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ABSTRACT 
 

This research is considered to be an important matter as fiscal regime has an 
important role in the oil and gas industry in every country in this world. The fiscal 
regime applied in each country will affect the investment decisions of the investors. 
The fiscal systems discussed in this research were the Production Sharing Contract, 
pioneered by Indonesia and Concessionary system adopted by Norway.  This 
research aims to compare the practice of Indonesian PSC, Malaysian PSC and 
Norwegian R/T system to get a deeper understanding of petroleum fiscal system 
application in different countries, for the purpose of further developing the 
Indonesian economy.  There are three main objectives in this research, to analyse 
and review the practice of petroleum fiscal system in Indonesia, Malaysia, and 
Norway; to review the impact on the economy of the petroleum fiscal system 
applied in the countries; and to recommend an enhancement of petroleum fiscal 
system in Indonesia to develop the Indonesian petroleum industries. 

This research used both primary and secondary data.  The primary data was 
obtained by interviewed some participants from three different views participants 
(contractor view, government view and consultant view from Indonesia and 
international).  Numerical data was obtained internally from one of the oil and gas 
company in Indonesia.  These data was qualitatively analysed by analysing the 
primary data and combined with critical review on the literature reviews.  These 
data was also quantitatively analysed by calculating the government take and 
contractor take using the petroleum fiscal applied in the countries.  Triangulation 
research methodology has been applied in this research.  

It was found that current issues in the petroleum industry in Indonesia 
mainly related to legal certainty in the country.  Indonesian PSC is a good system 
but what matters was the implementation of the regulations enacted by many 
government institutions.   Libyan EPSA was found interesting to be discussed in 
this research as it used gross PSC for the fiscal system.  

It was concluded that even though Indonesian PSC is good enough, but it 
might be good for Indonesia to look at the Malaysian PSC with the R/C PSC 
concept rather than to Norwegian R/T system.  Indonesia might also learn from 
Libyan EPSA III as it was found attractive for investors in terms of shares.   In this 
case, it is recommended that Indonesia does not only improve the stability of the 
system, but also improve the system itself to improve the attractiveness of the PSC.  
This will improve the Indonesian economy as this sector has significant role in the 
economic growth of Indonesia. 
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CHAPTER I 

INTRODUCTION 
 

1.1 Overview of Petroleum Economics from a Global Perspective 

There are at least four factors which distinguish the oil and gas industry from 

other industries, such as the timing difference between the expenditures and when 

they gain the revenue. It takes a long time until the company gains the revenue after 

their investment. The decisions in this industry are based on a high uncertainty and 

involve a high technology which leads to high capital expenditure but is followed 

by high returns. Therefore, the government needs to consider the fiscal regime in 

the country (Lubiantara 2012:6-7) and it is also important for the government to be 

involved in the oil and gas industry as for most, in almost every country that has 

potential resources, this sector has a huge impact on the country’s economy 

(Agerup 2012, MRPC 2013, Murbini 2001). 

Research by Razak and Kocaoglu (n.d:412) discovered that replacing and/or 

improving reserves and maximising profits are the two main investment 

objectives in the long term and short term respectively.  This study also proves 

that increasing operational efficiency and improving production capability are 

also important.    

Chakib Khelil (1995:5) wrote of how the petroleum fiscal system was 

applied and constructed in a competitive world. It was stated that areas with the 

least favourable geology, the highest cost, and the lowest wellhead prices is 

offered for the best petroleum fiscal terms. Alternatively, areas with the best 

geology, the lowest costs, and the higher wellhead prices are offered the toughest 

petroleum fiscal terms (Khelil 1995:2). The study discovered that the relationship 

between the petroleum fiscal terms and the geological and economic conditions in 

the regional level is much stronger than at the global level (Khelil 1995:2). 

Another study in 2006 on global petroleum fiscal systems stated “Companies look 

at many other factors as well, including the geological potential of the petroleum 

acreage, political risk and the governments’ policies that impact the bottom line, 

such as local content requirements. Governments, on the other hand, seek to 

balance the tax burden they impose with their desire to attract investment. […]The 

goal of a fiscal system from a government’s point of view is to attract investment 
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and capture the maximum economic rent given the geologic endowment of their 

petroleum acreage” (Blake et al. 2006:1).  

It was found that the level of tax burden is mostly affected by the relative 

geological attractiveness and the relative prices and costs in a jurisdiction area.  

This study also showed that there is a stronger correlation between fiscal terms 

and geological attractiveness on a regional basis than on a global basis, or in other 

words the competition among governments for oil and gas investment is better 

taking place regionally than globally (Khelil 1995:2). In fact, taxation policy in a 

country is an essential component for economic policies which will ensure that the 

country will be able to maintain and improve its comprehensive attractiveness 

(Taha et al. 2008:63).  

A report by Irena Agalliu  (2011:1) mentions that the extreme volatility of 

the oil and gas prices in July 2008 changed fiscal policy in terms of government 

take. This led the volatility in the petroleum investment climate to adjust the 

government take and drove the regulatory and contractual frameworks also to 

become volatile (Agalliu 2011:1).  Figure 1.1 shows the changes of fiscal terms 

against the oil prices. 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1.1: The Changes of Fiscal Terms Reflecting the Commodity Price 

(Agaliu 2011:1) 

It is also stated that a nation’s energy policy is formed by its economic 

development needs, potential resources, dependence on hydrocarbon revenues, 

protection of the environment, and other factors (Agalliu 2011:2). 
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According to Agalliu (2011:10), the countries with high potential reserves, 

low development expenditures and a constant investment climate have higher 

levels of government take. It was found that fiscal policies failing to attract 

investment was caused by the unrealistic perceptions of government’s 

endowment. Establishing a successful policy does not require a high government 

take.  

However, the fiscal terms and other regulations levied by the host 

government have a large influence to the attractiveness of the petroleum foreign 

investments. These companies also have to deal with the political risks in a 

country when they decide to invest in that country. These facts require the foreign 

investors to combine the technical assessment of potential reserves in the country 

with non-technical evaluations to align with their goals and objectives (Razak 

2001:26). A study conducted by Broadman (1985:428) determined that geological 

potential is required, but is not enough for performing an exploration investment. 

This exploration investment decision is also influenced by other variables such as 

economics, and institutional and political factors.  

This research is considered to be an important matter as fiscal regime has an 

important role in the oil and gas industry in every country in this world. The fiscal 

regime applied in each country will affect the investment decisions of the 

investors. The fiscal regime in this research is the Production Sharing Contract, 

pioneered by Indonesia (Johnston 1994:22) and Concessionary system adopted by 

Norway. The first PSC was signed between IIAPCO and Pertamina, an Indonesian 

NOC in 1966 (Lubiantara 2012:43). Three basic components in the PSC system 

are similar to basic components in the Concessionary system. Cost recovery is the 

only basic component which distinguishes between the PSC and the 

Concessionary system (Johnston 1994:49).    

Indonesia was the pioneer of Production Sharing Contract which has been 

applied since 1964 (Johnston 1994, Lubiantara 2012). This contract is based on 

the 1945 Indonesian Constitution which stated “All the natural wealth on land and 

in waters is under the jurisdiction of the State and should be used for the benefit 

and welfare of the people” (Johnston 1994:22). 

 

1.2 Problem Formulation 

In the current Indonesian production sharing contract there is no cost 

recovery cap, or in other words the cost recovery is limited by its revenue after 
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first tranche petroleum. First tranche petroleum (FTP) has a similar purpose to 

royalty in other contracts. FTP is a guarantee for the Indonesian Government that 

they will always get their portion of oil or gas produced by the contractor under 

any conditions. The difference between FTP and royalty is that the FTP is split 

based on the percentage of the Government and Contractor shares (Johnston 1994, 

Lubiantara 2012). The latest FTP is 20% of gross oil production (Lubiantara 

2013). However, the cost recovery system in Indonesia has been attracting many 

investors, both domestic and foreign. It becomes ineffective for the Indonesian 

Government when the gross revenue is massive and this system eventually leads 

to moral hazards by the Contractors.    

The contractors start to manipulate their expenditures by marking up the 

expenditures and/or having a supplier from their subsidiaries. There are many 

controls that have been applied by the government regarding this contract, such as 

Work Program and Budget (WP&B), Authorisation of Expenditures (AFE), and 

Sunk Cost Audit by the government for the contractors who are classified in the 

production phase. All of these controls become ineffective and inefficient as they 

are too complicated and the audit system is not applied properly. The government 

does not limit the suppliers or third parties that are employed by the contractor as 

long as the contractor does what is written in WP&B approved and/or AFE 

approved (IPDC 2012). 

Until now, it is only Malaysia that genuinely adopted PSC among ASEAN 

countries, while Thailand only adopted PSC for the Joint Development Area with 

Malaysia which commenced in 1990 (Layungasri 2010:6). It is known that 

Malaysia has confirmed that they adopted the Indonesian PSC to be implemented 

into their petroleum industry with some modifications (Machmud 2000:89-105). In 

its development, it was found that the PSC system in Malaysia has been improving 

and started to take the lead on the oil industry growth compared to Indonesia until 

now (Layungasri 2010:6).   

The significant difference from Indonesian PSC is that Malaysia has 10% 

royalty from gross production of oil (Layungasri 2010:11). However, under 

Malaysian PSC, royalty and cost recovery were taken “off the top” before the profit 

split. The remaining production is divided 70:30, 70% is for the government’s take 

while 30% is for the contractor’s take (Machmud 2000:123). As it is applied in 

Indonesia, all expenditures are considered as recoverable as long as they are related 

to the industry’s operation (Layungasri 2010:11). 
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For Latin America, Norwegian oil policy and Statoil have performed to be 

the only successful model of a country which has been able to secure national 

governance and control of oil activities and to confirm that the profits were 

transmitted towards the majority of the Norwegian society in the 21st century 

(Ryggvik 2010:31-34). The development of the oil industry in Norway is due to the 

phrase “national governance and control” which has been applied since 1970-ish 

(Ryggvik 2010:33).  

This research compares the petroleum fiscal system applied in Indonesia, 

Malaysia and Norway.   As the PSC pioneer, Indonesia is still trying to improve the 

petroleum fiscal system, while Malaysia has developed a better PSC and Norway 

has been a successful model of countries which has been able to secure national 

governance and control of oil activities.  

1.3 Aim and Objectives of the Research 

This research aim is to compare the practice of Indonesian Production 

Sharing Contract (Indonesia as a pioneer of the system), Malaysian Production 

Sharing Contract (Malaysia as the only ASEAN country that adopted the 

Indonesian PSC genuinely) and Norwegian fiscal system (Norway as the best 

global practice in the oil and gas industry) to get a deeper understanding of 

petroleum fiscal system application in different countries, for the purpose of further 

developing the Indonesian economy. 

The objectives of this research are: 

1. To analyse and review the practice of petroleum fiscal system in 

Indonesia, Malaysia, and Norway.  

2. To review the impact on the economy of the petroleum fiscal 

system applied in the countries. 

3. To recommend an enhancement of petroleum fiscal system in 

Indonesia to develop the Indonesian petroleum industries. 

 

1.4 Limitation of study  

Most of the data for Malaysian PSC and Norwegian petroleum fiscal system 

are secondary data. The language for some of the primary data will be probably in 

the original language, Bahasa Indonesia. The writer is unable to visit the countries 

to get some data, and the distances between the interviewee and the interviewer 
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becomes a limitation since it can only be done by email, social networking, and 

social messengers.   

 

1.5 Research Layout 

The writer produces this research in five chapters. The first chapter is the 

introduction and is continued by literature review in the second chapter. This 

chapter explains and describes about the Norwegian, Malaysian and Indonesian 

petroleum industries in specific areas related to petroleum fiscal system in each. It 

also talks about the petroleum policy, taxation and regulation applied in each 

country.  Chapter three is the methodology used as a tool to analyse the data gained 

in chapter four. This chapter describes the whole process of gaining the data, such 

as the process of the interviews, the list of the questions for the interviews, and also 

the literature studies. Results and discussions are presented in chapter four. The last 

chapter is the conclusions and recommendations, in which the writer shows and 

reveals how the aim and objectives are achieved. 
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CHAPTER II 

LITERATURE REVIEWS 

 
2.1   Introduction 

This chapter discusses the relationship between the government type and 

petroleum fiscal system stability. It is important to know the process designing the 

fiscal policy before get into deeper analysis in the next chapter.   

The research is about the petroleum fiscal system in Norway, Malaysia and 

Indonesia. Therefore, the writer describes current situations and the petroleum 

fiscal system of each country. As the objectives are more related to Indonesian 

upstream industry development, this chapter will discuss the Indonesian fiscal 

system more deeply.   

The writer considers that all the particular topics are important to do the 

analysis in the next chapter and achieve the objectives, which are to analyse and 

review the petroleum fiscal systems applied and the  impact on the economy in the 

countries, and to improve the current Indonesian petroleum fiscal system. 

 

2.2 How to Design an Ideal Petroleum Fiscal System  

The ideal fiscal systems are designed to simplify the implementation and 

give the contractor a fair rate of return on the investment and provide the 

government a proper economic rent (Mian 2010:1). Libya is an example of a 

country which succeeded in simplifying the implementation of the fiscal systems 

by using Gross PSC, which is simpler when compared to Net PSC (Johnston 

2013). No matter how good the fiscal system is, if it cannot address the 

government and contractors’ objectives then the system is a failure (Mian 

2010:1). Practically, the term fiscal regime includes all the legislative, tax, 

contractual, and fiscal aspects related to petroleum operation in a country (Mian 

2010:2). 

Indonesia and Malaysia use PSC as their petroleum fiscal system and 

Norway uses the concessionary system, therefore, these two petroleum fiscal 

systems will be discussed more deeply.  The comparison of terms of the fiscal 

systems can be seen in Appendix 1. 

It is important to design a proper petroleum contractual strategy since it 

is known that IOCs are the main sources of intensive capital and have 



 

    8 
 

A COMPARATIVE STUDY BETWEEN INDONESIAN, MALAYSIAN AND NORWEGIAN 
PETROLEUM FISCAL SYSTEM 

Theresia Betty Sumarno,  August 2013 

technologies needed to do the exploitation and exploration activities (Ramadan 

et al. 2003:1). 

The first step to design the petroleum contract is by determining both 

sides’ objectives; government objectives and investor objectives (Lubiantara 

2012:29). Generally, there are some government objectives; to improve 

exploration activities in the country, to optimise the exploration activities, 

security of the energy supply, maximisation of the government shares, to 

encourage the domestic industries by absorbing more domestic employees into 

the energy industries, and to develop the society (Lubiantara 2012:29-31). The 

government wants to reach economic rent as much as possible by designing the 

petroleum contract (Putrohari et al. 2007:1). 

Maximising the benefits of the state is the objective of the government.  

This could be achieved by maximising the revenue from petroleum operations 

without ignoring the investment returns of the contractor, and maximising the 

control on the petroleum activities to ensure that the contractor complied with 

the best oil field practice standard (Ramadan et al. 2003:2). The government 

needs to maximise the direct participations in the petroleum activities and to 

assess the importance of petroleum within an overall policy framework 

(Ramadan et al. 2003:2). The objectives of the investors are to acquire potential 

blocks as much as possible to increase their reserves, to maximise the shares 

they get, to optimise their business portfolio, and for long term petroleum 

industrial access (Lubiantara 2012:29).  

According to Ramadan (2003:2), the main objective of the investors is to 

create wealth for themselves when dealing with the countries. Geologically, to 

attract the investor the country must have a good probability of potential and 

sufficient reserves. Having an acceptable political risk and a stable legislation 

will attract the investors. The investor also needs to ensure that they have the 

opportunity to export the reserves and make profits.  

