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Abstract:

In the case of processing of extracted natural gas, oil and gas condensate in this
article, realization and expansion of the tax base of products obtained from these
minerals, effective organization of tax control in large taxpayers in the field of oil,
gas, fuel energy industry issues and scientific proposals and recommendations for
solving the problem of taxation have been developed.

Keywords: source of income, tax administration, tax reporting, traditional plan,
international taxation, natural resources, taxation, water resources, land resources,
subsoil use tax, collection procedure, nedra, property taxes.

Introduction:

"In world practice, royalties in the oil industry fluctuate from 0 to 50% on average™.
Royalty-based mining taxes are common in Canada, China, the United States, and
India, and various states in the United States levy a mineral resource tax and licensed
mining tax for precious metals. In Canada, royalty payments of 2 percent of the
subsoil user's gross revenue or 15 percent of the net profit are becoming
commonplace. In order to create an added value chain by presenting the exploitation
of underground resources to potential investors, the practice of setting tax rates by
means of auctions is also used. In recent years, special attention has been paid to
creating a favorable business environment for the users of the subsoil by promoting
the exploitation of mineral deposits in an industrial way and encouraging geological
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There are several organizations in the world that compile these ratings, and their data .
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and rating mechanisms are different. The OPEC organization and British Petroleum,
a multinational oil and gas company, are recognized as the most reliable and
reputable organizations that compile such ratings.

In general, as of 2020, confirmed gas reserves in the world amount to 200 trillion
cubic meters, of which 75 trillion cubic meters are located in the Middle East
countries, and 65 trillion cubic meters are located in the CIS countries (mainly
Russia and Turkmenistan).?

While China was not among the leaders in the OPEC rating, Algeria finished the top
ten, and Russia’s performance increased dramatically. Uzbekistan ranks 22nd in this
rating with 1.522 trillion cubic meters of gas reserves or 0.74% of the world's total
gas volume.

During the research work, the experience of the Republic of Kazakhstan in
accounting for hydrocarbon deposits and monitoring the movement of mined
minerals was studied.

In the Republic of Kazakhstan, the Code "On Subsoil and Subsoil Use™ was adopted
this year, and the requirements of some articles of this code are set to be applied
gradually from the following years.

In particular, based on Article 144 of this code, the procedure for mandatory
equipment of production facilities with accounting devices during the extraction,
processing and transportation of raw materials and commodity gas will come into
force from January 1, 20243,

For information: Crude oil and gas condensate measuring device is a set of
regulatory and legal technical tools that measure the volume of hydrocarbon raw
materials and provide daily information to the authorized body in the hydrocarbon
sector. software.

The Ministry of Energy of the Republic of Kazakhstan, together with the Ministry
of Digital Development, Innovation and Aerospace Industry, plans to launch an
information system for accounting for oil and gas condensate (ISUN) on the basis
of "NIT" JSC.

This system fully automates the process of collecting, processing, storing and using
data on the amount of circulating crude oil and gas condensate prepared for delivery

»

y TR
2 https://kun.uz/news/2021/11/08/gazga-eng-boy-davlatlar-ozbekiston-nechanchi-orinda N
3 https://kapital.kz/gosudarstvo/107449/dobyvayushchiye-kompanii-dolzhny-vnedrit-pribory-ucheta-gaz 4-
goda.html 4
15|Page \



https://kapital.kz/gosudarstvo/107449/dobyvayushchiye-kompanii-dolzhny-vnedrit-pribory-ucheta-gaza-do-2024-goda.html
https://kapital.kz/gosudarstvo/107449/dobyvayushchiye-kompanii-dolzhny-vnedrit-pribory-ucheta-gaza-do-2024-goda.html

Al Y

KirFwry 2
A
Fos ~

’.——-\\
‘-Nﬁ

O
1=
®
)
©
O
s
=
E
Q
O
!
=]

—

E- CONFERENCE

2}
oo
£
©
()]
()
O
O
ol
(a
()
O
C
(D)
—
()
Yy—
C
O
®)
©
()
=
2
>
()
o
(-
()
()
(a
0
0
()
@)
O
<
o
(O]
)
®)

SERIES

Proceedings of International Conference on Educational Discoveries and Humanities
Hosted online from Plano, Texas, USA.

Date: 1°t December - 2024

ISSN: 2835-3196 Website: econferenceseries.com

to the consumer.

