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Background and methodology
We were requested by Asociația Română a Companiilor de Explorare
și Producție Petrolieră (“ROPEPCA”) to conduct an analysis with
respect to the level of royalties and similar taxes applicable for the
oil & gas upstream sector in Europe, as at 31 December 2015.
For the purpose of establishing a comprehensive and comparative
overview of the fiscal environment and the related market conditions
in relation to the oil and gas industry, this analysis has taken into
account the position of the European countries. Furthermore, most
European countries have a specific tax regime for oil & gas industry
which includes royalties or other specific taxes, as well as increased
corporate income tax rates for operators activating in this sector.
The report should be considered within the limitation that every
country has a different tax regime. The effective royalties and similar
specific taxes may differ from nominal rates. These are driven by
national priorities, market reality and the recent severe decline of oil
and gas prices which affected the latest years.
We have performed an analysis regarding the effective tax rates in
different European countries based on the information available as at
31 December 2015, except where explained otherwise. The
computation of the effective tax rate for each country had in view
the value of the royalties and specific taxes paid by the main players
divided by the revenues obtained from the production and sale of oil
& gas, for which public information was available.
© 2017, for more information, contact Deloitte Romania
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Background and methodology

Given that in most countries, operators present the relevant data in
a combined manner (i.e., figures including both oil and gas), the
study also presents the effective tax rates for oil & gas upstream
activities in each country.
For Romania, as one of the main players in the industry is producing
primarily gas, we were able to distinguish between the effective tax
rate for gas and oil activities.
The results of this study may be read in conjunction with our
previous reports - “Observation on royalties and similar taxes – ‘an
updated overview’. Oil and gas upstream in Europe” issued in
February and September 2015, covering 2013 and 2014.
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Executive summary
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Executive summary
As a general note, the natural gas and oil prices fell during 2015 in
most markets. European gas prices reached the lowest level since
early 2010. Reasons include weak demand, good supplies and low
prices for coal, oil and other competing fuels. Additionally, in most
European countries a declining trend was noted also in production.
In countries with a specific taxation regime, adapted to market
prices (e.g., taxation on profits) the decrease of prices led to a lower
effective tax rate, for example Norway, Denmark and Netherlands.
Moreover, some of the countries responded to these market
conditions by relaxing their fiscal regimes in relation to the oil and
gas specific taxes (Italy, Hungary, Germany and the United
Kingdom).
Despite the overall descending trend among European countries (the
average rate for royalty and specific taxes in the European upstream
sector being reduced to 10% in 2015 comparing to 11.7% in 2014),
the level of effective taxation in the Romanian upstream sector has
increased. This is mainly derived from the decrease of revenues in
comparison with a smaller decrease in the nominal value of the
royalties and taxes due (supplementary taxes and construction tax).
Moreover, the computation of the supplementary tax for gas was not
correlated with the actual prices on the gas market.
There are also other European countries with a slight increase in the
effective tax rate, derived either from fixed components (e.g., in
France fixed tax per tone) or from small increased taxes (e.g.,
Lithuania).
© 2017, for more information, contact Deloitte Romania
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General overview of Romania and
other European countries
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General overview of Romania
The Romanian onshore upstream oil and gas sector is very mature
after more than 150 years of activity and it may be characterized as
follows:
In Romania there are over 400 oil & gas fields and more than
13,000 producing wells, however it has one of the lowest rates
of production per well among all European Countries (21
barrels of oil equivalent / well / day compared to 2,350 barrels
per day in Norway, 964 in Denmark, 363 in the UK and 271 in
Italy);
The oil and gas fields are very fragmented and identification of
new reserves often requires drilling at very deep horizons.
Moreover, approximately 25% of crude oil production is
obtained using enhanced oil recovery techniques and heavy oil
represents more than 35% of oil production. Therefore,
massive investments are required to improve extraction
technologies (increase of reservoir pressure, deep drilling etc.)
and increase recovery factor from mature fields in order to
cover the national demand;

The investments performed should be directly linked with the
existing level of employment in the sector. According to EU
Energy Statistics, the upstream oil and gas sector in Romania
has the largest number of direct employees among the EU
countries (25,600 direct employees out of 77,900 employees
in all EU countries). It covers a wide range of blue-collar
professionals,
but
also
engineers,
earth
scientists,
environmental, health and safety specialists, lawyers,
accountants. Moreover, studies show that investments in the
oil and gas sector generate a significant number of indirect
jobs;
Last but not least, the upstream oil and gas industry brings an
important contribution in the Romanian economy, in terms of
taxes paid to the State Budget, as well as the impact that it
has on other sectors covering oil refining and electricity, heat
production etc.

