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Abstract 
The African continent contributes approximately 12% of the world’s oil production. Despite this 
wealth, many citizens of oil-rich African countries live in poverty, often because their governments 
do not collect sufficient compensation for the depletion of oil resources to fund national 
development or do not utilise compensation collected for the benefit of the people. In this article the 
extraction tax regime to collect compensation on Angola’s oil resources is compared to the regimes 
in other oil-rich countries to identify aspects from which Angola can learn with regard to the 
compensation systems of those countries. It is concluded that Angola may be able to improve its 
extraction tax regime by learning from governance measures over natural resource funds in Norway 
and Canada, by implementing measures to increase its oil royalty income in times of economic 
prosperity and by defining deductible costs more specifically in its production-sharing agreements. 
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1. INTRODUCTION 

“We are stripped bare by the curse of plenty.” This statement, made by Winston Churchill in 1932, 
rings true for the economies of many resource-rich African countries today. The African 
continent produces approximately 12% of the world’s oil (OPEC, 2010; CIA, 2009). The main 
contributors to this figure are Nigeria (2.62%), Algeria (2.51%), Angola (2.31%) and Libya 
(2.12%) (OPEC, 2010; CIA, 2009). Of the four main oil-producing countries in Africa, Angola’s 
Human Development Index (HDI) ranking (143rd) is the second lowest after Nigeria, which is 
ranked 158th (UNDP, 2009). Angola has the lowest poverty ranking (HPI) (114th) of the four 
countries. Libya and Algeria are ranked significantly higher than Angola and Nigeria on both 
indicators. However, Nigeria has undertaken a process of comprehensively reforming its 
petroleum industry aimed at addressing this problem. Given its economic position despite the 
contribution to the continent’s oil production, the focus of this article is on the Angolan 
petroleum industry. 

The first oil exploration activities in Angola began in 1910, while commercial drilling commenced 
in 1956 (Rosenblum, 2011). The oil industry has grown to contribute more than 80% to Angola’s 
GDP (CIA, 2011; EIA, 2010) and approximately 90% to the country’s total exports (EIA, 2010). As 
a result of the Angolan economy’s high dependence on the oil industry, the economy is exposed 
to volatility in oil prices, as was illustrated by its economic growth of merely 2.4% in 2009 when 
oil prices fell sharply (CIA, 2011) in comparison to its double-digit growth between 2003 and 
2008 (CIA, 2011). Despite its oil wealth, it is estimated that between 40% and 50% of the 
Angolan population live below the poverty line and do not share in the benefits of the country’s 
oil resources (CIA, 2011). 

The paradoxical phenomenon where countries with substantial natural resource wealth, such as 
Angola, experience economic and political problems is referred to in the literature as the 
resource curse (Bastida, Wälde & Warden-Fernández, 2005). Countries that suffer from the 
resource curse experience slower economic growth than countries without these mineral 
resources (Mehlum, Moene & Torvik, 2006) or stagnate economically (Sachs & Warner, 2001), 
have poor standards of living as a result of general economic underperformance (Auty & 
Mikesell, 1998; Sarraf & Jiwanji, 2001) and often experience civil conflict that stems from the 
resource wealth (Mikesell, 1997). The resource curse has in particular been prevalent in 
countries with hydrocarbon wealth, such as natural gas and petroleum (Ernst, 2007, Sala-i-
Martin & Subramanian, 2003).  

However, the resource curse is not necessarily the fate of all resource-rich countries (Sarraf & 
Jiwanji, 2001). This curse can be broken by implementing sound fiscal and monetary policies as 
well as by good management of windfall profits (Larsen, 2003; Bastida et al., 2005). One 
component of the fiscal policies to manage a country’s mining activities is a transparent and 
balanced mining tax regime (Lambrechts, Darinami, Kabemba & Olaleye, 2009). The African 
Union has recognised that mining activities, if well managed, can contribute to the 
transformation of the continent’s economies (Lambrechts et al., 2009). Mining activities in 
Africa are often conducted by foreign mining companies that import equipment and expertise. In 
view of the fact that the mining industry is capital-intensive and creates relatively few job 
opportunities compared to other industries, UNCTAD (2007) is of the opinion that one of the 
most important developmental benefits of mining in Africa is the potential to generate public 
revenue through an effective and transparent tax system.   

