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SEMINAR 
ON THE MANAGEMENT OF MINERALS RESOURCES 

IN CENTRAL AND EASTERN EUROPE 

DAY 1 

8 00-8.30 RegIstratIon 

8 30-9 00 OpenIng Remarl~ I Welcome 

Dr Robert MIddleton 
Moderator 

Openmg Remarks 

U S Department of the Intenor 
Mmerals Management ServIce (MMS) 

Dr Peter Eszto Wekome 
PresIdent 
MmIng Bureau of Hungary ~NIBH) 

~Ir Bruce Abrams 
LSAID 
Budapest MIssIOn Office 

Welcome 

900-1000 Background and De\'elopment of HungarIan MInIng Program 

Dr Paul T elekl 

Dr Peter Eszto 
MBH 

1000-1020 Break 

1020-11.00 

Dr . .l\ntal Fust 
:NlBH 

11.00-12.30 Lunch 

Leglslative and Structural Reform m the Mmerals 
Sector of Hungarv 1990-1993 

Development of ConcessIOn Law. Mmmg Law and 
MBR 

Development of ConceSSIon Program and !vfmeral 
E\.ploratlOn PermIts 

12.30-2.30 Development of Hunganan Trammg Program 

Mr Robert Ichord 
Chlef 

Background of USAID effort m Hungary 

Bureau for Europe and the NIS 
Energy and Infrastructure 

Mr Peter Danforth 
Bechtel 

T echmcal ASSIstance to MBH and other CEE 
GeologIcal and Petroleum Agences Includmg TramIng 
and Computer Purchase 
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Mr Doug Koza. 
US Bureau of Land 
Management (BLM) 

Development ofDOr U S Trammg for Safety Inspectors 

Mr Blll elme TraImng of Eastern European Managers In the US. 
Gaffuey, Clme &. AssocIates Hungary, Romarua and Bulgana for Relevant NatIonal 

011 Company / Mwstry Personnel 

230-300 Break 

3.00-4.30 Hunganan Mmerals Management Program: TransIilon Issues 

600 

DAY 2 

Mr Balazs Csep 
MBH 

Mr Gabor Katona 
rvIBH 

ReceptIon 

Development of the MBH Trarrung Program 
Needs, Opporturunes, E'<penences 

Royalty Management Issues 

To be held at the HungarIan GeologIcal Survey (MAFI) Museum 
Address Budapest, S tefanra ut 14 

8.00-930 Panel DIScussIOn on US AIDIDOI TraInIng Efforts - Lessons Learned 

Mr Martm Gneshaber 
MMS 

Dr Roger Vlhatley 
MMS 

Mr Jeffrey llppm 
USDOI 
Office of the 
ASSIstant Secretary -
Water and SCIence 

Mr Douglas Koza. 
BLM 

Revenue Management 

Data Management 

EnVIronmental Management 

Inspector Trammg 

930-1000 Economics of MInerals Development 

Mr Imre Varga. 
Varga Enterpnses Ltd 

10 00-10.30 Break 

The Importance of Applymg the RIght EconOmIC 
YardstIck to Development ofMmerais Programs 

\ 
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1030-1200 Mmerals Program m RomanIa 

Mr Doru Badulescu 
PresIdent and 
Secretary of State 
NatIonal Agency' for 
MIneral Resources 

1200-1.30 Lunch 

Management of Mmeral Resources 
mRomanm 

130-3.00 lVlmerals Progrnm In Bulgarm 

Dr Chnsto DabovsIa 
Professor 
Academy of SCIences 

300-3.15 Break 

315-415 Guest Speakers 

-415-500 

DAY 3 

Mr Robert !chord 
GSAID 

Management ofMmeraI Resources m Bulgana 

LookIng to the Future USAID Prmmuns m Central and - -
Eastern Europe & the NIS 

800-9.30 lVlmerals Programs In Central and Eastern Europe - Industry PerspectIve 

Nlr Put Kelly 
Bechtel 

930-10.00 Break 

10.00-12.30 DIScussIon of Central and Eastern European MInerals Programs: 
IdentIiicatlOn of OpportunItIes for Sharmg E'\.penence, TraInmg and 
Personnel 

Panel DIScussIon and Group QuestlOn and Answer Penod 

12.30 Thank you and Adjournment 
Dr Robert MIddleton. :rvllvIS 
Nlr Robert Ichord USAID 
Dr Peter Eszto MBH 
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ENERGY 
POLfCY 

Review 
pofA",COMECON 

Ojv~rslfy energy 
" ... 

imports"'~ 

Promote alternate 
...... energy 

.......... ... 

Liberalize trade 
.... , 

'liberalize import of 
» crudeoU < 

,Promote 
... ... competition 

~~ Anti,.-monopoly' 
"» ....... '- ....... 

, ...... m$t\$lire$ , , ... 

"~" ... ~ ConcesSions ...... 
~, '\.~ ', ... 
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HUNGARIAN MINING OFFICE 
FUNCTIONS 

• Supports national reSourCe a$SOS$mont base (at Geologlcalln$tltute) 
• Designates areas for exploration and development 

• blocks for petroleum exploration 
• sites for other minerals 
• geothermal exploration areas 

• Industry may nominate areas 
• Offers concessions for 

• petroleum 
• hard minerals 
• geothermal energy 
• utilization of abandoned mines 

• EV'aluate$ bids 
• Awards concessions 
• Permits activities 
• Inspect and regulate mine safety. workers safety and health 
• ~egulate recultlvatlon of mine areas 
• Keep records and track work commitment progress 
• Collect royalties 
• Permit ownership transfer 
• Regulate natural gas transport and storage 
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THE MINING INDUSTRY 

ISSUES in 1990 
• Conversion from State ownership to corporate form 
• Separation of the State's ownership and regulatory roles 
.. Review of functions, realignment, developing strategy 
• Workable legal framework based on economic principles 
.. Transparent regulatory regime 
• Rational taxation regime 
• Proper pricing policy or removal of price controls 
• Market share recovery 
• Capital investment through privatization 
• Investment opportunities in existing or new lines of business 

> 

• Dealing with competition 
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• 
• 

• 
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New Mining Law based on economic principles 
Concession-based exploration and production 
Covering petroleum, hard minerals and geothermal 
energy 
Regulatory regime based on 

• resource economics 
• resource management 
• industry nominations 
• non-preferential treatment 
• investment potential 
• acceptable royalty 
• environmental protection 
• safety 
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GOALS AND ACTIONS OF RESTRUCTURING 

~~+C<Mot ~<I+("""«01""'+W>C oW4oIoMI:_ ~ __ ""'"_ _ .... ~ "~~~o( .... o(<< ... 4(4(4(<<o(4(of+(~+I+(<W+I<C4+K+C.1+t, 

GOALS 
.. Economic principles 
.. Establishing private sector 
• Establishing competition 
.. Ensuring supply 

.. Fair taxation (including royalties) 

" 

• Consumer protection 
.. Modern legal system 

.. " Fair and equitable regulations 
• ,Removal of price controls 

" 

.. Enticing investment 
, '<. 

, 

'. 
.. Provide environmental protection 

» ' 

'. , 
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ACTIONS 
• Econolllically driven energy policy 
• Privatization policy 
• Law on Competition 
• Law on emergency supplies and energy 

diversification 
• Reduce royalties and standardize 

taxation 

• Regulation of utilities 
• Laws on mining» electricity and gas 

distribution 
• Economic regulations and safety 
• Lift control on tradeable commodities 
• Financial restructuring, reducing 

Inflation, financial incentives 
• Environmental policy and regulations 

~ 

~ 
~ 
~ 

1 

~ 
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PRINCIPLES OF RESTRUCTURING 

• Market economy principles and methods 
• Revision of the legal and regulatory framework 
• Removal of indirect subsidies 
• Privatization of State assets 
• Competition in tradeable commodities 
• Regulation of monopolistic behavior 

• Profit-oriented company operations 
., Protection of consumers 
• Diversification of energy supplies 
• Emergency provisions (stockpiling) 
• Quality of service 
• Lifting price controls and cost·of-service based pricing 
• Environmental protection 
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LEGISLATIVE AND STRUCTURAL REFORM IN THE MINERALS SECTOR OF 
HUNGARY, 1990-1993 

Paul G. TelekI 
Telela & ASSOCIates, Herndon, VIrglDla 22171 USA 

Abstract 

Featurmg econOIDlC prmclples and competItIve practIces, the 1993 Law on MmIng of Hungary 
replaced a pnor verSIOn datmg from 1960 whIch emphasIZed technIcal regulatIons and State's nght 
to IDIne The new law and the subsequent regulatory framework opened up Hungary to 
concessIOn-based exploratIOn More nnportantly, the steps taken to reach that stage mcluded 
fundamental revISIOns of concepts, approaches and actIOns ill transformmg a "command economy" 
to a "market economy" These steps were elements of a reform process that Involved, With 
greater accent on the energy sector than hard mmerals, new polIcIes and legIslatIon m 
dIversIficatIOn m supplIes, emergency measures, trade and pnce lIberalIZatIOn, competItIon In 
tradeable COmmOdItIeS, control of monopolIstIc behaVIor, ownershIp reform through restructunng 
and pnvatIZatIon removal of SubsIdIes, onentatIon toward profits, protectIon of consumers and 
qualIty of servIce and protection of the envrronment The new regulatory regillle for the 
petroleum and mmeral mdustnes now accent resource econOIDlCS and management, Industry 
nommatIons, non-preferentIal treatment, Investment m work, farrer royalty and envrronmental 
protectIOn 

IntroductIon 

After the fall of the SOVIet empIre, Central and Eastern European countrIes (eEE) , faced 
fomndable tasks m legal, econOIDlC and SOCIal reforms Each of these encompassed a multItude 
of problems to be solved expedItIously Each country adopted dIfferent approaches, dependmg 
on therr hIStOry, econormc and fmancIaI condItIOns, and polItIcal composItIon The underlymg 
baSIC tenet, however, was that the belIefs and expectatIons of the populace had to be changed 
gradually also, m order to accept the process of transformatIOn of "connnand econonnes" mto 
"market econonnes" ThIs would have been eaSIer to accomplIsh, If the magmtude of the 
problems could have been measured (but expenence was lackIng), and If the populace were 
warned of dIfficultIes they were facmg (that, however, was a polItICal ltablhty) In case of 
Hungary the latter dId not happen and the former was glossed over There was dedICatIOn to the 
cause of transformation, notably m the legal framework and In property rIghts, the redIStrIbutIon 
of the State I s assets and In attractIng foreIgn mvestment The process of transformatIon remamed 
on course, but concentrated more on vanous pohticalissues, less on econoIDlc Issues and even 
less on SOCIal Issues 

In regard to economIC Issues, the mmeral and energy IndustrIes of Hungary were certamly hIgh 
on the lIst for reform DIctated earlIer by the SOVIets through COMECON, expendItures by the 
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State for a dIstended heavy mdustry and for supplymg It WIth raw matenals were no longer 
supportable m 1990 Yet, there were socIal Issues too, namely the large number of mmers could 
not be allowed to swell the ranks of the unemployed suddenly The Government clearly needed 
to develop a polIcy It dId so for the energy sector, mcludmg coal, electncity (mcludmg nuclear 
power) and petroleum Naturally, stronger emphaSIS was gIven to these sectors as they were 
conSIdered strategIC No comprehensIve polIcy was developed for the hard mmerals sector 

ThIS paper IS Intended to recount the reform m the mInIng sector, speCIfically In the legIslatIve 
arena and In the restructurIng of the major player In the field, the petroleum company called 
OKGT mto a company called MOL The paper IS narratIve, rather than ~lyncal The process 
would not be mterestmg readmg WIthout a recountmg of polIcy-makIng m 1990-1993 and WIthout 
the lessons learned by all the "reformers" 

