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Summary 

The current note is intended to brief the new membership of the Committee on the work done by its 
predecessors in the area of extractive industries taxation during the last 8 years. The Committee decided 
to create a Subcommittee on Extractives and work on taxation issues in the sector and help developing 
countries claim a fair share of the revenues generated by the industry. The Subcommittee’s work 
culminated in the first Handbook on extractive industries taxation covering a broad range of issues such 
as: Tax Treaties, Permanent Establishments, Indirect Transfer of Assets, Transfer Pricing, Tax 
Treatment of Decommissioning, Government Take, and Negotiation and Renegotiation of Contracts.  

Given the broad range of tax issues related to extractive industries and following the demand from the 
first users, an update of the Handbook was decided by the Committee in October 2017, with inclusion 
of new issues and an update of existing ones where necessary. The new added chapters are:  tax 
incentives; tax treatment of subcontractors and service providers; production sharing contracts; tax 
treatment of financial transactions in the extractive industries; and audit.  

Despite the depth and breadth of issues covered, it appears there are a number of issues the Committee 
may wish to work on through another Subcommittee. Here is the proposed mandate for the Committee’s 
consideration: 

• Taking stock of the work done by the previous Subcommittee on the Update of the Extractive 
Taxation Handbook, the new Subcommittee will work on tax policy guidelines to curb trade mispricing 
and undervaluation of resources in extractive industries; 

• The Subcommittee will work on tax issues related to tax incentives, permanent establishment, 
and digital economy taxation, with the view to minimise tax losses and the contraction of the tax base; 
bearing in mind the mandates of Subcommittees and working with them as necessary. 

• In collaboration with the Subcommittee on environmental taxation, the Subcommittee will 
review and reflect on adequate tax policies that can assist countries’ efforts in transitioning from fossil 
fuel energy to renewable and environmentally friendly sources; 

• The Subcommittee will work on any other urgent tax matters that may arise in the extractive 
industries as directed by the Committee.     
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1. Context and background. 

1. The UN Committee of Experts on International Cooperation in Tax Matters has at the 
core of its mission to enhance and promote international tax cooperation among 
national tax authorities to avoid double taxation and double non taxation of revenue 
derived from cross-border economic activities. It is also mandated to investigate how 
new emerging issues affect international tax cooperation and propose possible 
solutions how to deal with them. FSDO Capacity building activities in the areas of tax 
and domestic resource mobilization, especially for developing countries, have greatly 
benefited from the normative work done by the Committee through its technical 
subcommittees. 

2. One of the areas that retain the attention of the Committee for the last 8 to 10 years is 
the extractive industries taxation. The extractive sector plays a major role in 
economies of 81 countries that account for a quarter of global GDP, half of the 
world’s population and nearly 70 per cent of those living in extreme poverty. 
Obviously, any major policy implementation in the extractives industries in a country 
or at international level is likely to have a substantial impact on the lives of many.  

3. The extractives sector often requires massive investments from multinationals and 
therefore taxation of the profit will involve many aspects of international tax 
cooperation. In this respect the UN tax Committee started working on tax issues in 
extractive industries in 2013 to bring its contribution to many of the questions posed 
by developing countries for their fair share of revenue from that sector.   

 

2. The Subcommittee on Extractive Industries Taxation 

4. To promote economic development, among other measures, developing countries 
need to increase domestic resources, and the extractives sector is or should be a 
source of increased revenue for countries endowed with such resources. In this regard, 
the Committee decided to create a Subcommittee on Extractives and work on taxation 
issues in the sector in order to help developing countries claim a fair share of the 
revenues generated by the industry. 

5. The Subcommittee was created in 2013 with the following mandate: 

o to consider, report on and propose draft guidance on extractive industries 
taxation issues for developing countries on the basis that it shall: 

o identify and consider the most pressing issues where guidance from the 
Committee may most usefully assist developing countries in this area.  

o identify issues on a preliminary basis and include proposals providing policy 
and administrative guidance for developing countries at a very practical level 
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3. Handbook on taxation of extractive industries by developing countries 

6. Subsequently the subcommittee worked on a series of key issues facing developing 
countries with regard to taxation with regular reports to the Committee during its 
sessions. In 2017 the Handbook on taxation of extractive industries by developing 
countries was issued. Besides a broad overview on the state of extractive industries 
around the globe, the Handbook covered the following topics: Tax Treaties, 
Permanent Establishments (PEs), Indirect Transfer of Assets, Transfer Pricing, Tax 
Treatment of Decommissioning, Government Take, and Negotiation and 
Renegotiation of Contracts. 