Understanding how to design an ideal petroleum fiscal system is 

important since the objectives of this research are to review the petroleum fiscal 

system in each of the countries studied and to analyse the economic impact from 

the system applied. This research will look at how it is applied in the country 

and how it compares to the ideal petroleum fiscal system. 
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2.3 Norway and Its Petroleum Fiscal System 

In the Norwegian Academy of Technological Sciences Offshore Media, 

Thorhild Widvey said “The oil and gas industry is an important part of Norway’s 

national economy, and it has made important contributions to the development of 

the Norwegian welfare state” (NTVA 2005:9).   

However, Norway’s success in the oil and gas industry is mostly influenced 

by the way Norway has managed its resources (Moe 2012:1) and became the 

world’s fifth-largest oil exporter and the second-largest exporter of natural gas in 

2012 (E&Y 2012:8). Norway started its petroleum industry in 1960 and at that 

time Norway had almost no knowledge of the petroleum industry (Austvik 

2011:7). However, Ola Borten Moe (2012:1) emphasised that when Norway 

found oil, it was already economically stable; moreover strict regulations on 

safety and environmental concerns led to the lowest emission rates in the world. 

The petroleum industry has been the driving force of the Norwegian economy and 

it shares 22% of GDP, 26% of government revenues, 25% of total investments, 

and 47% of total exports (Agerup 2012:1). Norway has unceasingly appealed to 

high levels of investment even though the Norwegian fiscal regime requires 

higher taxes on oil and gas production compared to any other country in the world 

(E&Y 2012:8).   

   The fiscal system used in the petroleum industry in Norway is the 

petroleum taxation system or Royalty Tax System (R/T). In the development as an 

energy industry, there is a basic principle for the Norwegian petroleum taxation as 

stated in the Petroleum Act (1996) that “The Norwegian State has the ownership 

to subsea petroleum resources and an exclusive right to resource management” 

(Jansen et al. 2012:10).   

The State adopted An Act on Taxation of Subsea in 1965 as the first 

Norwegian licences. In 1972 the rights under this act were eliminated and, 

therefore, the industry had to pay on the same basis as other Norwegian industries. 

Until 1975, The Norwegian State generates its revenue from direct participation in 

the petroleum sector and taxation of the participants (Jansen et al. 2012:13).  

The industry seems to realise that the system is well planned for the 

development and production of big fields and projects (Jansen et al. 2012:9). The 

objective of the petroleum taxation system is mainly to catch the resource rent but 

also to make sure that there is attractiveness in the return on investments for the 

private sectors. Technically, the system should be simple and assist the State to 
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secure the income by having cost efficiency. Furthermore, the State should be a 

good partner for the long commitments of private investors and should maintain 

the stability of the State’s economy to support the investment climate (Jansen et 

al. 2012:11). 

Table 2.1: The Norwegian Petroleum Taxation Reformation 

 
(Kvadsheim 2002:14) 

 

Agalliu (2011:219) stated that royalties are no longer applicable for 

petroleum developments after 1986. There are two types of tax implemented in 

the Norwegian R/T system; the general income tax and special tax. The rates are 

28% and 50% respectively. The special tax base is the same as the general income 

tax but includes the uplift and does not include abandonment costs (Agalliu 

2011:219). 

The Norwegian State implements a concessionary system in which private 

investors are awarded authority to produce the resources within a geographical 

area. Another basis of the petroleum taxation regime is that the competence of 

public bodies is created through legislation and regulation (Jansen et al. 2012:11). 

Norway is one of the countries chosen in this research to be compared with 

Indonesia for the petroleum fiscal system applied. It is important to understand 

what Norway has been doing in the petroleum industry and the concept of the 

fiscal system applied in Norway. The objective is to review the petroleum fiscal 

system in Norway and enhance the Indonesian PSC by looking at the Norwegian 

petroleum fiscal system. 

 

1975 1980 1986 1992 2002

Corporate Tax 50.80% 50.80% 50.80% 28% 28%
Special Tax 25% 35% 30% 50% 50%
Dividend Tax 10% 15% 15%                                       -                                         -   

Depreciation 6yrs/prod. Start 6yrs/prod. Start 6yrs/as spent 6yrs/as spent 6yrs/as spent
Dividend Yes Yes Yes                                       -                                         -   

Uplift 10%/15yrs/prod. Start 6.7%/15yrs/prod. Start Abolished for new 
fields

5%/6yers/as spent 
(post 1986 fields)

5%/6yers/as spent 
(post 1986 fields)

Revenue Allowance 15%                                       -                                         -   

Royalty 8%-16% 8%-16% Abolished for new 
fields

Abolished for pre 1986 
gas fields

Only for pre 1986 oil 
fields

Carry of Exploration Costs Yes Yes Abolished for new 
fields

Abolished for all 
licenses

                                      -   

Sliding Scale Yes Yes Yes Abolished for all 
licenses

                                      -   

CO2 Emission Fee                                       -                                         -                                         -   0.70 NOK per m3/litre 0.73 NOK per m3/litre

Year
Petroleum Tax Reforms

Tax Rates

Deductions

Other
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2.4 Malaysia and its Petroleum Fiscal System 

Foreign Direct Investment (FDI) in Malaysia has improved since the global 

economic fall in 2009 and has increased significantly, reaching US$10.3billion in 

2011 (E&Y 2012:3). This indicated investors’ confidence in the business 

environment. A research by E&Y (2012:20) on the investment sector in Malaysia 

presented that global/regional connectivity, political stability and cost 

competitiveness are the most inducive attractions of Malaysia as an investment 

destination. Based on the research, it was also found that ‘Oil and Gas’ is the most 

attractive sector in Malaysia. The oil and gas sector has been providing many 

opportunities for potential and current investors. 

Malaysia has “investor-friendly” policies such as the liberal equity policy, 

which permits foreign investors to hold 100% equity shares in all investments of 

new projects and diversification projects by current companies (E&Y 2012:20). 

This is one of the reasons that foreign investors are attracted. Malaysia has strong 

investor protection by becoming a member of the World Intellectual Property 

Organisation and has signed the Paris Convention and Berne Convention which 

oversee intellectual property rights. Malaysia also simplified the bureaucracy on 

license and permit matters for the business activities (E&Y 2012:22). 

“Malaysia has been extolled as an example of a country that successfully 

reformed its fiscal policy subsequent to the world recession of the mid-1980s” 

(Narayanan 1996:869). Taxes in Malaysia have been holding a significant role in 

generating government income and being the most reliable source of government 

funding (Taha et al. 2008:63). In Malaysia the government always offers better 

inducements to both individual and company taxpayers (Taha et al. 2008:64).  

In the report by Ernst and Young 2012, Malaysia has the third highest oil 

reserves in the Asia Pacific region after China and India. It is also said that the oil 

and gas sector in Malaysia has contributed around 20% of the GDP in the last 30 

years and 40% of Malaysia’s income are from this sector.   

Malaysia has obviously confirmed that they adopted the Indonesian PSC 

with some modifications in 1976 (Machmud 2000:89-105). Malaysia was under 

the Concessionary System for its petroleum industry (Mehden 2007:3) before the 

PSC era. Indonesia’s NOC, Pertamina offered technical assistance on PSC matters 

to Petronas, the Malaysian NOC.   

The PSC was evolved and in1985, Malaysia introduced a new PSC model to 

replace the previous PSC until today (Mehden 2007, Bank Pembangunan 2011). A 
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researcher from Rice University, Dr. Fred R. von der Mehden wrote about Petronas 

and the development of the PSC in Malaysia.   

 

 

 

 

 

 

 

 

Figure 2.1:  The Malaysian Production Sharing Contract Entitlement 1976 

(Razalli 2005:8) 

   

According to the annual report of Bank Pembangunan (2011) the current 

PSC Exploration in Malaysia is Revenue over Cost (R/C) PSC. The Revenue Over 

Cost PSC (R/C PSC) was launched in 1997, and was introduced to encourage 

contractors to increase their investments in oil and gas by formulating a 

measurement that the level of profitability determines the increase or decrease of 

the contractor’s share (Mehden 2007:9). The R/C PSC allows the contractors to 

recover their recoverable cost as long as they reach a certain cost target (Putrohari 

et al. 2007:3).   

The basic principle of this PSC is to let the contractors get a higher share of 

production when their profitability is low and to increase the Petronas share of 

production when their profitability increases (Putrohari et al.2007:3). To measure 

the profitability of the contractor, the R/C index is used. The R/C index is the ratio 

of contractor’s aggregate revenue over aggregate costs (Putrohari et al.2007:4).  

The aggregate revenue is the contractor’s cumulative value of cost oil and profit oil 

less supplementary payment, while aggregate cost is the contractor’s cumulative 

petroleum costs less non recoverable expenditures and disputed costs (Putrohari et 

al. 2007:4). 
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The following table is how the current PSC applies in Malaysia. 

 Table 2.2:  The Malaysian Production Sharing Contract 

 

 

 

 

 

 

 

 

 

 

 

     

     (Mehden 2007:9) 

It is not only Malaysia that has applied and improved its PSC, but also the 

Malaysian oil and gas company, Petronas, which was originally created as a copy 

of Pertamina; this has proven a more efficient management by producing 33% oil 

and gas, while Pertamina produced only 7.2% in 2003 (Karim et.al 2003:14).    

The conceptual framework can be seen in the Appendix 2. 

Following are the detail of Malaysia’s fiscal terms: 

Table 2.3: Malaysia’s Fiscal Terms of R/C PSC 

 
(Putrohari et al. 2007:3) 

The R/C Index and threshold volume for the calculation of R/C PSC can be 

seen in Appendix 3. 

Fiscal Terms Main Features
Royalty 10%
Petroleum Income Tax 38%
Export Duty (Oil and Condensate) 10%

Research Levy 0.5%                                                                     
(Not inclusive in Cost Oil or Cost Gas)

Petronas's Participation 20%
Exploration Period 5 years 
Gas Holding Period 5 years 
Development Period 4 years
Production Period 20 years
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This research objective is to improve the Indonesian PSC by comparing 

each petroleum fiscal system applied in the countries. Malaysia has been 

considered as having a better PSC compared to Indonesia. To analyse how 

Malaysia conducts the petroleum fiscal system, it is important to know the 

country’s current situation and current policy applied. 

 

2.5 The History of the Oil and Gas Industry in Indonesia 

Exploration for oil in Indonesia dates back to 1871, while the commercial 

production in the oil and gas industry in Indonesia was in 1885 when A.J Zicker 

discovered oil in Sumatera. Until Indonesia had their independence, the 

government and the company only has a Concession Agreement which stated that 

the company owned the whole oil discovered and the government only received 

the tax and royalty from them (Murbini 2001:1-2).  

After the concession era, the Working Contract Era (1960-1964) was 

introduced, since the government was considered the authority of controlling and 

operating the industry over the investors. The foreign investors were still allowed 

to do the industry activities provided they worked as contractors. 

The government’s involvement in this industry drove the PSC concept in 

Indonesia in 1965 sharing the risk between the contractors and the government. 

The contractor’s expenditures was to be reimbursed by the government by a 

mechanism called cost recovery when they reached the production phase and at 

the end they gained the profit, shared with the government (Lubiantara 2012:39-

51). In the PSC, the oil and gas was split based on the volume of the production 

and not the net income as in the Working Contract. “PSCs are widely used in 

developing and transitional economies as they are in line with government 

aspirations to be more proactive and involved in managing the oil and gas 

resources” (Pongsiri 2004:432). The PSC requires a partnership between the 

government, NOC and IOC where the NOC monitors operations and participates 

in the company’s decision for the production levels and general accounting 

practices applied in Indonesia (Pongsiri 2004:432).    

The partnership system between two different natures of organisations 

frequently leads to undesirable results such as increasing complexity, loss of 

independency in decision-making, and there is asymmetry of information (Provan 

1994:494-504).   
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PWC (2012:5) determined the significant events in the history of 

Indonesia’s oil and gas industry as follows: 

 

 

 

 

 

 

 

Figure 2.2: The Significant Events of the Oil and Gas History in Indonesia 

   

At the end of 2013, Indonesia’s Constitutional Court declared that the state 

upstream oil and gas regulator, BPMigas (The Upstream Industries Supervising 

Government Institution) was dissolved (Latham&Watkins 2012, Watson Farley & 

Williams 2012). This dissolution was due to BPMigas controlling the oil and gas 

sectors and hampering the government’s ability to manage the upstream oil and 

gas activities and its ability to increase prosperity, as is stated in Articles 33 (2) 

and 33(3) about the ownership of the reserves under Indonesia, and it is said that 

these reserves shall be used mainly for the society’s benefit (Latham&Watkins 

2012:1). 

One of the objectives is to enhance the Indonesian fiscal system. It is 

important to have knowledge of the petroleum industry in Indonesia, such as the 

background of the PSC being born. This background will lead this research to 

analyse and see how to comply the fiscal system in Indonesia being applied. 

  

2.6 The Indonesian Production Sharing Contract and Cost Recovery Mechanism 

Indonesian PSC has three basic components; they are taxes, profit oil and 

cost recovery (Johnston 2002). According to Benny Lubiantara (2012:44-48) there 

are three important evolution phases of PSC. 

2.6.1 The first generation PSC (1965-1976) 

In this generation the cost recovery cap was 40% maximum from the 

total recoverable cost with the equity split being 65%/35% for the 

government and contactor in which corporate and dividend tax was 

included.  There was DMO 25% with a fee of $0.20/bbl. The first 
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Indonesian PSC was signed between IIAPCO and Pertamina (Johnston 

2002, Lubiantara 2012, Hertzmark 2007) .   

2.6.2 The second generation PSC (1978-1988) 

The main reason for the changes in the PSC was because there was 

unclear regulation in the petroleum taxation system in the first generation.  

The tax paid by the contractor was not considered by the home country 

(The USA); the contractor being (IIAPCO, the first PSC. This leaned 

towards the contractor paying for the taxes twice. A significant increase in 

the oil price due to the oil crisis in 1973-1974 also prompted the changes in 

the first PSC. The 2nd generation was also driven by the competition 

between Indonesia and other countries to attract the petroleum investors. 

There was no cost recovery cap in this generation and the equity split 

was distinguished between oil and gas. The oil split was 65.91%/34.09% 

(after tax this was 85%/15%) for the government and contractor 

respectively, while the gas split was 68.18%/31.82% for the government 

and contractor (after tax 70%/30%). Corporate tax was 56%, but this was 

decreased to 48% due to the new tax regulation in 1984, and the dividend 

tax was 20% after corporate tax. The decrease in the tax rate caused the 

changes in the oil split before tax. The oil split became 71.15%/28.85% 

while the gas split became 42.31%/57.69%. There was 20% investment 

credit on tangible development cost and the contractor got DMO holidays 

for 60 months for the new oil, and afterwards $0.20/barrel.  

2.6.3 The third generation (1988-current) 

A significant decrease in the oil price due to world recession in 1980 

and the uncapped cost recovery brought the risk that the government 

would not get its shares. The lower the price, the more barrels needed to 

cover the recoverable cost, and this caused the oil to be split, getting 

smaller or even having no oil left to be split between the parties. These 

stimulated the government to improve the PSC framework applied and the 

PSC third generation started to be applied therein. 

First tranche petroleum was first applied in this generation, which was 

in a range of 10%-20% of gross oil production and is split to the 

government and contractor as per working interest. Investment credit 

applied in this generation is 17% and the DMO fee is the same as with the 
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PSC 2nd generation, but after 60 months the price of the domestic oil is 

10% of the export price. 

This third generation of PSC has improved following the foreign 

investment, and economic and politic conditions. 

Government share and contractor share is different in terms of oil and 

gas production. The basic features of Indonesian PSC are first tranche 

petroleum instead of royalty, cost recovery, investment credit and domestic 

market obligation (Johnston 2007, Lubiantara 2012). The standard of 

Indonesian PSC and the Indonesian PSC framework and the summary of 

the PSC evolution can be seen in the Appendix 4 to Appendix 7. 