Significant amounts are spent annually by the onshore
upstream oil and gas exploration and production sector in
Romania, in order to bring new wells into production or to
invest in the existing technology and to increase the recovery
rates of mature oil and gas fields;
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General overview of Romania
Despite the difficult operating conditions, according to our
computations, the average effective royalty and similar tax rate
increased from 15% in 2014 to 15.7% for the first half of 2015,
16.9% in 2015 and 17.5% in 2016.
The effective tax rate was computed as average between the
observable royalty and similar taxes paid (petroleum and gas
royalties, supplementary taxes* and construction tax), reported to
the revenues obtained by the main Romanian players - SNGN
Romgaz SA (22.5% - effective tax rate in 2015 and 21.8% in 2016)
and OMV Petrom SA (14.7% - effective tax rate in 2015 and 15.9%
in 2016).
We noted that the effective tax rate for the upstream gas activity is
much higher than the effective tax rate for the upstream oil activity
(i.e., in 2015 22.5% effective tax rate for Romgaz which produces
primarily gas in comparison with 14.7% effective tax rate for OMV
Petrom SA having a combined production of oil and gas). The
difference between the effective tax rate for the upstream gas
activity and upstream oil activity is driven mainly by the gas
supplementary tax.

Despite the decrease of the nominal rate from 1.5% to 1% for
construction tax starting 2015, the higher overall effective tax rate
for the oil and gas upstream activity is mainly the result of:


the decrease of revenues in comparison with a smaller decrease
in the nominal value of the taxes due;



the discrepancy between the threshold used for computing the
gas supplementary tax (72 lei/ MWh) with the gas market prices
that oscillated below this threshold;



royalties charge formula for oil uses reference price of preceding
three months; in a declining market this resulted in a higher
percentage of effective royalties.

* Supplementary taxes include a tax of 60% applied to additional revenues resulted from the deregulation of natural gas prices and a tax of 0.5%
applied to revenues resulted from the crude oil exploitation
© 2017, for more information, contact Deloitte Romania
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General overview of the European countries
We have computed also an arithmetical average for the European
producing countries*, obtaining an effective tax rate of 10% or
7.9%, by excluding Groeningen field.

We present below the average observable royalties and similar taxes
as of 2015 versus 2014 for several European countries.
United Kingdom
The average observable royalty and similar tax rate as percentage of
revenues was negative as at 31 December 2015 (-1.1%). This result
was influenced by the following factors:


The petroleum revenue tax which was reimbursed to operators;



No petroleum revenue tax applied for approximately half of the
fields having gross profits above £1 million, as they had no
chargeable profits after taking into account field expenditure,
reliefs and allowances;



The decrease of the supplementary charge applied from 32% in
2014 to 20% in 2015;



The decrease of oil prices in 2015 which led to lower profits, as
well as a dynamic adjustment of supply, demand, stockholding
and investment flows;



The significant fall in production exposed UK to the drop in oil
prices.

* excluding CIS (Community of Independent States)
© 2017, for more information, contact Deloitte Romania
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General overview of the European countries
Greece
The average observable royalty and similar tax rate was 0%. This is
similar to 2014 as the production obtained in 2015 did not exceed
2,500 barrels per day and thus, no royalty was due.
Norway
The average observable royalty and similar tax rate decreased from
18.8% in 2014 to 13.9% in 2015. One of the main factors was the
drop in the oil prices, determining a 30% decrease in the revenues
and challenging the profitability of the oil and gas industry.
Denmark
The average observable royalty and similar tax rate decreased
massively from 20.6% (2014) to 9.2% (2015) due to low oil prices
and the decrease of production in the North Sea. The oil production
in 2015 totaled 9.1 million m3, equal to 157,000 barrels/day, a 5 per
cent decline compared to 2014. Compared to 2014, gas sales were
maintained at a stable level of 3.8 billion Nm3.

© 2017, for more information, contact Deloitte Romania
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General overview of the European countries
Hungary

Netherlands

The average observable royalty and similar tax rate decreased from
22.9% (2014) to 18.1% (2015) due to the massive drop in crude oil
prices. This led to a decrease of the effective tax rate, as royalty
nominal rates are linked to a significant extent to crude oil prices.

The average observable royalty and similar tax rate in relation to
small fields significantly decreased from 4.1% (2014) to 2.8%
(2015). Groeningen area was also affected, recording a decrease
from 69.9% in 2014 to 60.8% in 2015 due to the sales that were
considerably lower (22%), following the decrease of gas prices,
which were approx. 10% lower than in 2014.