 Chapter 2: Tax treaty issues 

7. In many countries, especially developing ones, natural resources produced are 
typically exported. This raises several tax treaty issues for the extractive industries 
that are discussed in this chapter. 

8. In particular, the chapter includes commentary on which taxes are covered by a treaty, 
when activities of investors, contractors and subcontractors are taxable, how tax 
jurisdiction may vary throughout the life cycle of a natural resource project, how the 
term “royalties” as used in tax treaties differs from mineral/oil and gas royalties, 
whether a tax or other levy is creditable in the resident state of the investor, aspects of 
non-discrimination, and the territorial scope of the treaties. 

 Chapter 3: Permanent establishment issues 

9. This chapter focuses on Article 5 of the United Nations Model Convention and how 
this article influences the taxation of the extractive industries. This chapter elaborates 
in-depth on the significance and existence of PEs of the investor and its 
subcontractors as a result of different activities performed by the extractive industries 
in the source country. In addition, issues with respect to companies that rent drilling 
rigs, perform their activities on-board such rigs, and activities that take place at 
different wells or contract areas are also covered. 

 Chapter 4: Indirect transfer of assets 

10. This chapter deals with the question of whether and how a capital gains tax could be 
implemented. Domestic legislation could tax gains on sales of capital assets as general 
ordinary income, as capital gains taxable under the corporate income tax law, or under 
a stand-alone capital gains tax law. In cases where there is a capital gains tax on sales 
occurring within a country, the question of how indirect sales should be taken into 
account arises. Instead of transferring an asset (e.g. a mine itself (direct transfer)), the 
owner of an entity holding the asset may transfer its interest in that entity (thus 
“indirectly” transferring the underlying asset). 

11. In the case of a direct transfer of a mining or petroleum right, even by a non-resident, 
the source country can levy a tax under its domestic law on the gain from the sale of 
such property. The chapter reviews issues and considerations a country may face in 
taxing or, in some circumstances, not taxing such direct transfers. Next, the chapter 
considers indirect sales of mining or petroleum assets.  
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 Chapter 5: Transfer pricing issues 

12. This chapter considers and analyses several examples of transfer pricing issues that 
arise in the extractive industries. It focuses on issues relating to the major stages in the 
extractive industries value chain, and suggests methods and approaches that might be 
considered in addressing the particular issues identified. Thereafter, the chapter 
provides several case examples that apply to both mining and O&G followed by more 
specific examples focused first on mining, and then on oil and gas, reflecting that 
mining and petroleum, while similar, also have certain important differences. 

 Chapter 6: The tax treatment of decommissioning 

13. At the end of its life cycle, the decommissioning of an extractive facility in a way that 
avoids environmental damage and adverse effects on local populations must be 
addressed. A key element in achieving comprehensive closure/dismantling of 
extractive facilities is ensuring adequate financial resources are available on closure. 
Properly taking into account decommissioning at the outset of projects and when 
designing fiscal rules governing the extractive industries is particularly important in 
developing countries where, quite often, there may be a lack of general legal 
framework addressing these issues. This chapter describes these issues and examines 
the tax treatment and considerations involved in dealing with them. 

 Chapter 7: The government’s fiscal take 

14. This chapter describes the various forms of payments and other compensation that 
governments can receive from the development of natural resources, their timing and 
responsiveness to differing economic environments, implications of each together 
with their cumulative impact on investors, and the sensitivities associated with their 
interaction with other statutory tax rules. 

 Chapter 8: Tax aspects of negotiation and renegotiation of contracts 

15. How countries attract outside investment while balancing their economic, 
environmental, and social needs is a major challenge, requiring careful upfront 
planning and priority setting. In some countries, laws are independently enacted 
governing the framework for investments in resources, and investors must determine 
whether they will invest based upon those prescribed rules. 