Up to now, attracting the investors had been a challenge in the 

petroleum international industry. In the evolution of the PSC, Indonesia 

had been offering incentive packets until December 1993, which included 

investment credit, commerciality, DMO price, FTP, and the equity to be 

split (Lubiantara 2012:48-51). 

2.6.3.1 First Tranche Petroleum (FTP) 

FTP is basically having the same concept as royalty but it is 

split based on the government shares and contractor shares. It is 

defined to guarantee that the government will get the production 

(oil and/or gas) whenever the contractor reaches the commercial 

production. The current FTP is 20% of gross production before 

cost recovery and the contractor shares is taxed at a rate of 40%. 

The remaining 80% is available for cost recovery. Therefore, it 

can be said that the FTP is the cost recovery limit (Johnston 2007, 

CNOOC SES Ltd 2009). 

2.6.3.2 Cost Recovery 

Components of cost recovery items are all non-tangible cost, 

all operating cost (exploration, exploitation, and general 

administrative expenditures), depreciation cost from capital 

expenditures, and carry over recoverable cost (CNOOC SES Ltd 

2009).  The conceptual of the cost recovery system in Indonesia 

can be seen in Appendix 7. 

2.6.3.3 Domestic Market Obligation 

Domestic Market Obligation is an obligation of a contractor 

to sell their oil from their shares to the government to fulfil the 
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benefit needs (Lubiantara 2012:68-69). This DMO oriented to the 

Indonesian Basic Constitution 1945, which stated that all the oil 

and gas reserves in Indonesia belongs to the state and shall be used 

to the greatest benefits of the society. 

In the current PSC the DMO is 25% of the contractor shares 

(PWC 2012:39). The DMO is valued based on the type of the oil; 

new oil and old oil. The contractor may get DMO holiday for first 

60 months for the new oil produced and after 60 months this oil 

will be classified as old oil and the contractor has to sell to the 

government at 10% of the market price depending on the contract 

(Johnston 1994:75-76). The latest DMO fee based on PSC 2008 

(Lubiantara 2012:73); the old oil is valued at 25% of the market 

price.  

2.6.3.4 Investment credits and uplifts 

Investment credits and uplifts are similar benefits given by 

the government to the contractor. They both are cost recoverable 

but they are subject to tax. The difference between them is that the 

investment credit applies only to production facilities such as 

platforms, pipelines and processing equipment (Johnston 

1994:74). In this PSC, the investment credit is 17% of the eligible 

capital investment (Iskandar 2012). 

2.6.3.5 Ring fencing policy in Indonesia 

Each block (contract area) in Indonesia might be owned by 

several interest holders (contractors) and every contractor is 

legally treated as a single entity. When a contractor owns more 

than one contract area, each of the blocks has to set its legal entity 

separately.   
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Following is the chart to show how ring fencing policy is 

applied in Indonesia by Yuwono (2011): 

 

 

 

 

 

 

 

 

                     Figure 2.3: The Ring Fencing Policy in Indonesia 

 

The chart shows that there are two contract areas, A and B, 

which need to be reported separately, and which also means that 

consolidation on revenues, expenditures or taxation is not applied 

in this policy. Field-2 lays in both of the contract areas and this 

field needs to have an agreement between block A and block B. 

Another case is when block B is an open area, the contractor may 

request the government to enlarge block A to cover the whole 

field-2, but this is only applied when the open area will remain an 

open area for the next five years as from the date of the 

contractor’s report regarding the unitizsd field (Yuwono 2011).  

It is clearly stated that this research is defined to improve the 

petroleum fiscal system in Indonesia. Knowledge about the current 

fiscal system applied in Indonesia is important. Understanding 

more deeply the Indonesian fiscal system will help to find what is 

its weaknesses and strengths and to finally reduce or eliminate the 

weaknesses. 

 

2.7 Petroleum Policy and Taxation System Applied in Indonesia 

As stated before, it was Article 33 of the Indonesian Constitution 1945 

which became the foundation of the Indonesian PSC. This led to the Oil and Gas 

Mining Law No.44/1960 (“UU No.44/1960) which shows the full control of the 

government over the contractors (Karim 2003:9-12).  
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The Contract of Works was the product of the constitution No.44/1960. 

This was legalised under Law No.14/1963 with 20 years contract term and 

provided that the contractor is the one who shall be responsible for the operational 

management of the petroleum activities, including the financial risks. Practically, 

the government still did not get involved into the industry directly (Lubiantara 

2012:41-42). 

This led to the government creating the first PSC, but this was not regulated 

in Laws No.44/1960 and No.14/1963. In 1967, the government unveiled a new 

regulation for the oil and gas industry which specifically mentioned the PSC 

System, Government Law No.35/1994 (Lubiantara 2012:43). It was said that the 

government, through Pertamina, might have participation with foreign investors in 

the oil and gas industry through a Production Sharing Contract and this 

participation was regulated in a Government Law (Peraturan Pemerintah). In this 

phase PERTAMINA was the government body who controlled the upstream oil 

and gas industry in Indonesia (Karim 2003:13-14).   

In 2001, the Government enacted a specific law in the oil and gas resources 

and industry in Indonesia, Government Constitution (Undang Undang) No. 

22/2001 (Lubiantara 2012:50). In this period, PERTAMINA was no longer a 

government body that controlled the upstream industry, but it was granted full 

authority to do the oil and gas activities as a government contractor. The 

government constructed another body called BPMigas to take the previous roles of 

Pertamina (Hertzmark 2007, Karim 2003) which was regulated in Government 

Law No.42/2002.   

Since the Government Constitution No. 22/2001, the government has put 

many new elements in the PSC structure to anticipate any potential problems and 

accommodate new improvements, such as the income tax system, abandonment 

and restoration regulation system, new incentives for a new field, Plan of 

Development (POD), FTP etc.   

The evolution of the system brought forth the cost recovery issue in the 

industry. To redeem this issue, the Government enacted a new Government Law 

No. 35/2010 about the recoverable cost and the upstream industry’s income tax 

treatment (Lubiantara 2012:51). 

 The oil and gas industry in every country is always followed by the 

taxation applied in the country. In Indonesia, the petroleum taxation system has 

been changed many times.   
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The table below shows the changes in the petroleum taxation rates: 

Table 2.4: PSC Taxation and Petroleum Taxation Rates (Lubiantara 2012:59) 

    
The government and contractor takes in the PSC influences the contractor 

shares before tax. With government and contractor takes being 85%/15%, this will 

give shares percentage before tax written in the PSC as presented in the table 

below: 

  Table 2.5: Oil Split - Indonesian PSC (Lubiantara 2012:60) 

 
  Table 2.6: Gas Split - Indonesian PSC (Lubiantara 2012:60)   

 
The changing of petroleum fiscal terms influences the implementation of 

the fiscal system in Indonesia. This fiscal system will influence the economic 

situation in Indonesia. It is important to realise that Indonesia has no stability in 

fiscal terms, which is bad for the investment climate in Indonesia. Developing the 

fiscal system in Indonesia is to help the government to finally improve the 

economic situation. 

 

2.8 Oil and Gas Investment Climate in Indonesia 

An objective view from the UKTI, Noor (2009:3) on Indonesian upstream 

industries states that from the geological aspect there are several significant 

discoveries and deep water sides. There are so many potential areas that have not 

Description
PSC                   

(2010-
current)

PSC 
(2009)

PSC                     
(1994-2009)

PSC                  
(1984-1994)

PSC                          
(prior to 

1985)
Income tax 25% 28% 30% 35% 45%

Interest tax and 
royalty, 20% *) 15% 14.4% 14.0% 13.0% 11.0%

Contractor tax 40% 42% 44% 48% 56%

Description
PSC                   

(2010-
current)

PSC 
(2009)

PSC                     
(1994-2009)

PSC                  
(1984-1994)

PSC                          
(prior to 

1985)
Contractor tax 40.0% 42.4% 44.0% 48.0% 56.0%
Contractor shares 25.00% 26.04% 26.79% 28.85% 34.09%
Government shares 75.00% 73.96% 73.21% 71.15% 65.91%

Description
PSC                   

(2010-
current)

PSC 
(2009)

PSC                     
(1994-2009)

PSC                  
(1984-1994)

PSC                          
(prior to 

1985)
Contractor tax 40% 42% 44% 48% 56%
Contractor shares 50.00% 52.08% 53.57% 57.69% 68.18%
Government shares 50.00% 47.92% 46.43% 42.31% 31.82%
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been explored. Up to 2009, the fiscal term was still attractive for the upstream 

investment and supported by the geological structure, Indonesia was getting more 

attractive to foreign investors. Moreover, the increase in the world oil price also 

made the high-risk frontier become more attractive.   

LNG has been giving substantial contributions for the Indonesian economy 

from the petroleum sectors. One of the LNG plants in Indonesia was constructed 

and completed by BP’s Tangguh in 2009.   

Based on the report by the UKTI (2009:3), it is also mentioned that 

Indonesia has the world’s second largest source of Coal Bed Methane (CBM); the 

primary energy source of natural gas found in coal seams (Keith et al. 2003); after 

China with a total potential reserve of 453TCF. In this period the Government 

gave certain incentives for the contractors. 

Indonesia plans to carry out the first deep water subsea big project which 

comprises of development of five gas fields over the next five years. The national 

oil company, Pertamina, plans to invest US$2billion to push the upstream 

operations in Indonesia, including the development of the existing oil fields, 

acquisition of oil fields, and development of natural gas and geothermal energy.  

This will require Pertamina to acquire investors to join this investment plan 

(UKTI 2009:4). 

Geo Energy, an oil and gas online magazine (June 2013), stated that the 

investment climate in Indonesia is now worrying to foreign investors. The 

changes and instability in petroleum regulations have become the most crucial 

problems in the oil and gas industry in Indonesia (Kopp, Geo Energi Magazines 

2013). In another research by Indonesia-Investment (2013), BPMigas reported 

that the oil exploration and other investments in the oil and gas industry kept 

falling up to 2012. This brought about the decrease of the yearly oil production. 

This decline was due to the fragile government management, bureaucracy, an 

unclear regulatory framework and legal uncertainty of the contracts (Indonesia 

Investment 2013, Smith  2013). Currently the oil and gas sector contributes 

around 13% of domestic revenues and this decreased significantly from 1990 

which was 40% contribution (Indonesia Investment 2013). 

All the information stated is the current investment climate in Indonesia.  

Foreign direct investment has large influence in the economic situation in 

Indonesia. Improving the Indonesian economy through enhancing the petroleum 
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fiscal system in the country is the objective of this research. Therefore, it is 

important to know the investment climate in Indonesia seen from different views.   



 
 

  24 
 

Theresia Betty Sumarno,  August 2013 

A COMPARATIVE STUDY BETWEEN INDONESIAN, MALAYSIAN AND NORWEGIAN 
PETROLEUM FISCAL SYSTEM 

CHAPTER III 

RESEARCH METHODOLOGY 

 
3.1 Overview of Methodology and Data  

This research comprised qualitative and quantitative analysis which 

involved primary and secondary data collection and selection. The quantitative 

analysis was done by calculating and comparing the percentage of the 

government take and the contractor take of each petroleum fiscal system in each 

country, while the qualitative analysis was done by analysing and comparing the 

implementation of the petroleum fiscal system and its impact on the economy of 

the country. The data for the qualitative analysis was from both primary data and 

secondary data, while for the quantitative analysis only from secondary data. 

This research involved numbers which made this research use quantitative 

analysis. There was no specific model of quantitative analysis but it was the 

petroleum fiscal system applied in each of the countries. 

 
3.2 Data Used 

 Data used in this research was primary and secondary data. 
   
3.2.1 Primary Data 

The primary data was obtained by interviewing (Hennink 2011:83) 

some participants in the industry; professionals from Indonesia and 

consultants from Texas, USA. The participants were chosen because of 

their background and experiences in the oil and gas industry. The writer 

chose two oil and gas policy consultants to see objectively the current 

petroleum fiscal system in Indonesia. There were also three participants 

from the contractor side to give opinions from the investors’ viewpoint 

about the petroleum fiscal system applied in Indonesia. Another two were 

from the government side and were expected to give opinions from the 

government point of view about how they have practically applied the 

petroleum fiscal system in Indonesia. 

These interviews was begun by sending the participants the consent 

form to agree for the interview, which was done by email and Skype call 

(see attached). This consent form was developed to ensure that the 

participants understood clearly the roles and the responsibility of both 
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parties, the researcher and themselves in this research (Kvale 1996:109-

123). 

Previously, the proposal stated that the questions would be the same 

to each participant as the research would compare the answers. In fact, 

after consideration, the research questions delivered to the participants 

were different as they were linked to the background of each participant. 

Therefore, the questions were classified into contractor as a partner and 

operator and government and consultant questions. The list of the 

questions can be seen in the Appendices. 

These questions were delivered by email and Skype call due to the 

long distance between the researcher and the participants. As it was 

planned to be done by internet support, the interview schedule 

maintained in this research was flexible, which was from 15 June 2013 to 

30 July 2013. The interview type was an open interview which allowed 

discussion during the time, as long as it was not across the signed 

consent form.   

Numerical data to be qualitatively analysed was taken from one of 

big oil companies based in Jakarta.  The name of the Company will be 

anonymously mentioned in this research due to ethical issues.  This 

company was chosen due to its size of the company in the petroleum 

industry. This company has contributed a large oil and gas supply  to 

Indonesia since it was formed.   

3.2.1.1 Reliability and Justification of the Participants 

This research was qualitatively and quantitatively 

analysed. In the qualitative research, the writer needed to select 

the participant (Silverman 2001:258-271) as the purpose of the 

qualitative research was to gain a detailed understanding on 

petroleum fiscal systems in the countries. Therefore, the writer 

specified the criteria for the participants involved in this research 

to give the best information regarding the research topic. This 

research involved 7 participants who were considered reliable 

for delivering the opinions and answers towards the questions. 

This research is dealing with the petroleum fiscal system in a 

country and its impact on the economy of the country, focusing 

on Indonesia specifically. The participants in this research were 
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Indonesian people who already have experience in the petroleum 

industry in Indonesia, and one of them is a consultant of the 

international petroleum fiscal system. These people are 

executive board members of their company. The participants 

were also chosen based on their background.  Both of the 

consultants have been working in the industry for more than 25 

years, specifically on the petroleum fiscal system in Indonesia 

and globally. All of the participants from the contractors have 

been dealing with the government in relation to the petroleum 

fiscal system in Indonesia such as taxation, technical approval, 

government shares, work programme and budget, and are 

directly involved in sunk cost audit by the government. Both 

from the government side have been in the oil and gas industry 

for more than 20 years, both globally and governmentally.  They 

are part of the government institution that controls and 

supervises the upstream industry in Indonesia. All the 

participants have multiple backgrounds related to the research 

project and have been considered important for the research 

project. 

The numerical data was taken from one of big oil and gas 

companies in Indonesia.  It was monthly financial data and 

internally gained from the company.  This data helped to show 

the quantitative comparison between three different petroleum 

fiscal systems. 

The writer was unable to interview more people due to the 

time limit. The writer had only two months to do the whole 

research. 

3.2.1.2 Justification and Data Selection Process 

The primary data was used in this research to get some 

different views on the petroleum fiscal system in Indonesia 

specifically, and in Malaysia and Norway as comparisons. This 

data was also used to reach the aim and objectives that had been 

set up at the beginning of the project. Therefore, there were 

some steps taken to select the data and ensure that the data was 

effective, efficient and did not cross the confidentiality level.   
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i. Identified the type and the quality of data required. 

ii. Identified the participants to be interviewed by reviewing 

the background and the experience of the participants, and 

also justified the capability of the participants to answer 

the questions in this research. 

iii. Identified the type and the quality of questions to get the 

data in accordance with the research aim and objectives. 

iv. Identified the data gained considering the confidentiality 

level of the data and screened the data to be analysed 

(only data which was applicable to answer the aim and the 

objectives of this research). 

v. Identified unclear data to be discussed more deeply until it 

was clear enough and was not ambiguous. 

 

After the aim and objectives of this research were 

formulated, the questions were drafted and reviewed by a 

supervisor in this project.  There was no exact date and time to 

perform the interview as the interview was done by email and/or 

Skype call as it was needed.  The interview was more like an 

open discussion between the writer and the participants.   

The distances and time constraint determined the writer to 

do the interview via email and/or Skype. 

 

3.2.2 Secondary Data 

For secondary data, literature reviews were used in this research.  

The time and availability of the data was considered to ensure the validity, 

reliability and applicability for this research (Silverman 2001:219-248). 

There were some steps taken to obtain correct data for this research. First, 

the writer formulated what to write to reach the aims and objectives of the 

research. Afterwards, the writer identified credible and potential data 

sources to be used. The writer set the criteria of the data used for this 

research, such as the publication date. At least 80% of the data used has 

publication date 2002 and newer as the writer needed to consider the 

validity and reliability of the data. 



 
 

  28 
 

Theresia Betty Sumarno,  August 2013 

A COMPARATIVE STUDY BETWEEN INDONESIAN, MALAYSIAN AND NORWEGIAN 
PETROLEUM FISCAL SYSTEM 

The writer only had two months to do the research and analyse the 

data. The writer was unable to present detail on the secondary data due to 

the number of words limitation. 

3.2.2.1 Source and reliability of the data 

Many sources were used in this research, such as journals 

from One Petro, Science Direct, Scopus and Emerald; online 

PDF from various universities, online report from institutions in 

the oil and gas industry, online news and information from 

reliable websites such as EIA and Indonesian Petroleum 

Association (IPA), and also from published books. For 

qualitative analysis, the data gained must be updated to the 

current situation so that it would be reliable and valid to be 

analysed. Old data was used to ensure that the historical review 

in this research was valid.   

For quantitative analysis the data was taken from a large 

oil and gas company in Indonesia. The writer analysed how the 

petroleum fiscal terms gave impact to government or state 

revenue, which finally led to the economy of the countries.   

 

3.3 Methodology 

In-depth interviews were conducted in this research as the writer 

performed one to one method data collection and discussed the petroleum fiscal 

system in the three countries, and specifically in Indonesia, which led the 

discussion to the aim and objectives of this research (Hennink et al. 2011:83). 

As interviews were conducted in this research, the writer agreed consent forms 

with all the participants before they were performed. This was related to ethical 

issues, in particular research, which is needed to interact with people or living 

things.   

The qualitative analysis was performed both for the primary data and 

the secondary data, this being literature review. The writer used a mixed style of 

review for the secondary data; a traditional literature review and systematic 

review (Jesson et al. 2011, Cronin 2011). The traditional reviews were a 

conceptual review to get a better understanding of the petroleum fiscal system 

(conceptually) in the countries; a state-of-the-art review which brought the 

readers up to date on the most recent research of the topic; some of the literature 
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review was expert review as the review was written by an acknowledge writer 

and might have been influenced by the writer’s paradigm and perspective; and a 

scoping review as the literature review helped the writer to find the further 

questions, concepts and theories, and finally to find the gaps in the knowledge 

(Jesson et al. 2011, Cronin 2011). 

Simply, the following were the steps taken when applying the traditional 

review: 

  

 

 

   

 

    Figure 3.1: Steps taken in the traditional review (Jesson et al. 2011, 

Cronin 2011) 

Below was the mind map of materials for this research: 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 3.2: Mind map of the research aim and objectives of the research (by 

Theresia Sumarno 2013) 
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the criteria that had been set up to avoid the time lag between the topic and the 

literatures. 

The quantitative analysis was done by applying every petroleum fiscal 

system with the same data specified and comparing the result for each system 

and analysing them. When analysed, the result was compared to the primary 

data and the literature reviews and the researcher also looked at the condition of 

the country. The quantitative analysis would be the writer’s perspective of the 

petroleum fiscal system and the qualitative analysis result would be the 

consideration from analysing the numerical data. 

 

3.4 Limitations  and Assumptions of the Analysis 

There are limitations in this research due to the time constraint, distances 

and word limitation. Most data gained for the Malaysian PSC and Norwegian 

fiscal system was from secondary data. The writer has experience in the oil and 

gas industry related to Indonesian PSC; she put some of this experience into this 

research. Some data for the Indonesian PSC was gained in the original language 

(Bahasa Indonesia) for both primary and secondary data. The writer was unable 

to visit the countries to get the data, and the distances between the interviewee 

and the interviewer became a limitation since it was only done by email and/or 

Skype. It was found difficult to get more secondary data from year 2002 or 

newer for the Malaysian petroleum fiscal system. Cultural and human behaviour 

in each country was ignored. In other words, they were considered not ideal 

characteristics. 
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CHAPTER IV 

RESULTS, ANALYSES AND DISCUSSIONS 

 

4.1  Introduction 

This chapter will discuss the current issues in the petroleum industry in 

Indonesia and what might be changed to improve the system. It will also discuss in 

more depth the main problems in Indonesia related to the petroleum industry seen 

from petroleum activities.   

Discussion on the Norwegian Royalty Tax system (R/T) and Malaysian PSC 

aims to compare these with the Indonesian PSC. This allows the writer to see what 

might be applicable and adapted from Norway and Malaysia to improve and 

enhance the Indonesian fiscal system.   

These findings will be qualitatively analysed using the data gained from the 

participants; from government (GOI) institutions, contractors (investors), and 

consultants (outsiders); and data gained from literature research. Quantitative 

analysis is also conducted in this research to get more in-depth analysis and more 

objective results. The numerical data was gained from a secondary resource and 

there will be discussed the assumptions for each of the calculations.  An analysis of 

Gross PSC by Libya is also presented as part of findings from the participants.   

This chapter will analyse and review the petroleum fiscal system in Norway, 

Malaysia and Indonesia and specifically review and analyse the petroleum fiscal 

system implementation in Indonesia and its economic impact. The result is 

expected to contribute to understanding the main problems in the petroleum 

Industry in Indonesia, which will lead to a better policy, investment climate and 

improve the economic condition. 

 

4.2 Numerical Data and Assumptions for Quantitative Analysis 

Using secondary data taken from actual financial data as of 30th April 2011 

of Company “X” as a contractor (investor), this research tries to compare the 

petroleum fiscal systems. This analysis is to compare the percentages of the 

government take and the contractor take.   
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Table 4.1:  Production and Expenditures Data of Company X, April 2011 

Descriptions 
Current Month 
Amount $ (000) 

Gross Production (thousand bbls)                    2,988  
Gross Lifting (thousand bbls)                    2,922  
Average Sales Price (per bbl) *)                  123.36  
Depreciation, Depletion and 
Amortisation                  16,501  
Lifting Cost   
   Production Operations                  29,063  
   Production Supporting Cost                    3,990  
Operating Expenses   
General and Administrative Expenses                    6,475  
Exploration Expenses   
    Seismic (G&G)                      144  
    Exploration G&A                      344  
    Dryhole Expenses                      224  
Capital Expenditures   
   Development Drilling 8,494 
   Facilities 3,169 
   Capitalised Geological &Geophysical -975 
   Other Capital Expenditures 1,165 

Key *) Average ICP Price April 2011 (see Appendices) 

 

4.2.1 Assumptions 

This research was quantitatively analysed by putting forward some assumptions 

as below: 

4.2.1.1 General assumptions 

These assumptions applied to every petroleum fiscal system used in each 

country. This analysis did not consider other income and expenses and 

there was no deferred tax expense. The writer wanted to compare each 

petroleum fiscal system with pure only gross lifting on oil production. 

The price used average Indonesian Crude Price (ICP) April 2011, as this 

research aims to find how to improve the Indonesian petroleum fiscal 

system to develop the Indonesian economy. It was assumed that the 

gross lifting was classified as old oil. This assumption was important for 

calculating using the Indonesian PSC.   

Johnston (2008:19) stated that in terms of government take calculation, it 

has some weaknesses which also will exist in this research. The 

government take does not signpost the profits, the system stability, 



 
 

    33 
 
 

A COMPARATIVE STUDY BETWEEN INDONESIAN, MALAYSIAN AND NORWEGIAN 
PETROLEUM FISCAL SYSTEM 

Theresia Betty Sumarno,  August 2013 

sufficiently account for bonuses, diverse work programme, include ring 

fencing, and it is not discounted. 

4.2.1.2 Specific assumptions 

4.2.1.2.1 Indonesian PSC assumptions 

The fiscal terms used were the latest fiscal terms in each country. 

Analysing using the Indonesian PSC, the researcher used 40% corporate 

income tax rate, and the GOI and the Company “X” shares as 75% and 

25% respectively. The Company “X” must sell 25% of its oil shares to 

the GOI at a price 25% of ICP per barrel. The Company succeeded to 

enhance its oil production and achieved the production targeted by the 

GOI and was given an incentive credit of 17%.  The calculation table can 

be seen in Appendix 8. 

 

4.2.1.2.2 Malaysian R/C PSC System 

Analysing using the Malaysian PSC, the researcher considered six ranges 

of R/C index. In the Malaysian PSC, the percentage of profit oil shares is 

regressive for IOC. The smaller the R/C index, the higher the percentage 

of profit oil shares. Royalty rate used is 10% of Gross Revenue and the 

income tax is 38%. Unused cost oil is the excess of percentage of cost 

recovery limit from the actual used cost. This unused cost oil will 

encourage the contractor to do cost saving. The more efficient the 

contractor in using the fund, the bigger profit shares and they also get 

more incentive from the cost saving based on the R/C Index 

(Abdulrachim 2006:10). The calculation table can be seen in Appendix 

9. 

Table 4.2: The Cost Oil Ceilings and Shares between Government 

and Contractor based on R/C Index (Abdulrachim 2006:10) 
R/C 

(Aggregate 
Revenue/ 
Aggregate 

Cost) 

Cost Oil 
Ceilings 

Oil Shares  Unused Cost Oil 

Petronas : Contractor Petronas : Contractor 

R/C ≤ 1.0 70% 20:80                   -    
R/C ≤ 1.4 60% 30:70 20:80 
R/C ≤ 2.0 50% 40:60 30:70 
R/C ≤ 2.5 30% 50:50 40:60 
R/C ≤ 3.0 30% 60:40 50:50 
R/C > 3.0 30% 70:30 60:40 
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4.2.1.2.3 Norwegian R/T System 

The Norwegian R/T System used the latest system which stated that 

royalty is not applied for the petroleum development agreed after 1985. 

It was assumed that this company was started after 1985. The 

government take was only from general income tax and special tax with 

rates at 28% and 50% of tax base respectively. The calculation table can 

be seen in Appendix 10. 

 

4.3 Analysis on Current Issues in the Petroleum Industry in Indonesia 

The Indonesian participants (government, consultants, and contractors) were 

questioned on the current issues in oil and gas industry in Indonesia. They 

suggested that the critical issues in this industry are related to the fiscal systems.  

For example, SKKMigas is supposed to be the ones who control and supervise the 

oil and gas companies in Indonesia. In fact, there are many other institutions who 

get involved and mixed up with the controlling and supervising activities of  

SKKMigas such as the Government Taxation Institution, BPKP (Development and 

Financial Supervisory Board), BPK (Indonesian Supreme Audit Institution), 

Republic Indonesia Ministry of Finance, Bank of Indonesia (BI) and Pemda (Local 

Government) in Indonesia. They suggested that the complication of the regulations 

is due to lack of coordination among the institutions. There are so many regulations 

which are not compatible and supportive of each other.  The consultant and the 

contractors suggested that these regulations make the process of obtaining the 

permit become too complicated, time wasting and too high a cost. 

The Contractors suggested that another issue incurred on the financial side is 

the guideline to resolve audit issue or the PTK (Work Procedures Manual) Cost 

Recovery Deferral which was enacted by SKKMigas. This issue relates to audit 

findings by the GOI institutions other than SKKMigas (as mentioned before). In 

this new regulation, the contractors are unable to recover the disputes of audit 

findings in the current year, this has to be deferred until the status of the finding is 

confirmed. Before this regulation, this dispute was part of the recoverable cost 

during the current year and it would be adjusted if the final audit results considered 

that the disputes could not be recovered.  

The government participants believe that some areas need to be further 

regulated such as the audit issue, guideline for assets accounting, exchange gain or 
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loss, tangible cost of successful exploratory drilling, parent company overhead, and 

the standardisation chart of account to follow Financial Budget and Reporting 

Procedure Manual.  

It was also discussed in the Indonesia Petroleum Association in May 2013 

about the new regulations which have never been stated in the PSC before. There 

was a new regulation by the Bank of Indonesia No.13/20/PBI/2011 with effective 

date January 2nd 2012 regarding Receipt of Foreign Exchange From Export 

Proceeds and Withdrawal of Foreign Exchange From External Debts; Under this 

regulation, all export sales revenue are to be placed in the banks in Indonesia.  This 

was driven by the trade deficit forecast due to there being insufficient capital to 

support economic growth. This regulation does not align with the existing PSC. 

There will be a penalty for contractors who do not comply with this regulation. 

Based on the discussion, this regulation is considered against the existing rights of 

the PSC. It was predicted that this regulation would bring significant consequences 

for the petroleum industry in Indonesia, specifically in investment activity and 

national production level. It was also argued by the participants that Indonesia has 

too many regulations which might conflict with each other.   

There have been many changes in the Indonesian petroleum fiscal system 

since its first generation until now (Lubiantara 2012, PWC 2012, Karim 2003, 

Iskandar 2012, Yuwono 2006). It is reasonable that these changes obviously show 

instability in Indonesian policies, and any instability will bring negative impact to 

Indonesian economy, especially in this case is the investment climate change.   

It seems that audit by the GOI over the contractors is a good thing and is 

having a positive impact to Indonesia. This audit is to ensure that the contractor has 

complied with all the regulations and terms set in the PSC and other petroleum 

policies. Practically, it could be suggested that there are too many institutions 

performing this audit on one contractor for the same case and same things, which is 

sunk cost. In the petroleum industry, the one which is supposed to be in charge of 

supervising and controlling the contractors is SKKMigas. Having too many 

institutions getting involved in this area will only make the contractor peevish and 

this will cause Indonesia to lose attractiveness for its investment, especially in the 

petroleum industry. There is one division in SKKMigas which was established 

especially for this kind of audit called PBO (Operating Cost Audit Division). The 
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other institutions should respect this division and realise that having more than one 

audit process is time consuming, which leads to inefficiency and ineffectiveness. 

This could be illustrated as follows: SKKMigas needs two months to 

perform this audit process in a petroleum company for the sunk cost started on June 

1st 20xx to August 1st 20xx. On July 15th 20xx BPKP performs the audit on the 

same thing, sunk cost, and it needs again two months which will ideally finish on 

September 15th 20xx. In the meantime, the Government Taxation Institution 

performs the audit on the same sunk cost in relation with the taxation regulations. It 

was assumed that the audit had met the deadline. If it was only SKKMigas and its’ 

audit division had performed the audit, it would be more efficient and effective. 

SKKMigas would only need two months to cover all the audit findings for the same 

audit subject.   In fact, there are two more institutions that performed the audit on 

the same things. If they perform at the same time, they might make the request for 

the same data at the same point to the company, or if it was different data it would 

take more time for the company to prepare the data or documents requested. This 

would be not only inefficient and ineffective for the audit process, but also for the 

operational intern of the company itself. At the end, the three institutions should 

make reconciliation for the findings to avoid double counting of the same findings. 

Again, this takes more time because they have to wait for other final findings and 

do the reconciliation. This causes another cost for the GOI and also is more time 

consuming.  

It seems that SKKMigas, as the GOI institution which controls and 

supervises the oil and gas companies in Indonesia, should look seriously at the 

objectives of having the audit division. The audit division was not established for 

no reason. SKKMigas should cover what BPKP and GTI audit or else they should 

have a well prepared coordination before performing this audit. They need to work 

together in one team and not in three different teams working on the same thing. 

Sunk Cost Audit by three institutions is illustrated in Figure 4.1 and efficiency and 

effectiveness simulation if the three institutions merged into one team in Figure 4.2. 

The simulation in performing sunk cost audit process assumed that 

everything was ideally performed and the company had no problem in providing 

the data or documents requested. In fact, it is very rare the audit met the deadline 

they set up before performing it. This sunk cost audit consumes more time than has 

been set and it means that it takes longer than it should do. 
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It was confirmed by one of the government participant that the audit process 

pre 2012 used to be complicated and post 2012 the GOI proposed the Joint Audit 

System which allows these three institutions to work as a team and perform the 

audit at the same time. This is expected to simplify the audit process on the 

contractors. It was suggested by one of the government participants that the 

Indonesian government would not only conduct the audit compliance but also 

conduct a performance audit on the contractors. It is considered important to do this 

audit as the performance of a company (contractor) will have a big influence to the 

efficiency and effectiveness of activities in the industry.   

This audit procedure which is done by many institutions creates the 

dissatisfaction of the contractors in Indonesia. They need to assign employees to 

deal with them and this obviously will increase the cost to the company, such as 

overtime including meals and transport to compensate the employees, electricity, 

and the psychology side of the employees (tiredness) which will affect other 

assignments. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

Figure 4.1: Simulation on Sunk Cost Audit Process Pre 2012 by Theresia Sumarno 

Company “X” Sunk Cost: 
Operational Cost, Capital 

Expenditures through Depreciation, 
Prior unrecovered cost. 

Government Taxation 
Institution (GTI) Aug 

20xx 

BPKP July 20xx 

SKKMigas: 
June 20xx 

Finding by 
SKKMigas 
Aug 20xx 

Finding by 
BPKP 

Sept 20xx 
Finding by BPKP 

Oct 20xx 

Reconciliation on 
findings  

Oct/Nov 20xx 

Agreed Findings   
Oct/Nov 20xx 
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Figure 4.2: Simulation on Sunk Cost Audit Process Post 2012 by Theresia Sumarno 

 

It is suggested that by having this performance audit, it is expected that the 

contractor will improve their cost efficiency and effectiveness in performing the 

industry activities. By improving these two things, it will also increase the GOI 

shares.   

In accordance to the sunk cost audit, it was argued by one of the contractor 

participant that nowadays the Indonesian Government has been monitoring the cost 

recovery mechanism in too much detail. This leads to other complications on 

gaining the permits to perform particular activities.  It was also stated that the GOI 

should be more selective on approval process for some expenditures.  It gives an 

idea that when GOI takes care too much for immaterial items, the GOI will only 

spend more time and cost internally.  For example, there was an important software 

for subsurface activities which cost probably 2% or less compared to the whole 

project cost.  If the Company does not have this software, it may impact to the 

result of the subsurface activities such as seismic analysis or reservoir analysis.  To 

perform these activities, the contractor needs to wait until they get the software and 

ensure that the software is part of the cost recovery items.  This is time consuming 

for something immaterial and obviously lead to inefficiency and ineffectiveness in 

both sides.  

Government Audit Team June 20xx 

Company “X” Sunk Cost: 
Operational Cost, Capital 

Expenditures through Depreciation, 
Prior unrecovered cost. 

Finding by 
Audit Team 
Aug 20xx 

Agreed Finding 
*) Aug/Sept 20xx 
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4.4 The Main Problem in the Petroleum Industry in Indonesia 

Indonesia has Production Sharing Contract as its petroleum fiscal system.  

This was created due to the Basic Constitution of 1945 which stated that the 

reserves under Indonesian land belongs to the GOI and shall be used to the greatest 

benefit of the people (Lubiantara 2012, Karim 2003, Johnston 1994, Johnston 

2004). In Indonesian PSC, the government tries to lock its take to 85:15 for oil and 

70:30 for gas over the contractor. Whenever there is change of the taxation rate, it 

will always impact to GOI and contractor shares. No matter how much the tax rate, 

at the end the GOI take and contractor take will be 85:15 for oil and 70:30 for gas 

(Lubiantara 2012). In this case, there is nothing wrong with the percentage of the 

GOI take and contractor take. It has been over 30 years since Indonesia set the GOI 

take and contractor take 85:15 and for gas 70:30 and there has been no problem up 

to now. 

It was suggested by the consultant participant that conceptual PSC in 

Indonesia is good and able to accommodate the realisation of the Indonesian Basic 

Constitution of 1945 principles. The Indonesian participants argued that the 

problems faced now are the implementation of the new regulations and regulators. 

Cost recovery started becoming an issue when the reliability and transparency of 

this component of PSC was doubted by the GOI. The GOI started to enact many 

regulations and regulators which are not coordinated properly. Some of the new 

regulations were created by institutions other than SKKMigas which do not align 

with the current PSC.   

There has been contract sanctity issues in the petroleum industry in 

Indonesia in relation with many new regulations which have been enacted in the 

last couple of years. The participants stated that the new regulations should not 

have been applied in the current PSCs but to PSCs which are signed after the 

regulations are enacted. These regulations are not stated in the current PSC but 

have to be followed by the contractors. This obviously influences the estimation 

and the economic calculations which have been done by the contractor before the 

regulation came out.  

The participant mentioned about the case which happened recently, related 

to one of the biggest oil and gas companies in Indonesia. This case was related to 

bioremediation activities done by the company. This bioremediation cost is part of 

the cost recovery item which has been stated in the PSC. This is also supposed to 
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be part of the civil law, but due to the GOI it is now part of the criminal law. This 

makes the investors insecure to invest in Indonesia. It not only influences new 

investments but also the current petroleum activities. Another problem is the local 

government’s own authority to make decisions in its area which influences directly 

the petroleum activities.  It was argued by the Indonesian participants that the local 

government in which the petroleum activities performed enacted its own regulation 

regarding to the society situation.  Widhiarto (2011) suggested that Indonesia is no 

longer competitive in the upstream  industry compared to other countries due to its 

various legal and fiscal uncertainties.  The Indonesian Petroleum Association 

(2012) reported through Bisnis Indonesia Newspaper, that investors worry about 

the legal certainty  in this sector.   It can be suggested that the main problems in 

Indonesia are not about the petroleum fiscal system but more likely to the legal 

uncertainty.   

 

4.5 Analysis on Norwegian R/T to Contribute to the Improvement in Indonesia’s 

PSC  

In the Norwegian R/T system, the reserves belong to the IOC and the 

government only received tax and the royalty (Johnston 2003, Radon n.d).   The 

government will earn economic rents from the royalty which is based on gross 

revenue and/or an income tax which is based on net income. These are all based on 

volume of production and the price at which the production is sold.  It means that 

the economic rents will be influenced by the price and the production volume 

(Radon  n.d:63-64). Price is unpredictable and very volatile (Smith et al. 2013).   In 

this system the government has to bear the downside risk when the price falls. 

There is no ring fencing in the R/T system. It is allowed consolidation between 

fields for all relevant expenditures such as exploration, research and development, 

finance and operating cost, decommissioning and so forth (Lovas et al. n.d:9). 

Royalty is the only guarantee for the government to get the economic rent 

(Johnston et al. 2008:10). There is no limit for the tax deduction which is 

dangerous for the government as the government might not get tax income 

(Johnston et al. 2008:9).  

One of the government participants stated that the R/T system from Norway 

is not applicable in Indonesia. It is found that PSC is stable enough compared to the 
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R/T system. In the R/T system, the government could change the tax rate as they 

want. Jansen (n.d:11) stated that this system is governed by legislation.    

It is considered that the R/T system would be difficult to be applied in 

Indonesia, as Indonesia has the basic Constitution of 1945 which drove the 

government to establish PSC as the petroleum fiscal system. Cost recovery limited 

by FTP is a good concept of PSC. With the PSC system, the government gets the 

oil/gas production in volume and this is not influenced by the price. Indonesian 

PSC basically has fulfilled the government objectives for the country. It was 

created for the people’s greatest benefits.   

It was confirmed by the Indonesian participants that currently Indonesia has 

instability of policy and economic conditions. This situation has already reduced 

the attractiveness of the Indonesian petroleum investment climate. It might be 

reflected that if Indonesia applies the R/T system, it will give less security of 

investment in the industry due to the taxation rate changes by the government. In 

PSC, it is defined and locked that the government take and contractor take for oil is 

85:15, which means if the tax rate changes, the government and the contractor take 

will not change.   

Using the data and assumptions presented in the previous sub topic, below is 

the chart to compare between Indonesian PSC and the Norwegian R/T System. 

 
Figure 4.3:  Indonesian PSC VS Norwegian R/T System 

 

According to the chart the government take in the R/T System is higher than 

in the PSC system. In this case, the R/T System used the latest terms in which the 
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royalty is not applied anymore. The government take in the R/T System comes 

from the global income tax and the special tax. In the R/T System, the contractor 

take is the net income after tax, and the reserves belong to the contractor. This is 

absolutely different to the Indonesian Basic Constitution of 1945 principles. 

Besides, the contractor take in this case is lower than using the Indonesian PSC, 

which will not be more attractive to the investors.   

It is suggested that it is not exactly the contractual system which Indonesia 

might learn from Norway, but the security and stability of the policy. Norwegian 

oil policy has been known as a successful model of a country which has been able 

to secure national governance and control of oil activities (Ryggvik 2010:31-34).  

Instability in Indonesian policy has to be removed or reduced. The audit procedure 

on sunk cost is one of government prevention for any fraud that might happen. This 

case becomes more complicated when many government institutions get involved 

in the industry and set new regulations which do not support each other.  

 

4.6 Analysis on Malaysian R/C PSC to Contribute to the Improvement in 

Indonesia’s PSC System 

Malaysia copied the Indonesian PSC and it is known as better PSC terms. 

Malaysia adapted and improved the PSC to Revenue over Cost PSC. In R/C PSC, 

the contractor is allowed to get higher share of production and high cost tranche 

when the profitability is low, but then will allow Petronas to have a bigger share 

when the profitability is increased (Putrohari et al. 2007:3). Malaysian PSC, with 

their sliding scale and unused cost oil concept, has proven the success of the system 

in attracting the investors. Indonesia might need to learn retrospectively from 

Malaysia. 

The government participants argued that Malaysia has flexibility in its 

system compared to Indonesia, which allows Malaysia to grow significantly from 

the petroleum sector. Indonesia should be more flexible in terms of the petroleum 

fiscal system to attract investments. It was also argued that Indonesia might apply 

this to improve its petroleum fiscal system. From the consultant perspective, it was 

argued that Malaysian PSC is considered as Indonesian PSC but changed to attract 

the investment in the industry. R/C PSC in Malaysia is not better than Indonesian 

PSC. They suggested that it could be better if Indonesia changed the Net PSC to 

Gross PSC, like the Libyan Gross PSC. 
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It is suggested that Indonesian PSC has been copied by Malaysia, which 

means that Indonesian PSC was considered a good fiscal policy to be applied.  

There have been many changes in the Indonesian PSC in relation to Indonesian 

economic and investment climates. Every change in the system is meant to obtain 

better results in all sectors. However, the GOI might not solve the problem as a 

whole, but is taking the right steps and having the right concept. Complications 

came from the GOI efforts when trying to improve the fiscal system. It could be 

suggested that the GOI needs to simplify the regulators and regulation related to the 

petroleum industry in the country.   

It is found that R/C PSC might be good for the Indonesian system. Indonesia 

has been struggling to try to attract investment by giving many incentives such as 

investment credits, uplift, unlimited cost recovery, and DMO holiday. Studied by 

Lubiantara (2012), investment credit would not be an incentive, but a cap for cost 

recovery in some cases such as when the recoverable cost is over its revenues. This 

investment credit is meant to encourage the contractor to find new oil fields, but 

this investment credit is not effective anymore when it happens. Investment credit 

is subject to tax.  

In terms of cost recovery, the contractor has unlimited cost recovery. It gives 

an idea that this term has become a gap for the contractor to get as much as they 

could back from their fund related to oil and gas activities. The GOI performs the 

complicated audit process for this cost recovery to avoid fraud by the contractor. It 

is assumed that Indonesia used the R/C PSC which encourages the contractor to be 

more efficient in spending the fund by giving them incentives from the cost saving 

they make. It seems that no matter how perfect a system seems to be, there will 

always be a gap. The concern is how to reduce the gap. Having R/C PSC will not 

remove the gap as a whole, but at least it will reduce the gap. There will always be 

a chance to mark up the cost to be recovered, but the contractor will need to 

consider it more deeply since having a huge cost will not give them incentive for 

the cost saving they make and will even reduce the shares between the contractor 

and GOI. 

The diagram presented was based on the calculation using the fiscal system 

concept and terms with the same data and assumptions mentioned before. This 

research tried to see this from the government and contractor take views to find 

which is more effective and attractive to the investors nowadays. 
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Figure 4.4:  Indonesian PSC VS Malaysian R/C PSC 

 

Using the same data, the Indonesian PSC gives higher government take 

compared to all the government take in the Malaysian R/C PSC. On the contrary, 

the contractor take in the Indonesian PSC is much lower than in the Malaysian R/C 

PSC. Malaysian R/C PSC has more flexibility terms through the R/C index they 

apply. It was suggested by the government participants that through the system, 

Malaysia succeeds in accommodating changes in oil price or the economic 

fluctuation in the country. Indonesian PSC tends to be less flexible to changes. It is 

suggested that with the fact that Indonesia has lost its attractiveness from legality 

sides, it is important to attract the investors through the fiscal system.  R/C index is 

the aggregate profit oil and cost oil divided by the aggregate expenditures since the 

effective date. The lower the R/C index, the higher the contractor take. At the 

beginning of the operation, the contractor will need more fund for the initial 

investment. From the petroleum fiscal view, this system will attract the investor 

more because at the first stage the contractor will get higher shares. In the next 

stage when the contractor succeeds in making more profit, the R/C index increases 

and this leads to the decrease of the contractor shares. In the chart there are six 

conditions which determine the percentage of the shares between the government 

and the contractor, while Indonesia only has one condition which applied in any of 

the situations and conditions. In the Indonesian PSC, the contractor is unable to get 

a better share when the general condition is worse.   

Nowadays, the petroleum investment climate in Indonesia has been less 

attractive for the investors due to instability on the legality and contract sanctity.  
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Indonesia does not need to only reduce the instability, but it is suggested that 

Indonesia might make some changes and improvement in the petroleum fiscal 

system. Indonesia might need to learn and look at the R/C PSC to attract new 

investors. It is recommended that Indonesia also might consider the cost saving 

incentives in the PSC implementation.   

Regarding many new regulations in the upstream industry, prospective 

investors will feel insecure in investing in Indonesia since Indonesia might change 

the policy arbitrarily. This will lead to a declining of the oil and gas production in 

the country and will also influence the economy in Indonesia. Finally, Indonesia is 

unable to optimise the use of the reserves underground for domestic needs. This in 

line with a study by Razak (2010), that the fiscal terms and other regulations levied 

by the host government have a big influence on the attractiveness of the petroleum 

foreign investments. These companies also have to deal with the political risks in a 

country when they decide to invest in that country. These facts require the foreign 

investors to combine the technical assessment of potential reserves in the country 

with non-technical evaluations to align with their goals and objectives.  

Another study conducted by Broadman (1985) determined that geological 

potential is required, but is not enough for performing an exploration investment.  

This exploration investment decision is also influenced by other variables such as 

economics, and institutional and political factors. 

Some of the participants suggested that Indonesia might change the system 

from Net PSC to Gross PSC, as the Libyan PSC. It is considered that when the 

shares are split before the cost recovery items, it will give the government more 

benefits and the cost recovery comes after the split which might be suggested that 

the government will not complicate the cost recovery process.  

 

4.7 Indonesian PSC (Net PSC) and Libyan Exploration and Production Sharing 

Agreement (Gross PSC) 

It was considered that Indonesia might apply Gross PSC instead of Net PSC.  

Libya is an example of a country which applies the Gross PSC. This Libyan EPSA 

was pointed out by the consultant participant to help for comparing with the 

Indonesian PSC.   

Using the same numerical data above, below is presented the comparison 

between Libyan EPSA III, EPSA IV and Indonesian PSC. 
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Figure 4.5: The Indonesian PSC VS the Libyan EPSA 

 

The Libyan EPSA is calculated by using the latest terms applied in Libya 

(see attached in the Appendix 10 to 12). It is known that Indonesia has been 

struggling to attract investors. According to the chart, the Libyan EPSA IV gives 

the lowest percentage of the contractor takes, which is not attractive compared to 

the Libyan EPSA III. It was studied by Johnston (2006) who suggested that Libyan 

EPSA IV has tougher terms compared to the previous generation. Indonesia might 

look at the Libyan EPSA III as it seems to give the same percentage of the 

government take and contractor take. They both have a different mechanism of 

sharing. In the Indonesian PSC, the government will get the split after deduction by 

cost recovery and investment credit, while in the Libyan PSC the shares are split 

before the cost recovery (gross revenue), and the cost recovery is limited by the 

amount of the contractor shares. If there is a profit after cost recovery, it will be 

split based on each percentages shares. In the gross PSC applied by Libya, the 

government gets involved in development expenditures and some of the operating 

cost which will be deducted from the government shares.    

In this case, Indonesia still needs to do the sunk cost audit to ensure that the 

recoverable cost is claimed properly. By having the gross PSC applied in Indonesia 

it might be beneficial for the government since it will get higher shares in the 

beginning. However, the government still needs to perform the audit over the 

contractors and be responsible to fund some of the activities directly. 
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4.8 The Impacts of the Petroleum Fiscal System to the Economy of the Countries 

This research suggests that the petroleum fiscal system has a direct influence 

on the economy growth of the countries. A study by Mian (2010) found that 

petroleum fiscal systems are designed to simplify the implementation and provide 

the contractor good deals on their investment and give the government a proper 

economic rent. This can be suggested in every country that has potential reserves, 

and would have the ideal petroleum fiscal system which is also influenced by the 

geological conditions and political and economic situations.  The systems and the 

current political and economic situations influence each other (Forsythe 2012).   

Petroleum fiscal systems have many terms, and these terms are those that 

influence the economy through the investment climate. “Fiscal systems are 

described by national, state, provincial and local laws the world over, each system 

having its own set of specific terms” (Coddou et al. 2012:1).  Generally, a good 

offering for the investors without ignoring the government interests, such as fair 

shares between them and simple bureaucracy will improve the attractiveness of the 

country. However, the government still needs to maintain the stability of its 

governance.   

By improving the investment climate in the country, this will boost the 

economy of the country. Investment is in line with the economic situation in the 

country; the better the investment climate, the better the economic situation. It is 

strongly believed that the oil and gas industry in the oil and gas producing countries 

has significant influences to the countries’ situations, for example Norway, 

Malaysia and Indonesia. 

This shows how important it is to improve the petroleum fiscal system in 

Indonesia since it is known that the investment climate tend to decrease from time 

to time. The improvement in the investment climate will help the government to 

stabilise the economic situation. 
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CHAPTER V 

CONCLUSIONS AND RECOMMENDATIONS 
 

5.1 Introduction  

It is important to understand how the petroleum fiscal system in countries is 

applied.  This research has discussed about the influences of the petroleum fiscal 

system in the user countries. Reviewing each country’s fiscal system and  

background helps to understand that each country has its own purposes and 

different characteristics politically and economically, which also creates different 

petroleum fiscal systems.   

This research specifically discusses how Indonesia might improve the 

system by looking at good samples of petroleum fiscal system implementation in 

Norway, Malaysia, and Libya, as it was mentioned by the consultant participants 

that Indonesia should look at Libyan PSC.   

 

5.2 Conclusions 

This research is aimed to compare and analyse the petroleum fiscal system in 

Norway, Malaysia and Indonesia. This research has come to several conclusions 

which answer the objectives of the research.   

It was found that Indonesia has a good conceptual framework for its PSC.  

Therefore, Malaysia copied the Indonesian PSC to be applied in its country. The 

main problem in Indonesia is not the PSC applied, but its legal uncertainty and its 

stability in policy and economy.  It is known that Malaysia has developed the 

original PSC into a better PSC which is more attractive to the investor because of 

the sliding scale concept.  Audit over the sunk cost is a good move of the 

Government to control the petroleum activities and expenditures.   

The Norwegian R/T System is a good system for Norway, but not applicable 

in Indonesia due to its instability. In the R/T System the government has authority 

to change the tax rate and if Indonesia applies this system it will not improve its 

investment climate, as Indonesia has been struggling with its petroleum policies.   

Geological conditions are not the only factors that influence the petroleum 

investors to invest in a country.  Legal policy, and economic stability have 

significantly influenced in the petroleum industries. Geologically, Indonesia is 

attractive to many investors, but seen from political and stability issues Indonesia is 

far less attractive for the investors. Too many regulations, regulators and changes in 
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its policies create new complications and difficulties for the investors to invest or to 

continue their current activities. 

Petroleum fiscal system has large influence on the economy of the country. 

Specifically in Indonesia, the oil and gas sector has significant influences to the 

country. One of the biggest sources of government income comes from this sector. 

Therefore, to have a better economy, the government needs to review again the 

petroleum fiscal system applied and the petroleum policies and regulations to 

maintain the investment climate. A better investment climate will lead to a better 

economy in Indonesia. 

 

5.3 Recommendations 

 It is concluded that the main problem in Indonesia is not the PSC applied, 

but the legal uncertainty and the stability of the country. Some recommendations 

have been made to contribute to ideas of developing the economy through the 

petroleum sectors. 

Indonesia needs to set a legal certainty related to the petroleum industry. 

Currently, Indonesia is less attractive in a petroleum investment sector which is 

driven by the legal uncertainty. Therefore, Indonesia needs to coordinate the 

regulators who get involved in this sector to set the main aim and objectives 

together and create compatible regulations which support each other. The 

government needs to point out the main responsibility of each regulator and ensure 

that the regulation established will be compatible and support each other. 

Seen from the PSC system in Indonesia, Indonesia might look favourably at 

the Malaysian PSC with the R/C PSC concept rather than the Norwegian R/T 

System. In this case, it is recommended that Indonesia does not only improve the 

stability of the system, but also improve the system itself to improve the 

attractiveness of the PSC. In R/C PSC, at the first stage in which the contractor will 

gain less profit, it will get higher takes than the government. At this moment 

Indonesia is using fixed rates of contractor and government takes. R/C PSC also 

gives more flexibility over the changing price and economic situation which 

influence the profitability. The contractor take percentage is influenced by the 

revenue and the expenditures incurred which will always change.   

Indonesia might also learn the Gross PSC from Libya EPSA III. It gives the 

government the shares before the deduction (Cost Recovery). It might be better for 

the government shares and might be less pressure on the government in performing 
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the sunk cost audit. Regarding the sunk cost audit performed in Indonesia, it is 

recommended to keep it as it has been changed by implementing the Joint Audit. 

This is a very good move from the government, to coordinate this audit process, as 

it will be more efficient and effective. 

 

5.4 Research Limitations 

This research was conducted with some limitations. Some of the ideas which 

came from the writer were based on the experiences of the research. This research 

was written in a limited time, making it quite difficult to have deeper understanding 

on the particular topic. This research was written with a limited knowledge of the 

writer and this research needs to be improved and explored in more depth  in the 

future. This research might not be used for solving the problems in Indonesia, but 

might give contributions to the ideas and perspectives of how to develop the 

country.   
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Area No restriction, designated blocks No restriction, designated blocks
Duration 30 years

Exploration 3 years 3 years + 2 year extension
Development 2 years + 2 years extension Field Specific
Production 20 years 15 years for oil / 20 years for gas

Relinguishment 25% or 100% of no discovery No interim relinquishment
Exploration Obligations Multiwell commitments Seismic and multiwell commitments
First Tranche Petroleum 10%-20% Nil Nil

0 (post 1986)
0.5% Research cess Prior to 1986 royalty ranged from 8%-14%

Signature Bonus Still exist, various None None
Production Bonus Many variations, each contract is different None None
Cost Recovery

Depreciation Oil 25% declininng balance with balance 
written off in year 5

Gas 10% declining balacne with balance 
written off in year 8

Production, BOPD Split %
Up to 10,000 50/50
10,001 - 20,000 60/40
≥ 20,001 70/30
All production in excess 
of 50MMBBLS

70/30

For first 2 TCF 50/50
After 2 TCF produced 70/30

28% income tax

30% special tax

None

Indonesian PSC (4th Generation) Malaysian PSC (after 1994) Norwegian Concessionary SystemDescription

80% limit because of 1st trance petroleum of 
20%, 17% Investment credit applies to 
facility, platform, pipeline costs; is 
recoverable but taxable

100%50% limit for oil / 60% for gas

Profit Oil Split (In favor of Government)

71.1574% / 28.8462%

Profit Gas Split (In favor of Contractor) 42.3077% / 57.6923%

Royalty Nil 10%

10%b year straight line

6 years SLD beginning in a year of 
investment. Prior to 1986 "when placed in 
service"

Taxation

48%  income tax
20% duty on profit oil exported (with 50% export 
tax exemption) 40% Petroleum Income tax

The basis of the special tax is free income, 
which is similar to ordinary income tax basis 
but includes additional deduction for 5% 
uplift on development capital costs.

Appendix 1:  Indonesian PSC vs Malaysian PSC vs Norwegian Concessionary System 
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Ring Fencing Not in upstream end

Domestic Market Obligation

State Participation

Indonesian PSC (4th Generation) Malaysian PSC (after 1994) Norwegian Concessionary SystemDescription

After 60 months production from a field, 
contractor receives 10% of market price for 
25% of oil

Other

NoneNil

Up to 15%

Each license ring fenced

0.7% tax capital tax = ad valorem tax on book 
value of investments 15% production credit 
(deduction)

Prior to 1986, 5% uplift on development 
capital expenditures for 6 years, abolished.

Up to 50% in joint operating agreement 
contracts

Each license ringfenced (Also, gas development 
costs recovered from gas production, and oil 
developmeny costs recovered from oil production)

Statoi lhas option on up to 80% working 
interest - no carry.  Prior to 1986 government 
was carried through exploration

Appendix 1 continued 

  

 

 

 

 

 

 

 

(Source: Johnston 1994) 
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Appendix 2: Malaysian Revenue over Cost Production Sharing Contract  

   (Putrohari et al.2007:11) 
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R/C Index Total Cost Tranche (TCT) Total Profit Tranche (TPT)
0.0 to 1.0 70% 20%
1.0 to 1.4 60% 30%
1.4 to 2.0 50% 40%
2.0 to 2.5 30% 60%
2.5 to 3.0 30% 60%
> 3.0 30% 60%

R/C Index Total Cost Tranche (TCT) Total Profit Tranche (TPT)
0.0 to 1.0 - 40%
1.0 to 1.4 40% 30%
1.4 to 2.0 40% 30%
2.0 to 2.5 40% 30%
2.5 to 3.0 40% 30%
> 3.0 20% 10%

Appendix 3: R/C Index and Threshold Volume (Putrohari et al. 2007:3) 

Table A3.1: R/C Index within Threshold Volume (THV) 

 

 

 

 

 

 

Table A3.2: R/C Index below Threshold Volume (THV) 

 
 

Table A3.3: R/C Index above Threshold Volume (THV) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

R/C Index Total Cost Tranche (TCT) Total Profit Tranche (TPT)
0.0 to 1.0 - 80%
1.0 to 1.4 80% 70%
1.4 to 2.0 70% 60%
2.0 to 2.5 60% 50%
2.5 to 3.0 50% 40%
> 3.0 40% 30%
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Appendix 4:  The Indonesian Standard Production Sharing Contract Concept

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

(Iskandar 2010) 
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Appendix 5: The Indonesian PSC Framework 

Sections Descriptions 

I Scope and Definitions 

II Term: Term of Commerciality of Contract Area 

III Exclusion of Area: Relinquishment of Area 

IV Work Program and Budget Expenditures  

V Rights and Obligations of the Parties 

VI Recovery of Operating Costs and Handling Production 

VII Valuation of Crude Oil and Natural Gas 

VIII Compensation, Assistance, and Production Bonus 

IX Payments 

X Title of Equipment 

XI Consultation and Arbitration 

XII Employment and Training of Indonesian Personnel 

XIII Termination 

XIV Books and Accounts and Audits 

XV Other Provisions 

XVI Participation 

XVII Effectiveness 

EXHIBITS:  

A: Description of the Contract Area C: Accounting Procedure 

B: Map of the Contract Area D: Memorandum of Participation 

(Iskandar 2012) 
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Appendix 6:  Summary of PSC Evolution in Indonesia 

 
 (Benny Lubiantara 2012) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Description PSC 1st Generation (1965-1976) PSC 2nd Generation (1976-
1988)

Psc 3rd Generation (1988-
current)

FTP None None 10% - 20%
Cost Recovery Ceiling 40% 100% (no ceiling) 80% (due to FTP)
Investment Credit None 20% 17% - 20%

DMO 
DMO was defined as 25% of equity 
oil at $0.2/barel

25% of equity oil, full price for the 
first 60 months and $0.20/barel 
there after

25% of equity oil, full price for the 
first 60 months and 10% of export 
price there after

Equity to be Split
Government / Contractor
Oil 65%/35% 85%/15% 85%/15%
Gas N/A 70%/30% or 65%/35% 70%/30% or 65%/35%
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Appendix 7:  The Indonesian Conceptual Framework of Cost Recovery System 

 

 

 

 

 

 

 

 

 

 

 

 

(Iskandar 2012) 
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Appendix 8: Indonesian PSC Calculation (by Theresia Sumarno 2013) 

 

 

 

ACTUAL $ 000 Amount
LIFTINGS

Oil/Condensate MBBLS 360,422

Gas MMCF 0

GROSS REVENUE 360,422
FIRST TRANCHE PETROLEUM 72,084

GROSS REVENUE After FTP 288,338

INVESTMENT CREDIT 539
COST RECOVERY :

Unrecovered Other Costs 0
Current Year Operating Costs 40,240

Depreciation - Prior Year Assets

Depreciation - Current Year Assets 16,501
TOTAL COST RECOVERY 56,741

TOTAL RECOVERABLES 56,741

EQUITY TO BE SPLIT 231,058

Indonesia Share
Government FTP Share 54,063

Government Equity Share 173,293
Domestic Requirement 22,526

Less:  DMO fee (22,526)

Government Tax Entitlement 30,314

TOTAL INDONESIA SHARE 257,671

Contractor Share

Contractor FTP Share 18,021
Contractor Equity Share 57,764

Less: Gross Domestic Requirement (22,526)

Add : Domestic Requirement Adjustment 22,526
Taxable Share 75,786

Government Tax Entitlement (30,314)

Net Contractor Share 45,471
Total Recoverables 56,741

TOTAL CONTRACTOR SHARE 102,212

DES CRIPTION

Year to Date
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Appendix 9: Malaysian R/C PSC Calculation (by Theresia Sumarno 2013) 

 

 

 

 

 

 

 

 

 

 

 

Description R/C ≤ 1.0 R/C ≤ 1.4 R/C ≤ 2.0 R/C ≤ 2.5 R/C ≤ 3.0 R/C > 3.0
Gross revenues 360,422.15   360,422.15   360,422.15   360,422.15   360,422.15   360,422.15   
Royalty 36,042.21     36,042.21     36,042.21     36,042.21     36,042.21     36,042.21     
Net Revenues 324,379.93 324,379.93 324,379.93 324,379.93 324,379.93 324,379.93 
Total Cost Oil 68,594.11     68,594.11     68,594.11     68,594.11     68,594.11     68,594.11     
Used Cost Oil 19% 19% 19% 19% 19% 19%
Cost Oil Ceilings (%) 70% 60% 50% 30% 30% 30%
Unused Cost Oil (%) 51% 41% 31% 11% 11% 11%
Unused Cost Oil (000) 183,701.39 147,659.17 111,616.96 39,532.53   39,532.53   39,532.53   
Recoverable Cost 68,594.11   68,594.11   68,594.11   68,594.11   68,594.11   68,594.11   
Profit Oil Split 255,785.82   255,785.82   255,785.82   255,785.82   255,785.82   255,785.82   
Petronas Share: 20% 30% 40% 50% 60% 70%
   Profit Oil Split 51,157.16     76,735.75     102,314.33   127,892.91   153,471.49   179,050.07   
   Unused Cost Oil (%) -             20% 30% 40% 50% 60%
   Unused Cost Oil -              29,531.83     33,485.09     15,813.01     19,766.27     23,719.52     
   Less: Income Tax 38% (19,439.72)    (40,381.68)    (51,603.78)    (54,608.25)    (65,830.35)    (77,052.44)    
Total Petronas Share 31,717.44   36,354.06   50,710.55   73,284.66   87,641.14   101,997.63 

0.09            0.10            0.14            0.20            0.24            0.28            
Company X Shares 80% 70% 60% 50% 40% 30%
   Unused Cost Oil (%) -             80% 70% 60% 50% 40%
   Add: Unused Cost Oil -              118,127.34   78,131.87     23,719.52     19,766.27     15,813.01     
   Profit Oil Split 204,628.65   297,177.41   231,603.36   151,612.43   122,080.59   92,548.76     
   Recoverable Cost 68,594.11     68,594.11     68,594.11     68,594.11     68,594.11     68,594.11     
   Total Taxable Income 204,628.65   297,177.41   231,603.36   151,612.43   122,080.59   92,548.76     
   Less: Income Tax 38% (77,758.89)    (112,927.42)  (88,009.28)    (57,612.72)    (46,390.62)    (35,168.53)    
Total Company X Shares 195,463.88 252,844.11 212,188.20 162,593.82 144,284.08 125,974.34 
Company X Shares/Gross Rev 0.54            0.70            0.59            0.45            0.40            0.35            
Government Shares
   Royalty 36,042.21     36,042.21     36,042.21     36,042.21     36,042.21     36,042.21     
   Income Tax from Petronas 19,439.72     40,381.68     51,603.78     54,608.25     65,830.35     77,052.44     
   Income Tax from Company X 77,758.89     112,927.42   88,009.28     57,612.72     46,390.62     35,168.53     
Total Government Shares 133,240.83 189,351.31 175,655.27 148,263.19 148,263.19 148,263.19 
Government Shares/Gross Rev 0.37            0.53            0.49            0.41            0.41            0.41            
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Appendix 10: Norwegian Royalty Tax System Calculation (by Theresia Sumarno 
2013) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Description Amount Taxation
Gross Revenue 360,422.15 
Exploration Cost (712)             
Depreciation Cost (16,501)        
Operating Cost (38,880.94)    
Corporate Tax Base 28% 304,328.58 85,212.00         
Investment Uplift 5% of investment (592.65)        
Onshore finance Items (10% of G&A) (647.54)        
Special Tax Base 50% 303,088.38 151,544.19       
Total Tax (Government Take) 236,756.19       
Total Contractor take 67,572.38   
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Appendix 11: Libya EPSA  

 

Libya EPSA IV License Round – 29 January, 2005 

Daniel Johnston 

Published as: “Impressive Libya licensing round contained tough terms, no surprises”, 
Daniel Johnston,  Oil & Gas Journal,  April 18, 2005, pp. 29-37 and updated for the October 
2005 round. 

The Libyan exploration license round in January established a new historical landmark. 
License awards were based on a relatively new 4th generation exploration and 
production sharing agreement (EPSA IV). Competition was intense with an average 7 
bids per block for 15 blocks in 5 basins shown in Figure 11.1. This impressive license 
round was the result of 3 key dynamics: (1) high oil prices and high price expectations, 
(2) availability of new acreage that had been off the market for years, (3) scarcity—few 
opportunities like this available any more.  

Analysis of this license round provides insight into the global marketplace for acreage 
in this new era of high prices and dwindling prospectivity.  

EPSA IV Allocation Strategy 

The EPSA IV round was a sealed-bid round where the companies bid an “M factor” 
(production multiplier) and a “B factor” (signature bonus). License awards were to go to 
companies bidding the highest M factor (or share of gross production) for the Libyan 
national oil company (NOC). In the event of a tie on the production volume bid the 
signature bonus would be the tie breaker.  

In older 3rd generation Libyan contracts (EPSA III) the production share (M factor) was 
set at 65% and the Libyan NOC would take 65% of gross production and pay 50% of 
capital costs and 65% of operating costs. A typical EPSA III flow diagram is shown in 
Appendix 12. By contrast, this production share was the main bid item in the EPSA IV 
round and an example of the resulting Block 54 terms is summarized in Appendix 13. In 
this block the high bid yielded an M factor of 87.6% which yields a maximum share of 
production for the contractor of 12.4%.  
This license round has drawn a lot of attention and a number of terms are being used to 
describe this bid item. These include:  
 “M factor”    87.6%  
 “Production factor”   87.6% 
 “X factor”   87.6% 
 “Cost recovery bids”   12.4% 
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Appendix 11 continued 

The sealed bid-type auction is a common theme in the industry and works quite well 
with highly prospective acreage. This approach places the burden on the oil companies 
of deciding what terms are appropriate. It also provides ample opportunity for 
transparency. However, much of the world’s acreage is not as exciting as Libyan 
acreage. Most governments therefore are not in a position to simply tender their acreage 
through a sealed-bid round like EPSA IV and expect an adequate response. With less 
exciting acreage, governments must be more creative. This is especially true if they 
hope to significantly magnify the level of exploration activity in their country. It is 
frustrating for countries with less exciting acreage to see such intense competition like 
that for EPSA IV.  

However, the Libyan NOC could have magnified the already competitive atmosphere. 
They could have allocated each block individually, one-at-a-time. This was done in the 
exploration license round in Venezuela in 1996 where 10 blocks were tendered 
separately. The bids were opened for the first block, La Cieba, on Monday morning 
January 22 at 10:00 AM. Eleven companies bid on that block and nine of them tied on 
the profits-tax-based bid item called the “PEG” because the Venezuelan government 
limited bidding on this element to 50%. With a 9-way tie, according to the bidding 
rules, the companies had 2 hours to submit a tie-breaking signature bonus bid. The 
Mobil/Veba/Nippon consortium won with a $104 MM bid. The next highest bid was 
$57 MM.  That afternoon at 2:00:PM was the bid deadline for the second block to be 
awarded—the Paria West block. So, in effect, Venezuela had 10 separate license rounds 
that week, each with a unique bid deadline for each individual block. In addition to the 
signature bonuses and the profits-based tax known as the PEG, the terms included a 
16.67% royalty, additional taxes that amounted to an overall tax rate of 67.5% and there 
was an option for the Venezuelan NOC to take up a 35% working interest in the event 
of a discovery. The combined effect of the 50% PEG and the other rent extraction 
mechanisms yielded a Government take of 92% and a landmark was established.  

By structuring the Libyan bid round in the way the NOC did, there is significant risk of 
overbidding. When companies over bid then threshold field size for development can 
become very large. Venezuela tried to avoid this type of overbidding by limiting how 
high the companies could bid the PEG. Overbidding can cause problems for both the 
government and the companies because fields that would otherwise be economically 
feasible are marginalized. Overbidding with signature bonus bidding on the other hand 
does not have the same effect on field size thresholds. Overbidding with production or 
revenue-based taxes, or the equivalent, means that there will likely be numerous delays 
followed by renegotiations for the relatively smaller discoveries in the wake of the 
EPSA IV round. Threshold field size for development (assuming a  
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discovery is made) could easily be on the order of 500 MMBBLS (recoverable reserves) 
for many of the EPSA IV licenses. The terms are that tough.  

 Block Size 

The licenses awarded in the EPSA IV round were fairly large, averaging just over 2 
million acres each. This is slightly larger than average for non-frontier acreage these 
days but it is not terribly unusual.  

One aspect of the choice of block size is that the larger the block, the greater the risk a 
company will accumulate an inordinately large sunk cost position prior to discovery. 
When governments want to limit their exposure to exploration risk, choice of block size 
is an important consideration.  

Work Program 

For the 15 licenses awarded, the total work commitment came to US$298.7 MM (OGJ, 
Feb. 7, 2005) about $20 MM per block. This is light by world standards these days 
especially for relatively large blocks and for highly prospective acreage. The firm work 
program associated with each block, and the signature bonus constitute most of the 
initial risk capital so it is helpful for the companies that this was not overly burdensome. 
However, for a 2 million acre block a $20 MM work program is relatively pathetic. 
Companies will likely be spending more than this.  

Bonuses 

Signature bonus bids that accompanied the M factor bids averaged around $8.8 MM per 
block—only about $4.00 per acre. The bonuses were not too impressive because they 
were secondary to the determining M factor.   

In addition to the bonus bid (B factor) there were other bonuses associated with each 
block. Block 54 for example has a $1 MM production start-up bonus as well as 
additional bonuses that will be triggered at various levels of accumulated production. 
The first of these, a $5 MM bonus is triggered when 100 MMBBLS have been 
produced. Additional bonuses of $3 MM each are triggered at cumulative production 
thresholds of 130, 160, 190, 220, 250, 280, 310, 340, and 370 MMBBLS. 

All together, if over 370 MMBBLS are produced then the total start-up and production-
based bonuses will come to $27 MM and with the $6.2 MM signature bonus the total 
comes to $33.2 MM. From the contractor’s point of view, the signature bonus is most 
painful. It is paid regardless of whether or not a discovery is made and bonuses are not 
cost recoverable. Dollar-for-dollar, signature bonuses outweigh production bonuses 
about 10 to 1. The contractor only hopes it will get to pay the  
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other bonuses. These are all contingent upon making a discovery that gets developed 
and produces hydrocarbons.  

The PSA Structure   

The terms are based on what is called an exploration and production sharing agreement 
(EPSA) which in many other parts of the world would simply be referred to as a 
production sharing contract (PSC). In many respects the EPSA IV terms are not a 
dramatic departure from past Libyan contracts. Libya has never had “easy” terms. The 
basic and relatively unique structure of the PSA that has evolved over the years has 
remained the same although having the national oil company (NOC) 
production/participation share ( the M factor) as the key bid item is new. The 
differences between a typical EPSA III vintage contract and the EPSA IV terms are 
shown in Appendix 12 and 13.  Appendix 12 is a flow diagram for an EPSA III contract 
(circa late 1990s). It shows typical percentages and the hierarchy of fiscal/sharing 
mechanics experienced in each accounting period. Similarly, Appendix 13 summarizes 
the key commercial terms for the EPSA IV round Block 54. The key difference is the 
production share/participation element.  

NOC Participation 

The M factor and the way it works in both old and new contracts is what makes the 
Libyan agreements fairly unique and interesting. It is a variation on an old theme known 
as “government participation”. This is one of the four main means by which 
governments around the world get a piece of the pie. The other three include: (1) 
bonuses, (2) royalties, and (3) profits-based mechanisms such as profit oil splits and/or 
taxes.  

Of these four mechanisms, “government participation” is the most abstract. As shown in 
the flow diagrams, the Libyan NOC takes a large share of production right off-the-top. 
Regardless of its production share, the NOC typically pays for 50% of capital 
expenditures and its “share” of operating costs. It does not reimburse (directly) 
exploration costs but they are “cost recoverable”. This is not terribly unusual. Half of 
the governments worldwide that allow “participation” like this (also referred to as a 
“back-in” or “risk-free carry”) do not reimburse exploration costs—the other half do. 
Countries that do not reimburse exploration costs directly typically allow the contractor 
to recover these costs and that is the case in Libya. The Block 54 winning M factor bid 
provided an 87.6% participation. Thus the NOC is entitled to lift 87.6% of gross 
production. While it will not participate in or reimburse exploration costs, it will pay for 
50% of development costs and 87.6% of operating costs. Thus essentially, the NOC has 
a 50% working interest fully carried through exploration and is carried a further 37.6% 
through development—a two-dimensional “carry”.  The two-dimensional aspect alone 
is unusual but the most unusual aspect is the large percentage. By world standards when 
it comes to government participation anything over 50% is extremely unusual.  For  
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those countries that have the participation option the average working interest is around 
30% (see Figure 11.2).  

Government participation worldwide 

Government equity or working interest participation characterized by a “carry” of some 
sort is relatively common. Nearly half of the countries around the world allow some 
form of participation for the NOC, the oil minister, or the equivalent. Countries that use 
PSAs are typically more likely to use participation as one of its means of rent 
extraction.  

This element of a fiscal system or PSA is typically governed by a “commerciality 
clause” which will stipulate that in the event of a discovery the contractor must appraise 
or delineate the discovery with at least one or two appraisal wells. If the appraisal 
drilling confirms the discovery is economically feasible (i.e. commercial) then the NOC 
(typically) or oil minister has the option of taking up a working interest at that point—it 
backs-in. Back-in options like these typically range from 10 to 50% working interest. 
All costs incurred between the effective date of the contract to the commerciality point 
are defined as “past costs”. At the point at which the NOC backs-in, only about half will 
reimburse the contractor for their working interest share of past costs. Even the NOCs 
that do reimburse their share of past costs will only do so out of up to around 60-70% of 
their entitlement or share of profit oil once production begins. As far as development 
costs and operating costs incurred after the commerciality point or “back-in” date are 
concerned, the NOC will typically meet cash calls like any other working interest 
partner.  

Government participation analysis controversy 

One of the more controversial aspects of fiscal system analysis is the treatment of the 
government participation or the back-in option. Some analysts believe it is not 
appropriate to view this element of a system as a rent extraction mechanism. The 
argument goes like this:  

Government take as a result of equity participation by government is 
really a government equity return, directly paid for by government, 
rather than a form of government take. Hence, comparing government 
take statistics by excluding government equity participation is probably a 
more accurate representation of levels of take.   

Following this logic, the government take calculation for the Libyan licenses would 
ignore much of the government production share – the 50% for which it pays its way on 
development and operating costs. This would yield a government take of only around 
50% - very good terms indeed, but misleading.    

Conceptually, there is certainly a difference between say a 50% profits-based tax and a 
government back-in option of 50%—both of which will guarantee the government an  
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added 50% share of profits. An oil company would happily avoid both. From a purely 
financial point of view, companies will certainly prefer 50% government participation 
to a 50% tax because, with participation, after the NOC backs-in, it “pays its way”. Just 
how different the financial impact is between a 50% tax and a 50% back-in depends on 
profitability. As profitability increases the back-in or participation element takes on 
more of the characteristics of a pure tax or a royalty depending on the point at which the 
government takes its share of production. While it is conceptually a bit abstract, as costs 
relative to gross revenues approach zero (the ultimate in profitability) the back-in begins 
to take on all of the characteristics of a tax, or in the case of EPSA IV, a royalty.  Thus, 
the less profitable a venture is, the less painful the government participation element is. 
Either way though, both taxes and/or participation options cause the contractor financial 
pain to various degrees. Comparing two fiscal systems on the basis of government take 
alone then is not a perfect comparison if one system has participation and the other does 
not. This highlights one of the key weaknesses of government take statistics. However, 
to simply ignore the participation element would also be a misrepresentation. When 
comparing fiscal terms for exploration rights it is not appropriate to exclude or ignore 
the participation element as the argument above suggests.  

