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Executive Summary
This year might
be the toughest
the Oil & Gas
industry has
experienced
in the past 100
years.

Prior to the coronavirus outbreak the oil and gas
industry was already under pressure as the world
increasingly turned towards renewables. The
pandemic has only compounded sector’s woes,
leading to an uncanny situation where oil prices
even turned negative in the spring, for the first
time in their history.
The industry sector has been on a downward
trend since early 2018 and the pandemic
exacerbated its difficulties, with industrial
output falling by almost 40% in April. Although
industry has recovered somewhat since then,
it is still in negative territory, thus continuing to
have a negative impact on the production and
consumption in the downstream industry both
in 2020 and 2021. Furthermore, slower recovery
over the next quarters, will continue to impact
fuels demand with factories and industrial plants
running at lower levels.
We estimate that long-term fuel consumption and overall buying behavior will
change as the market structure is going to be permanently affected by the crisis.
People will most probably come out of the crisis with their financial resources
impacted, a significant part of them being even unemployed, therefore, they are
not expected to instantly resume consuming at the levels prior to the crisis. The
imports and exports of merchandise will probably still be significantly affected
for a minimum of 3-4 months with a slow recovery rate afterwards, especially in
terms of exports.
The decrease in demand for both fuels and gas will create an unprecedented
difficult environment for Upstream activities as well. Wells will need to be shut
down with potential later impact on restart. In both oil and gas wells cases recovery
of production level is a costly and time-consuming process with potentially
unsuccessful trials and overall duration that may exceed 4-6 months.
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Moreover, the difficult economic context
is preventing the continuation of drilling
campaign as initially planned as well as other
important projects thus limiting or delaying the
additional oil and gas volumes to be produced
in the future.

In terms of international marketing of fuel
and gas, the context, at least until 2022,
is expected to be extremely challenging,
dominated by major companies supported
by the states with dominating economic
power thus, access to markets of Romanian
producers will be extremely limited.

In order to mitigate the impact on the areas aforementioned clear state support
schemes have to be immediately implemented aiming to support the entire chain of
activities from production in Upstream to supply in Downstream. Thus, competitive
fiscal terms and market conditions, royalties and tax reduction schemes, access to
EU funds, as well as access to more advantageous credit options are required for
oil and gas producers to be able to, at least maintain the current level of production,
continue operations in all currently exploited areas and mature fields, and maintain the
employment level of personnel. Similar economic support schemes are also required
to help recover the overall industrial sector and consumption on the Romanian market
as the recovering process is estimated to be a relatively slow one since the overall
industrial sector in Romania is significantly impacted by the current COVID-19 crisis.

The industry recognizes the shared
responsibility in managing the health
crisis and is ready to contribute in
a constructive way. Cooperation
between all actors in society is the
key to ensuring the sustainability and
fairness of the measures taken.
Although, beyond the main challenges posed by the COVID-19 crisis, we see
additional issues that put pressure on public policies, populist measures must
be avoided, as they will drastically aggravate already fragile macroeconomic
imbalances and slow down the economic recovery.
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In addition, state subventions granted to support the overall population
consumption of main products, utilities, and fuel need to continue until the
epidemiologic crisis tapers off as they positively transpose then in an overall
economic growth through recovered investment potential of operators as
population demand would increase. The measure would also stimulate the
other sectors as stress on population income given by the acquisitions of main
products, utilities and fuel would be reduced.

The main specific measures proposed in order to support the oil
and gas industry’s economic recovery are:

Black Sea and the
urgent need to
amend Offshore law
to unblock the
project and thus to
help Romania’s
economy revival

Future of transport

Infrastructure
development

Ensuring free
gas market and
elimination of
supplementary
taxation

Digitalization
of the oil and gas
industry

Oil and Gas Industry –
part of the transition
with sustainable
projects

State fiscal support schemes
to maintain exploitation
and investments feasibility
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Energy Law
modification

Contributing
to the
Green Agenda

Fair reference pricing
for oil and natural gas

I.