16. In many developing countries, however, where resource development is beginning, no 
overall framework exists, and often a negotiated framework for development, between 
an investor or investors and the government, governs natural resource development. 
This chapter reviews various issues that arise in connection with the negotiation of 
such contracts, and the options regarding their renegotiation as circumstances or the 
parties involved change. 
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 Chapter 9: Value added tax 

17. The chapter on value added taxes (VATs) covers the key issues raised in applying 
VAT on the extractive industries, including policy and administration issues over the 
life cycle of natural resource projects. In particular, since many developing countries 
export most of their natural resource production, a VAT intended to tax domestic 
consumption should not provide a large source of lasting revenue, but timing and 
refund issues can be significant. The chapter covers these issues and addresses the 
effect a VAT may have as a barrier to direct investments. Implications on local 
content sourcing and other local economy spillover effects are described. 

4. The Handbook and its use 

18. The Handbook has proved to be a useful tool for government and the private sector 
alike. The FSDO used it for a regional workshop in Da Nang, Vietnam held back-to-
back with the Extractives Subcommittee meeting. Some of the aspects that retained 
the attention of participants included contract negotiations, and permanent 
establishment issues. During the workshop participants also expressed the need for 
guidance on such issues as tax incentives and financial transactions in extractive 
industries.  

19. The workshop had at least two objectives as it served to train government officials of 
some of the critical issues they face on a regular basis when it comes to taxation and 
tax consideration in the extractive industries. The workshop also aimed at gauging the 
usefulness of the topics treated in the Handbook by the potential users, government 
officials. The Handbook was found to be useful even though a number of other topics 
were raised by participants. 

5. The Committee’s work on Extractives during the 2017-2021 

20. The Handbook produced by the previous membership proved to be useful, though 
some other key topics were left out by lack of sufficient time.  Based on 
recommendations from its subcommittee, the Committee decided to work on issues 
left open by the previous subcommittee. The Committee established anew the 
Subcommittee on Extractive Industries Taxation and gave it the mandate to update the 
Handbook by adding a few more chapters on issues mostly left untreated during the 
previous membership. Topics such as tax incentives, and tax treatment of 
subcontractors were also raised by participants at the Da Nang workshop. 

21. The 2021 update of the Handbook includes new chapters including Tax incentives, tax 
treatment of subcontractors, tax treatment of production sharing, Financial transaction 
instruments, tax audit systems. To make the Handbook consistent with other inhouse 
publications, some chapters such as decommissioning, transfer pricing, and overview 
chapters, were also updated. The addition of new topics resulted in renumbering of 
chapters. Below is a brief summary of the new chapters and the redrafted overview 
chapter. 
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Overview chapter 

22. This chapter is intended to broadly identify issues of taxation of the extractive 
industries; address several of the most significant ones in short form; help build 
awareness; and, ultimately, along with the additional specific-issue chapters, assist 
those faced with these issues to make policy and administrative decisions in relation 
to them. This publication is an update of the previous version of the Handbook issued 
in 2018 as the result of the work undertaken by the Subcommittee during 2014-2017 
membership. The current publication contains five new chapters on tax incentives; tax 
treatment of subcontractors and service providers; production sharing contracts; tax 
treatment of financial transactions in the extractive industries; and audit. Other 
chapters have been edited for cross-referencing and accuracy, without amending the 
underlying principles approved in 2018. In addition, new data has been included 
where appropriate, especially to take account of the current world-wide humanitarian 
and economic crisis situation induced by the COVID-19 Pandemic. 

Tax incentives 

23. This chapter provides a general framework on the design and use of tax incentives. It 
looks at different types of tax incentive available in the extractives sector, including 
incentives within export processing zones.  

24. The last section looks at cost-based incentives available in relation to direct taxation, 
customs duties and VAT. The section also examines production royalty-based 
incentives and reviews the potential issues arising from their use. 