Austria
The average observable royalty and similar tax rate decreased from
21.2% (2014) to 16.9% (2015) due to the decline of the oil and gas
prices during 2015. This led to a decrease of the effective tax rate,
as royalty nominal rates are linked to oil and gas prices.
Germany
The average observable royalty and similar tax rate decreased from
17.3% (2014) to 14.5% (2015) for the main German exploitation
areas (Niedersachsen and Schleswig – Holstein regions) mostly due
to lower nominal royalty rates starting 2015.

© 2017, for more information, contact Deloitte Romania

Italy
The average observable royalty and similar tax rate decreased from
11.7% (2014) to 8.7% (2015). This decrease is mainly resulting
from the elimination of the profit tax surcharge of 6.5% starting with
2015.

Albania
The average observable royalty and similar tax rate slightly
decreased from 14.7% (2014) to 14% (2015) mainly due to the
specifics of the royalty regime which tends to decrease the effective
tax rate over time.
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General overview of the European countries
Serbia

France

The average observable royalty and similar tax rate slightly
increased from 2.8% (2014) to 2.9% (2015).

The average observable royalty and similar tax rate increased from
6.6% (2014) to 9.6% (2015) due to the method of computing the
royalties, as a fixed amount per tone.

Lithuania
The average observable royalty and similar tax rate increased from
9.9% (2014) to 13.4% (2015) due to specifics of the royalty regime
for existing concessions, despite the more favorable amendments
brought to the hydrocarbons legislation for new concessions, which
entered into force starting with 1st of January 2015.
Ireland

The average observable royalty and similar tax rate slightly
increased from 4.1% (2014) to 4.5% (2015) due to the specifics of
the royalties and fiscal regime for producing concessions.

Poland
The average observable royalty and similar tax rate slightly
increased from 0.7% (2014) to 0.9% (2015).
***
Due to lack of public information, we have considered the average
observable royalty and similar tax rate similar to 2014 for Spain and
Bulgaria, given that no major tax amendments were implemented
for 2015.
For Slovakia, the Czech Republic and Slovenia we included only the
specific tax rates for oil & gas companies, as no public information
was available to compute an effective tax rate.

© 2017, for more information, contact Deloitte Romania
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Graphical view of oil & gas royalties
and similar taxes
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Average rate for royalty and specific taxes in the upstream sector
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Netherlands Groeningen is a giant natural gas field, the largest in Europe, the tenth-largest in the world and as a result, it has a separate fiscal regime. In order to preserve the reserves present in the
Groeningen field, the Dutch Ministry decided to promote the exploitation of the Netherland's small fields by granting fiscal incentives specific for them.
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Graphical split of the Romanian oil & gas taxes
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* Royalties are computed based on the value of production of oil and gas by applying a rate between 3.5% - 13.5% for oil and 3.5% - 13% for natural
gas
** Supplementary taxes include a tax of 60% applied to additional revenues resulted from the deregulation of natural gas prices and a tax of 0.5%
applied to revenues resulted from the crude oil exploitation
*** Construction tax of 1% is applied to structures owned by taxpayers (e.g. gas and oil wells, piping networks)
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Observable oil & gas royalties and similar taxes
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Fiscal regime changes
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Fiscal regime changes effective starting with 2015*

United
Kingdom

Italy

Germany
Lower Saxony

 Reduction of supplementary charge (“SC”) from 32% to 20% starting 1 January 2015 and to 10% starting with 1 January
2016;
 Elimination of petroleum revenue tax (“PRT”)** starting with 1 January 2016;
 Introduction of a 62.5% of investment allowance for expenditure incurred after 1 April 2015:
 Deduction additional to investment costs may lead to an effective SC rate significantly lower than 20%
 Transitional provisions will be implemented for fields that benefited from other allowances
 Introduction of a 62.5% of investment allowance for high pressure high temperature oil & gas projects from a cluster area
which encourage exploration and appraisal for surrounding area
 Extension to 10 years of the ring fence expenditure supplement which provides an uplift of 10% on a company’s closing
loss ring fence loss pool at the end of an accounting period. Previously, only 6 claims could be made.
 Additional categories of expenditure were added in the scope of investment allowance.
 Extend of the Investment and Cluster Area Allowances to include tariff income starting with 1 January 2016;
 Provide certainty that companies will be able to access tax relief on their decommissioning costs starting with 1 January
2016.
 Starting with 2015 CIT surcharge (6.5% in 2015) applicable to several industries, including upstream oil & gas, was
eliminated.