PohCles of reform 

Reforms started WIth settmg polICIes In broad areas, such were domestIc and foreIgn POlICY, 
mdustrial and commerCIal polIcy, defense polIcy, economIC and fiscal polIcy, educatIon and 
welfare, ownershIp reform, and so on In Hungary, the first energy polley, whIch was an IDltIa1 
proposal to makmg changes m the government's role, was prepared In 1990 (1) The prmcipal 
subjects were reevaluatIOn of the post-COMECON energy supply pIcture and OptIOns for 
dIverSIficatIon m Imports to reduce energy dependence, Improvmg energy conservatIOn and 
enVIronmental protectIOn, lIberalIzatIOn of trade polIcy as It affected Import of crude oil, natural 
gas and electrICIty, prIce lIberalIzatIOn m marketable COmmodItIeS (heatIng 011, gasolme, etc ), 
promotmg competItIOn m the market place, support for antI-monopoly measures, offermg 
concessIOns to mvestors and separatIOn of the Government I s ownerslup and regulatory roles 
LegIslatIon on grantmg conceSSIOns (Law on ConcessIOns, 1991) was a key element of thIs polIcy 
(m regard to mmeral exploratIOn) and played a strong role m settmg other polICIes such as for 
telecommurucatIOns and for Improvmg the transportatIOn mfrastructure Secondly, It set the tone, 
together WIth the 1990 prIVatIZatIOn law, m approvIng the concept of downsIZmg and transformmg 
state enterpnses mto Jomt-stock or lIIDlted pubhc compames Tmrdly, It supported ehmmatlOn 
of the turnover tax, and together WIth an mdustrial polIcy, mfluenced removal of SubSIdIes from 
the mdustrIes, although dIrect SubSIdIes m the energy sector dId not eXIst (hIdden and cross­
subSIdIes dId, and to an extent stIll do) 

The second verSIOn of Hungary 1 S energy polIcy, aSSIsted by the DECD' s survey of the sector, was 
mtroduced In 1992 (2) The reVISIons were not maJor, although more attentIon was paId to 
llIDltIng the State's Intervennon In the sector (read SubSIdIes), future needs m electrICIty supply 
due to the mevitable downsIzmg of IneffiCIent and costly coal productIOn (wluch was m declme 
already), and partIcularly whether another "base" power plant may have to be buIlt ill the future 
ill lme WIth demand ParlIament postponed any deCISIon on the latter Issue to beyond the year 
2000 The survey called for a new Law on Mmmg (mcludmg petroleum and geothermal energy) 
already prepared by then m draft form, and for new laws of electrICIty and gas (both were bemg 
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wrItten at the tlTIle) Concerns about exposure to 011 lTIlports arose, however, and legIslatIOn was 
passed that establIshed crude 011 and natural "strategIc reserves" paId for by the lTIlporters, 
transporters and dIstnbutors(3) One of the mam purposes of new legislatIOn was to separate the 
functIOns of ownershIp and regulatIOns both held by the Government 

As It was the practIce throughout the CEE, compames m a command economy were an extensIOn 
of the Government They acted as regulators of theIr own aCtIVItIes, WIth only some of the safety 
matters supervIsed by government entItles Pnce-settIng was an explIcIt governmental functIOn, 
no doubt strongly mfluenced by the major supplIers of commodItIes Pnce m the command 
economy had been used as both an allocatIve and a redIstrIbutIOn mechanIsm, that Ignored the cost 
of capital mvested, mterest charges on fixed assets and workIng capItal, or on dIfferentIal rent on 
land, and undervalued raw matenals and eqUIpment relatIve to wages Pnces were dIsconnected, 
(wholesale from retaIl, domestIc from lTIlport) Thus, rate-makmg dId not eXIst as It IS known In 
the West It was an mternal, non-transparent, polItIcally dnven process, m whIch negOtIatIOns 
took place between the powerful company (and the umons) and the government IDllllster 

Trade and pnce izberalzzatLOn of tradeable commodIties was essentIal to broademng lTIlport 
optIons, and WIth that step to mtroduce competItIon also Under thIs polIcy, crude 011 could be 
unported by entrepreneurs (except for crude 011 under mtergovernmental agreements sIgned 
ongmally With the SOVIet Umon), and pnce caps were removed for that as well as for petroleum 
products at the wholesale and retail levels Reformmg the pncmg structure of other energy 
(natural gas, electncIty) supplIed to mdustry, the commerCIal sector and households was, 
however, set aSIde Coal as mamly a commodIty to use m generatmg power was not a subject of 
pncmg reform 

Other forms of energy, namely electncity and natural gas, remamed under Government pncmg 
control Rate adjustments were deferred Arguments agaInst rate mcreases was IngraIned m the 
behefthat a "pnce-shock" would be detrlTIlental to the economy because mfiation would result and 
would be polItIcally harmful When small adjustments were made, as In the pnce of household 
electnclty m 1993 whIch also Increased the preferentIal pnce workers of the power mdustry paId, 
strikes erupted Hence, the energy mdustry was expected to contInue SUbSIdIZIng the aIlmg 
mdustrIal sector and the cItIZens by furrushmg energy at a pnce less than what It cost to produce 
It, or m the case of natural gas to unport It JuStIficatIOn could also be found m the fact that 
energy companIes were unprepared to disclose theIr cost data because they feared addItional 
arbItrary taxatIOn never calculated return on Investment the rules for depreCIatiOn were bIZarre, 
and the cost of a company's operatIOn was known only to the extent of wages, purchases, SOCIal 
costs and taxatIon 

The lIberalIzatIOn of trade brought upon the need to Joster competztlOn m the market place The 
pnce hberalIzatIOn of tradeable commodItIes (heatmg 011, diesel, gasolIne, etc ), combmed WIth 
sale of about half of the State petroleum company's gasolme statIons (more than 60% of the 
market), resulted III an explOSIOn of new constructIOn by mternatIOnal gasolIne retaIlers and 
Independents Two key pIeces of legIslatIOn aSSIsted In the process These were the Law on 
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ConcessIOns (1991) and the Law on CompetItIOn (actually preventIng unfaIr practIces, 1990) 
As applIed to the energy sector, the Law on ConcessIOns mtended to counter the monopoly of the 
State petroleum company In extractIon of 011 and gas, but was also applIed to publIc utIlItIes whIch 
customanly have exclUSIve nghts In servmg customers CompetItIOn m provIdmg UtIlIty servIces 
was mIsunderstood as the dIstInctIon between natural and commerCIal monopolIes was not clear 
to drafters and lawmakers alIke In 1991 EconomIes of scale that are commonly part of such 
dIstmctlOn were also dIfficult to comprehend These mIsconceptIOns were eventually nghted m 
two pIeces of legIslatIon, one on electncity and one on natural gas The Law on CompetItIon was 
essentIally antI-trust legIslatIOn, desIgned to prevent collUSIOn (unwarranted mergers, 
acqwSItIons) however, It dId not prOVIde adequate consumer protectIOn (agaInst unfaIr practIces 
m pncmg, serVIces) 

A vItal step m the reform of any sector, IS desigrung the appropnate fonn of legal and regulatory 
reform and lITIplementmg the same In Hungary, It was correctly contended, that such effort could 
be done only In parallel WIth agreeIng upon the future structure for the sector, because If 
uncertamty remaIns about how thIS sector should operate and who the owners WIll be, then It wIll 
result m deVISIng an madequate, unworkable regulatory system as well 

Based on Its energy and other polIcIes, the Government's set out to restructure the petroleum and 
the electnclty sectors The tOpIC of corporate refonn IS descnbed m some detaIl m a subsequent 
sectIOn It should be saId though that restructunng proceeded faster and more productIvely In the 
mInerals/petroleum sector than m the electrICIty sector 

A subset of both regulatory and corporate refonn IS the appraIsal of the financIal vzabzlzty of the 
mdustry because WIthOut such, the reVISIon of the tarIff structure WIll suffer, eIther the State wIll 
contmue SUbSIdIzatIOn of consumers or more lIkely In VIew of budgetary defiCIts, have the 
relevant company SUbSIdIze them Because of decades of artIfiCIally low-cost energy avaIlable 
for consumptIon, polItIcally, thIS became the most sensItIve Issue As seen In many CEE 
countrIes, deCISIOns on thorough tanff reform are delayed, optmg for gradual transItIon, often 
under pressure from lenders and potentIal mvestors Unfortunately, a mIsconceptIOn on part of 
the publIc (and polItICIans too) has prevaIled, that theIr energy Industry IS "nch" and will remam 
"explOItatIve" unless It IS made to "bleed" for a whIle Yet, It was clear already m 1992, that 
bankruptcy could be around the corner for the major comparues under the then current tarIff 
structure JeopardIzmg the entIre economy and creatmg secunty problems In the petroleum 
sector losses on Imported gas accumulated rapIdly due to haVIng to lIve WIth a government-set 
wholesale pnce that was below the lITIport pnce In the power sector, there were SIgns of danger 
concermng lack of funds for maintenance and replacement of eqUIpment and about consequences 
of postponed Investments 

The economIC well-bemg of the energy sector depends not only on the proper tarIff structure, or 
on achlevmg economIC and technIcal effiCIency, but also on future growth and the opporturuty to 
mvest and modernIze For thIS, the cash-flow poor compames (and the State) have looked to 
foreIgn mvestors to bnng the needed mfuslOn of cash and technology, allowmg them, m the 
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process, to become shareholders In the Hunganan energy sector, the eqUlty-to-debt ratIo IS lugh 
(over 90%), therefore debt has not been a sIgmficant drawback to attract Investors In the hard 
mInerals and coal sector debt/equIty ratIo was not an Issue, Instead, It was an over-saturated 
market of antiquated and poorly managed mInes WIth excess capaCIty (excludIng small ones 
supplYIng constructIOn matenals) But faIr pnce for the assets can only be achIeved If there IS 
a workable legal and regulatory regIme, a regulatory body reasonably shIelded from polItical 
whnn, a forecast of pnces and the level of control (or theIr decontrol), and dIsclosure about the 
fmanclal condItIOns of compames 

The efficacy and tlIllIng of such transactIOns hInged on the form and substance of the 
Government's ownershIp reform polIcy, Itself haVIng been a mOVIng target over the years 
Several changes have been made to pnvatIZatIOn polIcy SInce 1989 In every case of modIficatIon, 
two obJectIves, In conflIct WIth one another, had be to resolved one IS the common need to 
supplement the Government's budgetary resources, the other Its Interest m not lOOSIng control of 
a strategIC mdustry In 1995 the Government cast the dIce It sold mInorIty mterests to strategIC 
Investors In gas and electrIC utIlItIes and to finanCial mvestors m the petroleum company 

The Hunganan mmeral and energy mdustry could have "self-pnvatIzed" m 1989-90 under the then 
prevailIng "spontaneous" process, but It had no ImtIatIve to do so, because the compames were 
self-regulatIng, comfortable monopolIes By 1991-early 1992, they could only get agreement on 
transformmg theIr corporate structure (actually, IncorporatIng and becommg regIStered) In ITIId-
1992, they were transferred from the m1Il1stries to the State HoldIng Co (A V Rt ), whIch was 
tasked to exerCIse the State's ownershIp nghts and manage her assets ThIs step occurred nearly 
SImultaneously WIth the recogmtIOn of the scope and role of natural monopoizes, untIl then often 
confused WIth commerCIal monopolIes, generatIng a deSIre to exerCIse control through ownershIp 
Gas and electrIC and water dIstnbutIOn compames were therefore added to the portfolIo of the A V 
Rt (WIth subsequent re-transfer of the water supply compames to the mmIstry that regulates them, 
abrogatIng the separatIOn of regulatory and ownershIp roles) SInce then, State control IS bemg 
reduced gradually by sellmg shares to mvestors WIthout harm to the Interests of the State, and m 
thIs manner regulation has In fact supplanted the Government's earlIer role as owner 

The state of mlllmg legIslatIOn m 1990 

The Mmmg Law of Hungary In 1990 was an antiquated and rather peculIar law It emphaSIZed 
m great detaIl rules and regulatIons for mImng works and safety of the ITIIners, but had notbmg 
to say about ownershIp, economICS, resource value, and all related subjects so common to mmmg 
laws elsewhere The law which dated from 1962 conformed to others m CEE countrIes - to make 
COMECON more umform and manageable A 1974 Decree on surface mmmg stated that the 
rules refer to all state-owned economIC organIZatIOns and compames as well as to agncultural and 
mdustrIal cooperatives and that the measures are needed for personal and property safety The 
Government planned, and the State-owned compames prepared the techrucal plans to conform to 
the WIshes m those plans The technIcal plans consIsted of descnptIOns of the faCIlItIes, terram 
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preparatIOn works, drawmgs of the technologIcal eqUIpment, traffic, telecommuIDcaTIon, publIc 
UTIlIty and power supply networks and theIr connecTIons, deSCrIptIOns of meetmg the requIrements 
of safety, health and fire protectIOn, and sImIlar subjects The law was worker-specIfic rather 
than commodIty OrIented Two orgaruzatIOns regulated actIVItIes The task of the Central Office 
of Geology was to locate and IdentIfy mmable mmerals (except 011 and gas) through the efforts 
of the GeologIcal Instltute and the Eotvos Lorand GeophYSIcal InstItute and pennIt therr 
exploratIon and explOItatIOn The other was the Central Mmmg Authonty whIch oversaw the 
mmmg activItIes largely for adherence to safety regulatIOns 