IMPACT
ON THE
OIL& GAS
INDUSTRY
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I. IMPACT ON THE OIL& GAS
INDUSTRY
1. General framework
Due to the outbreak of the
coronavirus (COVID-19) in
2020, the Romanian economy
is expected to register a
contraction of -4.8 % of GDP
this year. The budget deficit

According to the market
consensus, an evolution of
Romania’s GDP is estimated
at approximately -5% in 2021,
as the growth of domestic
consumption slows down.

could reach -9.6 % of GDP, according to the IMF’s October 2020
World Economic Outlook (WEO) latest forecast.
Considering the data provided by the European Executive, an
economic recovery of 4.2% is expected in 2021. The European
Commission also estimates a 15% decrease in investment (gross
fixed capital formation) this year and an increase of only 5% for
2021.
The current account deficit is projected to -5.3% of GDP in 2020 from 4.6% of
GDP in 2019 due to falling growth and lower exports growth (IMF, WEO Oct 2020).
Government public debt is expected to increase significantly - from 35.2% of
GDP in 2019 to around 46% of GDP for the current year.
The National Strategy and Forecast Commission revised twice its GDP growth
forecast this year. Its latest growth estimate envisages a contraction of -3.8%
this year compared to an economic growth of 4.1% which was the basis of the
budget construction at the beginning of 2020. These figures translate into a
contraction of almost 8% of the Gross Domestic Product dynamics for 2020.
7

in Romania, despite the timely
implementation of government support
schemes. Protracted effects of the crisis
is likely to see this number going up in
the 2021. We may assume, consequently,
that after this period, consumption
recovery will be gradual.

Almost 300,000
Romanians became
unemployed last year

?
?

?

With a second wave of coronavirus emerging
forcefully across Europe, uncertainty continues
to prevail in Romania as elsewhere. Sectors like
entertainement, industry or retail have been
particularly affected in the first half of the year,
leading to increased unemployment. Although at
the moment the unemployment rate remains at
manageable levels, a little above 3,3%, continued
economic uncertainty and the cessation/reduction
of government employment support schemes
would likely push up the unemployment rate in the
near future.

In addition, cumbersome compliance
mechanisms create a heavy burden
for new and existing businesses.
The excessive and complex red tape
can affect project estimation and investments. In this regard reducing
the legal deadlines for submitting the
different documentation to minimize
the time for obtaining the permits and
authorizations would be highly recommendable.
8

Both the coronavirus pandemic and a Russia/Saudi Arabia price war have sent
oil prices plummeting. Oil supply and demand might not become rebalanced until
well after the virus is contained.
On the one hand, there is way too much supply; on the other, there is far too little
demand as demand falters and mobility is restricted. The coronavirus pandemic
has helped create a perfect storm of negatives that could depress oil prices for at
least the next year — and maybe longer. The coronavirus outbreak has cut global
gasoline demand by 50% and jet fuel demand by 70%, according to consultancy
Facts Global Energy.

(T1 2020)

Preventive
measures
to limit
COVID-19

spread represented by the
restrictions/limitations of personnel
travel and interactions, as well
as the drop in oil and gas prices
consequently led to a high decrease
in fuels demand and postponing
or slowing down multiple projects
and other production optimization
activities, impacting the entire
sector.
9

2. The oil and gas industry
in Romania, an important
contributor to the state budget
The oil and gas
industry, in terms
of exploration and
production, transport
and refining sectors,
has been, in recent
years, one of the
most important
contributors to the
Romanian economy,
representing 1.7% of
GDP.

In the period 2017-2019, the industry had a
direct, indirect and induced impact of up to
5.9% of GDP. The total taxes and dividends
paid to the Romanian state in the same period
reach an average of 16 billion lei, representing
the equivalent of 6% of total revenues to the
state budget.
Regarding VAT and excise duties paid by oil
companies, they amount to 10 billion lei

in 2019, representing 10.3% of total
revenues to the state budget from VAT
and excise duties.

Investments in the oil industry are
substantial: in 2019, companies in the oil
industry invested over 6.7 billion lei, almost
double the level of 2017. This amount
represents the equivalent of 16% of total
public investment in the same year.
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3. Exploration and production
Main elements affecting the Upstream industry in terms of operations and
oil & gas production level and efficiency:
Access to different types of service, materials, equipment and spare parts and
highly specialized workforce from internal and external providers is impacting
the oil and gas production optimization activities. The postponing of these
activities may only be done for very limited periods of time without later affecting
the production level and efficiency as well as production costs; Extending the
postponing periods for this type of activities will inevitably lead to an accelerated
production decline, increase of facilities and wells downtimes and higher recover
costs.