 Reduction of royalties starting with 1 January 2015:
 gas: 7.5% - 30% instead of 9.25% - 37%;
 oil: 0%/9%/18% instead of 0%/9.5%/19%.

* Given the extensive nature and continuous update, we may not have captured all the changes. These are some of the key changes noted to date.
** Petroleum revenue tax applies to fields developed prior to 1993
© 2017, for more information, contact Deloitte Romania
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Fiscal regime changes effective starting with 2015
Germany
SchleswigHolstein

 Implementation of a price sliding scale royalty for oil with rates of 21-40% starting with 01.01.2015; For oil price per ton
up to 556 EUR per ton royalty rate is 21%;
 Gas royalty for producing fields is maintained at 18% while for the new fields will apply a 40% royalty.

Romania

 Reduction of the special construction tax from 1.5% to 1% starting with 1 January 2015 and elimination starting with 1
January 2017.
 Extension of upstream temporary supplementary taxation (60% gas, 0.5% crude oil) for 2016 and 2017.

Hungary

 Reduction of royalty from 12% to 2% for non-conventional oil & gas fields and those which require special exploitation
methods.
 Decrease of minimum royalty in exploration bidding round from 2016 to 16% compared to 19% in previous round.

Norway

Spain



Increase of special tax rate to 54% from 53% to compensate a decrease of corporate income tax rate of 1% (24%
instead of 25%) starting with 1 January 2017;



Reduction of uplift for investments to 5.4% instead of 5.5% per year starting with 1 January 2017.

 Starting with 1 January 2016 the royalties rates, depending on production level and type of exploitation, were amended
as follows:
 oil onshore: 2% up to 365k bbl/year, 6% 365k -3.65 mn bbl/year, 8% > 3.65 mn bbl/year;
 oil offshore: 1% up to 365k bbl/year, 5% 365k -3.65 mn bbl/year, 7% > 3.65 mn bbl/year;
 gas onshore conventional: 3% < 32.85 mn m3/year, 4% 32.85 - 164.5 mn m3/year, 5% > 164.5 mn m3/year;
 gas onshore unconventional and offshore: 1% < 32.85 mn m3/year, 3% 32.85 - 164.5 mn m3/year, 4% > 164.5
mn m3/year.
 Starting with 1 January 2016 the following taxes were also introduced:
 1% tax on production value payable to owners of land where exploitation takes place;
 Lump-sum tax of 125k EUR/600k EUR for drilling onshore/offshore wells.

© 2017, for more information, contact Deloitte Romania
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Limitations and acknowledgements

© 2017, for more information, contact Deloitte Romania

21

Limitations and acknowledgements
Methodology:
In compiling information, we have used only publicly available
information, as indicated at various places within the analysis and
summarized at the end. To keep objectivity, inference has been kept
to minimum, in line with the objective of the analysis to present an
overview. The extent of publicly available information, especially
information from the regulators and other relevant bodies, varies
from country to country and creates inherent limitation.

Carrying out such a broad level analysis has inherent limitations due
to difference in various countries economic conditions, Oil & Gas
industry history and relevant importance to that country, offshore
vs. onshore, gas vs. oil, size and age of the field and inability to
capture the complexities of all variations in different systems.

Limitations:

No detailed discussions with reporting entities or regulatory bodies
were carried out to appreciate broad understanding of the publicly
available information. Any reader of this analysis must read this
report as an indicative analysis and not as a basis for investment
decision, understanding project linked Government take analysis or
for management decision making.

The analysis is not a regulatory advice, assessment of various other
regulatory frameworks. It has limited relevance in terms of
comparability except highlighting information based on publicly
available information that can facilitate a further analysis and
debate.

Deloitte was commissioned by ROPEPCA to perform an overview of
the observable effective royalty and similar taxes in Oil & Gas
industry across Europe, in order to have a comparative analysis. Any
other party should carry out a thorough analysis for their own needs
gathering and using the relevant information.

© 2017, for more information, contact Deloitte Romania
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Limitations and acknowledgements
The reader agrees that Deloitte, its partners and employees
neither owe nor accept any duty or responsibility to it,
whether by contract or law (including without limitations
negligence and breach of any other responsibility), and shall
not be liable in respect of any loss, damage or expense
whatsoever, which is caused by any use of the reader may
choose to make of this report, or which is otherwise
consequent upon the gaining of access to the report by the
reader, the reader agrees that this report cannot be copied or
reproduced, in whole or in part, in any public or legal
document or agreement without Deloitte’s prior written
consent.
Deloitte in the process of compiling this analysis, has used
publicly available data and makes no representation in respect
of independently auditing this information or verifying the
completeness of accuracy of this information.
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