the technical and administrative preparation for oil production. The Exploration Contract . 

concluded with the Russian Parliament on 30th March 1992 in Moscow did however not include exploitation 

rights. 

Whereas it is �orld practice that the award of a feasibility study would normally be expected to result in a 

substantive exploitation contract, there is no such precedent in Russia. 

16 

17 

Frankfurter Allgemeine, 6th March 1992 

Financial Times, 30th March 1992 
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In September 1992 the Vice Governor of the Sakhalin-Region announced that towards the end of 1992 

further tenders for the exploitation of oil and gas resources in the off-shore area of Sakhalin were to be 

invited18
. �his was officially announced by the Russian Government in early 1993, with the committee 

organising the tender holding its first meeting in Moscow on 19th April. The Russian authorities planned 

to hold up to five more tenders in the vicinity, holding out the possibility of the Sakhalin waters becoming 

one of the largest off-shore oil and gas regions in the world. The second tender includes fields with confirmed 

deposits and other areas where less geological data was available in 23,000 square kilometres in the sea of 

Okhotsk, �t of Sakhalin and 17,000 square kilometres in and around the Bay of Sakhalin in the north west 

of the Island. 
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The Mitsui Marathon McDermot Consortium which at that time was known as the '3 M's, having been 

enlarged to include Royal Dutch Shell, was negotiating with the representatives of the Russian Government 

about details of the tender including the possibility of profit sharing. The development costs were estimated 

to be in the region of $10 bn, making it the biggest foreign investment under discussion in Russia at the time. 

The ground rules for the new tender were to be announced as soon as the final deal with the (now .called) 

'4Ms' was signed. This was expected to happen in June 1993. Presentations were expected to be held in 

Sakhalin with packets of geological information to be sold to interested companies. 

The Chairman of the Sakhalin Regional Committee of Geology and Mineral Resources refused to indicate 

the possible scale ofrecoverable reserves but stated that the tender zone was to be divided into several blocks 

with vruying quality of data, ranging from those where deep drilling had taken place already, to others where 

18 Nachrichten fur Ausse·nhandel, 9th September 1992 
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no preparat\on at all for drilling had been done. Two fields were inside this tender zone, Kirinskaya 

containing mostly gas deposits and Arkutunskoye containing mostly oil. 19 

At the end of March 1993 it had been announced that the Russian Ministry of Economics had approved the . 

Project for exploration for oil and gas on the shelf of Sakhalin with all rights given to the 4Ms consortium. 

The Consortium was expected to invest between $8 bn and $12 bn dollars in the project with production· 

expected to start in 1999. 

However by August 1993 details of the contract were still being negotiated. At this point in time the area had 

been designated in blocks, with the 4Ms Consortium having been awarded the rights for Blocks 1 · and 4 

(Piltunastovskoye and Lunskoye fields). 

Sodeco was hoping at this time that it would be granted exploration rights nearby, for the Arkutun and 

Daginskoye oil and gas fields, hoping to recoup some of its $200m plus investment in the area in the 

exploration of the Sakhalin offshore in the mid 70s. The deadline for bids to be submitted was at that point 

10th December, with the Russian Government expecting to announce the winners before the end of the year. 20 

While the coup in 1993 and subsequent national elections to the Russian Parliament (Duma) delayed any 

legislation, the result of the second tender was surprisingly announced shortly after the elections, with Mobil 

and Texaco winning the Kirinsky Block (Block 4) and Exxon winning the East Odoptinsky and Ayashsky 

Blocks (Block 1). Licensing agreements were expected to be finalised by 1st February.21 The area awarded 

to Mobil and Texaco gave exploitation and exploration rights for a time period of 25 years, covering an area 

of 20,000 square kilometres and including the gas condensate fields of Yushno-Lunskoye, Kirinskoye and 

Veninskoye, which is within itself spiit mto four blocks. Exxon was to explore Blocks 1 and 2 investing in 

the exploration project $12 lm and $202m respectively within the next six years. Mobil and Texaco planned 

a capital engagement of$15 lm for Block 4, while Block 3 was to remain "unclaimed" for a possible further 

tender. The Tender Commission was said to have demanded a minimum investment of $1 00m by the bidders 

for Block 1 and $120m for each of the remaining blocks. 

19 Financial Times, 13th May 1993 

20 Petroleum Economist, August 1993 

21 Petroleum Economist, No. 1 January 1994 
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Initially prcxluction sharing of 50/50 between the Russian and the foreign partners was to take place, however 

this changed to 60i40 in favour of the foreign investor and was regarded as the result of the fact that all the 

geophysical exploration works regarding the Sakhalin Shelf Project had to be completely financed by the: 

foreign companies. 22 

It was reported in March 1994 that the 4Ms Consortiwn and the Russian Government had agreed the terms 

of Lhe Production Sharing Contract with the protocol to be signed by the Consortiwn and Russia's Deputy 

Minister for Fuel and Energy, V. Dvurechensky, in Moscow. However the signing of the proposed production 

sharing contract was made subject to the approval of the negotiated terms by both the Russian Government 

and members of the Consortiwn with work on the Project commencing after the Russian Parliament had taken 

"appropriate action", ie, implemented production sharing legislation.23 The Contract was signed by the 

Russian President VictorTschernomyrdin in June 1994. The project was to cost $9bn, with the World Bank 

providing credits of $820m. Production at this point was intended to start in the year 2000 with a daily 

prcxluction of 175,000 barrels of oil and 45m cubic metres of gas. Contrary to previous reports Russia was 

to receive more than.50% of the production.24 

In a briefing ata press conference held by the Minister of Minerals Fuel and Energy Yuri Shafranik,at the 

beginning ofNovember, it was stated that the agreement between the Russian Federation and the companies 

'Sakhalin Energy Investment' and 'Sakhalin Project' had been signed on June 23rd 1994. The remaining work 

concentrated on the preparation of draft agreements for Blocks 1 and 3 (negotiations with Exxon, Mobile, 

Texaco and Sodeco). According to the Minister, negotiations were expected to be completed by the end of 

1994 with the agreements ready for signing. The Minister stated that the practical realisation of the Sakhalin 

projects (like many other major investment projects) was delayed by the adoption of the Law on Production 

Sharing in the sphere of development of oil and gas resources. He stated further that the draft of the law was 

almost completed. An agreement in the Sakhalin 1 Project was reported to have been reached in March 

199525
. Russia is to be represented in the Project by Rosneft and Sakhalinmorneftegaz with· the foreign 

partners Exxon and Sodeco. The profit share was reported to have been agreed on "almost equal shares" the 

exact figures were not made available. This agreement was made subject to the passing of the 'Law on 

Prcxluction Sharing' with "a nwnber of secondary legal issues" remaining to the settled". Initially Russia had 

22 

23 

24 

25 

Nachichten Fur Assenhandel No. 8 12th January 1994 

Wall Street Journal (New York) 24th March 1994 

Die Welt (Hamburg) 24th June 1994 

Oil andGasReport,No.10(172)March 10th 1995 
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insisted that profit be divided 50/50 while Exxon and Sodeco each wanted 33% with the remaining 33% to 

be shared by the two Russian companies. 