The state of State-owned compames In 1990 

The mmmg sector had been under State control smce 1947 when prIvate assets were nationalIZed 
As a result, exploration for hard mmerals and 011 and gas had been closed to outSiders for 43 
years Searchmg for 011 and gas was the pnvIlege and responsIbIlIty of the natIOnal petroleum 
company, called OKGT, whIch was an enterprIse operated as a holdmg (trust) for 17 SUbsIdlanes, 
some rather mdependent Other compames mmed coal m deep-shafts and on the surface, baUXIte, 
copper, sand and gravel and bUlldmg stone, and a host of smaller not very sIgmficant 
commodItIes Uramum mIIDng was stIll RUSSIan controlled 

In exploration, cost estImates were made for dnllmg, for geophYSIcal surveys, for loggmg 
boreholes, but at fiCtitIOUS pnces, because there were no mternatIOnal pnce structures or 
competItIve pncIng In place CompanIes tned to spend all their earmngs m order to reduce the 
Government's take (sometlme a tax, sometIme a "speCIal proVISIOn", a sort of royalty, but m fact 
an arbItrary assessment on mcome) The assessment was not always at the same percentage No 
one at the company or m the government knew what the well-head cost of oIl and gas was or what 
a ton of coal actually cost Commodity pnces were set by the Government and they were as 
equally fiCtiTIOUS as theIr cost of recovery UneconomIc resources were mIned Just the same as 
econOmIC ones EffiCIency was masked by paymg for lme kIlometers of data or meters of wells 
drIlled whIch promoted speed and not qualIty ThIS system was understandable from the VIew of 
the workers' mterest m mcreasmg mcome (as wages were low), therefore, the scheme was 
promulgated In all CEE countrIes Results are notable m CEE countrIes more holes were dnlled, 
more shafts were sunk per urnt area than In any Western country, and not because there were 
more abundant mmeral resources but because the Government wanted to show full employment 
and had to delIver on Its promIses to the COMECON The cost of keepmg the mInIng mdustry 
afloat became VISIble and real as the COMECON and the Eastern markets collapsed and the 
SOVIets started to charge mternatIOnal pnces for theIr crude 011 

Reform In the corporate sector 

AgaInst thIS background, the Government deCIded m 1990 to reduce SubSIdIes, real and hIdden 
alIke and espeCIally In thIs sector where they were prevalent And, It deCIded to restructure and 
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reduce monopolIstic powers The fIrst target was the NatIonal 011 and Gas Trust (OKGT), whIch 
had already looked for realIgnment on Its own volItIOn, assIsted by the W orId Bank And, It felt 
threatened because the State Property Agency (A VU) mtended to take away a large number of 
hIgh-volume gasolIne statIOns from the company and sell them to competItors (whIch It dId, 
reducmg OKGT's share of the market to less than 40 % ) 

The restructurIng of OKGT, a conglomerate of compames covermg all facets of the petroleum 
busmess was started by the MInlster of Industry of Trade appomtmg a COmmISSIOner late m 1990 
The COmmISSIOner's responsIbIlIty was to develop a plan of actIOn for the dIveStiture of servIce 
compames and publIc utIlItIes, for the marketmg portIons of the gasolme statIOn network and 
refmenes, deSIgn a successor 011 company, probably along lInes of a mid-to-small SIZe vertIcally 
mtegrated western fIrm By October 1991, the task was accomplIshed resultmg m the dlvestiture 
of 10 serVIce companIes and five gas dIstnbutIOn SubsIdIanes The remammg eIght compames 
subsequently became organIZed mto a vertIcally mtegrated stock-holdmg company, WIth upstream 
and downstream dIVISIons The upstream became responsIble for exploration, productIOn and 
transportation of natural gas, the downstream for refinmg, marketmg and transport of crude oil 
In the process, the new company (MOL Ltd) reduced ItS work force Instantly by more than 50% 
to 22,000 employees, and SInce then pared that to about 16,000 OwnershIp was retamed by the 
State, or more speCIfically the MInlstry of Industry and Trade untIl mId-1992, when the assets of 
MOL and responsIbIlItIeS for pnvatIzmg the company were transferred to the newly created State 
Holdmg Co (A V Rt) The dIvested compames, by and large operated mdependently untIl fully 
or partIally pnvatIZed (as the gas dIstrIbutors were In 1995), contmumg to receIve orders for 
servIces from MOL but under cOmpetItIve rules 

EstablIshIng MOL as a stock-holdmg company marked the first step In preparmg It for later 
prIvatIzatIon New concepts were gradually Introduced, such as strategy, cOmpetItIon, market 
share, fmancial performance, servIce-onented attItudes, publIc Image, qualIty control, ethIcs, to 
name a few The streamlInlng of the structure of the company was accompamed by measured, 
yet radIcal reorganIZatIon of busmess hnes and operatIons The Government appomted a Board 
of DIrectors and a SuperVISOry CommIttee Accountmg moved toward InternatIOnal standards 
Under the new structure MOL began to strengthen management, develop the company's short­
and long-term strategIC obJectIves, mcrease ItS attentIOn to envIronmental and SOCIal matters and 
Its actIVIties WIth mtematIOnal 011 and compames and finance mstitutIOns, Improve workmg 
condItIOns for Its employees and Introduce rules of ethICS In the workplace, and develop new 
relatIOns WIth ItS customers 

QUIte rapIdly, sIgmficant dIfferences between the operatIonal phIlosophy of the former State­
operated Trust and the new stockholdmg company developed Management and the new Board 
became more aware of potentIal Impacts of the Government's proposals for energy polIcy and 
prIvatIzatIon polIcy (In fact, the company offered up ItS own strategy for pnvatIZatIon) The 
company started to express Its Interests more succmctly about diversIfymg sources of petroleum 
supply and use, Import-export polICIes, stabIlIzatIOn of markets and market share, balancmg 
domestIc productIon and Imports, reconcIlmg the regulatory and taxatIon regunes such IS royaltIes, 
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and attammg proper pnce for natural gas (011 became a freely traded commodIty III 1991) MOL 
responded to mcreasmg compeution m the retaIl sector by moderruzmg Its retaIl outlets, expandmg 
Its range of products and enhancmg theIr qualIty, and lIDprovmg serVIces Aware of the need for 
long-tenn survIvabIlIty, MOL 1llltlated Illvestments III gas transport and storage even though pnces 
were kept artIfiCIally low by the Government Importantly, the company also became aware of 
pubhc perceptIOn, Interests of new owners (the State Holdmg Co III 1992) and potentIal new 
owners (employees and eIther strategIC or finanCIal mvestors), and competItIOn In the regIon of 
Its operatIOns 

SlIDllar efforts were not repeated In the hard nunerals mmIng sector The coal mmmg compames 
clung to theIr belIef that they were Important to the natIOn, as told to them by a long succeSSIOn 
of Party leaders durIng the past four decades, and used the workers r umons to threaten the 
Government from tIme to tIme TheIr attItude was understandable, few opportumtIes of other 
types of Jobs eXIsted In the already depressed regIOns where thIs Industry operated and retrammg 
nuners to work In other fields proved to be dIfficult Eventually some of the nunes were closed, 
others supplymg coal to the power company were merged mto that company (to the benefit of 
neIther), a few coal mmes trIed to make It a prIvate bUSIness but capItal was lackIng Other 
mmmg compames tned to hang on a thIn thread of surVIval, keepmg the mmes from floodmg or 
trymg to find an mvestor, espeCIally the copper and uramum mmes Many of these are stIll m tIns 
SItuatIon WIth debts mountmg year by year OccaSIOnally the ParlIament balls them out 

Reform In legIslatIOn the new MInIng Law 

The foIlowmg sectIon deSCrIbes lawmalang by the Government m coordmauon WIth polIcy makmg 
and restructurIng It IS not a detaIled account of the law, the regulatIOns and the regulatory 
bodIes Instead It descnbes the process, the rationale for the steps taken and attempts to hIghlIght 
the major elements of the resultmg work 

Lawmakmg 

The reVIew of the eXIstmg nunmg law of Hungary m 1990 brought forth the notIon pamfully that 
WIth ParlIament enactmg market economy-based laws, thIs one had expIred m the practIcal sense 
Several optIOns were dIscussed mltlally a comprehensIve Energy Law, a Petroleum Law and a 
Mmerals Law The first was rejected as cumbersome as It would have to cover too broad a 
spectrum of tOpICS (the case of WhICh stIll VISIble m a few CEE countrIes), and a Petroleum Law 
was begun to be composed The draft was based on the prInCIple of concessIOns already 
mtroduced to ParlIament, and on economIC prmclples With elements of cash-bonus bIddIng, 
graduated surface rental fee, and royalty rate tIed to productIon The argument used was that the 
Government needed cash early m the leasmg process and that relmqulshment IS voluntary by the 
lessees but governed by econOlTI1CS For hard mmerals, wlnle trymg to take mto account vanous 
scenanos for eXIstmg mmes, a separate pIece of legIslatIon was bemg wrItten also based on 
concessional postulates 
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Informed that ParlIament would only gIve one opportumty m 1991 for mtroducmg thIs type of 
legIslatIon, the texts of the petroleum and hard mmerals laws were combmed mto a smgle draft 
act The draft act called for establIshIng a concessIOn-based management-regulatory system for 
exploratIOn and productIOn of hard mmerals, 011 and gas, and geothermal energy The prInCIpal 
elements of the law were promotlOn of exploratIOn and productIOn of mmerals and hydrocarbons 
by the pnvate sector based on resource valuatIon, envIronmental assessment and land 
recultivatIOn, regulatIOn of 011 and gas pIpelInes under a common carner system, regulatIon of 
surface 011 and subsurface gas storage, permIttIng geothermal energy explOItatIon for the fIrst 
tIme, and use of caves and abandoned rrunes for vanous purposes It would furthermore authonze 
the Government to set up the MIllIng OffIce as the regulatory body foJ;' OIl-gas and mmeral 
concessIOns, penmttmg conceSSIon and non-conceSSIOn actIVItIes, mspectIOn, royalty colleCtion, 
and other functIons 

The draft act emphaSIzed economIC regulatIOns, m contrast to the prevIOUS law stressmg 
technIcal, health and safety Issues Thus traImng m economIC regulatIons and In the mformatIon 
needed for trackmg conceSSIOns were recogruzed as Important and were arranged through 
techmcal aSSIstance The draft act was embraced by the Industry because It clearly stated the 
forms and modes of cOmpetItIon or JOInt ventures, levels of mvestments expected through work 
comrrutments rather than up front cash "bonuses" to the Government, lImItIng holdmg unto real 
estate (exploratIOn areas) WIthout performmg work, settIng a royalty rate for each mmeral 
commodIty and specIfymg collectIOn, stlpulatmg land recUltIvatIon, and provIdmg means to access 
land through rIghts-of-way (at a tIme when land was bemg returned to pnvate ownershIp) One 
sectIon also covered common carner natural gas pIpelInes and access to them by commerCIal 
entItles ReSIstance developed mostly on the matter of transfernng regulatory authonties from 
one agency to another and m regard to havmg Included geothermal resources among mmerals 
ThIs latter topIC became a problem because of the absence of an EnVIronmental ProtectIon Law 
Eventually the matter was resolved 

Passage of the act took place m 1993(4) StIll, questIOns remaIned What were the best ways to 
attract compames and produce competItIOn? Should regulatIons be held to a mmnnum? Could 
tax InCentIves help? Would there be a need to guarantee of some market share to the natIOnal 
petroleum company? These all had to be weIghed before a regulatory system were to be set up 
Most lIDportantly, there was lIttle time to study the optIOns 

One of the steps taken early was to set up the mechamcs for allowmg foreIgn 011 companIes to buy 
data packages and look at accumulated exploration and productIon data WIthout the nght to copy 
them (but could subsequently purchase m a lImIted quantIty, selsrruc profiles and well data) TIns 
was so successful that 25 comparues, most of them major 011 compames, bought the packages and 
reVIewed III Hungary the potential for explonng for oil and gas Hungary was carved up Into 
concessIOn blocks A conceSSIOn schedule was deVIsed, startmg WIth a nommatIOn process 
combmed WIth resource assessment and envIronmental assessment Partly In response to these 
preparatIons, four compames were granted conceSSIons to explore for 011 and gas m 1994 
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Settzng regulatory structure 