According to the results of the studies, the introduced system will be able to predict
the circulation of oil and gas condensate, automatically calculate the material
balance and prepare reports based on the data obtained from the accounting tools.
The system was used as an experiment in 3 large oil transport organizations
("KazTransOil", "Munaytas" and "Kazakhstansko-Kitaysky truboprovod") and
during 2021-2022 3 oil refineries, 16 small plants, 4 oil application to transport
organization and 100 subsurface users*,

At the same time, from January 1, 2024, the procedure for mandatory equipment of
production facilities with accounting tools in the process of extraction, processing
and transportation of raw and commaodity gas will come into force.

Also, in Article 145 of the Code "On Subsoil and Subsoil Use", reports on the
periodic movement of hydrocarbon reserves must be submitted by subsoil users or
their authorized representatives to the "Soil of the Republic of Kazakhstan" It is
specified to be submitted electronically to the unified state system of managing the
use of water.

"Unified State Subsoil Use Management System of the Republic of Kazakhstan"
means a single integrated information system for subsoil use management, a
complex that includes collection, storage, analysis and processing of information in
the field of hydrocarbons. In the Republic of Uzbekistan, most of the strategic
minerals are mined by state enterprises.

According to the legislation on underground resources, strategic minerals are gold,
silver, copper, lead, zinc, tungsten, uranium, platinum and platinoids, rare metals
and rare elements, iron, manganese. , consists of hydrocarbons (oil, gas, condensate),
coal, combustible shale®.

During the past period, high tax rates for the use of subsoil have been applied in
Uzbekistan, for example, gold (25%) and copper (15%) were reduced to 15% for
state enterprises and 10% for the private sector in the next stages of reforms. a tax
of 20% was imposed on oil, and 30% on gas®.

4 https://kapital.kz/economic/94088/sistema-ucheta-nefti-v-kazakhstane-zarabotayet-v-2021-godu.html

5 V36exucron Pecrybmukacu Basupnap Maxkamacunusr «Ep Kabpy ydacTKanapuaas (BpoiIataHum XyKyKa YayH
JMIEH3UATIap OepHIl TapTUOWHM SHaa TAKOMIWIIALITHPUII Yopa-Taadupiapu Tyrpucunay 2020iun 23 uronaarn
403-coH Kapopu

Sbazapos X.M. Kam penTaGe/in KOHIapHH Xy KK (aoIuaTHra %an0 KHIMIIA XalKkapo Takpuoa: Y30eKHCToH
PecrryOnmkacu Ba xopmwx amanu€rh. «JIoructuka Ba MKTUCOAMET» MIMHMH 3JEKTPOH XKypHaiu, 2022 # H.
115-121-6ernap. m
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When determining the tax base for this type of tax, the profitability of the mine (well)
Is not taken into account, therefore, an artificial barrier to investment in low-income
sectors has arisen, and in comparison with Uzbekistan, the profit tax in other
countries (Russia, Kazakhstan - 20%) 'i rates are set high. As a result, the elements
related to mining (extraction), in particular the expenses related to transportation and
processing, are not clarified, and the tax rates for profit and subsoil use are high,
even if the mined metals are not realized, the tax the current tax regime in Uzbekistan
was not sufficiently attractive due to the

With the signing of these agreements, the process of concluding, executing and
canceling agreements on the distribution of products when investments are made in
our country in the identification, exploration and extraction of minerals has reached
a new level. Based on these agreements, the tax base determination system based on
the "netback” principle was established, and the deduction of the costs incurred for
their production from the realization of the final products obtained as a result of
processing was introduced. After that, if the extracted oil and/or gas condensate
within the framework of the production sharing agreement is processed on the basis
of the supply of raw materials with the subsequent sale of the processed product, the
oil and/or gas condensate determined on the basis of the "netback™ principle to
determine the taxable base or the calculated price at the gas condensate delivery
point was applied. Due to the energy shortage observed over the past years, the
government made a number of demands on the oil and gas network enterprises for
effective management of hydrocarbon fields.

According to the preliminary estimates of experts, the production of natural gas will
reach 56.3 billion cubic meters in 2023 (51.7 billion cubic meters in 2022), with the
possibility of increasing it by 4.6 billion cubic meters compared to last year. there is
In recent years, a number of works have been carried out on industrial exploitation
of mineral deposits by attracting foreign investors, acceleration and promotion of
geological exploration with the help of modern technologies, and improvement of
the procedure for taxing subsoil users based on the experience of foreign countries.
is being implemented.