The Sakhalin 1 Project covers the development of Chaivo, Arkutun-Daginskoye and Odopta Fields off the 

north-east coast ofSakhalin. The total reserves in the contract zone were estimated to be 291m tons of oil 

and 420.8bn cm of gas. 

The joint operating agreement was signed in Moscow on May 11th . The Production Sharing Agreement was 

announced to be signed in Moscow on Jt.me 29th, the Agreement only taking effect after the law "Production 

Sharing Agreements" was passed. The first stage of the development was estimated to cost $12.7bn with 

production peaking at 10m tons of oil and 15bn m3 of gas within four years. It is expected that about 245m 

tons of oil and 286 bn m3 of gas can be produced during 33 years of development. The first fields to be 

developed were the Chaivo and Arkutun-Daginskoye fields. The agreement provides for a three year 

geological exploration phase with the possible extension ofup to two years. Once reserves are declared the 

commercial production period of initially up to 20 years is to start. The Consortium is entitled to apply to 

the Government to extend production for a further 10 years, and it has the right to hold on to the gas fields 

which are deemed commercial for up to five years without producing if there are no established market outlets 

or viable sales contracts. 

The Sakhalin 3 Project was reported to be under way with Sakhalinmomeftegaz drilling exploratory wells 

in 1995 under an agreement with Exxon, Texaco and Mobil Oil, which are developing the three blocks off 

east Odopta field off Sakhalin Island (Sakhalin 3). The Sakhalin 3 Contract zone covers 15,000 square 

kilometres with Mobil Oil and Texaco exploring the first section and Exxon to develop the second and third 

blocks. 
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The Arctic Region 

9.2 The Arctic Region -Timan-Pechora 

It was announced in May 1992 that later in the year Russia was to offer Western companies a chance to 

explore for oil in the Arctic waters off Timan-Pechora, north west of the Urals. It is estimated that beneath 

the ice, there are billions of barrels of oil, the estimate based on the very favourable geology in the area. On 

11th April 1994 three US Oil majors, Texaco, Exxon and Amoco along with Norsk Hydro of Norway, 

announced a joint venture to assess and develop the oil reserves of the vast Timan-Pechora bas_ins. The 

companies conservatively estimated the reserves at 2 billion barrels while the Russian experts believe reserves 

to be exceeding 5 billion barrels. In terms of investment the figures are estimated to be tens of billions of 

dollars. Texaco began studying the region in 1990 and acknowledged that the project poses an enormous 

logistic challenge, which mainly accounts for the high development costs. 
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The consorti� 'was to enter into a service contract with Arkhangelskgeologica, a regional state owned 

geological company, which has already drilled 13 0 wells in the area. There was not to be any direct Russian 

equity participation in.the project. The negative effects of political sensitivity about a foreign consortium 

having full control of such a large export project were lessened by the fact that the Russian industry lacks the 

financial and technology ability to tackle the scheme, which is estimated to be in production for up to 50 

years. There is also a distinct absence of any developed oil infrastructure in the area, as well as a total lack 

of terminals. The consortium is to build a dedicated export terminal on the Pechora sea, provide local 

infrastructµre and much needed employment. Negotiations for the project initially started in 1991 reflecting 

the in Russia common political and legal uncertainty regarding foreign involvement in Russia's oil industry.26 

The joint venture called 'Timan-Pechora Co. LLC' was to appraise the 11 arctic oil fields. Initially an 

investment of $1 O0m is expected to carry out a detailed appraisal of a field located approximately 1, I 00 

miles to the north east of Mq�cow and exploration of the further fields to follow. Production is intended to 

amount up to 120,000 bpd in the year 2000. 

Inl994 the intention was that Texaco and Exxon each were to be involved with a 30% share, Norsk Hydro 

and Amoco each with 20% and the relationship with the Russian partner Arkhangelskgeologica on a • 

cont:ractuai"basis. Direct participation in equity terms by the Russian side was not intended. 
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Actual exploitation has -been limited so far to onshore areas. 27 In 1994 23 wells were producing, a further 

21 were about to go in to production and 105 were subject to a feasibility study. The consortium was 

awarded the right of use of oil fields with a total area of 7,310 square kilometres. 

By the end of 1994 the Russian partner demanded a 50% equity stake in the project as Arkhangelskgeologica 

felt it was loosing out by being involved on a contractual basis only. A protocol agreement was intended to 

be ·signed in the week of 16th December 1994 which did however not take place. This again reflects the 

Russian attitude to major oil projects, with the Timan Pechora region seen as one of the most promising oil 

fields in Northern Russia, the situation whereby a major project is completely under foreign control being 

unacceptable ii/political terms. A local newspaper quoted a company official as saying: "We are not some 

kind of Indonesia or Angola -we do not need to give such a project entirely to foreigners". Under the revised 

situation working consortium was to have signed a production sharing agreement with Arkhangelskgeologica 

acting as contractors for the Russian Government. Moscow would retain all ownership rights to the reserves 

and receive about half the projects cashflow in taxes, royalties and profit sharing. 

In January 1995 25 prospective structures had been identified of which 9 were ready for drilling. The 

structures set for drilling are near the Prirazlomnoye field. It was reported that the attraction of investors to 

the development project of the Pechora Seas oil and gas reserves were to be based on competitive procedures 

notwithstanding the existing agreements. 

The Prirazlomnoye field was said to be subject of a feasibility study by the off-shore contractor Brnwn & 

Root together with Rosshelf and BHP, with a subsequent production sharing agreement, both however being 

subject to Russian Government approval. 28 It was reported that the project could be sanctioned by October 

with oil production possible as early as the winter of 1998. The Prirazlomnoye field is about 300 kilometres 

north of the Arctic circle, with the nearest port being Naryan Mar, located 240 kilometres to the south west. 

The field is only 55 kilometres offshore and the nearest industrial centres are 860 kilometres away at 

Arkhangelsk and Severodvinsk. As with all other projects it was stated that the potential for oil and gas 

development in Russia was vast but the rate of overall development would depend completely on available 

financing and above all Russian policies and legislation encouraging investment. 