Settmg up a regulatory structure mvolves settmg out the prmcipies of a regulatory regIme The 
prIncIples were ensurmg the prImacy of the publIc mterest, controllmg the exerCIse of 
monopolistIc powers, provIdmg a vIable regulatory envIronment for mvestment and for returns 
on mvestment and dIscretIOnary regulatory powers underlIned by polItically credIble, yet non­
polItIcal decIsIon-makIng Such prmcipies have to be translated mto practIce m the actIOns of a 
regulatory agency WhICh becomes the arbItrator between owners, the Government, mdustry and 
customers Therefore the regulatory regImes must recogruze and take care of Issues of strategIc 
Importance to the nation (the publIc) economIC Issues, socIal Issues (such as the envrronment, 
health safety) and polItIcal Issues Replacement of one regulatory regImes WIth another also 
mvolves reorgaruzatIOn of functIons and the learmng of new concepts and practIces 

The act called for replacmg the eXIstmg Central Office of Geology WIth a new agency, the Mmmg 
Office ThIs agency, once establIshed, took over the perrnIttmg functIOns of the Central Office 
of Geology as well as contmued carry out the mspectlOn and safety functIons of the preVIOUS 
Central Mmmg AuthOrIty FunctIOns dealmg WIth mmeral resource assessment and the 
rnamtenance of Information on resources were transferred to the new GeologIcal ServIce, whIch 
now houses the GeologIcal InstItute and the Eotvos L6rand GeophYSIcal InstItute The Mmmg 
Office also absorbed regulatory functIOns of the Mmmg Research InstItute WhICh ceased to eXIst 

The new Office of Mmmg was faced WIth absorbmg new concepts economIC theory and mmeral 
resource assessment techruques, envIronmental assessment procedures, royalty management, 
lease (concessIOn) management (mcludmg trackmg), data base operanons and InformatIOn 
management, contract management and negotIatIons processes, lDSpectIOn and safety procedures, 
royalty collectIOn and management and related admlrustratlve tasks Through cooperatIve 
exchanges concepts were translated mto practIces Today, the regulatory structure IS m place, the 
regulatory authonty IS functIonmg, and the SCIentIfic agenCIes, albeit WIth much reduced 
manpower much as theIr mdustrial brethren, are keepmg track of the mmeral resources of 
Hungary 

Lessons learned 

There was unrestramed exhIlaratIOn m seemg a totalltanan system WIther m Hungary m 1989, 
the same as elsewhere m the regIOn There was eXCItement m seemg Illusory economIcs decay 
and self-preferentIal SOCIal fabncs bemg broken up and m observmg that governments could be 
elected by popular votmg Reformers flooded the governments, most from Withm the segments 
of SOCIetIes that had been oppressed, others from outSIde the borders of therr ongmal homeland, 
others who have had experIence m transformmg State assets to pnvate hands Many were 
IdealIsts, a few were opportumsts but both kmds were optimIsts and eager to aSSIst There were 
no gUldelmes and preCIOUS lIttle experIence to draw on, no one had been tramed to dIsmantle a 
command economy N otwlthstandmg, changes were InstItuted by reformers rapIdly affectIng the 
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SOCial, cultural, polItIcal and economiC fabnc of socIeties m eEE countrIes and many of the steps 
taken had to be and were radical It was a cntIcal tIme for the newly developmg democracies to 
develop processes and procedures that would replace antIquated and often uncommon laws, 
regulatIons and company structures, transformmg themselves mto societies that could reJoIn the 
free world and more speCIfically Europe once agam 

Noble mtentIOns arose to replace the eXlstmg system WIth an open, understandable, electIve, 
competItIve new soclal-econOlDlc-polItical environment WIth an envIronment, m pnnciple, where 
honest work can bnng honest benefits to mdlvlduals and theIr socIety There was a genume 
yearmng by HungarIans to learn new ways that would brmg theIr country mto the league of 
Western natIOns There was an equally strong conVIctIon by "foreign adVIsors" that rapId 
transformatIOn could be accomplIshed That meant a new constItutIOn, new legIslatIOn about 
every conceivable subject, a dIfferent legal system, a dIfferent superVISIon of the publIc mterest 
TransformatIOn of a command economy to a market economy, a SOCialIzed controlled order to a 
chOlce-ndden enterpnse structure proved not, however, to be a matter of substltutmg one system 
for the other 

Because of the rapIdIty WIth WhICh new rules emerged, and had to emerge, there was bafflement 
and reSIstance among the affected WhICh contmues today because there IS always much personal 
discomfort that accomparues any change When regImes are changed overmght by force there are 
few opportumties to make personal chOIces When they are changed by peaceful conversIOns, 
dIvergent opmIOns are VOIced, and often poleIDIcs about the "correct" SOCIal, econOffilC and 
admimstrative systems and methods take over before anyone system IS embraced Both forms 
of transItIOns affect people's lIves and have their shares of distress, pesslIDlsm, and self-doubt, 
the difference between them IS not so much the speed at whIch SOCIety absorbs new Informatlon, 
re-educates Itself and adjusts to the new SItuation, but In the abIlIty to choose between alternatIves 
Peaceful transformatIOn takes longer to mature and takes more patIence NegatIVIsm about the 
outcome of changes should and do surface, espeCIally when those result m loss of Jobs, m 
reduced Income, m competItIOn that replaces a more comfortable, yet low-paId eXIstence, and m 
loss of SOCIal benefits StIll negatIVIsm can be amehorated by adhermg to clear and unswervmg 
goals and by attractmg the partICIpatIOn of those affected m choosmg among alternatIves 

Changmg the fabnc of any socIety, espeCIally when pnor expenence m domg so IS practlcally 
non-eXIstent, IS hard work There was, however, a clear mandate m 1990 shared by everyone, 
that centralIzed SOCIalIst planmng had to be replaced by self-Inltlated, market drIven, competltIve, 
transparent and dlstmct structures To accomplIsh that, a thorough reform had to be Implemented 
affectmg all facets of the fabnc MaJor tasks such economlC and budgetary restructurmg, 
mauguratmg and practIcmg polItIcal and press freedom, mtroducmg property nghts, embarkmg 
on pnvatizatIOn of the assets of the State, commencmg enterpnse restructurmg and finanCIal 
reorgaruzatIon, revampmg sOCIetal expectatIOns were all In the forefront m 1990 They were not 
separate problems but mterrelated, mseparable Issues No steps could be taken m one area 
WIthout affectmg another 
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Reforms took place m commercIal sectors and government mStitutIOns alIke, eIther through self­
restructurIng or through prIVatIzatIOn or SImply caused by declImng State budget allocatIons 
There were many trIalS and tnbulatIons, occasIOnal consternation and frequent wornes about the 
outcome, about the long-term consequences There were clashes of oplmons, complamts, stallmg, 
reSIlIence Concurrently, there was solId determmatIon, thorough mvolvement and qUIck 
decision-makmg to effect the changes so needed 

Although there was lIttle expertIse avaIlable at the outset to undertake the fOrmIdable tasks, there 
was plenty of enthUSIasm among the reformers, that ranged from the polItIcal "lIberals" to the 
"conservatIves" measurable only by the dIfferences In theIr approach, rather than m substance 
There was ample awareness of the need for tranSItIOnal measures, to preclude lfiStigatmg SOCial 
unrest The process IS yet unfimshed, but the first steps were the most mVIgoratmg and perhaps 
even the more fruitful In outcome 

Because of the enthUSIaStiC Involvement by a large number of mdIviduals and InstItutIOns, resolute 
m correctmg mIstakes of the past, substantIal progress was made dunng 1990-1993 ill reformmg 
the polItIcal and econorruc framework, partly because of the deterrrunatIOn to lIqUIdate the 
centrally planned economy, partly because as It then appeared, the old CIVIl servIce had broken 
down and there was room to maneuver before the next bureaucracy could become entrenched 
The term bureaucracy IS used for both those of mInIstnes and theIr mstItutions and those of 
compames In fact the bureaucracy dId not break down It SImply became, for a whIle, uncertaIn 
about Its purpose and Its power In tIme It regamed the latter, and WIth subsequent legIslatIOn, 
such as for the electnclty sector, or With reorgamzatIon attempts of regulatory and SCientIfic 
bodIes It dId raIse Its VOIce much more forcefully 

ConclusIOns 

Reforms m the mmerals sector were part of a broader set of ObjectIves that were and contmue to 
be expressed In polICIes and legIslation Greater emphaSIS was given to the energy mdustries 
because of theIr strategIC value and Impact on the economy The progress achIeved m Hungary 
can be dIVIded mto two sectors one was the creatIon ofpnvate enterpnses, mcludmg the gradual 
change of ownerslnp of State compames such as MOL and the gas and eleCtrICIty dIStrIbutors, the 
other was the creatIOn of new government overSIght functIOns A major goal of every 
Government smce 1990 has been to reverse ownershIp from State mto pnvate form, and by vlrtUe 
of that, assist attractmg new (mostly foreIgn) capItal PrIVatIzatIOn had many macroeconOmIC 
goals, such as new capnal rescumg otherWIse unproductIve capaCIty or creatmg new capaCity, as 
well mtroducmg efficlency (breakup of large enterprIses) It was also a SOCIal objective to create 
pnvate owners who would create new economIC opportumtles, to promote development of 
entrepreneurslnp, to foster competItIOn and free entry of goods m order to broaden and stabilIZe 
the tax base 

Sweepmg reforms gave concessIOns m mmmg and petroleum exploratIOn, but also ill 
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telecommumcatIOns, road bUIldmg and even gamblIng Sales of state assets proceeded faster than 
In neighbonng countnes dnven both by Ideology and by budgetary shortfalls, even though 
methods had to be changed four tImes m SIX years Green-field developments were encouraged 
and most do very well As a result, Hungary enJoys the benefits (and the new kInds of headaches) 
of the hIghest level of Investment by foreIgn sources In the energy sector, prIVatIZatiOn was 
accelerated In 1995 proVIng, that for Governments SInce 1990 dismantlmg the centrally planned 
economy has become mdIsputable The hard mInerals sector could benefit from thIs attItude only 
selectIvely, mternatIOnal commodIty prIces, low resource values and lImIted Investors market 
conspIred agamst metals, whIle In constructIOn materIals the OpposIte has been the case The coal 
Industry IS In dIre straIts everywhere m Europe for pollutIng the air, and coal could gradually be 
replaced by natural gas and geothermal energy m the next 2-3 decades 

It can be stated qUIte categorIcally though that WIthOut the transformatIons of the legal regIme, all 
other steps would have been at rIsk EstablIshmg the proper legal framework should be a pre­
reqUISIte to InItIatIng major changes In ownershIp structure But thIS Ideal approach becomes 
unworkable when budgetary and polItIcal pressures call for qUIck actIOn and the legIslatIve process 
stays more delIberate StIll, the HungarIan example IS constructIve the law-makIng and the 
ownershIp transformatIOns proceeded SImultaneously and quIte rapIdly, and It IS most lIkely that 
prIvate capItal wIll playa major role m the ImmedIate future of the energy and mmeral mdustnes 
For the better, because It IS mconcelvable that any State, lackIng the capItal needed for Investment 
and modermzatIOn of the sector could as effiCIently and economIcally perform the funCtIOns of 
publIc serVIces as prIvate owners The regulatory framework IS m place WIth clear and 
understandable rules govermng mdustry and WIth the powers of the State concentrated In the 
Office of MmIng (overseemg the mmerals mdustry' S aCtIvItIes) and the Office of Energy (pnce 
regulatIOns) 

As proof of the accomplIshments, one needs to mentIon that yet another survey of Hungary's 
energy polIcy and practIces was Issued by the OECD m 1995(5) That document states WIth 
satIsfactIon that most of the ObjectIves set out m 1990 have been met as exemplIfied by the 
followmg legIslatIon Law on CompetItlon (1990), Law on ConceSSIOns (1992), Law on State 
Asset Management (1992), Mmmg Law (1993, the tOpIC of thIS paper), Law on Secunty 
StockpIlmg of Crude OIl and Petroleum Products (1993), ElectrICIty Law (1994), Gas 
DIstnbutIOn Law (1994) Together WIth the regulatory framework set up (the Office ofMmmg 
and the Energy Office), the reorgamzatIOn of MOL and the sale of partIal assets m utIlItIes and 
MOL, one can say that Hungary well under way In completmg the aSSIgnments set out In 1990 