Production Sharing Contracts 

25. PSCs are among the most common types of contractual arrangements for petroleum 
exploration and production (E&P). Under a PSC the state, as the owner of mineral 
resources, contracts an oil company or a group of oil companies to invest their 
technical and financial capabilities to explore and develop the country’s hydrocarbon 
resources. The state is traditionally represented by the host government or one of its 
entities such as the national oil company (NOC). 

26. A PSC is, therefore, a type of contract intended to establish the rights and obligations 
of the parties, including how the costs incurred and revenue generated by the project 
will be allocated among the parties. PSCs are most common in African and Asian 
countries, as well as in certain countries of South America.  

27. PSCs typically relate to the petroleum industry and are rarely seen in the mining 
industry, where there is often less direct participation of government bodies. 
Nevertheless, there is great interest in the implementation of PSCs in the mining 
sector among developing countries, for example in Senegal, Gabon, Uganda, or Papua 
New Guinea. 
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28. To provide a general overview of PSCs, the chapter starts by considering how a PSC 
differs from other types of fiscal regimes; it explores some of the reasons why a 
country would choose a PSC and provides an overview of the general terms and 
common tax clauses. When discussing terms, the chapter goes into practical tax 
problems that are often encountered in PSCs and finally describes a few current PSC 
systems around the world. 

Tax Treatment of Subcontractors and Service Providers 

29. This chapter addresses the tax issues that arise from use of subcontractors in 
extractive industries. It provides a background of the growth of the use of such 
businesses and their typical roles at various stages of an extractive project. It then 
discusses the various tax issues that arise in dealing with such subcontractors. 

30. The discussion of the typical tax issues outlines specific issues that present complex 
tax questions. An analysis is provided of each area to help frame the pertinent issues 
for users of the Handbook. 

31. The chapter then addresses the key tax areas which give rise to complexities – PE 
issues specific to subcontractors; characterization of income and withholding tax 
questions; indirect tax matters including those related to customs duties; and the 
application of payroll taxes. A separate section addresses issues regarding 
independent service providers and raises questions of whether the service provided is 
under an employment contract (contract of service) or in the capacity of an 
independent contractor (contract for services). 

32. The last section of the chapter then presents a number of examples to illustrate the 
analysis provided in earlier sections. They provide a summary of other associated tax 
issues that arise from transactions involving subcontractors and service providers. 

Tax Treatment of Financial Transactions in the Extractives Industry 

33. This chapter elaborates on different financial transactions relevant for the extractives 
sector and provides guidance on tax issues. The chapter also covers joint venture 
arrangements which are common in the industry, and farm in and farm out 
arrangements which can be used to fund early-stage project expenditures such as 
exploration. There are a lot of crosscutting issues between financial transactions in 
extractive industries and transfer pricing as financial transactions may involve related 
parties. This chapter focuses on the tax treatment of financial transactions that is not 
discussed in the United Nations Practical Manual on Transfer Pricing.   

34. This chapter addresses four important topics concerning financial transactions: 
financing mechanisms, hedging instruments, financial and performance guarantees 
and farm-in/farm-out agreements. Considering the importance of these issues for the 
extractive industries in developing countries, and in view of the difficulties 
encountered in applying the arm's length principle to financial transactions, 
particularly with regard to the comparability analysis, this chapter elaborates on the 
thin capitalization rule in the extractive industries, reviews current debate on interest 
limitation issues and provides concrete application examples in developing countries.  
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Issues and Generally Acceptable Practices in Auditing Oil, Gas and Mining Activities 

35. The purpose of this chapter is to provide developing countries with an overview of the 
issues that are encountered in relation to tax audits and to provide insights on 
generally acceptable practices that can be used by officials in developing countries 
when auditing the extractives sector. The chapter provides practical illustrations 
employed by countries in dealing with issues arising from the audit of the extractive 
industry.  

36. The chapter discusses the entire audit process: preparation, planning, execution and 
finalization and discusses the intricacies of extractive sector audits. The pros and cons 
of different tax administration organizational approaches are discussed in addition to 
staff expertise and experience arrangements, as well as the extent of governmental 
agency cross collaboration that could add value to extractive industry audits.  

