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> The Daily Star — Tuesday 01.08.2017
e Saudis may weigh oil-price tax for Aramco IPO

e Qil, gas could be worth billions per year: study
Details:

Saudis may weigh oil-price tax for Aramco IPO

Saudi Arabia is considering a flexible tax system for state-owned oil company Aramco
that would increase royalty payments when crude prices rise, according to people
familiar with the deliberations. Riyadh is mulling a proposal from Saudi Aramco to
replace the current fixed royalty on revenues, the same sources said, asking not to be
named discussing government policies. Aramco has proposed to initially set the royalty
at 20 percent — the same rate as today’s fixed rate — and increase it automatically if oil
prices rise significantly.

The Saudi government hasn't yet decided whether to go ahead with the flexible royalty
and it could decide against it, one of the people said. On top of the royalty, Saudi
Arabian Qil Co., as Aramco is formally known, pays income tax on profit, which the
government recently cut to 50 percent from 85 percent.

The kingdom aims to list about 5 percent of Aramco in an initial public offering in the
second half of 2018. While a flexible levy would help the kingdom to raise extra
revenue if oil prices climb, it's likely to prove unpopular with potential investors as it
would reduce their exposure to higher prices.

The Saudi Finance Ministry directed questions on the flexible royalty to Saudi Aramco.
The company declined to comment.

Saudi Arabia relies heavily on oil for its finances and has an economic program, dubbed
Vision 2030, to break free from hydrocarbons. Still, oil will account for roughly 70
percent of total government revenue this year, according to the International Monetary
Fund. With oil trading around $50 a barrel, the country’s is struggling to balance the
books — the IMF projects a fiscal deficit of 9.3 percent of the gross domestic product,
down from 17.2 percent in 2016.

A price-linked taxation system isn't unusual in commodities as governments seek to
protect the industry from downturns while sharing in the bumper profits of bull runs.
The U.K. for example, uses a similar model for oil producers in the North Sea. Russia
also varies tax rates with oil prices and the Australian government has proposed in the
past price-linked taxes for iron ore producers too.

In the past, Saudi officials have said the flotation would value Aramco at as much as $2
trillion, making it the world’s largest company by market value. On that basis, selling
just 5 percent could raise $100 billion, ranking it as the IPO the biggest ever. However,



analysts have cautioned that Aramco is more like to be worth about $1 trillion noting
that other national oil companies that have sold shares have achieved relatively low
valuations compared with the size of their oil reserves.

Saudi officials have promised to adjust the company’s taxation to lure foreign investors.
“When you look at the fiscal regime and the taxes, it has to be aligned with other listed
companies,” Saudi Aramco Chief Executive Officer Amin Nasser said in an interview in
January.

Oil, gas could be worth billions per year: study

BEIRUT: The estimated average annual revenues from potential oil and gas reserves
would be approximately $5.7 billion for 20 years, a study by Fransabank has said.

“The government’s revenues are expected to be boosted from the exploitation of oil
and gas: 15 percent corporate income tax, 60 percent profit share on hydrocarbon
production, 4 percent royalty fee on gas production, and 5-12 percent royalty fee on oil
production,” the study said.

Titled “Is Lebanon Really an Oil and Gas Producing Country?” the study aims to give an
overview of the measures taken by the government to pave the way for oil and gas
exploration in Lebanon in addition to the impact of the sector on the economy and the
challenges expected to face Lebanon in this area.

The study quoted the Energy Information Administration as saying that the total
estimated value of Lebanon’s gas reserves is nearly $163.91 billion between 2020 and
2039 while the estimated value of Lebanon’s oil reserves is nearly $90 billion for the
same period.

It also quoted Beicip-Franlab as saying Lebanon’s total oil reserves are likely to range
between 440 and 675 million barrels, or an average of 557.5 million barrels. As for
natural gas reserves, it said, oil and gas seismic data specialist Spectrum estimates
Lebanon’s offshore gas reserves at between 12 trillion and 25 trillion cubic feet. “Given
such figures, the average annual gas reserve is estimated at $8.2 billion and that of oil
at $4.5 billion,” the report said.

