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Abstract

Fiscal regimes in petroleum licensed contracts are defined as the tools through which the return on
oil wealth fellow into the state treasury, it includes several forms according to the type of contract,
so, the most common fiscal tools are: royalty, taxes, profit oil or rents.

This work makes a comparison between the fiscal regimes in common types of petroleum
investment agreements and the difference between them according to the state share and contractor
share.

The main types of these regimes are concessionary and contractual agreements and the last include
two types: production sharing and service agreements. However, Algerian, Syrian, Iranian & Iraq
will be examined as example for each type respectively,

The study relies on a comparison between the items of the fiscal regime and the tools through
which resource revenues flow to the public treasury as well as the share of the contractor or the
company that holds the concession.

Therefore, a model of fiscal regimes has been conducted for the above contracts to show the
difference between the fiscal flows of each country according to the type of contract and the fiscal
tools in it as royalty, taxes and others.

The study demonstrated that the contracts vary in revenue ratios depending on the sale price of oil
and the cost of extraction.

Finally, we can clearly infer that the share of both the company and the state is affected by the
above circumstances in a high or slight sensitivity, There is no particular type can be considered
the best, as preference depends on the special circumstances of countries, for example, the Iraqi
situation is difficult to use concession contracts for several considerations, including constitutional,
where the Constitution of the Republic of Iraq specified the ownership of the people’'s oil wealth
and this property cannot be relinquished to the investing companies and so on the rest of the
countries, but it can be hybridized between some systems to obtain financial instruments that
achieve the best choice for the parties (state and 10Cs).
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1. Introduction:

A petroleum contract is a financial and legal structure that host governments of certain oil-
producing nations employ to deal with international oil companies (10Cs).

Many types of contracts have been used around the world and each type has its component and its
conditions to apply while the concessionary and contractual type are the main and common types
of oil contracts.

When we study the similarities and differences between These types, we van clearly notice that
the host government may use the same fiscal tools (royalty, rental, income tax, and profit share in
project) for the purpose its reward from its natural resources in both types.

On the other hand, the ownership of the oil and gas can be taken into account as the main difference
between them where the contractor owns the whole production in the concessionary system in
opposite to the contractual system where the contractor receives a share of production in kind or
in cash in return for services.

Regarding to the field abandonment, it is always decided by the contractor in the concessionary
system while it may be decided by one of the two sides in the contractual system.

The national oil company may pay the income tax on behalf of the contractor under the contractual

system, while the contractor pays tax under the concessionary system. It should be noted that
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sometimes the government participates in cost payments when either a concessionary or a
contractual system is installed. In this case the contractor does not have 100% working interest in
the project area and the government achieves more rewards from the petroleum projects; such an
agreement is called a joint venture.

Fiscal regimes which includes: bonus, royalty, taxes and profit share, can be considered as one of
the most important contents of the contract by which the fiscal shares of the partners are
determined.

Bonus: is the amount paid when predetermined events happen such as signing bonus and first
production bonus

Royalties: are the money received by the owner of resource as compensation based on production
volume irrespective of production costs and prices [4]. it can be calculated depending upon yearly
production, cumulative production, petroleum price, or price and production together, etc.
Petroleum taxation: is the universal instrument through which governments seek to determine
the crucial balance between the financial interests of the oil companies and the owners of the
resource [5].

The structure (such as applied tax rates or royalty rates) rather than the type of contract is the
foundation of the fiscal system. This implies that it is difficult to assert that one type is superior to
another, and that each contract must be examined individually. [3]

The Figure (1) shows each type of fiscal regime and its period during the field production.

before cost recovery after cost recovery
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Fig. (1): Fiscal tools
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2. Types of Oil Agreements

There are two common types of oil contracts according to the ownership of the petroleum in
addition to the legal and fiscal systems that contract consists of, these types are:

2.1 concessionary type
This was the first sort of contract in the globe, and it is still utilized in many nations, including the

United States, the United Kingdom, France, Norway, Canada, Australia, New Zealand, Libya,
Algeria, and South Africa.