37. The chapter discusses the typical audit approach as well as providing a non-
exhaustive summary of the typical costs encountered at each stage of the extraction 
process and signposts to various information depositories for comparative 
information. This chapter also discusses other compliance approaches that can be 
applied in parallel to audits, including capacity building possibilities, which could in 
the appropriate tax environment improve overall taxpayer compliance.  

38. Finally, the chapter addresses the issue of trade mispricing or actions that could be 
regarded as deliberate fraudulent/illegal manipulation of revenue and expenditure to 
evade taxes. Strategies to detect such mispricing activities and any mitigation methods 
are discussed. The issues discussed are not intended to be exhaustive and will require 
detailed and extensive analysis in practice, given the nature of the industry. 

 

6. Extractive industries as a motor for recovery from COVID-19 pandemic 

39. When the covid-19 pandemic hit at end of 2019, its full impact across the globe was 
felt throughout 2020 up to now. It is estimated that the world economy registered 
4.3% contraction, as measured by the GDP and for the first time since 1998 there was 
an increase in extreme poverty. 

40. As the world slowly learns to live with the pandemic and tries to recover from its 
aftermath, the extractive industries have the potential to drive growth and sustainable 
development for many countries, especially developing countries endowed in natural 
resources. 

41. It is against such a backdrop that the Secretary-General organized a series of regional 
Roundtables around the theme of how to leverage the extractive industries rebound, as 
an engine for growth and sustainable development. At the end of regional 
consultations, a global Roundtable was convened and chaired by the Secretary-
General. 
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42. Insisting on exploitation of resources in a sustainable way that preserve the 
environment and keep in check the carbon emission, with substantial benefits to all 
stakeholders, especially local communities, the Secretary-General proposed the 
creation of a working group on extractives industries, involving banks and other 
investors, international organizations, and other stakeholders. The working group will 
be tasked to come up with means and solutions to make the extractive sector an 
engine for sustainable development to achieve SDGs. 

43. In his concluding remarks,  the Secretary-General identified four imperatives: i) 
improving extractive resources governance for environmental sustainability, 
transparency, inclusive decision-making, and accountability; ii) countries need to 
diversify their economies and reduce dependence on revenues from extractive 
industries over time; iii) the extractives sector should be aligned with the Sustainable 
Development Goals and the Paris Agreement; and iv) the need for greater regional 
and global coordination with Member States joining regional commissions and other 
key players to manage shocks and ensure a smooth, just, and sustainable transition 
process. The Secretary-General finally emphasized the urgent need to phase out 
energy production from coal for its heavy pollution impacting the environment.  

44. Other dignitaries who took the floor, including Heads of States and Heads of 
Government, highlighted some key issues they would like to see the working group 
on extractive industries address. The key messages are summarized below: 

• The extraction of natural resources should take into account the need to protect 
the environment. The energy transition - from fossil fuel to renewable energy- 
is the way of the future. There is need to invest in new technologies as electric 
transportation is getting traction to become mainstream. It is imperative to 
“decarbonize” the economy. 

• A climate change vulnerability fund to support countries most affected by 
climate change would be a key tool and trade-in carbon can be a source for the 
fund. 

• Countries endowed in oil and gas, and minerals together with investors and the 
private sector will continue to seek new ways of extracting resources in a more 
sustainable manner, investing in new technologies, adding value to resources 
before export, and diversifying their economies so as to progressively be less 
dependent on natural resources revenue.  

• To achieve SDGs and a carbon neutral world economy, there is need to use 
natural resources more efficiently, to secure and render more resilient the 
supply chain and avoid the supply chain fanning violent conflicts, to increase 
the value chain, and increase the recycling process as the world economies 
transition to sustainable and climate neutral sources of energy. 
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• There is need for a more equitable sharing of natural resources revenue among 
countries and multinationals. A better legislation and regulatory framework 
will go a long way to monitor companies’ activities to make sure they pay their 
fair share of taxes, and to curb IFFs and other abuses. The cooperation among 
countries and other international players will be key to achieving tangible 
results in this area. 