The message from the foregOIng, to other CEE countrIes, IS that the legal framework and 
InstitutIOns should be establIshed as rapIdly as pOSSIble, whether perfect or not, to boost Investor 
confidence, domestIc or foreIgn, thereby reducmg costs to the Government The delays resultmg 
from lmgermg law-makmg and debates about ownershIp may be understandable but not helpful 
to the economIes of CEE countnes and theIr deSIre to Jom the European Umon 
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A BANYASZATI JOG IDÓSZERÚ KERDESEI MAGYARORSZAGON 

(Dr Eszto Peter elnok, okI banyamernok, Jogasz 
Magyar Banyaszat~ H~vatal) 

T~sztelt Holgye~m, Ura~m J Kedves Kollegak ' 

Az 1993-as esztendő beJegye=te magat a magyar banya)og 
tortenetebe :l. S Az Orszaggyűles 1993 InaJus 20-an - kozel 
egyev~ b~zottsag~ csatarozast kovetóen megalkotta a 
banyaszatrol szolo 1993 ev~ XLVIII torvenyt, maJd a kor.many 
1993 aug~sztusaban elfogadta a torveny vegrehaJtasarol szolo 
kormanyrendeletet Ezaltal lezarult egy csaknem ot eve tarto 
at'ttenet~, zavaros ~dószak, amelyben a mar alkalmazhatatlan 
1960-as banyaszat~ Jogszabalyokat egyutt kellett alkalmazn~ a 
rendszervaltas Jegyeben alkotott uJ ]ogszabalyokkal 

Az uJ banyatorveny k~emelkedő erenye az, 
a:::t h:l.rdetn~, 

ez nem ~ga::: A 
e lmondhat om, hogy 

hogy van, 
megszuletett Csacs~sag lenne 
torvenyunk toJ.-eletes, h:l.szen 
] elenlevőknek mar nyugodtan 
fel~smertuk 

- a torveny koncesszos szabalya:l.nak h~anyossaga~t, 

hogy uJ 
t:l.sztelt 

mar reg 

- a f~skal~s szemleletű, bar korszerű banyaJaradek szabalyok 
gazdasag:l. terhe~t, 

- val~nt a kornyezetvede~ lobbynak a Jelen gazdasag:l. 
v~szonyok kozott~ ~rreal~s korlatozasa~t 
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DR ESZTO PETER 

T~sztelt Kollegak ' 

Nem szeretnem, ha felreertenenek r A banyatorvenyben sem azt 
k~fogasolom, hogy hangsulyt, alapelv~ rangot kapott a 
kornyezetvedelem ugye Ezt nunden Jovőt feltó ember 
tamogatJa De hatarozottan k~fogasolom, hogy a torveny, es 
nehany uJabb Jogszabaly Jog~lag lehetóve tettek a banyaszat 
k~szolgaltatottsagat olyan tenyezóknek, amelyek 
megfoghatatlanok Nem a nor.mat~v kornyezetvedel~, 
terrneszetvedelrn~, v~zuqy~ kovetelmenyekkel van gondom, hane?tl. 
eppen ezek h~anyaval E norrnat~ v szabalyok nelkul a 
szakhatosaq h~vatala~ban ülők ad hoc, k~szamithatatlan 
dontese~ azok, amelyek k~szolgaltatott helyzetbe hoztak 
tobbek kozott - a banyaszatot ~s 

Meggyőzódesern, hogya termelő agazatok kozul eppen a 
banyaszat volt az, amely elsókent fel~smerte a 
kornyezetvedelem fontossagat es - null~ardokban k~feJezhetó 
modon - tett ~s akornyezet megovasaert, helyreall~ tasaert 
Ez b~zony~thato teny, de egyben szüksegszerú ~s, h~szen a 
banyaszat - ha ~de~glenesen ~s, de - obJekt~ve kart okoz a 
kor"lyezetben Tehat Jogos a karok helyreall~tasanak sz~qoru 

koveteL~enye, Jogos a kornyezetk~elő technolog~ak 

alkalmazasanak surgetese, a szakma~ t~sztesseg ~s ezt 
kovetel~ meg - valamenny~ banyasz szakernbertól Ezzel szemben 
Jogsertó az a helyzet, hogy egyed~ all~gazgatas~1 

szakhatosaq~ hatarozatok hatraltassak, akadalyozzak egy 
szakma tevekenyseget 

A torz szemlelet gyakere abbar.. van, hogy a nemzetkoz~ zold 
mozgalmak a tarsadalmat ket alapcsoportba sorolJ ak ak~k 

rongalJ ak akornyezetet (ezek kozott szerepelnek a mernokok 
~s) , s ak~k ved~k a kornyezetet ezek ők Fel kellene 
~smern~uk, hogy a kornyezetvedelem a kornyezetet atalak~to 

mernok~ tevekenyseq ~ntegrans resze, mely mernokoktöl csak a 
konkret, az altalanos es külonos kotelező norrnak, Jogszabaly~ 

kovetelmenyek k~dolgozasaval es kozreadasaval lehet elvarn~, 

hogy kornyezetk~eló technolog~akat feJ lesszenek k~ es 
alkalmazzanak Ezek h~anyaban csak rebuszak ellen küzdhet a 
szakma, amely helyzet megalazo es tarthatatlan 
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3 A BÁNYÁSZATI JOG ID6sZERO KtRDtSEI 

BányaJogunk másJ.k rendk1vul fontos és aktuállS kérdeskore az, 
hogy Magyarországon ma kJ.nek van bányászatl Joga, vagy más 
sz6val kl szerezhet kutatásJ., feltárásJ., kJ.termelésl Jogo­
sultságot egy J.n Sltu ásvanyJ. nyersanyag el6fordulásra, ml e 
Jognak a tartalma, vannak e korlátal, van e mérhet6 vagyonl 
értéke s ez a vagyonl érték~ Jog átruházhat6-e 
A bevezet6 gondolatok kozott utaltam arra, hogy az elmúlt 
néhány év bányaJog-torténetl szempontb6l mllyen Jelent6séggel 
bir. E folyamat 1989 véget6l lndul t, és napJalnkJ.g tart, 
amely alatt - ha olykor átteklnthetetlen kerul6 utakat J.S 
Járva -, de alapvet6en megváltozott az a személy! kor, akJ. 
bányászatl Jogosultsággal rendelkezJ.k 

trdemes véglgJárnl azokat a JogJ. stác16kat, amelyek útJán a 
meg-megtorpanó Jogalkotó vegul lS megval6s1totta a bánya­
szabadság elvét Magyarországon, uzletJ. alapokra helyezte a 
bányászatot (E folyamatot a mellékelt táblázat áttekJ.nthet6-
en szemléltetl.) 
A klJ.nduló állomás (1960 éVl III torvény) és a végállomas 
(1993 évJ. XLVIII. torveny) kozott alapJaJ.ban - úgy t~nJ.k -
semml nem változott mlndkét torvény azt az alapelvet 
deklarálJa, hogy 

- az ásvánYl nyersanyag o k természetes el6fordulásukban 
klzár6lagos államl tulaJdonban állnak, s ezért 

- a bányászat Joga az államot llletl meg, azaz a 
bányászat államl monopol tevékenység 

Ez ut6bbJ. deklarácl6t mlndkét torveny kénytelen vol t felolda­
nl, hJ.szen államot, mlnt hatalml J.ntézményrendszert bányában 
még senkl nem látott dolgoznl. Az alapvet6 kulonbségek a két 
torvény kozott éppen a feloldás tartalmában találhat6k 
A rég l Bt az állam a bányászatl Jogát 

- az államl bányavállalatokra, 
- a segéduzeml Jelleggel bányászatl tevékenységet 

19ényl6 államl vállalatokra és államl gazdálkodó 
szervezetekre (ma úgy mondanánk, hogy államl vertlku 
mokra) , 

- a termel6szovetkezetekre, (e gazdálkodó szervezetl 
forma klemelése már a rendszerváltás elsO plllanatát61 
alkotmányellenessé váltJ), s végul látszat-llberálls 
m6don 

- az lngatlan tulaJdonosra 
ruházta át, amely ut6bbl tulaJdonosl Jog saJát szukségletre, 
a csákányt61 a lapát~g terJedt kl 

A p~acgazdálkodásra torténO átállás eszméJe alapJalban 
szemben állt ezzel a Jog-átruházással, h~szen célként már 
1990-ben megfogalmaz6dott az állam vállalkoz6~ vagyonának 
Jelent6s - 60-70 %-05 - prlvatlzácl6)a Az úJ Bt tehát 
obJekt1ve más megoldásra kényszerult Azért fogalmazom úgy, 
hogy kényszerult, mert a koncessz~6rol sz610 1991 év~ XVI 
torvény me9hozatala elOtt a legegyszeI"~bb megoldást - uratlan 
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koztula Jdonná min6s.l ten.l az ásvany.l nyersanyagokat - mellOzte 
a Jogalkoto. 
Ennek okát homaly fed~, de velemenyem szer.lnt vagy a pénzugy~ 
kormányzat mohosaga (egy kalap alá vették a tJ.szta állam~ 
bevétel t terme16 dohány monopol J. umma l , vagy a szerencseJátek­
kal), vagy a tudatlansag eredmenyezte • EleJ.nte pedJ.g úgy 
tOnt, hogy a gazdaságJ. tarsaságokról sz610 1988 évJ. VI. 
torvény korlát nelkul~ utat ny~t a l~beralJ.zacJ.ónak. Bator 
szabályként fogadtuk e torvény 4 § (2) bekezdeset , amel y 
szerl.nt barmely gazdasagl. társasag végezhet állam reszere 
torvényben fenntartott gazdasagJ. tevékenyseget, ha az 
alapito tagok kozul, legalább egy Jogosult volt korábban e 
tevékenységre E szabaly alapJan peldául m~nden állam~ 
banyavallaiat, vagy azok leanyvállalata gazdaság~ társaságba 
vJ.hette a meglév6 banyászatJ. Jogat. E Jog természetesen 
tartalmaban korlátozott volt A "nemo plus J.ur~s"-elv (senkJ. 
nem adhat masnak tobb Jogot, mJ.nt am~vel 6 maga ~s rendelke­
ZJ.k) alapJan a tag csak az ál tala m~vel t, nevere szo 16 
banyatelek Jogat vJ.tte be - egyszer6 beJelentés alapJan - az 
ÚJ gazdaságJ. társasagba, amelyet ettOl fogva a saJát Jogán 
m6velhetett Tehát uJabb lel6helyre alany~ Jogon a gazdasag.l 
társasag mar nem tarthatott J.genyt 

Hasonlo l.lberál.ls szabál vt adott az átalakulásr6l szólo 1989. 
év.l XIII torveny (~t) 8 § (2) bekezdese, amely szerJ.nt egy 
államJ. vállalat, vagy annak leanyvállalata, ha gazdaság.l 
tarsasagga alakul át, az altalános Jogut6dlás elve szerJ.nt a 
létre]ott gazdaságJ. tarsasagra haramlott a megsz6nt allam~ 
vállalat valamenny.l korabbl. ]ogosultsága. 