In particular, starting from January 1, 2022, in order to obtain the right to carry out
geological studies on highly liquid natural gases, oil and condensates, as well as
metals, or excavation works on ready-made subsoil plots. a special procedure for
competitive bidding has begun to be established. As part of this procedure, We\& "
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allocated for conducting geological research and (or) prospecting works will not be
considered as objects of land tax levied on legal entities until the winner of the
competition is determined. Also, an annual license fee was introduced for the use of
the subsoil for geological studies and (or) exploration, depending on the allocated
area and types of minerals.In our opinion, it is appropriate to revise the tax rates for
minerals extracted on the basis of complex technologies with high liquidity while
maintaining the basic rates of tax for the use of the subsoil during the reforms. Until
today, in practice, the tax rate of 30 percent for natural gas, 20 percent for oil and
gas condensate, and 9 percent for the realized volume of natural gas was used in
practice. Also, the amount of mineral extraction (extraction) is considered as the
object of taxation for the use of the subsoil, and the tax base is applied to each
mineral independently extracted (extracted) by the user of the subsoil, including the
main mineral. it was determined in relation to the useful components that come out
together in the extraction. In addition, the tax base is determined as the calculated
value of the volume of mined (extracted) minerals for the reporting period at the
average realized price, and the average realized price is the amount of each mined
(extracted) mineral. separately determined by dividing the volume of sales expressed
in money (minus value added tax and excise tax) by their volume of sales expressed
in kind’.

The use of the average realization price in determining the tax base did not encourage
the development of low-profitable mines and their involvement in economic
activities. At the same time, the costs of preliminary processing, processing and
transportation carried out by taxpayers based on the procedures used in world
practice are not deducted from the tax base. We think that this, in turn, caused the
mines, which required a lot of money, and the extraction process was complicated,
to be left out of the production activity.

Terms have been agreed with the private companies operating in the oil and gas
market for a certain period, and their activities are regulated by agreements related
to product distribution. According to the studies,

By the end of 2022, Uzbekneftgaz JSC has 1,311 active oil and gas wells (wells),
which are mainly domestic market, wholesale consumers, Shurtan gas chemical
complex, "Uzbekistan GTL" JV SP "Uz-Kor Gas Chemical" LLC and Issylik power
plants will be sold based on the price approved by the government.

7 Vira manba.
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In particular, in 2023, according to the budget, 14.2 trillion soums will be spent to
compensate the losses of the company specializing in the wholesale purchase and
sale of natural gas in the domestic market®. Geological study and identification of
oil and gas wells, their involvement in the production process is considered a
complex technological process, and drilling of exploratory wells and related
processes remain complex. In particular, in the Kashkadarya and Surkhondarya
regions, there are gas fields that need to be mined at a depth of 4,000-6,000 meters.
For this reason, today the existing mines in our country are owned by the state or
given to foreign enterprises on the basis of an agreement, and it is considered
appropriate to increase the investment attractiveness in order to attract investors to
the discovery and mining of a new mine. Due to the fact that the reserve of natural
resources is always calculated through the reporting balances, today information and
communication technologies are not used in the formation of the reporting balances
of this industry.

It is no secret to all of us that today the majority of oil and gas wells are owned by
the state-owned enterprise (Uzbekneftgaz JSC) and foreign companies operating
under the product distribution agreement, and branch enterprises take the leading
place in the formation of the revenue part of the state budget. . In terms of tax
revenues, 20 percent of the 14 trillion soums received from the subsoil use tax in one
year will be provided by branch enterprises. According to the studies, the conditions
have been agreed with the private companies operating in the oil and gas market for
a certain period, and their activities are regulated according to the product
distribution agreement (SRP). This year, JSC "Uzbekneftgaz" developed the *Macro
investment program", which includes 744 geological and technical measures with a
total value of 5.7 trillion soums®. It mainly involves drilling a total of 111 new wells,
capital repair and intensification of 608 wells, and construction and commissioning
of 25 technological facilities (compressor compressor stations, gas preliminary
preparation devices, small compressor devices, gas supply pipelines). planned™°.

In particular, it is planned to drill 83 new wells in the Bukhara-Khiva and Fergana
oil and gas regions, and 28 new wells in the Ustyurt oil and gas region. These wells

8 V36exucTon PecnyGmukacuuuur «2023 i yuyH Y36eKHCTOH PeCl‘[y6J'II/IKaCI/IHI/IHF [JaBnar OromxeTn
TyFpucHIa»Tn Y36exucton Pecrybmukacuaunar Konynn, 30.12.2022 imnaru YPK-813-com.
®https://kun.uz/news/2023/01/25/0zbekneftgaz-aj-tomonidan-2023-yilda-744-ta-geologik-texnik-chora- tadblrlar
amalga-oshirish-hamda-buning-evaziga-328-mird-kub-metr-tabiiy-gaz.
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are located at depths of 4000-7000 meters with high prospects. Also, according to
the end of 2022, there are 1,311 active oil and gas wells at the disposal of
Uzbekneftgaz JSC, which are mainly domestic market, wholesale consumers,
Shu'artangazkimyocomplex, Uzbekistan GTL plant, SP "Uz-Kor Gas Chemical"
Sale will be made to the OOO joint venture and Issyklik electric stations based on
the price approved by the government. In particular, 343,000 soums are paid on
average per thousand cubic meters of gas sold to domestic consumption and the
above-mentioned consumers.

This value is lower than the actual cost of gas, and over the years the losses of
Uzbekneftgaz JSC and Uztransgaz JSC have been covered by state subsidies.
According to the studies, in 2023, according to the Law of the Republic of
Uzbekistan No. O'RQ-813 of December 30, 2022, in order to compensate the losses
of the company specialized in the wholesale purchase and sale of natural gas in the
domestic market in 2023 mainly 14.2 trillion soums were allocated or 7 percent of
the first-level budget expenditures were spent on compensation of losses of this
enterprise.According to experts, the geological study and identification of oil and
gas wells and their involvement in the production process is a complex technological
process, consisting of 3D seismic survey, drilling of exploratory wells and related
processes. For example, in the Kashkadarya and Surkhandarya regions, there are gas
fields that need to be mined at a depth of 4,000 to 6,000 meters. Today, the existing
mines in our country are owned by the state or given to foreign companies or joint
ventures based on a contract, and it is time to increase the attractiveness of new
mines to attract investors to mining.

Imagine that billions of tax and bonus payments have been collected from an
enterprise that has not yet started its operations. This, in turn, had a negative impact
on the quality of geological exploration. For this reason, it would not be wrong to
say that most of our wells today are in need of repair. Geological prospecting is
considered an unfinished process, and the wells (wells) will start generating income
after they become active. For this reason, the lands on which geological prospecting
works are being carried out are temporarily allocated to taxpayers and given in full
after the mine is approved. For this reason, it is appropriate to continue land reforms
on lands with oil and gas hydrocarbon raw materials or lands with mineral deposits.
For example: if 1 ton of oil is processed, 0.21 ton of Al 80, 0.21 ton of diesel fuel,
0.11 ton of kerosene and other products are obtained, and the tax base W*s "
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increased by 20% to an average of 2,000,000 soums. , from 2,400,000 soums,
480,000 soums were taxed at the rate of 20 percent. According to the new regulation
introduced in 2022:

- if crude oil is sold directly, the tax base is determined based on the average sales
price.

- if processed independently and (or) given for processing on the condition of return,
based on the price of realization of finished products obtained from oil (gasoline Ai
80, Ai 92, Ai 95, diesel fuel, kerosene, fuel oil, bitumen, etc.), are determined after
deducting the processing and transportation costs incurred by the taxpayer.In the
data of the world market for precious, non-ferrous metals, the exchange price is
determined based on the morning fixing of the London Bullion Market Association,
and for other metals, based on the data of the London Metal Exchange (London
Metal Exchange). Based on this experience, when studying the compliance with the
goal of using the world's single exchange price for oil brands, it became known that
there are different ratings of oil brands in the countries of the world.

Suggestions and recommendations:

Today there are a total of 743 marketers, of which 47 (6 percent) work in state
agencies, 696 (94 percent) in private organizations (their average marketer service
fee 1s 8 million soums). Due to the limited number of surveyors in state agencies and
the fact that it is stipulated to involve specialists of the Con-geological activity
control inspections no more than twice a year to check the volume of minerals
actually mined (separated) by users from the subsoil, illegal mining from the subsoil
in cases of use, it is not possible to carry out tax control measures on time. Granting
tax authorities the right to engage specialists by concluding a direct contract with
organizations providing markshader services. In this case, 10 percent of the amount
of tax for the use of land, but not more than ten times the minimum amount of the
labor fee, which was additionally charged to the organizations providing the
surveying service at the end of the measurement work. a fee will be payable.
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