• All stakeholders must combine their efforts to correct the extractive industries 
bias against women and indigenous people especially for better employment 
conditions and other benefits. It will be critical to have a better integration 
between small scale operators and big companies to modernize the sector 
without sacrificing employment. 

45. The working group will work, inter alia, on such issues as: the right of indigenous 
people to the resources, environmental preservation, fair distribution of benefits 
among all stakeholders to avoid the so-called “resource curse”, infrastructure funding, 
support for LDCs and SIDSs for environmental degradation and energy transition.   

46. The Committee is invited for the duration of this membership to think and plan on 
how its work can add value to the “SG working group on extractive industries” and 
vice versa. 

7. Proposed work program for the next 4 years 

47. As mentioned, the Handbook on Extractive Taxation update is completed with five 
newly added chapters: i) tax incentives, taxation issues for subcontractors, taxation 
issues for production sharing contracts, audit, and taxation issues for financial 
transactions. 

48. A few more topics could not be fully studied by the Subcommittee. For instance, one 
of the thorny issues faced by developing countries concerns trade mispricing and 
natural resources undervaluation. The topic is briefly touched upon under the Audit 
chapter, but given its importance in curbing tax base erosion and illicit financial 
flows, the current membership of the Committee may wish to investigate the subject 
further. 

49. During its work for the past four years, the Subcommittee realized that due to new 
developments in the area of taxation, such as the UN Model update especially in its 
Articles on taxation of services and the digital economy, and indirect transfers and 
capital gains, a review of such topics within the context of extractive industries was 
necessary. Therefore, the Committee is invited to pay a closer attention to those 
issues.   
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50. The Committee will be invited to reflect on issues such as energy transition and 
appropriate tax policy to accompany the current trend shifting from fossil fuel sources 
towards renewable and environmentally friendly sources. In a broader context it 
appears urgent for countries now benefiting from fossil fuel energy for their budget to 
think on how to diversify their economy and reduce dependence to fossil fuel for 
financial resources. This is a broader topic, addressed for example in the Secretary-
General’s working group on extractives, but with a taxation component. In addition, 
the current trend in demand for renewable energy has created opportunities some 
developing countries endowed in commodities needed for the renewable energy 
production, such as lithium, graphite, manganese, cobalt, etc. New taxation policies 
and instruments maybe in order to help those countries not only raise revenues but 
also invest in diversification of their economies for the long run. 

51. With regard to the broader issue of taxation and sustainable development, two more 
issues are worth mentioning: employment and gender. The extractive sector provides 
employment to close to 250 million globally, and most of workers are in the informal 
sector. Governments in many developing countries are faced with the tricky issue of 
integrating the informal sector in the tax base without crowding out many of the small 
scale or individual operators in the sector who provide employment to millions of 
families. Moreover, the sector is historically male dominated and any policy for 
integration of the sector for tax purposes should keep an eye on the gender issue to 
help correct that imbalance. The Committee may look into the issues further and 
provide guidance to developing countries.   

52. The issues of trade mispricing and undervaluation of resources in extractive 
industries, indirect transfers, tax incentives, PE and digital economy, and energy 
transition, together with other issues mentioned above, may constitute the core of 
issues that will require the attention of the Committee for the next four years.  

53. It is recommended that the Committee should decide to establish a new Subcommittee 
on Extractive Industries Taxation with the following mandate:  

• Taking stock of the work done by the previous Subcommittee on the Update of the 
Extractive Taxation Handbook, the new Subcommittee will work on tax policy guidelines 
to curb trade mispricing and undervaluation of resources in extractive industries; 

• The Subcommittee will work on tax issues related to tax incentives, permanent 
establishments, and digital economy taxation, with the view to minimise tax losses and 
the contraction of the tax base; 

• The Subcommittee will review and reflect on adequate tax policies susceptible to 
accompany countries’ efforts in transitioning from fossil fuel energy to renewable and 
environmentally friendly sources. Such undertaking will be in collaboration with the 
Subcommittee on environmental taxation and will take stock of any findings by the newly 
created SG’s working group on extractives. 

• The Subcommittee will work on any other urgent tax matters that may arise in the 
extractive industries and as directed by the Committee.   
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