E lJ.berall.s gazdasag~ tarsaság alapitas.l és átalakulásJ. 
szabalyok azonban nem sokalog szolgál tak - egyszert1en es 
rugalmasan - a banyászat prlvatJ.zácJ.ó]at 
; Jogalkotó 1991 kozepen megtorpant es mJ.ndent vJ.ssza]ára 
forditott a koncessz.lórol szoló 1991. évJ. XVI torvény (Kt) 
kogens szabalykent meger6sJ.tette az állam banyászatl. monopo­
lJ.umat es egyJ.deJ~leg hatályon kivul helyezte mJ.ndket 
lJ.beralJ.s gazdasagJ. tarsasagJ. szabalyt (Gt 4.§ (2), Át 8.§ 
( 3 ) ) 
E ftPál-fordulással" megsz~nt az állam1 bányászat1 Jog 
gazdaságl. tarsaságba torten6 bev~telenek és átvl.telének 
dJ.rekt lehet6sége 

~ Gt. uJ szabalya a Kt -hez hasonloan kogens szabaly 
rt ~ § (:2) A koncesszJ.oról szol61991. eV1 WI. torvény hatálya 

ala tartozo tevekenységet az állam vagy onkormányzat 
tobbsegl. reszesedesevel mt1kod6 gazdaságJ. társasag 
gyakorolhatJa" 

E szabályboI kovetkezJ.k, hogy banyaszatl. tevékenységet J.S 
csak olyan alapitassal letrehozott tarsaság gyakorolhat, 
amelynen az allamJ. tulaJdon maJorl.tasban van, tehát a 
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tula)donos~ donteshozatalban az Av Rt képv~selete van 
tobbségben. 
Az átalakulással létre)ov6 gazdaság~ tarsasagok bányászatl 
Jogát az Át.-nek a koncessz~óról szóló torvennyel megallapi­
tott UJ 8.§ (3) bekezdese a kovetkez6k szerlnt szabályozta 
na.§ (3) Az állam vagy onkormányzat al tal alapított, s 

átalakuló gazdálkodo szervezet tevékenysége foly­
tatásara az úJ gazdaságl társaság csak az állam, 
vagy onkormanyzat tobbség~ reszesedese mellett 
Jogosult A bányászat~ kutatas és termelés terule­
tén - apályázta tás fel tételel.nek klalakulásal.g 
terJed6 atmenetl. ld6szakban - az l.par~ es kereske­
delml mlnlszter ett6l eltérest engedélyezhet ~ 

Az ldézett úJ átalakulasl szabaly onmagában lS ertelmezesre 
szorul ~z MBH reszer6l kla laki tott - az IKM-el kozosen 
elfogadott - ertelmezes szerlnt 
- az Át 8 § (3) szakasza k~zarólag az állam által alapltott, 
koncessz~6s te\- ekenyseget vegz6 államl gazdalkodo szervezretek 
átalakitasara vonatkozlk Ebb6l adod~k, hogy nem ezt, hanem 
az általános )ogutodlás szabályát C8 § (l) bek) kell 
alkalmazn~ m~ndazon bányaszatl tevekenységet folytato 
gazdálkodó szervezetek átalakulásánál, amelyet 
- nem az állam alapltott, hanem mas (pl. állam~ bányavállala­
tok leányvállalata, szovetkezetl vállalat stb ), vagy 

az állam alapitott ugyan, de az ÁVU-IKM tevékenysege 
(hozzáJárulása) nyomán az átalakuláskor az államnak már nlncs 
meg a tobbsegl tulaJdona 
Részletes szabaly hlányában találgatasra kesztetl a )ogalkal­
maz6t az az atmenetl, klseg~ t6 rendelkezés lS, amely a 
m~n~szter részére eltérésl Jogot blztosit 
Az Át 8 § (3) bekezdése nem mondJa meg, hogy MI alól engede­
lyezhet eltérést a m~n~szter? Engedélyezhetl, hogy 

- egyáltalan ne legyen a gazdasagl tarsasagba államl 
tulaJdon? vagy 

- csak annylt engedélyezhet, hogy az államl tulaJdon 
mérteke pl 35 % legyen 

Az lS magyarázatra szorul, hogy MEDDIG tart az az átmenetl 
ld6szak, amedd~g a mlnlszter el térest engedelyezhet az Át. 8 § 
(3) bekezdes szabalya alól A Jov6ben bekovetkezhet6 felte­
tel a pályáztatás feltételelnek klalakulása Hogy ez mlkor 
kovetkez~k be, arra ~s csak találgatn~ lehet Az en kozellt6 
értelmezésem szerlnt 1994. Júllus 13 -a el6tt nem, mert 
a bányászatr6l szoló 1993 éVl XLVIII tv <Bt) 50.§ <S) 
bekezdese szerlnt a pályáztatás szempontJából egyáltalan 
számításba vehet6 zart teruletek els6 alkalommal torten6 
k~Jelolesét a Bt hatálybalépesét (1993 Jun~us 13 ) kovet6 
harmlnc nap (1993 JÚllUS 13.1 elteltével meg kell kezdenl, 
és egyeven belul (1994 Júl~us 13 ) be kell feJeznl. Ny~lván 
nem lehet k~alakultnak tek~nten~ a pályáztatás feltetelelt 
addlg I amig nem lsmeretesek azok a tert..letek, amelyeket 
tendereztetn~ ohaJt az állam 
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A pr~vat~zac~óval ér~ntett vezet6k tehát 1991. )unlusat61 
k~zárolag a rn~n~szternek az elterest engedelyez6 Jokedvében 
blzhattak - nem l.S alaptalanul. Ak~k el térésert folyamodtak -
es ehhez m~nden támogatast megkaptak a bányahatóságtól l.S -
rovld levélke forma)aban napokon belul kezhez kapták a kért 
mJ.nlszterJ. el teres J. engedél Y t • Az el téres l. engedelyek kl. vétel 
nelkul lehet6ve tették, hogy az átalakulással létrehozott, és 
igy banyaszatl. Joghoz Jutott gazdaság~ tarsaságokban egy­
al talan ne legyen államl tula )donrész. Megalapozottan vet6dJ.k 
fel a kerdés szukseg volt e erre a szabályra? Meggy6z6desem. 
hogy m~utan 
- a kérelmek mlnden mérlegeles és feltétel nélkul telJesui 

tek, tovabba 
- az Ávu olyan prlvatlzaclos szerz6deseket, megallapodasokat 

hagyott Jova. amelyben apportként szerepelt az J.n SJ.tu 
ásvanyvagyon t6keertéke (torveny sertö!) 

avalasz egyertelm6en az, hogy ~ 
A gyakorlat meg atmenetJ.leg sem J.smerte el ezeket a prJ.vatJ.­
zacJ.ót korlatozo szabalyokat 3, vállalatok tobbsege azt a 
kerul6 utat Járta, hogya prJ.vatJ.zacJ.ora Jelolt banyauzemre 
leanyvallalatot alapitott , maJd masodlk lepeskent az atalaku­
lásl szabalyt alkalmazva - a m~nJ.szterJ. elteresl engedély 
blrtokaban - gazdaságJ. tarsasagot hozott letre Ezt kovet6en 
a bányavállalat és az átalakulással létre)ott gazdasagl. 
tarsaság a banyahatoságtól kérte a banyatelek JogosultJaban 
bekovetkezett val toztatás átvezetését AmJ.nt a gazdasagl. 
társasag nevére kerult a banyatelek a céget értékesJ.tették. 
A bányaszatl Jog vagyonl értékét a bányatelekben lekotott 
ásvanyl. nyersanyag mennYlségével és rnJ.n6segevel arányosan 
becsulték fel, maJd alku során ennél alacsonyabb vagy 
magasabb értékben érvenyesJ. tettek Nem vJ.tathat6, hogy a 
forgalomképtelen , k~zárolagos állarn~ tulaJdon, sZJ.goru 
szabályának "jogszerd~ kJ.Játszása ez a megoldás Oe az sem 
\ .. ~tathat6, hogy egy bányaszat~ Jog vagyon~ értekelése nyil ván 
kozvetlenul fugg attól, hogya konkret e16fordulásból mllyen 
mennyJ.segd, m~n6ség6 ásvanyJ. nyersanyag, rnJ.lyen onkoltseggel 
termelhet6 k~, és mllyenek a placJ. értekes1tés~ korulmények. 
Tehat mennYlben uzlet az adott banyaszatJ. Jog 9yakorlasa 

A banyászatJ. Jog kovetkez6 stacJ.oJa az állam ~de~glenes ~ll. 
tartos vállalkozol vagyonara vonatkozó 1992 év augusztus~ 
torvenyek megalkotása volt 

A tartósan államl tulaJdonban marado vállalkozó~ vagyon 
kezeléser61 és hasznos.tasár61 szóló 1992. év~ LIII torvény 
f6szabalykent kJ.mondJa, hogy 

"Tartos allaml. tulaJdonba tartoz~k az a vagyon, amellyel 
az állam~ tobbseg~ reszesedessel mOkod6 gazdalkodo 
szervezet a koncesszJ.orol szolo 1991 évJ. XVI torvény­
ben meghatarozott tevekenyseget végez n (2 § (2) bek.) 
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Ismét rázza a teJét a banyasz-Jogalkalmaz6 eppen ez a 
f6szabály nem 19az a bányászatra I ahol az állam program­
szer~en szabadul a vállalkozol vagyonát61. A kormany által 
kozzétett - ÁV Rt tartos tulaJdonába helyezett - vállalatl 
lntézmenyl llstaban a kutefat teJe16 MOL Rt-on klvul csupan 
a Magyar AlumlnlUmlpar1. Rt, a recskl Mátrabánya Rt és a 
Mecsekl trcbánya Valldlat találhat6 meg (126/199~ IVIII.28) 
Korm rendelet mellékiete) E három utóbblnál az állam tudato­
san a koncesszlor61 szolo torvényt61 eltér6en ohaJtJa 
fenntartanl e cégek banyászatl Jogát, hl szen a rendelet 5-25% 
aranyban Jeloll meg az államl tulaJdon fenntartan~6 merteket 
Az osszes tobbJ. - Jelenleg még államl tulaJdonban mOkodtetett 
banya nem tartoz lk e torveny hatalya ala 
Ebb61 a torvényb61 feheren-feketén klderul, hog~ megalapo­
zatlanul kerult a banyaszat egesze a koncessz16r61 szo16 
torvény hatálya alá, a banyászat úgy általában nem lS teklnt­
het6 államl monopol tevekenységnek, az állam klzar6lag a 
hazal k601a)- es foldgazbanyaszatl termeles vlszonylataban 
klvánJa hosszu tavon fenntartanl tulaJdonosl )ogalt Ez 
utobblt el lS lehet fogadnl, hl szen a nemzetkozl gyakorlatban 
lS ez a tlplkus megoldas Sa]nalatos m6don, a nYll vanva16 
államl szándek ellenére a Jogalkotás úgy t~n~k az elmul t 
évben flgyelmen kl vul hagyta e tényeket .ei gazdasagl társasá­
gokrol szo16 torveny 1992 augusztusl modos1tása, valamlnt az 
ld61egesen állam1 tulaJdonban lév6 vagyon értékesltésér61, 
hasznosításárol és védelmer61 sz616 1992. éVl LIV torveny 
úJból meglsmétllk a koncessz16koteles tevékenységet folytat6 
államl gazdalkodo szervezetek átalakulását, llletve alapítá­
sát akadályozo merev szabályokat és tovabbra lS fenntartJák 
az ezzel osszefugg6 mlnl.Szter1 Jog folosleges lntézményét 

Az e16z6ekben vázolt Jogl.-gazdaság1 kozegben folyt a bányá­
szatrol sz616 ÚJ torvény e16keszitése, maJd a torveny)avaslat 
beterJesztese és a parlament1 b1Z0ttságok e16tt zaJ16 
maraton1 vltá)a A torveny e16ter)esztéseért fele16s 1parl és 
kereskedelm1 m1n1szter es kozvetlen munkatársal, a bányászat 
szempontJából hala Istennek, vllágosan fellsmertek ahazal 
banyaszat es pr1vatlzácloJanak valodl erdekelt és megkeresték 
azokat a Jog1 hezagokat, lehet6ségeket, amelyek útJán a 
merev keretszabályok ellenére megteremtették a bányaszabadság 
)ogl feltetelel.t A sZlgorú koncessz16s szabályok koze a 
11berallzácl6-éket 1.S az ágazatért fele16s tárca utotte 
azzal, hogy meg 1991-ben k~se9it6 szabályt fogadtatott el a 
koncesszl6r61 sz616 torvényben. Ez a szabály k1.mondJa, hogy 
a koncesszlos " tevekenysegl korok, m~nt gyOJt6fogalmak 
kerete~n belul egyes tevékenységt1pusok folytatását" az 
ágazat1 torveny koncessz16s palyázat és szerz6dés nél kul lS 
lehet6ve tehet, azaz l~beral~zalhat 
Az igy utott res mentén szulethetett meg a BT 5.§-a, amely az 
ásványvagyon-gazdalkodas szempontJából nyilt teruleteken 
barmely vallalkozo res=ere lehet6vé teszl a bányászat~ Jog 
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koncesszJ.6 nélkul J. megszerzesét Még elgondo 1nl. J.S rossz, 
hogy e szabály nélkul mJ.nden falucska helyl. szukségletét 
szolgálo homok, kavJ.cs, agyag e16fordulás szezonálJ.s Jellegó 
mOvelesl Joga J.S koncesszJ.okoteles lenne. 