Fransabank noted that such estimates will enhance the government’s public revenues
and keep the average ratio of fiscal deficit to GDP at a depressed level of 4-5 percent
per annum. “Consequently, the government would be better able to control the growth
of its public debt, and perhaps lower it to below 100 percent if radical fiscal reforms are
adopted to curb public spending and enhance public revenues,” the report said.

Among the benefits of oil and gas production in Lebanon, according to the report, is
lowering the country’s hydrocarbon imports, thus reflecting positively on the current
account balance, which is expected to record a surplus of 1-1.5 percent of GDP over 20
years.

Another benefit would be the increase in foreign direct investment inflows to Lebanon
because exploration and production of oil and gas will require investments from
international companies, which will enhance the capital account.



“With an enhanced position of both the current and capital accounts, the country’s
balance of payments is expected to record a substantial surplus,” it said.

The potential extraction of oil and gas reserves in Lebanon would make a positive
contribution to the economy but also carries some expected negative repercussions, the
study stated. The study said that strong capital inflows could cause a real exchange
rate appreciation of the Lebanese pound, and could trigger a boom in the non-tradable
sector — mainly the construction and banking sectors — by lowering import prices or
stimulating external credit. “Such a development can undermine financial resilience of
the country while exposing its economy to high risks when the world oil and gas prices
and revenues fall. Furthermore, the higher inflation rates and appreciation of the local
currency stimulated by larger capital inflows and increased money supply affect the
entry of firms into the tradable sector, thus limiting diversity in production and
hindering firms from developing their export capability,” the study said.

“A specific concern is that a potential sharp real appreciation of the Lebanese pound
could weaken the competitiveness of its export and tourism sectors, resulting in
employment losses and hence higher unemployment,” it added.

Oil and gas production’s expected enhancement of Lebanon'’s current account balance
and capital account balance also implies increased capital inflows and money supply in
circulation, and consequently an increase in inflation. The study added that another
source of increased inflation would be the expected increase in public revenues and
also public spending, thus raising aggregate demand in the local economy and hence
inflation.

Also, it said, the oil and gas resources will increase the country’s exports, thus causing
an appreciation of the pound. Consequently the prices of domestic goods are expected
to increase relative to those of foreign goods, which will hinder Lebanese exports.

“To avoid the appreciation of the Lebanese pound, and given the Central Bank'’s policy
of exchange-rate pegging of the Lebanese pound to the U.S. dollar, then the Central
Bank should increase the supply of Lebanese pounds. This could lead to further
inflation, unless the Central Bank buys U.S. dollars,” it said.

Another risk that could result from potential oil and gas extraction is the fact that
revenues derived from exhaustible resources such as oil and gas are highly volatile due
to the high volatility in these commodities’ prices on the international markets.

The study explained that many oil-producing countries witnessed major economic
setbacks once they started exploiting oil and gas resources because higher price
volatility exerts a negative impact on economic growth. This is why the study
emphasized the need to take effective measures to strengthen institutions, governance
structures, fiscal accountability and transparency to avoid the “resource curse” which is
poor economic performance caused by dependence on natural resources.

The study added that the launching of the hydrocarbon industry in Lebanon faces
obstacles on the political and economic levels. Some of the obstacles include the
ongoing political bickering on the petroleum laws and decrees, the conflict in Syria and
the political instability in the Arab region caused by the Arab Spring.

Another obstacle is the security threat given Israeli’s ill intentions toward Lebanon and
its potential gas and oil reserves.



“As for economic obstacles, there will be a long period of oil and gas extraction which
could extend to some 7-10 years at least. Also, there is the large cost of exploration
which could reach $100 million per well,” the study said.
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