27 

28 

J-1achrichten fur Aussenhandel No. 79 25th April 1994 

Lloyds List, March 9th 1995 
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A Rµssian - Firinish joint venture which was formed in February 1995 by a number of Russian enterprises 

and the Finnish companies Neste and K vaerner Masa-Y ards Inc. to develop the Pechora shelf and study its 

shallow water arctic blocks on an inter-governmental agreement with Finland on joint research and technical 

projects. Drilling was to start in mid-1995 at the Pomorsk and Kolokolomorsk structures near the Russky 

Zavorot Peninsula. The drilling was to take place both on-shore and in a 12 mile off-shore zone in the 

Pechora Gulf with recoverable reserves estimated at 160m tonnes of oil, with 30m tonnes in the Pomorsk 

Structure, 50m tonnes in the Kolokolomorsk Structure and 80m tonnes in the Khodovarikha Structure. 

Exploratory drilling was to be conducted at the Pomorsk and Kolokolomorsk structures from 1995- 1998 and 

at Khodovarikha in 1996 -1998 with field facilities to be built between 1998 -2000 with test production 

beginning upon completion of these. Any timetabling however, as experienced by all consortia, remain 

academic in view of bureaucratic delays and legal and fiscal uncertainties. 

The Prirazlomnoye oil field was reported to be subject of an international tender at the end of 1992. Initial 

research into the resources of the Prirazlomnoye field was carried out by Arktikmorneftegasraswed 

(Arktikmor) which was a state-owned prospecting company, founded in 1979. Arktikmor had prepared the 

documentation for the first international tender which was passed to the Ministry of Geology and the Ministry 

for Fuels and Energy, which were to decide whether to hold an international tender or not. As the Russian 

arctic is also a strategic area, the Defence Ministry played a major role in the decision making process. 

In mid-1992 a further exploitation company was founded by Gasprom, combining about 19 Russian 

engineering and equipment enterprises, called 'Russian Enterprise for the Exploitation off the Shelf 

(Rosshelf). Many of these Enterprises had been part of the military industry trying to convert to civilian 

industry, none of which however had any experience in oil or gas exploitation or exploration. While 

Arlctikmor had anticipated that Rosshelf was to participate in the form of a contractor in, for example· 

production and delivery of drilling equipment etc, Rosshelf itself very quickly took a leading role in the 

participation of actual exploration and exploitation of the resources as either a potential leader, or at least a 

major player in the participation with international consortia. 
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9.3 Barents Sea , 

The Barents Sea Shelf covers nearly 2 million kilometres and is estimated to hold 40% of Russia's off-shore 

hydrocarbon reserves, or about 40 billion tonnes of fuel equivalent. 29 

By 1992 the Barents and Kara Seas had already yielded vast gas finds. In 1990, a US - Norwegian - Finnish 

Consortium between Conoco, Norsk Hydro, Neste, Imatran Voima and Metra Engineering, the 'Arctic Star 

Consortium, teamed up with the Soviet Oil Ministry to undertake feasibility studies at the Stokhmanovskoye 

field. · With the collapse of the Soviet Union and the disintegration of the ministries, the Group was left 

without a local partner. At the time it was expected that the Ministry of Fuels and Energy would eventually 

give its support to the project. Whilst the Western Consortium spent tens of $millions surveying the area, 

in late 1992 an all-Russian Consortium was awarded the concession to develop the giant gas field. The 

Western Consortium was not offered any compensation. 

In late January 1995, the Government Committee approved a general programme to explore and develop the 

hydrocarbon resources in the Barents Sea, however, on the basis that certain regions of the Shelf would only 

be open to Russian enterprises. Foreign companies were not eligible to bid in the tenders for blocks on offer. 

However, Russian enterprises could obtain licences to operate in the area and would be able to contract with 

foreign companies or draw foreign loans for the projects. The authors of the programme stated the reason 

for the exclusion of forei� companies was the need for support of domestic ex-defence enterprises in the 

northern regions, whjch were to be be used to develop Barents Sea resources. 

The Prirazlomnoye field in the Barents Sea is being developed by the Russian company Rosshelf and the 

Australian oil company BHP: Production is scheduled to begin in 1998-99, with total production estimated 

to be 57 - 62 million tonnes of oil. Rosshelf was also licensed to develop the Stokhmanovskoye Gas 

Condensate Fields, with reserves estimated to be about 3 trillion cubic metres of natural gas and 22.5 million 

tonnes of gas condensate. 

In February 1995 Rosshelf was reported to have the results from the exploration of the Stokhmanovskoye 

and Prirazlomnoye fields. Since Rosshelf, teaming up with BHP snatched the development from The Arctic 

Star Consortium of Conoco, Norsk Hydro, Neste, Imatran Voima and Metra Engineering3°, Rosshelfhas sunk 

29 Oil. and Gas Report No. 9 ( 164) I st March 199 5. 

· Nefte Compass, 27th November 1992 
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three.wells in the Prirazlomnoye Field. The first well was drilled in 1993 to 2,585 metres and tested at over' 

4,000 b/d of crude. The second and third wells were spotted in the northern sector in 1994 to a depth of 

2,370 and 4,503 metres tested at 420 b/d and 2,600 b/d respectively. 

Exploration of the more prospective Stokhmanovskoye Field was stated to be lagging behind schedule due 

to its geological structure being more complicated than previously expected. Only one wel� had been drilled 

by February 1995 to a depth of 2,450 metres with testing to be completed in 1995. The Stokhmanovskoye 

Field reserves are estimated at 2.88 trillion cubic metres of natural gas and 21.8 million tonnes of gas 

condensate. Annual production is expected to be 50 billion cubic metres of gas and 700,000 tonnes of 

condensate. 

9.4 Kara Sea 

While it was estimated that the Stokhmanovskoye Development would require an expenditure of at least $20 

billion, exploitation of _the giant fields in the Kara Sea, off the Y amal Peninsula, were expected to be even 

higher. Initially, environmentalists did succeed in delaying development of gas fields onshore the Yamal 

Peninsula; but development of the region will take place in view of the vast amounts of reserves located in 

this area. Two of the four fields, Rossanovskoye and Leningradskoye are estimated to contain combined 

reserves off 6 trillion cubic metres. 

9.5 Laptev Sea 

The reserves in this area are estimated to be between 3. 6 billion and 8. 7 billion tonnes of hydro carbons, of 

which oil is believed to account for at least 70%. Development of this area is still in the preliminary stages. 