Profit Oil Split  

Once the contractor recovers costs, excess oil (profit oil) is divided between the NOC 
and the contractor. Historically, in Libya the profit oil split has been slightly 
complicated because it was governed by a two-dimensional sliding scale based in part 
on production levels as well as an “R factor” as shown in Appendix 12. The R factor is 
basically a simple payout formula. In each accounting period the payout status of the 
contractor is calculated by dividing the contractor’s accumulated receipts by its 
accumulated expenditures (both capital costs and operating costs). This yields a ratio, 
hence the term “R” (for “ratio”). Once a pre-determined threshold has been reached, 
then in the next accounting period, the new profit oil split applies.  

An example profit oil split calculation for the EPSA III terms summarized in Appendix 
12 is as follows:  
(1) Assume that production during the accounting period averages 40,000 BOPD  

 (2) Assume further that the payout status in this accounting period is 1.7 (i.e. the  
       contractor has recovered 100% of its accumulated expenditures plus an added 70% 

above and beyond that).  
 

The first step is to calculate the production-based split. This calculation is based on 
gross production which will determine how profit oil is shared. The calculation for the 
contractor share is a weighted average as follows:  

10,000/40,000 BOPD * .95  +  15,000/40,000 BOPD * .80  +  15,000/40,000 BOPD * .50 =   

0.2375  +   0.30  +   0.1875   =   0.725 (or 72.5%)  
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The production-based split alone therefore yields a contractor profit oil share of 72.5% 
but this is further reduced because the “R factor” is above the first threshold of 1.5 so 
the contractor only receives 80% of 72.5% of the profit oil, or 58%. Government share 
of profit oil in this accounting period then is 42%. Notice (in Appendix 13) that the 
production-based aspect of the profit oil split has been neutralized in Block 54. Only the 
R factor sliding scale element applies.  

Taxes  

The contractor does not pay taxes directly in the Libyan agreements. Taxes are paid for 
and on behalf of the contractor out of the NOC share of production—taxes in lieu. The 
tax rates are: 65% Income Tax and 4% Jihad Tax. The rates of these taxes is relatively 
unimportant from a financial point of view because the NOC pays these taxes on behalf 
of the oil company. However, when it comes to booking barrels (discussed below) the 
tax rate is important. These systems with taxes in lieu are considered to be some of the 
most stable contracts in the world. This is because changes in tax rates will not likely 
impact the contractor—they impact the NOC.   

Government take 

With all the means by which the government gets a piece of the pie, the overall 
government take is around 88% on average for the EPSA IV blocks (Figure 11.2). 
Government take is the government share of total (full-cycle) project cash flow defined 
as gross revenues less costs (capital and operating). Average EPSA IV government take 
is slightly higher than the famous Indonesian standard contract for oil (with over 85% 
take) but in those contracts the government does not fund a portion of development or 
operating costs.  

Government take for all of the Libyan EPSA IV licenses can easily exceed 100% under 
a variety of scenarios: low prices, high costs, small discoveries or various combinations. 
This is true of other systems as well as shown in Figure 11.3.  However, companies are 
not exploring for marginal or sub-marginal fields. The kind/size of prospects that will 
justify risky exploration efforts and expenditures will yield a government take of less 
than 100% but not by much with EPSA IV terms.  

The terms for the hotly contested Block 124 are among the toughest in the world (from 
the company point of view). The terms for this particular block would be roughly the 
equivalent of the famous old standard Indonesian contract for oil (with a government 
take of over 85%) with an extra 60% layer of tax imposed. 

Effective Royalty Rate  

Beyond the division of profits (take), another key measure of the robustness and 
efficiency of a fiscal system is the effective royalty rate (also sometimes referred to as 
“minimum government take”). The effective royalty rate is the minimum share of 
revenues or production the government would expect in any given accounting period.  
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Often when this statistic is quoted the government participation element is ignored – 
thus only the effect of royalties and cost recovery limits are included. However, most 
analysts view the EPSA IV government share as having many of the characteristics of a 
royalty: it is taken right off the top and deprives the company of access to these 
revenues (or production) for cost recovery purposes. This is the main reason why many 
analysts refer to the EPSA IV M factor as a “cost recovery bid”. They would view the 
87.6% M factor for block 54 as a 12.4% cost recovery limit. And 12.4% of revenues is 
all that is available to the contractor for cost recovery purposes. Typically around the 
world the contractor has access to considerably more than this – like around 70-90%. So 
essentially the EPSA IV government take is not only relatively high but it is also 
significantly front-end loaded.  

Contractor Entitlement – Booking Barrels  

With most PSAs the contractor lifting entitlement consists of two components: cost oil 
and profit oil. This is also the case with the EPSA IV contracts. During the 1980s and 
1990s with typical PSAs, and oil prices of that era, the lifting entitlement for PSAs fell 
in a range of 50-60%. And typically, companies would “book” barrels according to their 
lifting entitlement. There are however, two key exceptions to this general rule. 
Companies are booking barrels under service agreements (like Venezuela) where, by 
definition, companies do not take title to hydrocarbons. This is true of the Iranian buy-
backs too. Companies also typically book something other than their “entitlement” 
barrels with systems where the taxes are “in lieu” like Libya, Egypt, Oman, Trinidad, 
Syria and the Philippines to mention a few.  

The justifying logic is that, had taxes been paid directly (in cash), then the contractor 
lifting entitlement would have been greater. To calculate what that entitlement would 
have been, the companies divide their actual profit oil entitlement by a factor equal to 
one minus the tax rate. This “grosses up” their entitlement and typically the companies 
will “book” this grossed-up percentage of their working interest share of proved 
reserves.  
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Figure 11.1   Libya EPSA IV Acreage Location Map  
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Government Take vs Project Profitability 

 

The relationship between gross revenues and total costs is one measure of profitability. 
This graph shows how government take changes with profitability for a variety of fiscal 
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Appendix 12: Libyan EPSA III Conceptual Framework (Johnston 2005) 
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0.0-1.5 1.5-3.0 3.0-4.0 >4.0
Contractor shares 90.00% 70.00% 50.00% 50.00%
Production-based split 42.34% 42.34% 42.34% 42.34%
Contractor shares of profit oil 38.11% 29.64% 21.17% 21.17%
Government shares of profit oil 61.89% 70.36% 78.83% 78.83%

Gross Revenue 360,422.15        360,422.15          360,422.15        360,422.15      
Government Shares 65% 234,274.39        234,274.39          234,274.39        234,274.39      
Remaining 126,147.75        126,147.75          126,147.75        126,147.75      
Total Contractor Shares cost (20,473.15)        (20,473.15)          (20,473.15)        (20,473.15)      
Total profit oil 105,674.60        105,674.60          105,674.60        105,674.60      
Government Shares on Profit Oil -                   21,134.92           42,269.84          63,404.76        
Contractor Shares on Profit Oil 105,674.60        84,539.68           63,404.76          42,269.84        
Total Project Cash Flow 308,328.98      308,328.98       308,328.98      308,328.98    
Contractor Take 34% 27% 21% 14%

Government take:
Government shares 234,274.39        234,274.39          234,274.39        234,274.39      
Profit oil shares -                   21,134.92           42,269.84          63,404.76        
Total Expenses (31,620.01)        (31,620.01)          (31,620.01)        (31,620.01)      
Total Government Take 202,654.38      223,789.30       244,924.22      266,059.14    
Government take: 66% 73% 79% 86%

Amount

R Factor
Description
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Appendix 15: Calculation of Libyan EPVSA IV (by Theresia Sumarno 2013) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

0.0-1.5 1.5-3.0 3.0-4.0 >4.0
Contractor shares 90.00% 70.00% 50.00% 50.00%
Production-based split 100.00% 100.00% 100.00% 100.00%
Contractor shares of profit oil 90.00% 70.00% 50.00% 50.00%
Government shares of profit oil 10.00% 30.00% 50.00% 50.00%

Gross Revenue 360,422.15        360,422.15          360,422.15     360,422.15      
Government Shares87.6% 315,729.80        315,729.80          315,729.80     315,729.80      
Remaining 44,692.35          44,692.35           44,692.35      44,692.35        
Total Contractor Shares cost (11,539.71)        (11,539.71)          (11,539.71)     (11,539.71)       
Total profit oil 33,152.63          33,152.63           33,152.63      33,152.63        
Government Shares on Profit Oil 3,315.26           9,945.79             16,576.32      16,576.32        
Contractor Shares on Profit Oil 29,837.37          23,206.84           16,576.32      16,576.32        
Total Project Cash Flow 308,328.98      308,328.98       308,328.98  308,328.98    
Contractor Take 10% 8% 5% 5%

Government take 90% 92% 95% 95%
Government Shares87.6% 319,045.06        325,675.59          332,306.12     332,306.12      
Total Expenses (40,553.45)        (40,553.45)          (40,553.45)     (40,553.45)       
Total Government Take 278,491.61      285,122.14       291,752.67  291,752.67    
Government Take 90% 92% 95% 95%

Amount

R Factor
Description
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a. Contractor (Partner ) Views 

1) What are the considerations of investing in Indonesia from the Contractor 

views? 

2) When the Company invested at the first time, old PSC was applied.  Nowadays, 

there are some changes in the PSC which might affect the operation of the 

Company.  What do you think of the changes in PSC applied? 

3) Are there any specific issues faced by the Company in related to PSC applied in 

Indonesia? 

b. Taxation System from Contractor (Operator) Views 

1) What do you think of the taxation system applied in Indonesia in accordance 

with the PSC applied nowadays? 

2) How do the changes in PSC affect the taxation system in Indonesia 

c. Government and Consultant Views 

1) What is the most significant issue occur related to the Petroleum Fiscal System 

applied in Indonesia from Government’s view? 

2) Are there any other issues that might influence the oil and gas industry in 

according to petroleum fiscal system in Indonesia? 

3) What do you think about other regulations applied in Indonesia regarding to oil 

and gas industry in Indonesia nowadays? (such as PTK 007, BI Regulation, etc) 

4) We realize that it is not only geological condition in Indonesia that attracts the 

oil and gas investment but also the petroleum policy applied in Indonesia.  There 

have been many changes in petroleum fiscal system in Indonesia since 1965.  

What do you think about these changes?  

5) Government has Pemeriksaan Biaya Operasi Division at this moment.  What do 

you think about these division roles in managing and controlling the oil and gas 

industry? 

6) According to Bindemman (1999) the partnership is aimed to ensure that both 

NOC and IOC contribute their strengths to the system and operates the activities 

in the most efficient and effective way.  The main objective of the IOC is to 

maximize their profit while the NOC is to maximize the value of the resources 

and unsurprisingly these two objectives are often clash.  

Seeing the Indonesian political and economic condition nowadays, how do you 

think the ideal Petroleum Fiscal System should be applied? 
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7) What do you think of the Indonesian oil and gas investment after all the changes 

of the fiscal systems generally? 

8) How do you think the O&G investment in Indonesia could affect the Indonesian 

Economy? 

9) Globally, why do you think Malaysia could be better in Petroleum Fiscal System 

compared to Indonesia? Do you think Indonesia can learn or adopt from 

Petroleum Fiscal System in Malaysia? If yes, what can Indonesia learn from 

them to improve Indonesia’s? 

10) As we know that tax is the one of the main contribution to government’s income.  

What do you think of Indonesian Petroleum Taxation System compared to 

Malaysian and Norwegian Taxation System?  
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Appendix 17: Indonesian Crude Price 2011 (ESDM 2011) 
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RESEARCH PARTICIPANT CONSENT FORM 
 
 
Project Title: 
 
A Comparative Study between Indonesian, Malaysian, and Norwegian Petroleum Fiscal System  

Voluntary Consent: 

I confirm that I have been provided and read the Research Project Information brief.  Furthermore I 

understand that any data produced through my interview responses, will be kept firmly confidential and 

stowed safely and presented in the proposed research.   

I have been notified about the voluntary nature of this interview. Whenever I would like to withdraw 

my agreement, I will inform Theresia Betty Sumarno in writing.   

I am aware that my contribution will be used for the graduate research project currently being 

undertaken at Coventry University by the researcher, and possibly for future research use.  

 
 Please initial next to any of the statements below that you agree with:  

 I agree to be quoted directly if my name is not published (I remain anonymous). 

 I agree to be quoted directly if my name is published. 

 I understand that my participation is voluntary and that I can withdraw from the research whenever I 
think I need to do that. 

 I agree to have a discussion during the interview to whatever raises in the interview process as long 
as this discussion is considered supporting the research purposes. 

 I agree to be interviewed literally via email.  

 I agree to be interviewed verbally via Skype calling. 

 I agree that verbal interview to be recorded. 

 I agree to take part in the interview. 

 

Name  :   ……………………………………………… 

Institution :    ……………………………………………... 

Telephone No :   ……………………………………………… 

Email  :   ……………………………………………… 

Signature :   ………………………………………………  

Date  :   ………………………………………………  
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RESEARCH INFORMATION BRIEF 
 

11th  June 2013 

To: Prospective research project participants (interviewees) 

Subject: Research project Information Brief 

 
Project Title: 
 
A Comparative Study between Indonesian, Malaysian, and Norwegian Petroleum Fiscal System 

Summary:  

 This research aims to compare the practise of Indonesian Production Sharing Contract (Indonesia as a 

pioneer of the system), Malaysian Production Sharing Contract (Malaysia as the only ASEAN country 

that adopted the Indonesian PSC genuinely) and Norwegian fiscal system (Norway as the best global 

practise in oil and gas industry) to get a deeper understanding of petroleum fiscal system application in 

different countries, for the purpose of further developing the Indonesian economy. 

While the objectives of this research are: 

1. To analyse and review the practise of petroleum fiscal system in Indonesia, Malaysia, and 

Norway and its impact to the economy of the country. 

2. To evaluate the petroleum fiscal system in Indonesia regarding to the oil and gas issues that 

incurred in the country by also considering the taxation system applied. 

3. To identify the best practise of petroleum fiscal system to be applied in Indonesia in according 

to develop the Indonesian’s economy. 

4. To recommend an enhancement of petroleum fiscal system in Indonesia by looking at 

Norwegian and Malaysian petroleum fiscal system 

At the end, this research will answer the issue on cost recovery system applied in Indonesia and how to 

reduce the unintended fraud done by the Contractors in Indonesia and improve the country generally. 

Time Commitment:  

The discussion is via email during the research period which is 1.5 months starting from 15th June 2013 

to 30th July 2013.  The discussion via Skype Call will take place maximum 40 minutes. 

Role of the researcher:  

My role in this research is to deeper knowledge in the Petroleum Fiscal System globally and 

specifically Petroleum Fiscal System that is applied in Indonesia.  
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Role of the participant:  

The only requirement of the research participant is to answer asked questions to the best of the best 

ability, and to do for further discussion if it is needed. 

Confidentiality: 

The researcher will keep any responses by research participants carefully and manage the 

confidentiality of research participants.   

Contact Details:  

For further information in relation to this research project, please feel free to contact me or my project 

supervisor at any time regarding the research. 

Theresia Betty Sumarno 

MSc Oil and Gas Management Student (2012/2013), Coventry University 

Priory Street, Coventry University 

CV1 5FB, United Kingdom 

Email: sumarnot@uni.coventry.ac.uk / theresia.betty@gmail.com  

Mobile: +44 7424650195 

Augustine Ifelebuegu 

Project Supervisor, Coventry University  

Priory Street, Coventry University 

CV1 5FB, United Kingdom 

Email: aa5876@coventry.ac.uk 

Office Phone: +44 24 7688 7690 

 

  

 

 

 

 

 

 

 