Reduction
of fuel demand

Reduction
of gas demand

on the Romanian market is expected to
negatively impact Upstream activity
through the fill up of oil and fuel
storages leading to the need of shutting
down oil wells with potential later
impact on well restart and performance
requiring additional costly interventions
to re-establish the normal production
potential of the well and reservoir.

on the Romanian market implies a
similar scenario of closing the gas wells
with possible consequences on the
performance of the wells and deposits,
which will attract interventions and
additional costs to restore a stable and
efficient production.
In the case of both oil and gas wells,
the recovery of the production level is
a costly and time consuming process,
with possible failed attempts and a total
duration that can exceed 4-6 months.

In both oil and gas well cases recover of production level is a costly and timeconsuming process with potentially unsuccessful trials and overall duration
that may exceed 4-6 months.
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Drop of oil and gas
prices

brings additional restrictions for a
full and fast recover in the abovedescribed scenarios.

Influenced by the international context, oil prices remained flat recently, already
affecting the economy of several wells and deposits in Romania, for which the
continuation of operations must be re-evaluated. Additionally, the gas price
is expected to drop - due to reduced demand and due to high already existing
stocks in the underground storages. Economic viability may raise concerns for
some of the currently exploited gas wells/reservoirs.

All the above summarized create an unprecedented difficult environment for
Upstream activities that rely intensively on services, materials, equipment,
specialized contractors, not only to develop new production capacities
of oil and gas, but to maintain and optimize the operations efficiency on
already mature Romanian fields, thus the decline of the current production
is expected to intensify.
Moreover, as previously mentioned, the difficult economic context is preventing
the continuation of drilling campaign as initially planned as well as other
important projects, thus limiting or delaying the additional oil and gas volumes
to be produced in the future.

Reduction of economic viability of the
Upstream activity will require measures
to adapt the operational costs to the
new challenging environment and as
a reduction of service, materials and
equipment costs is not foreseen in
the short term, upstream operators
will be forced to implement cost
cutting measures that may also impact
employee salaries as well as headcount.
12

4. Downstream
Main elements affecting the Downstream industry in terms of sales,
operations and fuels production level and efficiency:

on the Romanian Fuels market
will mean around 20% drop in
2020 YOY (year-over-year),
considering the Jet drop by
more than 35%, gasoline
consumption reduced by
20% and diesel around 15%.

Reduction
of fuel demand

This year the economic slowdown will
continue to impact fuels demand with
factories and industrial plants running
at lower levels.
The potential upside of Diesel could be
compensating by e-commerce activities, resulting in higher number of deliveries
carried by diesel-fueled vans and trucks. Also, the economic slowdown will
continue to affect fuel demand for factories and industrial platforms with low
production levels. There is a potential for an increase in the demand for diesel
due to online trading activities, which can lead to a higher number of deliveries
of diesel-powered trucks and vans.

OMV Petrom, Petrobrazi refinery, is
currently aiming to adapt to market
evolution and they have implemented
the required measures to ensure the
safe continuation of the operations
under the current pandemic conditions.
The effects and influences determined
by COVID-19 were also reflected in
the sharp decrease in demand for
petroleum products, a high volatility of

Refining
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international quotations for fuels, but also in the negative refining margins. The
impact of these factors at European level has led to the accumulation of high
stocks of finished products, forcing companies to quickly adjust their activities
and adapt to new conditions.

The measures were reflected in the evolution of European refining capacity
in 2020 - a decrease of around 50 million tonnes of crude oil / year (closed,
preserved or converted units) compared to 2019. At this level, another 100 million
tons temporarily affected by the pandemic, are added (technical revisions,
reduction of processing - from an average of 80-85% in 2019 to about 70% in
2020). Gross refining margin - a key indicator for the refining sector, recorded a
negative level for the first time for more than four months in a row during 2020.

14

II.
PROPOSED
MEASURES
FOR
ECONOMIC
RECOVERY
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II. PROPOSED MEASURES
FOR ECONOMIC RECOVERY
1. Economic recovery trough large scale
projects - Black Sea
Maintaining sustainable economic growth on medium and long term should
remain an important target to a company, taking into consideration immediate
efforts for limiting virus impact. Increasing the investment attractiveness
through a competitive, stable and predictable legislative and fiscal framework is
of outmost importance, with the energy industry in Romania having the potential
of being a key contributor to economic recovery. Incentivizing investments
will not only ensure the success of the 11th bidding round but will also lead to
realization of large-scale projects such as Neptun Deep.

Neptun Deep and other offshore projects would
bring significant benefits to Romania in terms of:
»
»
»
»
»
»
»

Support revival/growth of RO economy on medium term
Number of jobs created or maintained ~ 30,000 p.a.
Contribution to GDP (+71 USD bn until 2040, ~ 15 bn USD during first 5 years)
Higher state revenues (+26 USD bn. until 2040, ~ 5 bn USD during first 5 years);
Reduce current account deficit (-15% p.a.)
Ensure security of supply
Stronger investors’ confidence
Source: Deloitte study on The contribution of Black Sea oil & gas projects to the
development of the Romanian economy, 2018

Project was blocked due to repetitive negative legislative changes
(Offshore Law, GEO 114/2018, gas reference price linked to CEGH, CMO, etc.)
16

In addition, the current market context (i.e. COVID-19, the level of gas
prices, European Green Pact with the 2030 and 2050 targets, the new
funding policy EIB, etc.) creates a huge risk of losing the project
(chances to continue the development of offshore projects become very
small because of the project economy wears out);

Urgent changes to Offshore Law to unblock the project and
thus to help Romania’s economy revival:
» clearer stability clause
» competitive fiscal terms

» free market conditions (free price formation, including elimination of artificially
imposed minimum price on Gas Release Program)

2. Ensuring free gas market and elimination
of supplementary taxation
It is necessary to ensure a free natural gas market as a pre-requisite for
investments in the upstream sector, including the elimination of excessive
interference from the part of the regulator on market mechanisms, especially
in terms of those related to the price formation, which, in a free market, should
form freely, when supply and demand meet. At the same time, this should be
correlated with the implementation of the needed measures of protection of
vulnerable consumers. Energy services being essential for ensuring the wellbeing of citizens, protecting vulnerable consumers by defining and identifying
them and implementing a sustainable and equitable financing scheme are
essential measures to be taken. In this regard, supporting measures targeting
exclusively vulnerable consumers will help to alleviate energy poverty in Romania
by ensuring that all citizens can adequately cover their household gas needs in
a fully functional gas market, without any administrative intervention in pricing.
In this context, it is necessary to eliminate supplementary taxation of oil and
gas production (i.e. repeal the provisions of Government Ordinances no. 6 and
7/2013), which were initially adopted as temporary measures. Moreover, repeal
of supplementary taxation is required considering that already before the crisis,
Romania’s upstream fiscal framework was uncompetitive, with effective natural
gas specific taxation being highest in Europe (Biris-Goran study September
2019).
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3. Digitalization of oil and gas industry
It is necessary to support the digitalization of the oil and natural
gas sector by amending the specific legislation which would allow
technological developments meant to compensate the
accelerating decline of production of the oil and gas sector.
Furthermore, it is essential to reduce the bureaucracy
in both upstream and downstream so as to accelerate
investments and other specific activities.
Among the actions we consider necessary in order to further support the industry
to cope with the social distancing needs generated by COVID-19 and to enable
industry’s digitalization, we consider the importance and urgency of:

For Upstream: declassification of petroleum data and
information, so that we can use advanced technologies for
paper digitization, big data analytics and cloud computing
power for different modelling exercises.

For Downstream: installing equipment designed to serve
the payment by bank card outside the cabin station 24/7 at
the auto fuel distribution stations to manage and authorize
supplies without the presence of an operator, thus
minimizing any physical contact between the customer
and staff. Except of Law 50/1991 - works are required on
the facades of the filling stations cabin to allow counter
purchase. In order to be able to execute these changes,
it is necessary to modify Article 11 - (d) of the Law 50/1991
by which it is possible to modify the carpentry without an
construction license.
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4. Amendment of Energy Law no. 123/2012
A. Necessary changes to ensure functional market
mechanisms for the natural gas market

The implementation of GRP on the Romanian natural gas market, starting with June
1, 2020, had a significant impact on the gas market, respectively by:
» imposing of a mechanism for setting the starting price of the auctions which
artificially generated significant price differences between neighboring markets
due to the decision to initially correlate the starting price with the CEGH
quotations, which were conjunctively low at that time and which is also reflected
in the current starting prices of the auctions
» imposing a level of obligation of 40% of production, well above the level of similar
programs, which also impacted the way prices were formed, due to the increased
level of supply relative to demand for certain delivery periods
generated negative effects on:
» the activity of natural gas producers, including the investment activity with
all the negative side effects derived from the balance of internal sources /
consumption;
» the state budget, by reducing the contributions paid by natural gas producers;
» free flow of gas based on competitive prices, inluding the security of supply,
by creating an artificial price difference between neighboring markets, a
difference derived from the above-mentioned starting pricing mechanism,
trading activity is actually encouraged for export purposes. The purpose of
such a regulatory administrative program was in all Member States where
it was implemented was to facilitate the increase of liquidity, as well as the
creation of price references for those markets.
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To achieve these objectives it is necessary to implement a set of principles at
the level of primary legislation, including:
» establishing a level of obligation that does not adversely affect the
activity of market participants, as well as the way in which the price is
formed, given that the purpose of the gas release program is to facilitate
the increase of liquidity and not to generate liquidity in itself. We note that
all similar programs implemented in the past in other Member States had a
level below 10% compared to those markets.
» limiting the prerogatives of the regulatory authority only to those
specified in the GEO, especially the total quantity of natural gas subject to
the supply obligation for each producer, as well as allocating the quantity on
standardized products (monthly, quarterly, seasonal and annual).

In the existing Law no. 123/2012
the definition of the term own
consumption of a gas producer is not
included as a category of consumption, although the term own consumption it is
used in the law and this lack of provisions might create different interpretations
at the level of the secondary legislation, including some court cases.
In order to avoid such situations, considering that this category of consumption
it actually exists, our proposal is to add two additional provisions into the Law
no. 123/2012: introduction of a new definition for the term “own consumption” as
being the quantity of natural gas that need to be used by a gas producer for his own
activities, except for technological consumption and of the producer right to use
the produced natural gas in order to cover his own consumption.

B. Own consumption
of a gas producer:

20

Reinstatement in Law 123/2012 of the right
to conclude bilateral contracts negotiated
directly on the wholesale electricity market:

Encouraging
investments in the
electricity production
capacities

C. Electricity

compliance with the provisions of the “REGULATION (EU)
2019/943 OF THE EUROPEAN
PARLIAMENT AND OF THE
COUNCIL of 5 June 2019 on the
internal market for electricity”,
which is directly applicable from
1 January 2020

compliance with the provisions
of the “Directive (EU) 2019/944
on common rules for the internal
market of electricity and
amending Directive 2012/27 /
EU (Recast) “, which is required
to be correctly and completely
transposed into national law no
later than January 1, 2021.

5. Future of transport
Gas, one of the major assets
of Romania, can significantly
contribute to the reduction of
the CO2 footprint of Transport
as well as of Romania’s industry
segment. Reduction of CO2
footprint can be intensified
furthermore when
combined with bio-gas.
CNG & LNG with a mix
of Bio-Gas are solid
contributors to reach the
targets and for energy mix,
yet are underestimated today
in the regulatory framework.
Funding will be needed for further
developments. There is an
opportunity for sustainable project
to push forward by providing

connection between projects
with EU funds. However, reducing
the impact of the transport
sector on the environment,
enhancing transport efficiency
and
fostering
economic
growth in the sector of
alternative fuels, Romania
must rely on an energy
mix, including hydrogen.
We
need
applicable
regulatory framework at all
stages in the development of
alternative fuels infrastructures
and to identify potential gaps in
the Romanian availability of a
coherent and up to date regulatory
framework allowing achievement
of these key objectives.
21

6. Oil and Gas industry – part of the transition with
sustainable projects
There is a need for more technology
solutions at large scale because during
the transition, technology and
collaboration across industries will
facilitate the energy production.
All technologies, which are able to
achieve significant emission reductions,
shall be part of the solution.

We are following with interest
the new financing framework
2021- 2027 with focus on 10d program
(Modernization and Innovation Fund)
and others to come in the current
context.

However, it is very important how
those initiative will be transposed
within the Romanian guidelines.
We need to be part of the transition
because we proposed proper
knowledge to make a big
difference in terms
of CO2 reduction.

We are looking in different areas
including financing from European
funds related to the alternative fuels
(including biofuels) and infrastructure
development. We are prepared to invest
but we also need external financing to
make our sector pass throughout
the energy transition.

SURE Funds
At the end of September, the EU approved a EUR 87 Bn financial support (out of a
maximum EUR 100 Bn.) under its temporary instrument Support Unemployment
Risks in an Emergency (SURE). Romania will benefit a large amount from this,
of EUR 4 Bn., provided in loans at favourable rates. These funds will help Romania to cover costs directly, related to both supporting technical unemployment
schemes and financial support measures for the self-employed. SURE could also
finance some health-related measures, especially those related to workplaces,
in order to ensure safe working conditions.
22
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7. Green agenda
While considering medium and long-term incentive packages,
efforts should also be made to ensure a sustainable transition
while respecting European ambitions. In this regard, in order
to meet the EU’s 2030 climate and energy targets and achieve
the Green Deal targets, it is essential to direct investment
towards sustainable projects and activities. The emergence
of the COVID-19 pandemic has highlighted the need to redirect
capital flows to sustainable projects to make economies,
infrastructure, society and not only more resilient to potential
climate and environmental shocks in order to strengthen
health benefits. For this reason, the action plan on financing
sustainable development called for the creation of a common
classification system for sustainable economic activities or
an “EU taxonomy”.

In this sense we propose the following list of actions:
1.
Development of a set of measures to achieve the emission targets set
for 2030 by identifying the most appropriate fuel mix in Romania;
2. Development of a technological transition plan to reduce the GHG
footprint;
3. Strengthen the role that natural gas plays as a facilitator alongside
renewable sources in the energy transition such as:
»
Compressed natural gas (CNG), Liquefied natural gas (LNG) and
biogas Investments in biofuel production
»
Renewable hydrogen produced by reforming gas or biogas
(instead of natural gas) or by biochemical transformation of biomass is a source
of emission reduction
23

»
Development of a set of measures to achieve the emission targets
set for 2030 by identifying the most appropriate fuel mix in Romania;
»
CCS / CCU for the decarbonization of processes at industrial level
within refineries, thermal power plants, etc.
»
Gas cogeneration plants can improve air quality in cities across
the country;
4.
Participation and stimulation of energy efficiency investment projects
that generate significant benefits in terms of achieving Green Deal objectives
through low energy consumption. Additional benefits include:
»
Generating the economic revival of the industry, creating jobs
and generating revenues to the state budget;
»
Energy efficiency through national investment projects related
to SME activities and also reduce utility costs;
In this regard, we strongly recommend a regulatory framework (implementation of
ISO 50001 and energy audits) that rewards (eg tax cuts) energy efficiency performance
for companies investing in energy efficiency projects.

Also, in view of the developments in energy production in the coming years,
support measures are needed for companies to stimulate the production of
hydrogen, especially from natural gas, and to develop an infrastructure for
carbon capture, use and storage in Romania.