Hasonl6 szellemO ll.berálJ.s szabalyt ad a BT 50 § (6 )bekez­
dese, amely tlszteletben tartJa, es egyben fenntartJa a 
torveny hatálybalepeseJ.g Jóh1szemóen szerzett bányászatJ. 
Jogokat, fuggetlenul attol, hogya Jogosult pl.llanatnYJ.lag 
gyakorolJa azt vagy sem E szabaly szerJ.nt a torveny hatály­
balepesekor bányaszatJ. Joggal rendelkez6 gazdálkodo szerveze­
tet csupan terulet-kl.mutatásl kotelezettseg terhell, amely 
egyben nY1latkozat arrol, hogy 
- a rn~veles alatt állo banyal.ban az általanos feltetelekkel 

folytatnl akarJa a kl.termelest, 
- a nem rn~velt, de bányatelekkel számára már lefedett 

teruleteken 5 éven belul megkezdl. a kJ.termelést, J.lletve 
- a folyamatban lev6 kutatasaJ. az engedélyben foglaltaknak 

megfele16en, de legkes6bb 4 even belul befeJezl 

SzepseghJ.báJa a torvenynek, hogy semml.lyen szankcloval nem 
fenyeget J. azt az esetet, amJ.kor a )ogosul t a ban~ászatJ. Jogát 
e nYllatkozattal ugyan fenntartJa, de a vállal t kutatás J. , 
feltárásJ., kl.terrnelésl kotelezettseget a határJ.d6 leJártálg 
nem tel Jesítl. Az így lndokolatlanul - és mastól el vont -
lekotott teruletek felszabadl.tására (nyílt teruletté ml.n6sí­
tésére) vagy koncesszl.os pályáztatásara csak a Jogveszt6 
határJ.d6 letelte után kerulhet sor 

Tl.sztelt Kollegák' A BT eddlg hl.vatkozott szabályal. szerl.nt 
rnag!arországon tehát banyaszatl. Joggal rendelkezhet 
- az állam e célra alapított, tobbségl. tulaJdonában álló 

gazdálkodo szervezete, 
- a bányászat l. koncesszl.ós szerz6des alapJán létrehozott 

koncesszl6s társasag, 
- az a Jog1 szemely, vagy maganszemély akJ. a torvény hatály­

balépesél.g bármJ.lyen modon banyaszatl. Jogot szerzett es azt 
a teruletkl.mutatás beterJesztésével fenntartJa, 

- nY1lt teruleteken az a Jogl személy, vagy magánszemely, 
akJ.nek a hat6ság kutatasl engedélyt adott vagy a nevere 
bányatelket állapított meg, J.lletve átmenetl.leg, 1996 
augusztus 13.-l.g részére m~szakl uzeml. tervet engedélyezett 

A BT alapJan tehat csaknem korlátlan az a szernél Vl. kor, amel v 
banyászatl. Jogot kaphat A banyaszat uz let l Jell~genek tel Je~ 
ell.smerését azonban vegul l.S a BT végrehaJtásáról sz616 
115/1993 (VIII 12) karm rendelet adta meg E rendelet 
12 §(S> bekezdése ugyanloS lehet6ve teszl. a hatósagl. engede­
lyen nyugvo banyaszatJ. Jog masra tortén6 szabad átruhazasat 
A BT ugyan~s csak a koncessz~os szerz6des alapJan gyakorolt 
bányaszatl Jog átruhazasarol rendelkezett 
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9 A BANY~SZATI JOG IOOSZERO KtRD~SEI 

Ny~lván kozérdek nem f~z6d~k ahhoz és mas ok sem ~ndokolJa, 
hogy az egyéb Jogosult kenytelen legyen érdeke és szandeka 
ellenere bányát uzemeltetnl, vagy Jelent6s vagyonvesztessel 
az állam részere lemondan~ az addlg gyakorol t bányászat~ 
Jogárol. Sokkal ~nkabb erdeke a koznek, hogyahazal ásvany­
e16fordulásokat gazdasagosan, kornyezetkimel6 módon és 
vallalkozasl alapon hasznOSl tsa az állam. Ennek e16segl tesere 
a ST VHR lehet6ve teszl, hogya hatósagl engedély alapJán 
Jogosult személy a banyafelugyelet )óvahagyasával barmlkor, 
barklnek atengedhetl a banyászatl Jogát, ha az átvev6 
- kozoklratban, vagy ugyvéd altal ellen)egyzett magánoklrat­

ban nYllatkozlk az atadot terhel6 kotelezettségek átvalla­
lasárol, 

- 19azo1Ja, hogya banyászatl teve~enyseg gyakorlásához 
el61rt m~szakl, b~ztonsagl, kornyezetvédelml, penzugyl 
feltetelek~el rendelkezlk es ezek telJesitésere garanclat 
nyuJt, es vegul 

- megállapodlk az átado altal megepltett banyaszatl leteslt­
menyek tulaJdonJoganak, vagy hasznalatl Joganak rendezese­
ben. 

E fel tétel ek tel Jesi tése mellett abanyásza tl Jog vagyonl 
érteke az atado es az atvev6 kozott zaJl0 szabad megállapodas 
tárgya 

Tlsztelt Holgyelm' Uralm ' 
Kedves Kollegak' ; rendelkezesemre allo ld6 leJart Meggy6z6-
desem, hogy az e16adas keretében az elmult ld6szak banyászatl 
)ogalkotása ele tartott gorbetukor talan tanulsagokkal lS 

szolgalt - meg akkor lS, ha esetenként a tukorb61 onmagunkat 
lS fel1smertuk Koszonom flgyelmuket 
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THE MINING CONCESSION ACTIVITY IN HUNGARY 
by 

Antal Fust dlpl mInIng engIneer, Ph D deputy presIdent, Mmmg Bureau of 
Hungary, Budapest 

Summary 

In Hungary the MmIng Bureau of Hungary makes preparatIOns gIves 
adVIce to the mInIster of Industry and trade for the decIsIOns on mmIng 
conceSSIOns ThIs paper wIll Introduce the economIC and polItIcal background 
and the past of the HungarIan conceSSIOn actIVIty The expenences of the first 
HungarIan bId round after World War II be presented In detaIls ThIS bId round 
was a hydrocarbon exploratIOn and productIOn bId round F our foreIgn 
companIes were awarded the conceSSIOn nghts 

In the second part of the paper the author wIll speak abouth the next two 
bId rounds, these were mamly for hard mInerals exploratIon and productIOn 
The mIneral type In these cases was maInly sand and gravel but olso gold over 
two areas and bentomte, carbon dIOXIde and hydrocarbon also 

The paper WIll be closed by summary of the conceSSIOn activity 
expenences gamed so far 
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THE MINING CONCESSION ACTIVITY IN HUNGARY 

by 

Antal Fust dIpl mInmg engIneer, Ph D deputy president, Mmmg Bureau of 
Hungary, Budapest 

1m speakmg m thiS study about the expenences of the Hunganan 
concessIOn bId rounds for hydrocarbon and sohd mmerals At first some words 
from the background of the mmmg conceSSIOns m Hungary 

Upon the Hunganan mInIng law, the mmeral resources m theIr 
occurance are state property EspeCIally m the field of petroleum and natural 
gas exploratIOn and productIOn It IS usual worldwIde to award conceSSIOns for 
the hopeful state owned areas In Hungary m the 1930 S m the west of the 
country Amencan, In the east of the country Gennan companIes carned out 
exploratIOns upon conceSSIOns ThIS resulted m the development of petroleum 
and natural gas fields m the south-west of the country wlch lead to Industnal 
petroleum and natural gas productIOn In 1937 Because of World War II and 
the 1948 natIonalIzatIOn the foreIgn companIes had to finIsh theIr actIvItIes In 
Hungary Then the exploratIOn and production were carned out by the 
establIshed home companIes 

In the forty years after the HungarIan petroleum Industry did not follow 
market economy Although we had good results, due to the pohtlcal 
polanzatlOn of the world our actIvIties became rather mternal and both m 
exploratIOn methods and Instruments and un economIC results we were behInd 
the rapidly changmg west 

To follow the program of our country In changIng towards market 
economy It IS necesarry, seemg the world trend to have foreIgn 011 companIes 
explorIng In Hungary upon conceSSIOn WIth thIS we would lIke to get closer to 
western standards and we hope that these compames WIll find new 011 and gas 
fields It IS the Interest of the state to explore and produce the treasures of our 
lands WIth the profeSSIOnalIsm of home and foreIgn companIes It IS also of 
Important pubhc benefit smce upon our MInmg Act our state gaIns royalty after 
the produced oIl and gas, after the produced mIneral mdependently of the 
natIOnal orlgm of the operatmg companIes In the same tIme our home 
companIes can use theIr knowledge, expenence and capItal to have 011, gas and 
hard mmeral exploration conceSSIOns over foreIgn areas where they have a 
better chance for a successful work The Hunganan 011 company, MOL Rt has 
already SIgned such contract m TunesIa, has negOtiatIons m AlbanIa, and are 
lookmg for pOSSIbIlItIeS m the states of the fonner SovIet UnIon 

In the next part of thIS study I would lIke to say some words about the 
first HungarIan exploratIOn and productIon bId round after the second World 
War 
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In Apnl 1991 the MlIl1stry of Industry and Trade ISsued the geological 
and geophysIcal data necessary for exploratIon, and also mdlcated that m 1993 
hydrocarbon exploratIOn and productIon bId round WIll take place m Hungary 
The geolOgIcal data packages had been bought and reevaluated by 22 
multmatIOnal 011 companies (the relevant areas are shown by FIgure 1) 

The deCISions of the minIster of mdustry and trade, connected WIth the 
mmmg conceSSIon prepared by the MInmg Bureau of Hungary (MBH) For the 
first conceSSIOn bid round makes pOSSIbIlIty the acceptance of new mmmg law, 
In 1993 A has been saId, With the announcement of the first Hunganan mmIng 
conceSSIon bid round for hydrocarbon exploration and productIOn m November 
25, 1993 we mtended to step closer to western standards We had the hope that 
foreIgn companies Will find the conditIOns of economy and geology worthwhIle 
for mvestments Altaugh Hungary m mternatIOnal compnson seems to be a very 
well explored area, WIth the brand new technologIes and mterpretatIOn methods 
we expect the dIscovery of new fields It IS useful for foreIgn compames that 
Hungary has well developed pIpelIne networks for 011 and gas and that the 
productIon of home fields gives only part of our home demand ThIs means that 
the market IS here on the spot and that the delIvery of oIl and gas needs no 
further Investment 

Exploration and productJon 
areas oflVIOL Rt. m 1993. 

We have to mentIOn that the already dIscovered (known) oIl and gas 
fields and some reserved areas, belongIng to MOL Rt, were not offered for 
blddmg These are shown by FIgure 2 Foreign companIes can hold productIOn 
concessIOns for the areas that were explored by themselves We diVIded the 
area of Hungary Into 20 x 20 kIn blocks One bIdder can be awarded maXImum 
3200 km2, and blocks at most The term of the conceSSIOn IS maxImum 35 
years and once can be prolonged by half of the term The operator can contInue 
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exploratIOn (geologIcal, seiSIDlC and dnllmg actIvItIes) on the conceSSIOn area 
for four years The tenn of the exploratIOn can be prolonged by two years 10 

special cases 
The MmIng Act based fIrst conceSSIon bId round for hydrocarbon 

exploration and productIon started In November 25, 1993 Two countrywIde 
known daIly papers pubbshed thIS event (NapI Gazdasag, UJ Magyarorszag) 
The deadlme for bIddIng was Apn125, 1994, thIS was the last day to submIt the 
buds to MBH The:MBH asked the potentIal bidders to mdlcate theIr target 
areas by February 28, 1994 so that adjustments could be made WIth state 
agencIes responsIble for envIronmental protectIon, land and water management, 
etc, ror bemg able to use these condItIOns m creatmg the concesSion contract 
IntentIOns for bIddmg were reported for five areas Upon these the :MBH asked 
the relevant authontes about future condItIons to fulfill by successful bIdders to 
carry out actIVIty 

FIve bIds wewe submitted to :MBH before the Apnl 25, 1994 deadlIne 
Two of them had areas partIally overlapped The MBH proposed several 
optIOns to solve the problem of the overlapped areas Then the bidders chose to 
submIt common bid for the overlapped area The target areas of the bId round 
can be seen m FIgure 3 

Hydrocarbon concession areas 
mHungary 

FIg 3 

To evaluate the bIds the preSident of the MBH establIshed a QualIfymg 
CommIttee WIth members from the relevant mInIstrIes, and on the meetmg of 
June 21, 1994, the MBH, WIth remarks from the EnVIronments ProtectIOn and 
Land Management Mmlstry and the MlnIStryof the Intenor, proposed to the 
mInIster of mdustry and trade to award conceSSIOns to the bidders The 
awardmg day ongmally planned for June 24, 1994 was put off by 30 days by 
the common statement of three mInIsters The common statement saId that only 
those bIdders could qualtfy for holdIng conceSSIons who mtend to prepare the 
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envIronmental protectIon study descnbed by the Mmmg Act, and submIt It to 
MBH by August 15, 1994 The bidders accepted tins condItIon 10 letters of 
mtentIon The new government reviewed the evaluatIon report of the bIds and 
the OUnlster of mdustry and trade on August 4, 1994 confumed the awardmg of 
the concessIOns WIthout changmg to ongmal proposal 