Governments use a variety of instruments to collect a share of the nation’s resource wealth 
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(Otto, Andrews, Cawood, Doggert, Guj, Stermole, Stermole & Tilton, 2006), including income 
taxes, royalties and production-sharing agreements (Alberta Energy, 2009). An ideal fiscal 
system may consist of a mix of these instruments (Lund, 2009; Otto et al., 2006). Royalties and 
the state’s share from production-sharing agreements are collected from extractors to 
compensate the owner (in most instances the state) for the depletion of non-renewable 
resources (Otto et al., 2006; Lund, 2009). The government’s take from these instruments is 
strictly speaking not classified as taxes, as they are often not based on profitability. These 
payments collected to compensate the state for the depletion of non-renewable resources are 
collectively referred to as extraction taxes in this article.  

Resource export-dependent countries often rely heavily on extraction taxes that do not take 
into account the profitability of the extractor (Otto et al., 2006). This is evidenced by the fact 
that most of the tax collected by African governments stems from royalties 
(Lambrechts et al., 2009). Furthermore, extraction taxes provide the government with revenue as 
soon as the country’s resources are depleted, whereas traditional taxes determined with 
reference to profits often result in a deferral of revenue payments to the government as a result 
of deductions for initial capital expenditure, which can be offset against subsequent income 
(UNCTAD, 2005). It has been observed that countries often receive negligible revenue from 
income tax in the petroleum industry because of deductions and allowances available (Ochieze, 
2007; Otto, 2001). Extraction taxes are easy to administer and difficult to avoid due to their 
simple calculation (for example, revenue multiplied by a rate), providing a government with a 
less sophisticated tax-collection system with an ideal way of collecting revenue (Otto et al., 
2006). Erikson (2006) noted that the system of royalties, which is an extraction tax, was one of 
the most important instruments in the early life of the successful Norwegian oil tax system, as it 
contributed to the establishment of an effective tax system by providing an early income to the 
state. 

2. RESEARCH PROBLEM 

The purpose of the research that this article reports on is to evaluate the design of Angola’s 
petroleum tax regime in order to identify aspects that can be improved on in order to address 
the country’s economic conditions. Angola is a net petroleum exporter (EIA, 2010), does not 
have a sophisticated tax collection system and is still in the process of establishing an effective 
petroleum tax regime. Given the importance of extraction taxes as discussed above, the 
research evaluated the design of extraction taxes collected in Angola as compensation for the 
depletion of the country’s petroleum resources. The research question considered was whether 
there were any aspects of the extraction taxes imposed by Angola that could be improved to 
address the country’s poverty and economic conditions. This research question was answered by 
comparing the petroleum extraction tax regime in Angola to that of a selection of other 
petroleum-producing countries to identify aspects where Angola can improve on its regime by 
learning from those countries. The evaluation of Angola’s income tax system was not within the 
scope of the research; therefore it will not be addressed in this article. In addition, the level of 
compensation collected was not evaluated. The optimal level of mining tax in a country depends 
on numerous factors such as the costs of extracting the oil resources, geological factors, and 
political, regulatory and environmental risks and objectives (Alberta Energy, 2009; Otto et al., 
2006) and is therefore not necessarily comparable between Angola and other countries.  

The remainder of this article provides a discussion of the research design (section 3), a brief 
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overview of the results of the comparison between the Angolan extraction tax system and that of 
a selection of oil-producing countries (section 4) and a discussion of the application of the 
aspects identified in section 4 in the Angolan context (section 5). The article concludes with 
recommendations in section 6. 

3. RESEARCH DESIGN 

The study was conducted by reviewing the literature available on legislation that imposes 
royalties in Angola as well as the other petroleum-producing countries selected. The method 
described in this section was used to select the countries to include in the comparison. A 
comparison was done between key aspects of the legislation imposing extraction taxes in Angola 
and the other countries selected to identify aspects of these regimes from which Angola can 
learn. The application of each of the aspects identified in the Angolan context was explored by 
surveying the literature available. 