In such contracts, the host government cedes the title to the petroleum resource to the contractor
in exchange for royalties. Typically, the state has no engagement with the 10C or licensee, who
control and operate all equipment. The host country merely receives royalties, tax revenue, and

other payments.
This kind of contracts characterized by:

= Qil companies have the exclusive right to explore and produce at their own expense and risk.
= The Company owns both its output and its equipment.
= QOil Company pays Royalty, Taxes on profit and Surface rental to Government.

= Qil company has right to export hydrocarbons.

Algerian concessionary contract
Algerian ex-contracts consider as a concessionary type and has the fiscal tools:

Royalty: In Algerian contract royalty was 20% from the total revenue (before costs recover).

Taxes: there are two types of taxes in the Algerian contracts which is petroleum revenue tax 30%
from revenue after royalty subtraction and income tax 30% from taxable income (Revenue after

royalty, revenue tax and depreciation — OPEX).

2.2 Contractual type
This type of contracts considers as agreement between the national oil company (NOC) and

international oil companies (I0OCs) to invest or manage the fields and this type of agreements is

subdivided into two:
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2.2.1 Production sharing contracts (PSC)

In this type of contracts, the host country and the contractor share the production in kind or in
cash. In accordance with the production sharing contract, the following are the primary fiscal
instruments for dividing the profit between the host government and the contractor: [6]

e Bonus

¢ Royalty

e Cost recovery (petroleum costs): The contractor has the right to collect a proportionate amount
of his expenses.

e taxes

This kind of contracts characterized by:

= The risk is shared between the Government and the Contractor

= Typically, the Contractor receives a production share in kind.

= The Contractor never holds ownership of oil and equipment.

Syrian PS contract

The deal was signed in 2008 as a type of production sharing contract between the Syrian National
Oil Company and the contractor (a consortium of Gulfsands Inc. and Emerald Inc.). The Syrian
government receives a royalty rate equivalent to 12.5% of the total revenue. Before dividing the
production between the contractor and the host government, the contractor must recoup his costs
from the after-royalty net revenue. The profit oil share is 65 percent to the host government and
35 percent to the contractor. The contractor profit share is subject to a 10 percent income tax. The
contractor take is equivalent to 34 percent of the contractor oil profit plus the cost of oil, while the

government take is the sum of government profit share, royalty, and profit tax.

2.2.2 service contract (SC)

in such type of contract, the contractor gets the service costs and appointed profit fees on his
services this fee is generally paid in cash and the contractor pays taxes on these profits, so this type
of contracts is considered as a short terms contract and divided into many types such as technical
service contract (TSC), production service contract (PSC) and development service contract
(DSC).

This kind of contracts characterized by:
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The state holds the risks alone.

The Contractor gets a constant profit fee on its services usually in cash.

The Contractor never holds title to oil.

The state holds title to equipment.

Iranian service contracts
This contract allows the contractor to recover production costs from the total revenue, then the
contractor get a fixed fee from the revenue after cost recovery equal to 18%. The contractor fee is

subject to income tax equal to 10%.

Iraqg contracts

Iraq has two types of contracts, federal government contracts TSC and KRG contracts PSC,

In this study, sample of TSC was taken as an example.

The technical service contract (TSC), which is used for the redevelopment of producing fields, and
the development and production service contract (DPSC), which is used for the development of
discovered but undeveloped fields, are the primary contracts used for the licensing of petroleum
interests in Federal Irag. The contractor is compensated on the basis of cost recovery and a per-
barrel fee under both TSCs and DPSCs. This is a significant distinction between the contracts
utilized in Federal Iraq and the production sharing contracts prevalent elsewhere in Iraq
(Kurdistan).

3. Contracts Modeling

The four cases of contracts (Algerian, Syrian, Iranian, and Iragi) were studied by establishing excel
model Table (1) to illustrate each partner’s share as a percent of the total revenue and the sensitivity

of each contract for the common elements (oil price, costs, and production).