The opportunity for such support measures is ensured by the expertise of local
professionals and the possibility of carbon storage in onshore and offshore
capacities. Moreover, the production of hydrogen from natural gas is one of the
most cost-effective methods of hydrogen production, with very little impact in
terms of CO2 emissions. Thus, its stimulation will allow the development of a sector
in this sense in Romania, putting the country at the center of a hydrogen economy
in Central Europe.
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8. Infrastructure development
mandatory stocks cannot be accessed
The availability of oil stocks and the
immediately in case of an emergency
safeguarding of energy supply are
situation or not at all if
essential elements
of public
there are traffic
security. In the
restrictions due
event of a major
to existence
supply disruption,
an emergency
the country
situation affecting
shall have clear
several European
procedures and
states.
take measures
That is why the
in order to release
physical existence of
quickly, effectively
emergency stocks on the Romanian
and transparently some or all of their
territory within a Central Storage Entity
emergency stocks and specific stocks.
is a priority measure to cover any risk of
Central Stockholding Entity is needed
their access in case of need.
in Romania for oil products in order
In fact, all European states have
to ensure the compliance of the EU
organized Central Storage Entities on
obligation and to prepare Romania for
their territory, Romania being the only
a difficult time. At this moment the
one that maintains emergency stocks
legislation allows the existence abroad of
50% of the total obligation which means through the efforts of economic agents
with emergency stock obligations.
that over 700 kt products constituted as

9. State support schemes for operators and state
subventions to population
State support schemes aiming to support the entire chain of activities
from production in Upstream to supply in Downstream are necessary.
Competitive fiscal terms and market conditions, access to EU funds, as
well as access to more advantageous credit options are required for oil and
gas producers to facilitate at least maintain the current level of production,
continue operations in all currently exploited areas and mature fields, and
maintain the employment level of personnel.
25

Similar economic support schemes are also required to help recover the
overall industrial sector and consumption on the Romanian market as the
recovering process is estimated to be a relatively slow one since the overall
industrial sector in Romania is significantly impacted by the current COVID-19
crisis

State subventions granted to population to support the access to main necessary products, utilities, and fuels are
required as they positively transpose
then in an overall economic growth
through recovered investment

potential of operators as population
demand would increase. The measure
would also stimulate the other sectors
as stress on population income given
by the acquisitions of main products,
utilities and fuel would be reduced.

Reinvested profit tax exemption scope extension
to encourage investments
Investments in all segments of oil and gas sector (upstream, midstream,
downstream) are essential to ensure the recovery and development of this sector
on the medium and long term.
The extension of the applicability of reinvested profit tax exemption to all types of
assets can incentivize investments in oil and gas and other sectors of Romanian
economy.
Investments in oil and gas sector have a significant positive effect on Romanian
economy. For example every billion of EUR invested in the onshore upstream oil
and gas sector generates:

•
•
•

3.2 bn EUR increase in GDP
1 bn EUR state revenues
45,000 jobs
26

10. Fair reference pricing for oil and natural gas
10.1 Gas reference price
Currently, according to NAMR Order no. 32/2018 as subsequently amended
the basis for calculating natural gas royalties is the monthly average price
published for the CEGH hub for the month prior to the month for which the
royalty is calculated. In our opinion, the price of natural gas from the CEGH
hub does not fulfill the necessary conditions to be used as a reference price
for natural gas extracted in Romania because it does not reflect the market
value of the natural gas produced.

Therefore, the reference price of
natural gas must be based on the
actual prices realized in transactions
for the quantities delivered during
the period for which the royalty is
calculated, in accordance with the
NAER’s monthly reports for natural
gas sales, which do not contain
the storage tariffs, transportation,
distribution, etc. included in the sale
prices.

In addition, we would like to stress that in international practice, the royalties/
taxes for the extraction of natural gas are determined according to the value
realized from the natural gas extracted in that specific country.
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10.2. Crude oil reference price

Currently, according to NAMR Order no. 204/2019 the basis for calculating oil
royalties is the monthly average price published for BRENT oil for the month
prior to the month for which the royalty is calculated, adjusted for quality
differences – acidity, sulphur, weight. In our opinion, the quality adjustments
used do not reflect the quality of the Romanian crudes, because do not
reflect the market value of the crude oil produced. In addition, using the
ton conversion factor of the BRENT oil does not reflect the density of the
Romanian crudes.

Therefore, the reference price of
crude oil must be based on the
benchmark prices and actual
prices realized in the transactions
for the quantities delivered during
the period for which the royalty is
calculated, it should be calculated in
RON/bbl per each type of crude oil
and translated into RON/ton using
the specific conversion factor of
each type of crude oil.

Moreover, it is necessary the modification of NAMR orders regulating the
calculation of reference prices for oil and natural gas to ensure the calculation
based on the prices of the respective benchmarks in the month of production,
instead of previous month.
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