Under the "Polar Search 1992 Programme" a joint venture was being organised between the Y akutsian 

Explorer, Yakutskgeophysika and Fairfield Industries of Houston. In the Spring of 1994, a seismic vessel 

was fitted out to collect seismic data of 2,400 kilometres. The Laptev Sea is ice bound for ten months and 
,• 

only ice free in August and September, severely restricting the amount of work that can be done. The 

companies were reported to be willing to put a minimum of $360,000 towards the Polar Search 1992 in order 

to gain access to the resulting data at preferential prices and hope to position themselves to pick up 

exploration opportunities in the area despite the requirement of extremely high investments. 
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9.6 Baltic Sea 

In June 1995 it was reported that Russia's State enterprise Rosneft together with Kaliningradmomeftegaz 

(based in Kaliningrad, the Russian enclave on the Baltic Sea) and a number of German oil companies had 

fonned a consortium to develop a field in the Baltic Sea, near the Kaliningrad region. The consortium is to 

sign a production sharing agreement providing for an almost equal division of profits between the German 

and Russian companies. The agreement is to be finalised and signed, again subject to the passing of the Law 

on Pproduction Sharing. 

The cost of the project is estimated to be $280 million, with $130 - $140 million to be invested in field 

construction alone. Russia is to provide $133 million in financing which is to be drawn from western banks. 

At the field a stationary platform is to be installed at a location 15 kilometers offshore at sea depths of 30 

meters to drill 24 wells. Daily flows from each well are estimated to be averaging 200 tons with the 

commercial reserves of the field estimated at nearly 10 million tons which would sustain production for 16 

years.31 

Oil and gas report no. 25 (187), June 23rd 1995 
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10. Conclusion 

The last few years. and 1995 in particular, have seen major activity by the Russian legislators trying to 

establish a legal regime for the oil and gas industry. The proposed and discussed legislation reflects the 

desparate need for a stable regime which is widely recognised, but it also shows the conflict between the 

urgent need for investment and deep seated reluctance to share strategic resources. The political situation 

itself in Russia has not stabilised, rather the opposite and in view of the general attitiude to oil and gas as a 

valuable natural resource and earner for much needed hard currency has to be seen against background of 

rising resentment of foreign interests in a situation of rising nationalism. 

While the Russian oil and gas industry is desperate for investment, the political situation is not such that a 

comprehensive system on the basis of international practices is likely to be in place in the near future. The 

general elections at the end of 1995 are certain to bring further changes to the political landscape in Russia, 
. 

. 

which looking at the present situation appears unlikely to aid the oil and gas industry's need for foreign 

investment and technology, at least not on such scale as necessary, as in such major projects as the Sakhalin 

offshore. 
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11. SCHEDULES 

11.1 Early Russian and American Oil Production and Exports (thsd metric tons) 

Prtiduction . , Export US Production 

1860 4 

1861 4 

1862 4· 

1863 6 

1864 9 

1865 9 2 340 

1866 13 2 

1867 17 3 

1868 29 2 

1869 42 

1870 33 2 

1871 26 

1872 27 2 

1873 68 

1874 106 2 

1875 153 2 

1876 213 2 1.242 

1877 276 

1878 358 

1879 431 5 

1880 382. 3 3.575 

1881. 701 18 3.762 

1882 870 19 4.128 

1883 1.039 59 3.189 

1884 1.533 113 3.294 

1885 1.966 178 2.973 

1886 1.936 247 3.819 

1887 2.405 311 3.846 

. 1888 3.074 573 3.755 

1889 3.349 734 4.782 

1890 3.864 788 6.232 

1891 4.610 889 7.384 

1892 4.775 937 6.870 

1893 5.620 985 6,.587 

1894 5.040 880 6.710 

1895 6.935 1.059 7.193 

1896 7.115 1.058 8.290 

1897 7.566 1.046 8.225 

1898 8:635 l.115 7.530 

1899 9.264 1.392 z.162 

1900 10.684 1.442 8.652 
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1901 11.987 1.559 9.468 

1902 11.621 1.535 12.072 

1903 11.099 1.784 13.662 

1904 I 1.665 1.837 15.923 

1905 8.310 945 18.322 

1906 8.885 661 17.203 

1907 9.760 733 22.589 

1908 10.388 797 24.280 

1909 11.248 796 24.911 

1910 11.283 859 28.500 

1911 10.547 855 29.981 

1912 10.408 839 30.319 

1913 10.281 948 36.144 

1914 10.013 925 38.230 

1915 10.138 78 40.904 
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11.2 Conflicting Provisions in the Russian Energy Laws 

Provisions Law on Draft Law Draft Law Draft Law 
Underground on the on Oil and on Production 
resources Continental Gas Sharing Agts 

Shelf 

License as main•Document Yes Yes Yes No 

· Agreement as main Document No No No Yes 

Direct negotiations may be No No Yes Yes 
substituted for Tender 

Transfer of Subsoil-use Rights No No Yes Yes 
to a. Third Party 

Guarantees against subsequent No No Yes Yes 
(adverse) Laws 
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11.3 Offshore Production Sharing Agreements in Russia 

Foreign Partners Russian Partners Inception Oilfield Locations Status 

Exxon (US), Sodeco (J) None 1976 Sakhalin Shelf: Chaivo PSA negotiations 
Odoptu, Arkutun-Dagins-
koye 
(Sakhalin I) 

Sakhalin Energy lnyestment None 1988 Sakhalin Shelf: Pilun- PSA signoo, awaiJ:ini 
Company, formed by Marathon (US Astokhskoye, Lunskoye PSA Legislation 
McDermott (US), Mitsui (J), Mitsu- (Sakhalin II) 
bishi (J), Royal Dutch/Shell (UK/H) 

Timan Pechora Company, formed Arkhangelsk- 1990 Timan Pechora Region PSA negotiations 
by Texaco (US), Exxon (US), geologia with Russian Govt 
Amoco (US), Norsk Hydro (N) 

Amoco(US) Yugansk 1992 Khanty Mansyisk Auto- Evaluation of 
neftegaz nomous Area: Priobskoe feasability studiei 

Mobil (US), Texaco (US) None 1993 Sakhalin Shelf: Kirinsky Preparation of 
Block feasability studiei 
(Sakhalin III) andPSA 

Exxon(US) None 1993 Sakhalin Shelf: East Odoptu Preparation of 
and Ayashsky Blocks feasability studiei 
(Sakhalin III) andPSA 

Per State Duma Committee for Economic Policy (April 1995) 

SI 



-� .... J' ... .,-··-........ _··�_,,, 

•• .__., -✓- .• � 
'I 

'• I 

·,� .. .  ;.> � 

ARCTIC 

0 CE AN Lin<YJln 
Sea 

(- ',;,;smer�• j� 
. ' hland ,1: 

A•el ._ . • 

_ Heibu'll · • 

Qu�en !•Ia
n<! 