Petroleum and natural gas productIon needs much capital mvestment and 
hIgh technology The exploratIOn nsk IS lugh because one dnllmg presently 
costs 100-300 mIllIon HUF There IS a long tIme between the slgn10g of the 
concessIOn contract and begmmg of 011 and gas productIon 

WIth thIS, the second penod od thIS fIrst concessIOn bId round IS closed, 
If we say that the fIrst penod was between 1991 and 1993 November 25 As 
you know, 10 thIS penod and un the second penod too the Data Room was open 
and there was a possibilIty to by data packages and other geological data 

The thIrd penod IS the penod for agreement on the conceSSIon contract 
text ThIS penod was the most dIfficult The negotIatIOn on the text of the 
concessIOn contracts were conducted 10 several phases FmaIly, 10 August 1995, 
we reached agreement and the contracts were Signed WIth thiS, m several areas 
m Hungary, four companIes gamed for 35 years concessIOn nghts for the 
exploration and productIOn of hydrocarbons These are OCCIdental of Hungary 
Inc, Coastal 011 and Gas Corporation, MobIl Erdgas-Erdol GmbH and Blue 
Star CorporatIOn After the slgn10g of the Engbsh and Hunganan verSIons of 
the contract the conceSSIon WInner companies establIshed their Hunganan 
SubSldlanes for carrymg out the conceSSIOn actIVity, prepared technical 
operatIon plans for exploratIOn, plans accepted the dlstnct m1010g offices and 
started their exploratIOn actIVIties 

The l\1BH gamed Important pieces of expenence dunng thiS first 
conceSSIOn bid round These are as follows 

- the practIcal know how of mm10g conceSSIOns, that was delIvered by 
the USAID trammg, can be utIlized well m our practIce, 

- nevertheless thiS knowledge have to be used m a fleXIble way 
consldenng the Hunganan laws and regulatIOn, 

- It would have been better to publIsh the bId round for mdlvldual areas 
IOstead of waIt10g for bIds for the whole area of Hungary except for MOL Rt 
areas, 

- the speed and success of the concessIOn contract negotiatIOns very 
much depend on the partners knowledge about the laws and regulatIons of each 
other and on the tolerance toward each other durmg the negotIatIons 

Conclder1Og the expenences of the fIrst bId round the MBH prepared the 
second conceSSIOn round, which was the first round 10 Hungary for hard 
mmerals In thIS round we asked bIds for four sand and gravel areas ThiS areas 
can be seen 10 Figure 4 For thiS bid round, due to the lack of former 
exploratIOns, the Hunganan Geological Survey (HGS) did not prepare data 
packages The round started on March 27, 1995 and the results were publIshed 
on August 1, at the Mmlstry of Industry and Trade The WInners were 
companIes regIstered In Hungary, partIally owned by foreigners, exept for one 
The data of contract slgmng was December 1995, and In one case February 

61 
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1996 Among the WInner bIds the Mosonmagyarovar bid IS specIal The area 
here contams a fonner SOvIet Anny base area and the WInner agreed to restore 
the sod quahtl In addItIon to the notmal mInIng actIvity The WInners have 
already started theIr exploratIon actIvIties 

The year 1996 started With a good event On February 1, 1996 we 
publIshed the third conceSSIOn bId round for SIX areas and out of them two had 
been In the focus of Hungarian and foreIgn Investors for a sIgmficant time The 
mInerals and the areas of thiS bId round can be seen In FIgure 5 The great 
attention was paId to the Teikibanya and Fuzerradvany gold areas, and In these 
cases we had very long negotIatIOns (over several years) WIth the authontIes, 
especIally With the nature protectIOn authontIes Teikibanya IS one of the most 
famous towns of the hIstorIcal Hungary where there had been successful gold 
and SlIver mmmg for several centurIes, even In thIS century 
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Fuzerradvany, Wlch IS sItuated a few kIlometers from Telktbanya, does not have 
gold mmmg tradItIOns, but the nelghbonng mmmg town and the good results of 
the surface geochemical samples suggested a prosperous area ForeIgn 
compames were especially Interested In the successful gold exploratIOn of the 
1990 S m the Matra Mountams The HGS prepared data packages for all the 
conceSSIOn areas and the bidders were able to by It In Engbsh and Hunganan 
language versIOns The penod between Marc 4 and May 3 1996 was open for 
blddmg on the areas and mmerals publIshed for blddmg Among other thmg, 
one conditIOn for bIddmg was the bUYIng of the relevant data package The 
evaluatIon of the bIds IS stIll gOIng on The results are planed to be pubbshed on 
July 25 

At the and a would lIke to summanze the expenences we gamed so far 
dunng our work WIth conceSSlon bids 

- There IS a problem that ongmes from the dIfference between the 
foreIgn and the Hunganan laws and regulatIOns Namely, It IS dIfficult for 
foregn mvestors to get used to the Idea that thay, who are the concessIOn owner 
bid round wmners are not allowed to carry out mmmg actIvity dIrectly For 
carrymg out the conceSSlon actiVIty they must establIsh and have regIstered a 
conceSSIOn company m Hungary It IS then sometImes difficult to find the best 
way to use the profit produced by the Hunganan home conceSSIon company 

- -Generally the contract stablhty IS the most Important pomt of every 
concessIOn contract negotIatiOn The concessors would lIke the concessIOn 
contract to preserve the reqUIrements of laws and regulatIOns that are now m 
effect, but thIS today. can not be realIzed Only the mmmg royalty percentage 
can not be changed dunng the whole penod of the concessIon 

- The urgent task of the future to hannomze the Hunganan concessIOn 
and mmmg laws and regulatIOns WIth the expropnatlon, the company 
establIshment, regIstratIon and operatIOn and WIth the relevant finanCIal laws 
and regulatIOns 

- Last, but not least I have to mentIOn that It Isa defimtely useful, 
mdependently from the dIfference of laws and regulatIons of mdIvldual 
countrIes, to get famlhar WIth other countrIes experIences before applymg 
concessIOn legal mstltutions m the practIce The MEH dId the same when we 
got famIlIar WIth the USA conceSSIon expenences dunng the USAID trammg 
program 

* * * 
The supervISIon of concessors wIll probably have less problems than the 

supervISIOn of other operators We hope that the MER profeSSIOnals more and 
more expenence wIll make the mstitutIon of concessIons general m mmmg 

Ladles and gentlemen, It IS an honor to thank you your attentIOn 
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OBJECTIVE. 

1 

HUNGARIAN OUTREACH 

To ~nst~ll ~n the Republ~c of Hungary staff, the 
d~fferent perspect~ve Western Compan~es have and 
the effect upon and the ~mportance of a qual~ ty 
Inspect~on and Enforcment Program. 

I Introduct~on 

A. What work the Republ~c of Hungar~an Inspectors do. 
Depend~ng on number of people, qu~ck personnel 
~ntroduct~ons - name, Job t~tle and descr~pt~on. 

B. What the BLM does. (* WO I&E VIDEO) 
Introduct~on of BLM group and short one sentence 
explanat~on of what each does. 

C. Reasons for Inspect~ng (OPEN DISCUSSION) 
1. Hungar~an 

2. BLM's 

D. Purpose of Tra~n~ng -
1. Expla~n d~fferences ~n Gov't control vs. Western Co. 
2. Emphas~s the ~mportant role of Inspect~ons 
3. Address spec~f~c ~nspect~on aspects of m~n1ng and 

011 & gas explorat10n and product10n operat1ons. 

I II. western Compan~es 

I 
I 
I 
I 
I 
I 
I 
I 

A. Hungar~an percept~ons - (OPEN DISCUSSION CHALK BOARD LIST) 

B. Mot~vated by Prof~t 
1. $$$ ~s the bottom l~ne - they would not be here ~f 

not for the opportun~ty to make money. 
2 Prof~t vs. socl.al/env1ronmental respOnSl.b1l1ty -

"Prudent Operator Rule" Operator 1S always 
mot~vated to operate 1n a prudent manner, 1.e. 
prov~des the most 1ncome for the least economl.C 
outlay. 

3 • Data conf ~dentl.all. ty most, ~f not all, 
1nformat~on collected wl.ll have a d~rect monetary 
value or contal.n ~nformat10n wh1ch would be 
valuable to other ent1t~es. 

III. Hungarl.an I&E - The B~g P~cture 

A. Concess~on system 

1 Systemat1c offer~ng of Areas w~th Geolog~c 
Potent~al & Industry Interest where the successful 
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2 

b~dder w~ll obta~n r~ghts to explore and produce 
m~neral commod~t~es. 

2. Rental based upon acreage 

3 Royalt~es based upon Product~on 
a. Monetary obl~gat~on to pay 
b. Meter~ng accuracy and ~mportance of I&E 
c. Mul t~ple m~neral owners - comm~ngl~ng, allocat~on. 

4. Bonds Money wh~ch w~ll cover concess~ona~re 
defaults such as env~ronmental damage, abandonment, 
payment of royalt~es, correct~on of noncomp11ance 

Approvals - In1t~al Perm1ts & Subsequent Rev~s10ns 

1. 

2. 

3. 

4. 

5. 

Resource Protect~on 
occurrences requ~r~ng 

(Cas~ng/Cement~ng Rev~ew). 

Surface & 
protect~on 

Subsurface 
measures 

Cond~t~ons of Approval spec~f~c ~nstruct~ons 
attached to the perm~t wh~ch ensures operat~ons are 
conducted ~n a prudent manner ~n add~t~on to other 
regulatory controls. 

Max~mum Ult~mate Recovery - operat~ons conducted ~n 
such a manner wh~ch prov~des for the h~ghest 
susta~ned econom~c levels w~thout caus~ng damage. 

a. S~te select~on - spac~ng (*DRAINAGE PACKAGE) 

Prof~t Context - Prudent Operator vs. env~ronmental 
and royalty respons~b~l~t~es 

Flagg~ng for Inspect~on - aspects of the operat10ns 
Wh1Ch needs to have a Regulatory Inspectors to 
ensure operat~ons are conducted 1n a respons1ble 
manner. 
a. Not~f~cat~ons for work start-ups. 
b. Pr10r approval for changes of plans. 

Inspect10n & Enforcement 
1. W~tness1ng vs. Operator Self-Cert~f1cat10n 

a. Gov't agency ~s not d01ng the work, but rather 
a Company who m1ght cut corners. 

b. Importance of "be1ng there" (regulatory 
presence) to w~tness cr~t1cal operat~ons -
Safety Tests. NOTE: regulatory "Presence" 
ensures acceptable work, but does not IIm~cro­
manage" operat~ons by dl.rect~ng day-to-day 
operat10ns (unless spec~f~c 1nstruct1ons are 
necessary for requ1red results) 
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Those operat~ons where ~f an ~nspector ~s not 
there the opportun~ty would be lost or where 
enforcement at a later date would be moot, 
~.e. ~rrevers~ble damage. 

2. Importance of Product~on Ver~f~cat~on 

3. 

4. 

5. 

a. Royalty Income ($) for the Republ~c of Hungary 
b. Meter~ng Dev~ce Accuracy & Procedures· 
Tank gag~ng, LACT's, belt scales, etc. 

Enforcement (personal vs corporate) 
a. The respons~b~l~ty for the proper conduct of 

ALL operat~ons and the correct~on of ALL 
v~olat~on rests ult~mately w~th the Concess~on 
Holder (Company). 

b. The ~nd~v~dual ~n the f~eld actually 
perform~ng the work ~s not personally l~able. 

c. All v~olat~ons or not~f~cat~ons should be 
served on the Company, ~nclud~ng f~nes. 

Resource protect~on - Why ~s th~s here? 

Documentat~on 
a. Importance of t~mely, accurate records 
b. Reference for F~eld work lead~ng up to dec~s~ons 
c. Cr~t~cal for h~gher level rev~ew (Appeal) 
d. Establ~shes Operator "Track Record" 

II. DRILLING & GEOTECHNICAL EXPLORATION OPERATIONS: 

OBJECTIVE. To d~scuss and ~llustrate by example some cr~t~cal 
aspects of dr~ll~ng operat~ons wh~ch necess~ tate 
strong regulatory presence. 

A. Geophys~cal Act~v~t~es (I Need Help Here!!!) 
- Se~sm~c, Core dr~ll~ng 
- Env~ronmental Aspects 

B. Dr~ll~ng Approvals & