Managing Natural Resources: Are Norwegian experiences relevant for African countries?
Your excellencies, distinguished delegates, ladies and gentlemen.

Good morning and welcome. 
It is a great pleasure for me to be here and give a few opening remarks at this very important and highly relevant workshop dedicated to building the domestic revenue base, with a particular focus on natural resource taxation and tax morale. 

Norway has a long history of cooperating with the countries represented here today. In fact, Mozambique, Tanzania and Zambia have been among Norway’s most important cooperation partners since the 1960s. Over the decades, the form of assistance has gradually changed from traditional-type project aid to a greater focus on knowledge transfer and institutional collaboration. The cooperation between the Norwegian Revenue Administration and the Revenue Administrations of Mozambique, Tanzania and Zambia is an example of this shift. 
Domestic revenue mobilization is a priority within Norwegian Development Cooperation policy. The cooperation with the Zambian Government has played a crucial role in this regard. I would like to commend the Government of Zambia for the efforts made over the past few years to increase the emphasis on revenue generation from the mining sector and for its efforts to increase capacity within Zambia Revenue Administration. 
The focus of my presentation here today will be on the Norwegian experience in managing natural resources. Norway is in many aspects a very different country compared to the countries represented here today; Tanzania, Zambia, Mozambique, Botswana and South Africa. One thing our countries have in common, however, is the richness in natural resources and the centrality of the natural resource revenues to our economies. 

As resource rich countries we are fortunate. In a world characterized by accelerated population growth and high economic growth in emerging economies, natural resources such as petroleum and minerals will continue to be in high demand in the future. However, richness in natural resources does not automatically result in growth and prosperity. There are many challenges which need to be tackled. One such challenge is to appropriately manage the expectations that arise when natural resources are discovered. As we have seen in Norway, a great advantage can be gained by building a broad political consensus on important principles regarding the management of the resources.  

One central principle for managing natural resources concerns the division of revenues between the state and private companies. It is important to strike the right balance between the need to attract serious, competent companies and securing a fair share for the state. The state wants to get the lion’s share, but this should not impede policies that maximize the whole “pie”. 
Norway is often singled out as one of few countries that have managed to avoid the resource curse and manage natural resource revenues effectively over time. My intention is to briefly outline the history of the Norwegian experience in order to stimulate a discussion on whether some aspects of this experience can be relevant for the countries represented here today. 

Let me start with a snapshot of Norway: Norway is a country of 5 million inhabitants and is geographically about 1/2 the size of Zambia and about 1/3 the size of Mozambique and Tanzania.  
Norway’s path to development has been highly dependent on the country’s natural resource wealth. Today, the oil and gas industry is by far the dominant industry in Norway, constituting 23% of GDP and up to 50% of all exports. Hydropower and fishing are also important industries. Historically, timber has also played an important role. 
Let me give you a very brief version of Norway’s petroleum history, before I move on to the government take system we have established for the petroleum sector. 
The interest in exploring for oil on the Norwegian continental shelf (the area off the coast of Norway) began in the early 1960s. At that time there were no Norwegian oil companies, and very few Norwegian institutions, public or private, had any knowledge of petroleum-related activities. Petroleum was discovered in the North Sea in 1969 and production began in 1971. Today, there are more than 50 fields in production on the Norwegian continental shelf.
A licensing regulation dating back to 1909 emphasizes that the Norwegian people are the owners of the country’s water resources, and that economic rent should fall to the greater community. These same principles have been followed in the administration of petroleum resources. Right from the start, the petroleum resources have been seen to belong to the Norwegian people. Over these past 50 years the fundamental principle has been to manage these resources in a way that benefits the entire Norwegian society and contributes to improved quality of life for all citizens, including future generations.
The Norwegian petroleum policy established in the early 1970s was backed by all political parties in Parliament. The policy document addresses major principles concerning governance of the sector, such as government take, the role of the private sector and of the state, as well as the role of different institutions.  The broad political consensus about the legal framework has contributed to stability and predictability. Framework conditions have only changed when circumstances have made it necessary, and only after an open process involving all stakeholders.  This stability has been an important factor in attracting foreign companies. 
The Petroleum Act is based on the petroleum policy and contains the general legal basis for the licensing system governing Norwegian petroleum activities. The Act confirms that the property right to the petroleum deposits on the Norwegian continental shelf is vested in the State. Official approvals and permits are necessary in all phases of the petroleum activities, from award of exploration and production licenses, in connection with acquisition of seismic data and exploration drilling, to plans for development and operation, and plans for field cessation. Parliament wanted a moderate phase of exploration and opened the Norwegian shelf gradually.
Before the exploration on the Norwegian continental shelf began, boundaries between Norway and the neighboring countries were agreed, making it simple to clarify the division of resources in fields which straddled these lines. In other parts of the world, such clarification has been lacking before drilling starts and major discoveries are made, leading to disputes. 
In the beginning, the Norwegian government selected a model in which foreign companies carried out the petroleum activities on the Norwegian continental shelf. Over time, the Norwegian involvement was strengthened through the participation of private Norwegian oil companies and the creation of a wholly owned state oil company, Statoil, in 1972. 
The cooperation and competition between the various companies have been crucial, as the companies have all possessed different technical, organizational and commercial expertise. This policy has contributed to ensuring that Norway today has a national partly state owned oil company and a competitive supplier industry, and that the nation has secured substantial revenues from the sector.

Norway has always imposed strict environmental regulations on petroleum production and transportation. The introduction of a carbon tax in 1993 prompted the oil industry to take a number of steps to reduce greenhouse gas emissions.

An important element of the Norwegian petroleum policy has been a clear division of roles and responsibilities among the different state institutions. 

The Ministry of Petroleum and Energy holds the overall responsibility for management of petroleum resources on the Norwegian continental shelf. This includes ensuring that the petroleum activities are carried out in accordance with the guidelines given by Parliament and the Government. 
The Norwegian Petroleum Directorate is administratively subordinate to the Ministry of Petroleum and Energy. The directorate plays a key role in petroleum resource management, and is an advisory body for the Ministry. 
The Ministry of Finance holds the overall responsibility for ensuring that the state collects taxes (corporate tax, special petroleum tax, CO2 tax and NOx tax) from the petroleum sector. 

The Petroleum Tax Office is part of the Norwegian Tax Administration, which is subordinate to the Ministry of Finance. The main function of the Petroleum Tax Office is to ensure the correct assessment and collection of taxes and fees. Since the first Norwegian oil was produced from sources in the North Sea in 1971 it has been recognized that a crucial factor for the success of the tax system has been an efficient tax administration. The Norwegian Oil Taxation office was established in 1981 in recognition of the importance of the revenues from petroleum taxation and the special skills needed to deal with complex, international transactions and special tax regulations. The international oil companies have expertise on accounting, transfer pricing and tax planning and the petroleum tax administration must be able to match this expertise. The Norwegian Oil Taxation office plays a central role in the cooperation between AT in Mozambique and the Norwegian Tax Administration.

The Government Take system has been an essential part of Norway’s management of the petroleum sector. 

Government revenues from petroleum activities on the Norwegian continental shelf are collected through ordinary income tax, a special petroleum tax, various indirect taxes and dividends from the partly state owned Statoil. The government also receives revenues through its direct financial interest (equity share) in oil and gas fields on the continental shelf. The main goal for the Norwegian government take system has been to maximize revenues while attracting profitable investments. Overriding principles have been to keep the tax system non-discriminatory, predictable and simple. The tax rates have for instance been the same when oil prices were low in 1998 as when oil prices reached about 150 USD in mid-2008.
The petroleum taxation system is designed to be neutral, so that an investment project that is profitable for an investor before tax will also be profitable after tax. This is important for ensuring an optimal depletion of the resources on the Norwegian continental shelf. It makes it possible to ensure that substantial income is generated for society as a whole, while at the same time companies are allowed to implement profitable projects.

The Norwegian petroleum tax system is based on the following important principles:

· Transparency and good governance

· Stability and predictability in the tax system over time

· Equal tax treatment of all petroleum companies (including the partially state owned company)

· No negotiations with the companies over tax rules

· Simplicity, both for the tax administration and the tax payers:

· the rules must be possible to enforce without too high costs

· it must be possible for the companies to understand and comply with the rules

· Reliance on several instruments to capture a large part of the resource rent

· No subsidies on gasoline for domestic use

The Norwegian petroleum tax system has been fairly stable over time, although it has been subject to some modifications in response to changing circumstances.  An example is the royalty system, which in the early stage of the development of the Norwegian continental shelf provided income to the state and was fairly easy to administer. As a result of a decision to rely more on profit taxes, as well as of the increased capacity within the state institutions, the royalty system has been phased out since 2000.
The Petroleum taxation system is based on the rules for ordinary corporate taxation, but specified in the Petroleum Taxation Act. Due to the extraordinary profit associated with recovering the petroleum resources, a special tax of 50 per cent on income from petroleum extraction is imposed, in addition to the ordinary income tax of 28 per cent. Consequently, the marginal tax rate on excess returns within the petroleum sector is 78 per cent. Investments are subject to straight line depreciation over six years from the year they incur. Deductions are allowed for all relevant costs, including costs associated with exploration, research and development, financing, operations and removal. Consolidation between fields is allowed. To shield normal return from special tax, an extra deduction is allowed in the basis for special tax, called uplift. This amounts to 30 per cent of the investments (7.5 per cent per year for four years, from and including the investment year).


The produced petroleum from the Norwegian continental shelf is largely sold to affiliated companies. To assess whether the prices set between affiliated companies are comparable to what would have been agreed between two independent parties the Petroleum Taxation Act states that norm prices can be stipulated for use when calculating taxable income for the purpose of the tax assessment. The Petroleum Price Council sets the norm price, which aims to reflect what the petroleum could have been sold for between independent parties. The Council receives information from and meets with companies before setting the final norm price. This system applies to certain grades of crude oil and NGL. For gas, the actual sales price is used as the basis.

The State receives substantial income from the petroleum activities; about 30 per cent of its total revenues in 2011. The State’s income from the petroleum activities is transferred to a separate sovereign wealth fund.
Let us now return to the African continent.
The African continent is blessed with an abundance of natural resources. Managed properly, these resources can be the foundation for long term economic growth and prosperity. African resource rich countries experienced a revenue growth of about 7.7% of GDP from 1980 to 2005. The growth has, however, largely been within the main oil-exporting countries. 

So far, natural resource industry production in Tanzania, Mozambique and Zambia has been dominated by the mining sector. Historical data on mining tax revenues are limited, and the tax regimes in the sector are relatively complex. Comparing tax systems across countries is not straightforward because the structure of the systems often varies substantially. It is not enough to look at tax rates. The tax base must also be taken into consideration, as well as the efficiency of the tax administration.  The effective tax rate might be low, even if the nominal tax rates are high, if the exemptions and deductions are comprehensive and compliance is low.   

The report which was presented and discussed at last year’s workshop in Maputo  – The tax systems in Mozambique, Tanzania and Zambia, capacity and constrains, by CMI – had a chapter on natural resources related taxes.  One of the main messages was that mining could potentially contribute with substantial revenues, but that the current tax-to-GDP ratios are significantly below what they could have been if the resource rents were differently shared between the country and the investors.

Most mineral tax regimes rely predominantly on profit taxes, often combined with value or production based taxes. A key assumption is that costs, revenue and production data are easy to establish and control, so that effective tax collection can be ensured. Little empirical analysis has however been done to verify if this is the case. 

Experiences from countries such as Botswana and Chile show that it is often the combination of a robust tax system, a diligent tax authority and part-ownership (which can take many forms) that ensures success of natural resource taxation. 

What can be of relevance from the Norwegian experiences?

It is neither possible nor advisable to try to copy the Norwegian model. I do, however think there are some fundamental principles, or best practices, based on experiences from many different countries, which can also apply to the an African context. 

First of all, it is important to have a good resource policy in place as early as possible. The policy is the basis for laws and regulations governing the sector. The resource policy should address key principles and have as wide political backing as possible. Different stakeholders, including civil society, should be involved in the process. 

These are some of the key issues which need to be considered for any country rich in natural resources establishing a policy:

· What is known about the resource base? Important to create an inventory and, if needed, acquire additional data 

· Who owns the resources?

· Are there issues regarding boundaries with neighbors that should be solved?

· How will licensing contracts for exploration and production be awarded? 

· How quickly should the resources be produced?

The commercial companies are often eager to start production as quickly as possible, but it might be wise to wait and get the policy and legal framework established first.

· How shall the oil revenues be integrated in the economy and in the state budget? Should a sovereign wealth fund be established?

· How shall revenue from the sector be shared between the companies and the state?

As I mentioned in my introduction it is important to strike the right balance between attracting serious and competent companies on the one side and securing a fair share of the revenues for the state on the other. 

· How should the government take system be designed?

Government take can be secured through different models such as signature bonuses, royalties, various taxes, direct ownership and commercial participation through a national oil company. The appropriate solution in a given country will depend, among other things, on the state’s willingness and ability to take on risk, the importance of receiving revenue early on and the capacity in the public institutions.

The legal framework must be accommodated to the administrative capacity. The more parameters that are negotiable in the contracts, the higher capacity level is required of the public authority. This also applies to the tax laws.  There is no point in having a theoretically “perfect” tax system, if the tax authorities lack the capacity to collect the taxes. It might be better to focus less on first best solutions and more on second, and even third best solutions.  

It is typical for natural resources that prices fluctuate a great deal. A robust tax system should be reasonable and give government a fair share when prices are low as well as high. If this is not the case, the system will come under pressure and could create unstable political situations.

Serious international companies are also interested in stability and predictability, and understand that a sustainable system requires that the revenue distribution between state and company is perceived as fair and reasonable. In my view, the best way companies can exercise their Corporate Social Responsibility is to pay taxes that ensures such a fair distribution.

· Which public institutions need to be established and strengthened?

Ministries and directorates must match the competency and skills of the oil companies. Problems related to “brain drain” of the best work force to international and national oil companies are common, and need to be considered when incentives and salary schemes are designed for the public sector authorities. The skills of these institutions are crucial when standing the ground against the highly skilled legal teams of the oil companies.

· Example from Norway; the oil companies’ lobbying to reduce the special petroleum tax in the early 2000’s.

This point brings us to the purpose of this first day of the workshop: to work together across national boundaries to build and strengthen the capacity in public institutions involved in the management of natural resources and especially the taxation of these resources. There is a lot of knowledge and expertise on these issues in this room and I am looking forward to the presentations and the discussions we are going to have today. 
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