. • .flitabeih 



, 

The Russian Arctic and Far East 

i n - g 

• 

0 

Primary Port 

Offshore Terminal 

Limit of Permanent Pack Ice 

600 

Scale in Nautical Miles at 60° N 

I 
i 
I 
I 

�. r, �• 
__ .. -.! 

" 

,', ...,.J--�---. -✓ 



•
•
•
• 

0
0

00 
e,00 0 

••• 

vv 
ll 

..._ 

� 

- .,.. 

Oil field/s 

Oil shale 
A 

Oil sands 

Major oil pipeline/s 

Gas field/s 

Major gas pipeline/s 

Area/s of major coal deposits 

Major refining centre 

Major export/import terminal 

Trans-shipment terminal 
(, 

BARENTS 

�l.(Nor.) • 

SEA 
.N 

• 

■ 

R C T I C 0 

• • � 0 ., 
Franz Josef La.nd � 

c:::.o 
�

.,. 

--�·. c:'.> c::::;;,,··•·c:::,c:;:::::.> .o� �o 

C E A N 

K A R A  SE A 

" 

"'

e2
'° 

■ 
Gydan 

. lo 
.:..::::.w�:=;-1 

■ ,• I. • 

Turukhan,k O.m. 
PIAnntd. � 
rapacity 20,000MW. 

_.._ _ __:C,\,..---/-'-"---'--'-----

• 

• 
Nh/1,1}, 

··. r 'i·f. � . �"•la 
·,, ;� #. • 

11--_ .. 

■ 

E D E R Al� I 



The Barents Kara and Laptev Sea 



The Russian F ar East 

A C 
F 

.--

-v... 
t 

--- �-------- I------

.1111 .I 

f 

r 

.. ... 



The Russian Arctic and Far East 

00 

© 
© 



RI 

\ 

t i C 

1r.r, {!,) 
0 C ,., ;i n 

- .. ... -:· �;,- - _,;•-; -� :., -:-
.:. 

�--- - ... 
,'. 

., , ,! ... {'l .. ·. 
- •- -.- j t C) : ·. 



[As published in Rossiyskie Vesti, No. 7(431), 1994) 

DECREE 

of the President of the Russian Federation 

December 24, 1993, No. 2285 

On Production Sharing Agreements 
Relating to the Use of Subsoil 

With the object of creating a legal framework for 
attracting Russian and foreign investment into the 
exploration, development and production of mineral resources 
on the terms and conditions of production sharing agreements 
prior to the entry into effect of Russian Federation laws 
that will govern the use of such agreements, and pursuant to 
Sections 2 and 3 of Decree No. 1598 of the President of the 
Russian Federation, dated October 7, 1993, "On Regulatory 
Activities During the Gradual Constitutional Reform in the 
Russian Federation," I hereby decree that: 

1. Production sharing agreements (hereafter referred 
to as "agreements") shall represent a form of contractual 
relations between the state and the investors that use 
subsoil, which shall provide for the minerals so extracted 
to be shared betwee� the contracting parties and which shall 
replace the levying of taxes, fees, duties (including, 
without limitation, customs duties), excise taxes and any 
other mandatory charges required under the legislation in 
force (hereafter referred to as "taxes"), with the exception 
pf the income tax and royalties which the parties may agree 
to pay both in cash and in kind. 

2. Parties to the agreements shall be as follows: 

• the state - the Russian Federation, represented by 
the Government of the Russian Federation and an executive 
authority of the constituent entity of the Russian 
Federation, on the territory qf which the subsoil area is 
located, or by such agencies as may be appointed by them; 

• the investor - a legal entity, including, without 
limitation, .a foreign legal entity, or a group of such legal 
entities; provided, however, that a new legal entity may or 
may not be created under the laws of the Russian Federation. 

3. The state may authorize an enterprise under· its 
· control to perform certain functions related to control over 
the performance of the terms and conditions of the 
agreements and/or participation in the implementation 
thereof. 



4. .The rights to use subsoil on the terms and 
conditions of agreements shall be granted to investors in 
accordance with such procedures as may be specified in the 
legislation of the Russian Federation and shall be evidenced 
by a 1 i·c·ens e . 

In the event that a group of legal entities shall act 
as a [coliective] investor without creating a new legal 
entity, such license may be issued to one of such legal 
entities; provided, however, that such license shall state 
that such entity acts for the behalf of such group. 

5. The agreements shall set out the terms and 
conditions for the use of the [relevant] area of subsoil, 
including, without limitation, special provisions defining 
the rules for: 

• determining the amount, including, without 
limitation, the maximum amount, of the output of mineral 
resources, to which the title shall be transferred to the 

·investor as reimbursement for production costs; 

• distributing between the state and the investor such 
of the mineral resources produced as will remain after 

·payment of royalties and after title to a portion of the 
-mineral resources produced has been transferred to the 
investor as reimbursement for production costs; 

•· transferring to the state such portion of the 
mineral resources as may belong thereto under the terms and 
conditions of the [relevant] agreement; 

,e �ayment of the income tax and royalties. 

6. The portion of the mineral resources production 
which, under the terms and conditions of the [relevant] 
agreement, belongs to the state shall be put at the disposal 
of such agencie·s or enterprises as may be appointed thereby. 

The portion of the mineral resources production (or of 
the value in cash of such production) which has been 
received by the state as a result of sharing therein shall 
be allocated pursuant to such special contracts, not forming 
a part of the agreements, as may be entered into between the 
executive authorities of the Russian Federation and those of 
the constituent entities thereof. 

Such amounts as may be collected in income taxes and· 
royal ties ·,shall be allocated and shall accrue to the 
respective budgets.pursuant to the legislation in force. 

7� The mineral resources whereto the investor has 
received title under the [relevant] agreement may be taken 
by such investor out of the Russian Federation in accordance 
with such rules as may apply to the export of products 
produced by the exporter itself; provided, however, that in 
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respect of enterprises that do not have the right to take 
the products· of their own manufacture out of the Russian 
Federation without licenses, long-term export quotas for 
such mineral resources shall be specified in the agreements. 

8. Such producer goods as are taken by investors into 
the Russian Federation under the agreements shall be 
exempted, as provided in Section 1 hereof, from the value­
added tax and customs duties. 

9. Unless otherwise provided in the agreement, the new 
fixed assets that are created in the course of 
implementation of such agreement shall remain the property 
of the investor. 

10. The provisions of the agreements shall remain in 
force throughout the term of the agreements. Unless 
otherwise provided in the agreement, no provisions thereof 
may be changed without the mutual consent of the parties 
thereto. 

11. · In the event that, during the term of an 
agreement,· any requirements are established by any 
legislative enactments of the Russian Federation that would 
negatively affect the commercial results of the investor's 
activities under the agreement, the agreement shall be 
amended so as to ensure that the investor shall achieve the 
same commercial results that could have been achieved if the 
legislative provisions effective as of the date of entry in 
the agreement had been applied. Such amendments shall be 
made in accordance with such procedure as may be specified 
in the agreement. 

12. In accordance with such proposals as may be 
submitted by the Ministry for Fuel and Energy of the Russian 
Federation and the Committee for Geology and the Use of 
Subsoil of the Russian Federation, after the proposals have 
been approved by the interested ministries and other 
governmental agencies of the Russian Federation and by the 
constituent entities of the Russian Federation, the 
Government of the Russian Federation shall ensure that such 
regulatory documents shall be prepared and adopted as may be 
necessary for the implementation of the provisions of this 
Decree. 

13. This Decree shall be submitted for consideration 
to the Federal Assembly of the Russian Federation. 

14. This Decree shall become effective as of the date 
of its signature. 

Rresident of the Russian Federation 

B. Ye1tsin 
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YKa3 Dpe3M,neHTa P¢ OT 24 ,neKa6pH 1993 r. N 2285 
"Bonpocw cornaweHMA o pa3,nene npo,nyKUMM npM noJib30BaHMM He,npaMM w 

B ueJIRX C03,na�llJR npaBOBbIX OCHOB .ZJ.JIH npMBJieqeHMH poccMACKMX M 
MHOCTpaHHblX llJHBeCT�UMM B IlOMCK, pa3B€.ZJ.KY M ,no6wqy MMHepanbHOro CblpbH Ha 
YCJIOBMHX cornaweHllJM O pa3,nene npo,nyKUMM B nepMO.ZJ. .no BCTynneHMR B ,nellJCTBMe 
38KOHOB PoccMHCKOH ¢e,nepaUMH, pernaMeHTMPYIDlltllJX nopH.ZJ.OK npMMeHeHHH TBKMX 
cornaweHMH, H B COOTBeTCTBMM C nyHKT8MM 2 M 3 YKa3a Dpe3M.ZJ.eHTa PoCCMHCKOH 
<l>e,rr.epaum1 OT 7 OKTH6pH 1993 r. N 1598 "O npaBOBOM perynMp0B8HllJM B nepMO)J. 
TI03T8TIHOH KOHCTMTyUMOHHOA pe¢opMbl B PoCCHHCKOH ¢e,nepaUMM" IlOCTBHOBJIRID: 

1. YcTaHOBHTb, qTo cornarneHMe o pa3,nene npo,nyKUHM (,nanee MMeeyeTCH 
cornarneHHe) HBnHeTCH O.ZJ.HOM M3 ¢opM .rr.oroBOpHhlX OTHOllieHMM rocy,napcTBa C 

MHBeCTOpaMH IlORb30B8TenHMM He,np, KOTOpaH npe,nycMaTpMBaeT pa3,nen 
,no6blTOro MHHepanbHOro CblpbH MelR,D.y .noroBapMBaID11tHMMCH CTOpOHaMM, 3aMeHRIDlltHH 
B3HMaHMe HanoroB, c6opoB, nornnHH, B TOM qMcne TaMomeHHhlX, aKUH30B H 
,npyrHX hpe,nycMOTpeHHhlX ,neMCTBYIDlltHM 38KOHO,naTenbCTBOM o6R3aTenbHblX 
nnaTemeM (.nanee MMeHyIOTCH - HanorM), 3a MCKnIDqeHMeM Hanora Ha npM6blnb H 
nnaTemeA 3a npaeo Ha nonb30BaHMe He,n�aMH, KOTOpble MoryT no cornacoBaHHID 
CTOpOH ynnaqllJB8TbCH KBR B CTOMMOCTHOH, TaK M B  HaTypanbHOM ¢opMe. 

2. CTopoHaMH cornarneHHH HBnRIDTCH: 
rocy,napcTBO - PocCMHCKaH ¢e,nepaUHH B nHue DpaBMTeRbCTBa PoCCHHCKOH 

¢e,nepaUHM M opraHa HcnonHHTenbHOH BnaCTM cy6beKTa PocCMHCKOH ¢e,nepaUMM, 
Ha TeppMTOPHH KOTOporo pacnonomeH yqacTOK He,np, HnH ynonHoMoqeHHblX HMM 
opraHoB; 

MHBeCTOp - IDPH.ZJ.llJqecKoe nMUO, B TOM q11cne MHOCTpaHHOe,,MnM rpynna 
YK838HHblX IDPM.ZJ.MqecRMX RHU C C03.ZJ.8HMeM HnH 6e3 C03.ZJ.aHMH HOBoro IDPM,nllJqecKo-
ro nMua B COOTBeTCTBMH C 38KOHO,naTenbCTBOM PocCHHCKOM ¢e,nepaUHM. 

3. rocy,napCTBO MOIBeT ynonHOMQqllJTb KOHTponHpyeMoe MM npe,nnpHHTMe Ha 
BbIUOnHeHMe OT,nenbHhlX $YHKUHH, CBH38HHblX C KOHTponeM 38 co6nID,neHMeM ycno­

BMH cornarneHMH H (MnH) ·yqacTMeM B ero peanH3BUHM. 
4. DpaBo · Ha rronb30BaHHe He,npaMH Ha ycnoBMRX cornarnemrn 

npe,nocTaBnHeTCH liHBeCTopy B nopH,nKe, npe,nycMOTpeHHOM 38KOHO.ZJ.8TenbCTBOM 
PoccHHCKOH ¢e,nepaUHH M y,nocToBepHeTcH nMueH3HeA. 

B cnyqae KOr,na liHBeCTOPOM HBnHeTCH rpynrra IDPM.ZJ.HqecKmc nMu·6e3 
C03.ZJ.8HMH HOBoro IDPM.ZI.HqecRoro nHua, RMUeH3liH MOIBeT 6hlTb Bhl,naHa O.ZJ.HOMY H3 
3TIDC IDPM.ZJ.HqecKHX RMU C yKa3aHMeM B RllJUeH3MM, qTo OH BhlCTynaeT OT,MMeHH 
,naHHOM rpyrrIIhl. . 

5. CornarneHHe orrpe,nenHeT ycnOBllJH TIORb30B8HllJH yqaCTKOM He,np, B TOM 
q11cn.e BKnIDqaeT B ce6H cneuManbHhle nonomeHMH, ycTaHaBmrnaID11tMe nopH,noR: 

.onpe,neneHHH qacTM ,no6hlToro MllJHepanbHoro ChlpbH, B TOM q11Jcne ee 
npe,nenbHoro YPOBHH, ROTOpaH rrepe,naeTCH B co6CTBeHHOCTb llJHBeCTOpa·,nnH 
B03Me11teHMH ero 3aTpaT Ha npollJ3BO.ZJ.CTBO; 

pa3,rr.ena MelR,D.y rocy,napCTBOM llJ MHBeCTOPOM ,no6hlTOro MMHepanbHOro 
ChlpbH, 38 llJCRnIDqeHHeM nnaTemeA 38 rrpaBO Ha rronb30BaHHe He,npaMllJ M '48CTH 
,no6blTOro MllJHepairbHOro ChlpbH, nepe,naBaeMOM B co6CTBeHHOCTb MHBeCTopy .ZJ.JIH 
B03Me11teHHH ero 38TpaT Ha npOH3BO.ZJ.CTBO; 

· nepe,naqM rocy,napcTBY np11JHa,nnema11teA eMy no ycnoBMHM cornarneHHH 
'48CTH MHHepanbHOro CblpbH; 

B3HMBHMH Hanora Ha npM6blnb M nnaTemeA sa npaBo Ha nonb30BaHMe 
He,npaMH. 

u 6 ... ,llo6blTOe MllJHepanbHOe Cblpbe, HBnHID11teecH no ycnOBMHM cornarneHHR 
.noneH rocy,napcTBa, rrocTynaeT B pacnopHmeHHe ynonHoMo'Y'.eHHhIX llJM opraHoB HnH 
npe,nrrpHHTHM. · 

Eacnpe,neneHllJe qacTH MMHepanbHoro CblpbH (MnllJ ero CTOHMOCTHOro 



3KBHBaJieHTa), no.rryYeHHOM rocy.n,apCTBOM B pe3yJibTaTe pa3.n,ena IlPO.ZJ.YKUHH, 
ocy!QeCTBJIHeTCR Ha OCHOBe He RBJIH!OI.QH�CR YaCTblO cornawemrn Cil€UliaJibHblX 
.n,oroBOPOB Me�y opraHaMH MCilOJIHHTeJibHOM BJI8CTH PocCHMCKOM �e.n.epauHH H 
cy6�eKTOB POCCHMCKOM �e.n,epaUHH. 

Pacnpe.n,eJJem,rn B3HMaeMhIX Hanora Ha npH6b!Jib H nnaTbI 3a npaBo Ha 
DOJlb3OBaHHe He.n,paMH. ocymecTBJIH€TCH B COOTB€TCTBHH C .n.eACTBYIOI.QHM 
3aKOHO.ZJ,aTeJibCTBOM c saqHcJleHHeM HX B COOTBercTBYIOLQMe 6l0.ZJ,ffi€Tbl. 

7. · MHHepaJibHOe chlpbe, nocTyna!OLQee no ycnoBHHM cornaweHHH B 
co6CTB€HHOCTb HHB€CTOpa, MO)1{€T 6hlTb Bb1B€3€HO HM H3 PoccHHCKOM te.n,epauHH B 
nop.R)J;Ke, onpe.n,eneHHOM .ZJ,JIR 3KCilOpTa npo.n,yKUHH CO6CTBeHHoro npOH3BO.ZJ.CTBa. 
TipH 3TOM .ZJ,JIH npe.n,npHRTI1M, He HMe!OI.QHX npaBa Ha 6e3JIHU€H3HOHHb!M Bb1BO3 
npo.n,yKUHH co6CTB€HHOf'O rrpOH3BO.ZJ,CTBa 3a npe.n,eJibl PoCCHHCKOH �e.n,epauMM, B 
cornaweHHH ycTaHaBJIHBB!OTCR .n.onrocpoqHbJe RBOTbl Ha Bb1BO3 TaKoro CblPbR. 

8. . ·rrpo.n.YJ{UI1R npol13BO.ZJ.CTBeHHO-T€XHH4eC}<Of'O Ha3Ha'4eHMH, BBO3HMBR 
MHB€CTOpOM B PocCHHCKY!O �e.n,epaUH!O B paMKax cornameHHR, OCB06o>R.ZJ,aeTCR B· 
COOTB€TCTBHM C :rryHKTOM 1 HaCTORLQero YKa3a OT B3HMaHHfl Hanora Ha .n,o6aBJieH­
HYIO CTOHMOCTb H TaMO)l{eHHb!X ITOWJIHH. 

9. BHOBb CO3.ZJ.8HHhie B xo.n.e pean11sau11v1 corJiaUJeHHR OCHOBHble !pOH.ZJ,bl oc­
Ta!OTCH B co6CTB€HHOCTM MHB€CTopa, ecJIH KHO€ He npe.n,yCMOTpeHO cornaweHH€M. 

10. nono>1<eHHR cor JiaweHHfl. coxpaHHlOT CBOJO CHJIY B Te-liem1e Bcero cpoxa 
ero 'A€MCTBHR. BHeceHMe H3M€H€HHH B cornarneHHe .n,orrycKaeTCR TOJlbKO no, 
B3aMMHOMY corJiaCHro CTOPOH, eCJIM HHOH nopfl.ZJ,OK He rrpe.n,ycMOTpeH cornaweHHeM. 

11. B cnyyae ecJIH B TeqeHMe cpoKa .n,eMCTBHR corJiallieHHfl 3aKOHO.ZJ.8T€Jib­
Hb!MH aKT8MM PoCCHHCKOH ¢e.n,epal.lHH 6y.n,yT ycTaHOBJI€Hhl HOPMhl, yxy.n,malO�He KOM­
MepYeCKMe pe3yJibTaThl .n,eRT€JlbHOCTH HHBeCTOpa B paMKaX corJiarueHMR, B Hero 
BHOCfl.TCR H3M€H€HMR, O6ecneq11Ba!O�Me HHBeCTopy KOMMepqecKHe pe3yJibTaThl, KO­
TOpb!e MOrJrn 6b1Tb rroJiyqeHhl IIPH npMM€H€HMM HOPM 3aKOHO.ZJ,aTeJibCTBa' .n,eMCTBo­
BaBWH� Ha MOM€HT saKJI!OqeHMR cornaweHMH. ilOpf!..ZJ.OK BHeceHHR yi<a3aHHhlX H3Me­
H€HHH orrpe.n,enReTCH cornaweHMeM. 