The structure of the model is consisting of: oil production which is considered as 1 BBL for the
calculations, oil price which changes according to the markets, revenue which is results from
multiplying production by price, cost of production which calculated according to country and oil
field, fiscal tools (royalty, taxes, profit oil, profit fees and taxable income).

The results of the model will be: state share and it’s percent from the revenues and contractor share

and it’s percent from the revenues.
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In this model, range (20-120$) of oil prices, range (8-25%) of cost were used, these values are the
range of oil prices during the study period (2019-2022) and the range of costs in those countries.

Table (1) The structure of the model

IRAQ TSC IRAN SC SYRIA PSC ALGERYAC.C
production BBL 1 production BBL 1 production BBL 1 production BBL 1
price $/BBL 120 price $/BBL 120 price $/BBL 120 price $/BBL 120
reveneu $ 120 reveneu $ 120 reveneu $ 120 reveneu $ 120
state $ 60 royalty $ 15 royalty 24
remaining $ no more than 50% of rev. 60 remaining $ 105 remaining 96
cost $/BBL 8 cost $/BBL 8 cost $/BBL 8 cost $/BBL 8
profit fee $/BBL 2 remaining $ 112 profit oil $ 97 reveneu tax $ 28.8
remaining $ 50 taxible contactor profit$ 20.16 |contractor profit$ 33.95 [taxible income $ 88
gov. partianers profit fee $ 0.1 tax $ 2.016 tax $ 3.395 income tax $ 26.4
contractor profit fee $/BBL 1.9 contractor $ 30.555
income tax $ 0.665
state share $ 110.765 93.856 81.445 79.2
ontractor share $ 9 6.144 8 40.8
state share percent 92% 78% 68% 66%
contractor share percent 8% 22% 32% 34%

4. Results and discussion

The results from the model will be discussed by four cases, two of them with low oil price and

the others with high oil price which shown below.

Case 1

In this case, oil price $20/bbl. and cost (CAPEX & OPEX) $8/bbl. are used and the results was,
as Figure (2) shows, Algerian contract is the best one as a percent of revenues for the state share
and Syrian is the worst one while Irag has a moderate effect between them and this is due to the

items of its contracts.
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CASE 1

E state share percent E contractor share percent
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Fig. (2): Model results @ price $20 & cost $8
Case 2
In this case, oil price $20/bbl. and cost (CAPEX & OPEX) $25/bbl. are used and the results, as
Figure (3) shows, Algerian contract is the best one as a percent of revenues for the state share

and Iraqi is the worst one.

CASE 2
E state share percent = contractor share percent
150% 131% 121%
100% % % 70%
50% = = N%E
= = ==
0% = = e = — = I=1
IRAQ TSC IRAN SC SYRIA PSC ALGERYA
50% 319 -21% -13% c.C

Fig. (3): Model results @ price $20 & cost $25

Case 3
In this case, oil price $120/bbl. and cost (CAPEX & OPEX) $8/bbl. are used and the results, as Figure (4)
shows, Iragi contract is the best one as a percent of revenues for the state share and Algerian is the worst

one.
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Fig. (4): Model results @ price $120 & cost $8

Case 4
In this case, oil price $120/bbl. and cost (CAPEX & OPEX) $25/bbl. are used, so, the results, as
Figure (5) shows, Iragi contract is the best one as a percent of revenues for the state share and

Syrian is the worst one.
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Fig. (5): Model results @ price $120 & cost $25
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5.Conclusions

Fiscal tools are the more important technique to manage the partners’ shares. According to the
excel model, Algerian contract is the best one at the conditions of low oil price due to ......7 In
Iragi oil contracts, the state shares are the most effected by high costs and low prices, but Iraq
consider one of the low-cost countries it between 8-12$ according to region and the complexity of
the field, so the Iraqi fiscal regime is the best for its conditions. Each country has its conditions
and there is no appointed type fits all conditions and can be approved. If the country wants to
maximize its revenues it should be studies the best fiscal regime and puts the best tools that make
the optimum choice to the state and the contractor. Sometimes the contracting process is not only

depending on the fiscal but political and legal considerations.
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