For the study to achieve its purpose, the countries with which the Angolan extraction tax regime 
were compared had to be significant contributors to the world petroleum production and had to 
be economically successful. The first selection criterion was to identify countries based on their 
contribution to the world’s total petroleum production. All countries that contribute 1% or more 
to the world’s oil annual oil production according to the CIA World Factbook were considered. 
The 23 countries indicated in TABLE 1 exceeded this threshold. These countries contain 
approximately 96% of the world’s proven oil reserves and produce 87.27% of the world’s annual 
oil production (CIA, 2009; CIA, 2010). To select countries that have achieved economic success 
from this list, indicators that incorporate income performance such as the Gross Domestic 
Product (Van den Bergh, 2009) as well as non-income indicators such as poverty, health and 
education (Bourguignon & Charkravarty, 2003) were considered. The Human Development index 
(HDI), a composite index published by the UNDP, reflects income and non-income measures that 
indicate a country's achievements in three basic aspects of human development, namely health, 
knowledge, and a decent standard of living (UNDP, 2009). As the study focused on Angola 
because of the poverty of its people, the Human Poverty Index (HPI), which measures the most 
basic dimensions of deprivation in terms of deprivation of knowledge, a basic decent living 
standard as well as longevity (UNDP, 2009), was considered. Lastly, a lack of transparency and 
dysfunctional behaviour, specifically corruption, has been identified as one of the main causes 
of the poverty in Angola (Kolstad & Søreide, 2009). Therefore the 2009 Corruption Perception 
Index (CPI) as published by Transparency International was used to select the countries that 
have been successful in addressing corruption.  

The 23 countries were ranked relative to each other on the three indices mentioned above. An 
overall ranking was calculated as the weighted average of the three relative rankings. The top-
ranked country (based on the weighted average rankings) from each continent was selected in 
order to include a variety of views, policies and designs used in different regions of the world in 
the study. 

TABLE 1 summarises the relative rankings for each of the 23 countries for each of the indicators 
discussed above. In all instances, a low ranking indicates a favourable indicator. 
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TABLE 1: Ranking of the selected oil-producing countries relative to each other based on the 
HDI, HPI and CPI  

Country 
% of 

reserves 
(CIA, 2010 

% of world 
production 
(CIA, 2009) 

CPI 
ranking 

HDI 
ranking 

HPI 
ranking 

Overall 
ranking 

Norway 0.48% 2.79% 2 1 1 1 

Canada 12.87% 3.90% 1 2 2 2 

United Kingdom 0.25% 1.78% 3 4 4 3 

United States of America 1.54% 10.75% 4 3 5 4 

Qatar 1.96% 1.44% 5 6 3 5 

United Arab Emirates 7.07% 3.32% 6 7 9 6 

Mexico 0.96% 3.56% 12 8 6 7 

Saudi Arabia 19.08% 11.59% 7 11 14 8 

Brazil 0.91% 3.05% 9 13 12 9 

China 1.13% 4.74% 10 17 10 10 

Venezuela 7.12% 2.93% 20 10 7 10 

Russia 5.71% 11.79% 19 12 8 12 

Kazakhstan 2.17% 1.83% 15 14 11 13 

Libya 3.32% 2.12% 16 9 16 14 

Azerbaijan 0.51% 1.20% 18 15 13 15 

Algeria 1.09% 2.52% 13 18 18 16 

Indonesia 0.28% 1.21% 13 19 17 16 

India 0.41% 1.04% 11 20 20 18 

Iran 9.94% 4.95% 22 16 15 19 

Nigeria 2.62% 2.62% 16 22 21 20 

Angola 0.98% 2.31% 20 21 22 21 

Kuwait 7.33% 2.96% 8 5 N/A N/A 

Iraq 8.20% 2.85% 23 N/A 19 N/A 

Source: Author's deduction (sources at each column in column heading) 

N/A = No ranking could be calculated as the indicators were not available for these countries. 

Based on the selection process described, Norway (Europe), Canada (North America), Brazil (South America) and Qatar (Asia) 
were included in the study. Qatar was substituted with the United Arab Emirates, the second-ranked Asian country, due to a 
lack of information on Qatar’s extraction tax regime. Secondary information was available on the oil concession agreements of 
Abu Dhabi (United Arab Emirates). 

4. RESULTS OF THE COMPARISON OF EXTRACTION TAX REGIMES 

This section provides an overview of the comparison between the extraction tax legislation in 
Angola and the countries selected in section 3 in TABLE 2. It concludes by identifying aspects 
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that Angola may be able to learn from each of the other countries. 

4.1 Comparison between relevant legislation 
TABLE 2 provides a high-level comparative overview of the aspects of the extraction tax regimes 
of the countries included in the study. The extraction tax regime of Alberta was included in the 
study as the bulk of Canada’s oil reserves are found in Alberta (EIA, 2009a). The United Arab 
Emirates does not have a federal oil policy or federal petroleum legislation. As oil policy is left 
to the jurisdiction of each member emirate, the emirate of Abu Dhabi, which contains the 
majority (approximately 94%) of the United Arab Emirates’ oil reserves (Suleiman, s.a.; 
EIA, 2009b), was used in the comparison. 

4.2 Areas identified for further consideration 
The comparison in 4.1 provides evidence of a number of differences between the legislation to 
collect compensation for the depletion of petroleum resources in Angola and each of the other 
countries. The main areas identified from this comparison for further consideration in the 
Angolan context are the following: 

 Angola implemented royalties in certain regions and production-sharing agreements in 
others. Alberta and Brazil only make use of royalties to collect compensation for the 
depletion of their oil resources. The effectiveness of production-sharing agreements as 
instruments to collect compensation in Angola is considered in section 5.1. 

 The extraction tax regimes in Alberta, Brazil and Abu Dhabi provide for an increase in 
government take when oil prices and/or production levels increase. Angola’s take from its 
royalty regime does not increase in times of economic prosperity. Measures to enable the 
Angolan government to share in wealth during times of economic prosperity are considered 
in section 5.2. 

 Alberta and Norway established funds to account for and manage oil revenues. The use of 
such a fund in Angola is discussed in section 5.3.1. In Brazil oil revenues are distributed 
directly to beneficiaries to ensure appropriate use and accountability. This measure, as an 
alternative to establishing a fund, is considered in section 5.3.2. 

 The Norwegian state shares in the country’s oil wealth through resource rent taxes. In both 
Norway and Abu Dhabi the state makes direct investments in oil projects. The use of a 
resources rent tax system and direct investment in petroleum projects in Angola are 
discussed in section 5.4. 

 Lastly, it has been identified that the instances where relief is available in terms of 
Alberta’s extraction tax regime are defined more clearly than those in the Angolan royalty 
regime. As vague relief provisions may result in misuse or abuse of these provisions, it is 
recommended that the Angolan regime can be improved by clearly defining instances in 
which relief would be available. 

The appropriateness of each of these areas in the Angolan context is considered in section 5. 
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5. DISCUSSION OF ASPECTS THAT ANGOLA CAN LEARN FROM  

The aspects of the extraction tax regimes of Alberta, Brazil, Norway and Abu Dhabi that were 
identified in section 4.2 are discussed in this section to determine whether Angola can learn 
from these aspects to improve its extraction tax regime.  

5.1 Effectiveness of production-sharing agreements to collect 
compensation on petroleum resources 

In section 4 it was observed that Angola is the only country in the comparison that makes use of 
production-sharing agreements (PSA). Canada, Brazil and Abu Dhabi use royalties, while Norway 
imposes a resource rent tax (special tax) and makes direct investments in petroleum projects. 
This poses the question whether the use of production-sharing agreements is a suitable 
instrument to collect compensation on Angola’s petroleum resources.  

Farhan (2008) argues that from a functional and financial point of view a PSA system is not 
different from a concessionary (royalty) system. The differences between the two systems lie in 
the management and control of the operations of international oil companies that explore a 
country’s petroleum resources. The benefit of a PSA system for the government (or national oil 
companies) is that it shares in the revenue and has an influence in the exploration and 
development operations, while it does not bear any of the exploration risks involved with the 
petroleum project (Bindemann, 1999). In essence, the government controls the petroleum 
activities and petroleum output and pays a share of the output to the operator as a reward for 
the services provided and the risks accepted (Bindemann, 1999). In the case of concession 
agreements, the government does not control the operations or own the output. In comparison 
with a PSA system, the use of direct financial interests exposes the state to more risks, as it 
bears exploration risk by contributing to the operating and exploration costs. 

Despite the benefit of being involved in the operations of a petroleum exploration and 
development project as described above, there are a number of reasons why a PSA system is not 
favoured by all petroleum-producing countries. Wälde (1995) contends that restrictions in the 
agreements often limit the influence of the government severely. Consequently, governments 
merely create the perception of control over the petroleum activities while at the same time a 
PSA system may expose them to other disadvantages (discussed below). This problem regarding 
the use of a PSA system can however be overcome by drafting and negotiating agreements to 
provide the government with sufficient influence in petroleum activities. 

Moreover, a PSA system often binds the government for long periods of time, making this system 
less flexible when the economic or political climate changes (Muttitt, 2005). However, such a 
long-term agreement provides fiscal stability to foreign oil companies investing in high-risk 
projects in a country (Rutledge, 2004). This would be particularly relevant when the exploration 
risk is high if the oil fields have not yet been discovered, which is the case in the Angolan 
offshore fields where the PSA system is used (IMF, 2005). This characteristic of PSAs would 
therefore encourage foreign investment in Angola’s petroleum industry. 

Another characteristic of the PSA system that could be less favourable than a royalty system is 
that the government will share in profit oil, which is determined as the oil produced less costs 
(Bindemann, 1999). This implies that the government’s share of the oil is determined on the 
basis of the profitability of the project. Petroleum resources can therefore be depleted at little 
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or no compensation when profits are low as a result of high operating costs. Bindemann (1999) 
notes that royalties can be collected as part of the PSA to ensure that the state receives a 
minimum level of compensation irrespective of the profitability of the extractor. If the costs 
that can be deducted to determine profit oil are capped at a certain level, this serves the same 
purpose as a royalty (IMF, 2005; Rutledge, 2004). In the case of Angola’s production-sharing 
agreements, the standard PSA template makes provision for a cap. Muttitt (2005) notes that 
profit taxes, such as the state’s share of profit oil, are more complicated to determine and can 
be avoided by accounting techniques. It is therefore of critical importance that the PSA clearly 
defines the inputs into the profit calculation, especially the deductible costs, to avoid this. In 
the standard Angolan PSA template (Angola, s.a.), the costs to be deducted when calculating 
profit oil are stated widely as “all Exploration, Development, Production and Administration and 
Services Expenditures incurred under this Agreement”. This wide definition of deductible costs 
may leave room for manipulation and is an area of the standard PSA template that could be 
improved. The ability to administrate this aspect of the PSA system may impact on the 
effectiveness of PSAs as an extraction tax instrument in Angola (Muttitt, 2005). 

From the above discussion it is evident that a production-sharing agreement system may 
provide certain benefits to Angola, as it provides the state with a certain extent of control over 
the country’s petroleum activities while encouraging foreign investment at the same time. This 
foreign investment is accompanied by knowledge and technology that may not be available in 
Angola. Even though this extraction tax instrument may have some disadvantages, they can be 
reduced or eliminated by the terms of the PSA. The fact that Angola uses production-sharing 
agreements in some regions is therefore not an area that requires improvement, although the 
other countries mentioned in the study do not make use of this system.  

Two areas for further research that may improve Angola’s PSA system have been identified in the 
discussion above. Research in these areas can ensure that the Angolan PSAs address the 
weaknesses of the PSA system, as identified above, sufficiently. Firstly, research can be 
performed to evaluate whether the Angolan PSAs have been drafted in such a way that the 
government has sufficient involvement in petroleum activities to justify using this form of 
extraction tax. This issue has proved to be problematic elsewhere in the world. Secondly, the 
sufficiency of the level of royalties (or the cap on costs to be deducted when determining profit 
oil) can be evaluated.  

5.2 Measures to share in the wealth in times of economic prosperity 
In the comparisons with Alberta, Brazil and Abu Dhabi it was observed that these countries have 
measures included in their extraction tax regimes to ensure that the state’s share of petroleum 
revenues increases in times of economic prosperity. Angola has no similar measure in its royalty 
regime where the royalties are levied at a rate of 20% in all circumstances (unless it has been 
reduced to provide relief). The standard PSA template makes provision for an increase in the 
state’s share of profit oil when the rate of return generated by the operator increases. This 
mechanism would capture additional compensation when the oil price rises or when operators 
reap the benefits of large production volumes. 

Lambrechts et al. (2009) identified this concern when they commented that African 
governments have neither been able to optimise mining tax revenue during the 2003-2008 boom 
nor capture any price windfalls during this period. The observation is further supported by the 
fact that there has been a decline in Angola’s share of oil revenue in a time when production 
increased from 2000 to 2003 (IMF, 2005).  
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It is recommended that Angola consider including measures in its royalty regime to increase its 
share of the oil revenue wealth when oil prices increase or when production levels increase. The 
following suggested measures are based on the comparisons in section 4: 

 An additional special take can merely be collected in specified circumstances where 
petroleum prices are high or production levels great, as is done in Brazil. 

 A sliding royalty rate, which is based on either production level (as is the case in Abu 
Dhabi) or both the production level and the oil price (as is the case in Alberta), can be 
used to increase the state’s compensation in times of economic prosperity. This is the 
most common method used to create a flexible tax regime (Ochieze, 2007). 

5.3 Management of petroleum revenue collected 
The comparisons in section 4 highlight the fact that the other countries implement stricter 
measures for managing and using the revenue collected from their petroleum resources than 
Angola. The appropriateness of these measures in the Angolan context is discussed in this 
section.  

5.3.1 The use of a sovereign wealth fund as a measure to improve management 
and use of petroleum revenue in Angola 

The first tool for managing petroleum revenue that was identified in the comparison with Canada 
and Norway is the use of a sovereign wealth fund. Natural resource revenue funds are created to 
serve as a mechanism to stabilise fiscal policy but also to save a portion of this revenue. 
Stabilisation funds are used to smooth expenditure funded from volatile natural resource 
revenue by channelling excess revenue into the fund in order to finance expenditure when 
natural resource revenue is low (Tsalik, 2004; Koptis, 2004; Davis, Ossowski, Daniel & Barnett, 
2001). The purpose of an investment fund, on the other hand, is to gather wealth from current 
natural resource activities to be used by future generations (Tsalik, 2004; Erikson, 2006). In 
addition, these funds can be used to prevent weakening of local currency if the revenues from 
exports are invested abroad. Lastly, the funds serve a transparency and accountability purpose 
(Tsalik, 2004; Koptis, 2004). 

It has been reported on a number of occasions that the Angolan government is considering 
implementing a sovereign wealth fund to manage its expected income from increased oil 
production in future (SWFI, 2009; Almeida, 2008). Although these funds serve their purpose 
extremely well in countries such as Norway and Canada (Tsalik, 2004), there are mixed views on 
the use of funds as a solution to petroleum revenue management, as this approach has not 
always been effective in all countries that have implemented it (Gallagher & Rozner, 2007).   

Davis et al. (2001) state that stabilisation funds smooth expenditure by imposing limits on the 
liquidity available. They are of the opinion that these constraints on expenditure should be 
imposed by making a fiscal policy decision regarding expenditure. The creation of a fund is a 
tool that can be used in this process, but it will not automatically resolve the problem if no fiscal 
policies are implemented with regard to government spending. This means that the issue can be 
addressed equally well with or without the use of a natural resource fund. In addition, Davis et 
al. (2001) argue that natural resource funds may be difficult to integrate with the national 
budget, causing problems when coordinating government expenditure. 
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Similarly, Davis et al. (2001) argue that a fund will not automatically lead to increased 
government savings when budget shortfalls created by saving revenues in a fund would have to 
be financed by government debt. Effective saving of government revenue would require a fiscal 
policy decision to be successful rather than being effected merely via the introduction of a fund. 
In Angola, a country where the masses live in poverty after a 27-year civil war, immediate social 
expenditure may be perceived as being more important than saving wealth for future 
generations (Lundberg, Karan & Ernst, 2007). This could result in no money being saved in the 
fund. This concern is illustrated by the Venezuelan situation, where the introduction of a natural 
resource fund has not been as successful as the Norwegian one even though the two were based 
on the same model. The socioeconomic conditions in Venezuela at the time when the fund was 
created required immediate government spending in areas such as health care, education, 
social programmes and infrastructure rather than saving of revenues for future generations 
(Koptis, 2004; Tsalik, 2004). The present conditions in Angola may create expenditure pressures 
on the government, similar to those in Venezuela, to address the socioeconomic conditions first 
before accumulating wealth. This would reduce the effectiveness of the creation of a fund 
significantly. 

It is therefore submitted that the lesson to be learnt by Angola from the countries in the 
comparison is not that a fund should be created to manage its oil revenues collected. The view 
exists that the real value added by a natural resource revenue fund lies in the fact that it forces 
governments to plan revenue management and be transparent about it (Tsalik, 2004). It is 
therefore recommended that Angola learn from the governance measures implemented by the 
other countries with regard to their natural resource funds. The Norwegian and Canadian 
measures identified in the comparison in section 4, and from which Angola can learn, are the 
following: 

 Firstly, the legislation in respect of the Alberta Heritage Savings Fund (Province of 
Alberta, 2000) requires the fund owners to prepare a business plan in relation to the 
use of funds. This business plan becomes part of a report that is made publicly 
available to enhance transparency and accountability regarding the use of oil revenue. 
Similarly, the Ministry of Finance in Norway is required to define a long-term 
investment strategy for amounts in the State Pension Fund – Global. Davis et al. 
(2001) suggest that fiscal budgeting can be performed without the use of a fund. This 
can be achieved by implementing mechanisms to guide short-, medium- and long-
term expenditure to be funded from oil revenue based on the country’s needs 
(Lundberg et al., 2007).  
According to the Human Rights Watch (2010) the Angolan government had to approach 
the International Monetary Fund for funding in 2009 when the oil price declined. This 
indicates that government expenditure follows the economic cycles of the oil price and 
that sufficient provision is not made for periods when the oil price decreases. As 
indicated at the start of the article, Angola is ranked only 143rd out of 182 countries on 
the Human Development Index (UNDP, 2009), indicating that expenditure does not 
necessarily benefit the people of Angola. It is therefore recommended that a 
mechanism be designed and implemented in Angola to force the government to plan 
expenditure in the short, medium and long term in such a way that the needs of the 
Angolan people are addressed. This planning mechanism should take into account and 
counteract future fluctuations in the oil price. 

 Secondly, in both Alberta and Norway information on the oil revenue received, 
investment thereof as well as the expenditure funded from it is made public. In 
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addition, the business plan referred to earlier is included in a document that is made 
available publicly. Both countries require the funds to be audited and the audit results 
are made public. This transparency creates a sense of public ownership over the oil 
funds and increases the state’s accountability towards the business plan (or similar 
measure to manage use of the oil revenue) as well as actual expenditure funded from 
it (Tsalik, 2004). According to Tsalik (2004), this transparency has been a key factor in 
the success of countries like Norway and Alaska, while a lack of transparency 
contributed to the abuse of both Venezuela’s and Oman’s oil funds. 
In Angola revenue information is publicly available on the Ministry of Finance website, 
but expenditure information is not. Expenditure information is critical if an oil fund is 
to benefit the people of Angola (Human Rights Watch, 2010; World Bank, 2006). 
Sonangol, the Angola’s state petroleum company, is audited, but the audit report is 
not made available publicly (Human Rights Watch, 2010).  
It is therefore recommended that the mechanism for planning expenditure, as 
discussed above, the actual information on expenditure, as well as the audit report on 
this expenditure be made available publicly in Angola to increase accountability in 
respect of the use of oil revenue. 

 Lastly, the Alberta Heritage Fund Act involves the Treasury Board, Ministers of Finance 
and Revenue as well as a standing committee in the management of the province’s oil 
revenue. The duties of managing the Government Pension Fund – Global are divided 
between the Ministry of Finance and the Central Bank of Norway. According to Tsalik 
(2004) an effective oversight system in managing oil revenue is vital to the success of 
the system. It is therefore recommended that the powers and authority for 
implementing and monitoring the recommendations above be divided between a 
number of independent entities in Angola. 

5.3.2 Other measures to improve management and use of petroleum revenue in 
Angola 

The comparison between Angola and Brazil identified the direct distribution of oil revenue to 
beneficiaries in Brazil as an aspect from which Angola can learn. Various commentators have 
noted that the direct distribution system did not improve economic performance and economic 
indicators significantly (Postali, 2009). It is submitted that this direct distribution mechanism 
could be a method to facilitate the implementation of the recommendations in section 5.3.1., 
but that this mechanism by itself will not contribute to the improvement of socio-economic 
conditions in Angola. 

5.4 Resource rent taxes and direct investment 
The last observation from the comparisons in section 4 is the principle of collecting 
compensation based on a profit basis in Norway as opposed to a sales value basis, which ignores 
the producer’s profitability. In 1975 Garnaut and Clunnies-Ross (1975) argued that tax levied on 
the extraction of mineral resources should be neutral in order not to distort investors’ decisions. 
They suggested a resource rent tax which is based on profit rather than gross sales. The profit-
based compensation collected in Norway is an example of this type of tax. Compensation that is 
based on profitability exposes the state to greater risk than an ad valorem compensation that 
does not take the producer’s profitability into account (Otto et al., 2006). A resource rent tax 
can result in low or no compensation if the profitability of the producer is low. Because it takes 
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costs into account, these taxes are also more difficult to administer and easier to evade than ad 
valorem royalties (Otto et al., 2006). Direct investments in petroleum projects that are made in 
Norway and Abu Dhabi expose governments to similar risk. The main argument for using this 
system is that it will not distort investment decisions, and this should encourage investment. 

Lambrechts et al. (2009) are of the opinion that the favourable tax regimes designed to 
encourage foreign investment that were introduced in Africa in the 1990s contributed to the fact 
that African countries did not collect their fair share of oil wealth. Angola is attracting foreign 
investment with its current regime, and this country is considered to be a petroleum investment 
hotspot (Frynas & Paulo, 2006). It is therefore concluded that a profit-based compensation may 
become appropriate at a later stage in Angola’s development when its oil fields start to mature 
and it becomes more difficult to attract foreign investment. For the same reason, direct 
investment by the state in Angolan petroleum projects is not advisable at this point in time. 

6. CONCLUSION AND RECOMMENDATIONS  

In section 4, the extraction tax regime in Angola was compared to those in Canada, Brazil, 
Norway and the United Arab Emirates in order to identify aspects of the design of the regimes in 
these countries that Angola can learn from to improve its extraction tax regime. The aspects 
identified in the comparison were considered in the context of Angola in section 5. In conclusion, 
recommendations are made for the improvement of various aspects of the design of Angola’s 
extraction tax regime: 

 The use of production-sharing agreements does not impact on the effectiveness of 
Angola’s extraction tax regime. The production-sharing agreements can however be 
improved by clearly defining the allowable costs that can be deducted in determining 
profit oil. 

 Relief measures in Angola’s royalty legislation could be defined more clearly to 
prevent misuse and subjective relief being provided. 

 Angola could introduce a measure into its royalty regime to ensure that the country 
shares in increased wealth in times of economic prosperity. This can be achieved by 
introducing a progressive royalty rate that depends on the oil price and level of 
production (similar to Alberta and Abu Dhabi) or by introducing an additional take if 
production levels or the oil price exceeds certain levels (similar to Brazil). 

 Mechanisms could be introduced to improve planning as well as accountability over 
expenditure funded from oil revenue. This would not necessarily entail the use of a 
sovereign wealth fund, even though such a fund can facilitate the implementation and 
execution of these mechanisms. Based on the comparison, it is recommended that a 
formal expenditure planning or budget process be introduced to ensure that oil funds 
are used in areas where they benefit the people of Angola. Information on this plan or 
budget, actual expenditure and the audit report on expenditure should be made 
available publicly to improve the state’s accountability. Authority and responsibility 
for this process should be divided between a number of independent entities to ensure 
effective oversight over and functioning of the mechanisms. 

The discussion in section 5.1 identified two aims for further research that may improve the 
effectiveness of Angola’s PSA system. These are, firstly, to evaluate whether Angola’s current 
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PSAs provide the state with sufficient involvement in petroleum activities, and, secondly, to 
determine whether the cost caps that have been set in the PSAs provide Angola with a sufficient 
level of royalties from these agreements. 

Angola is a country that is already realising its potential as a major player in the world 
petroleum industry. This article has contributed to the existing literature by identifying aspects 
of legislation imposed in other petroleum-producing countries that Angola can use to turn its 
substantial oil reserves into a blessing for all rather than a curse for the masses.  
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