12. ilpaBHT€JlbCTBY PoccMHCKOM ¢e.n,epaUMH no npe.n,cTaBJieHHro MHHHCTepcT­
Ba TOilJIHBa I1 SHepreTHKH PoccHHCKOM �e'AepaUHH, KOMHTeTa PocCHMCKOM ¢e.n,epa­
UHH no reOJIOf'HH M MCilOJib30BaHHlO He.n,p, corJiacoBaHHOMY C 3aHHTepecoBaHHb!MM 
MHHHCTepCTBaMH H "Be�OMCTB8MH PoCCHHCKOH ¢e'Aepau1111 H cy5�eKTaMH PoccMHCKOH 
¢e'AepaUHH, o6ecrreqHTb pa3pa60TKY M npHHRTHe HOpMaTHBHhlX �OKYMeHTOB, 06ec-
neq11Barom11x peaJIH3au1110 HOPM HacToRmero YKasa. 

13. BHeCTH HaCTORI.QHM .YKa3 Ha paCCMOTpeHI1e cl>e.n,epaJibHOro Co6paHl1H 
PoccHHcKoM ¢e.n,epau1111. 

14. HacTORLQHM YKa3 BCTynaeT B CHJIY C MOM€HTa IIO'ATIHCaHHR. 

TipesI1.ZJ,eHT Pocc11AcKoA ¢e.n,epau1111 
MocKBa, . KpeMJib 
24 'AeKa6pH 1993 ro'Aa 
N 2285 
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3KBMBaneHTa), no.rryYeHHOM rocy�apcTBOM B pe3ynbTaTe pa3�ena npo�yKUMM, 
ocymecTBnReTCR Ha OCHOBe He RBnRIDmM�CR 4aCTbID cornameHHR cneuHanbHhlX 
�oroBopOB Me>fl,!J.y, opraHaMH McnonHMTenbHOH BnacTH PoCCHMCKOM ¢e�epaUHM M 
cy6beKTOB PoccHHCKOH _¢e�epauMM. 

Pacnpe�eneHMe B3MMaeMwx Hanora Ha npH6hlnb H nnaThl 2a npaBo Ha 
nonb3OBaHHe He�paMM ocymeCTBnHeTCR B COOTBeTCTBHH C �eMCTBYIDmHM 
3aKOHO�aTenbCTBOM C 3aqHcneHHeM MX B COOTBercTBYIDmMe 6ro��eThl. 

7. MMHepanbHOe Chlpbe, nocTynaIDmee no ycnOBHRM cornameHMR B 
CO6CTBeHHOCTb MHBeCTopa, MO�eT 6hlTb BhlBe3eHO HM H3 PoccHACKOM ¢e�epaUMH B 
nop,mxe, onpe�eneHHOM �nR 3KCnopTa npo�yKUMH co6CTBeHHOro npOH3BO�CTBa. 
TipH 3TOM �nR npe�npHRTHA, He HMeIDmHx npaBa Ha 6e3nMueH3MOHHhlM BhlBO3 
npo�yKUMH co6CTBeHHOro rrpOM3BO�CTBa 3a rrpe�enhl PoccHACKOA ¢e�epau�M. B 
cornameHMM ycTaHaBnHBaIDTCR �onrocpoqHhle KBOThl Ha BhlBO3 Taxoro ChlpbR. 

8. Dpo�YKUHR rrpOM3BO�CTBeHHO-TeXHHqecKoro Ha3HaqeHHH, BBO3HMaR 
MHBeCTOPOM B PocCHMCKYID ¢e�epaUMID B paMKax cornameHHR, OCBO6O>fl,!J.aercH B 
COOTBeTCTB�M C rryHKTOM 1 HaCTOHmero YKa3a OT B3HMaHMH Hanora Ha �o6aBneH­
HYID CTOHMOCTb M TaMo�eHHhlX nornnMH. 

9. BHOBb CO3�aHHhle B xo�e peanM3aUMM cornarneHMH OCHOBHhle �O�hl oc­
TaIDTCH B;C06CTBeHHOCTH HHBeCTOpa, ecnM HHOe He npe'AyCMOTpeHO cornarneHHeM. 

10. nono�eHMH cornarneHMH coxpaHHIDT CBOID cHny B TeqeHHe Bcero cpoxa 
ero 'AeAcTBHR. BHeCeHMe H3MeHeHHM B cornarneHHe 'AOITyCKaeTCR TOnbKO no 
B3aHMHOMY cornaCMID CTOPOH, ecnM MHOA nopR�OK He rrpe�yCMOTpeH cornarneHMeM. 

· 11. B cnyqae ecnM B TeqeHMe cpoKa 'AeHCTBHR cornameHHR 3aKoHo�aTenb­
HhlMH aKTaMH PocCMHCKOH ¢e�epaUMH 6y�yT ycTaHOBneHhl HOPMhl, yxy'AwaromMe KOM­
MepqecKHe pe3ynbTaThl 'AeRTenbHOCTM MHBeCTOpa B paMKax cornarneHMR, B Hero 
BHOCHTCR H3MeHeHMH', o6ecneqHBaromMe MHBecTopy KOMMepqecKHe pe3ynbTaThl, KO­
TOphle MOrnM 6hlTb nonyqeHhl npM npHMeHeHHH HOPM 3aKOHO�aTenbCTBa, 'AeHCTBO­
BaBWMX Ha MOMeHT 3aKnroqeHMR cornaweHMR. Tiop,moK BHeceHHR yxa3aHHhlX M3Me­
He.HHH onpe�enHeTCH cornaweHMeM . 

. 12. TipaBMTenbCTBY PoccMHCKOH ¢e�epaUHH no rrpe'ACTaBneHHID MMHMCTepcT­
Ba TOilnHBa M .3HepreTMKM PoccHHCKOM ¢e�epaUHM, KOMHTeTa PocCHHCKOM ¢e�epa� 
UHM no reonorHM H Mcnonb3OBaHHID He�p, cornacoBaHHOMY c 3aHHTepecoBaHHhlMM 
MHHHCTepcTBaMH H Be�OMCTBaMH PoCCHMCKOA ¢e�epauHM H cy6�eKTaMM PocCHMCKOM 
¢e�epaUHH, o6ecneqHTb pa3pa6OTKY M npHHHTHe HOpMaTHBHblX 'AOKYMeHTOB, o6ec­
neqHBaromHx peanH3aUHID HopM HacToRmero YKa3a. 

13. BHeCTH · HaCTORmMM YKa3 Ha paCCMOTpeHMe ¢e'AepanbHOro Co6paHHR 
PoccHHCKOH ¢eAepaUMH. 

14. HacToRmHA YKa3 BCTynaeT B CMJIY C MOMeHTa ITO'AITHCaHHR. 

Tipe3H,D.eHT PoccHMCKOH ¢e'AepaUHM 
MocKBa, KpeMnb 
24 �exa6pR 1993 ro�a 
N 2285 
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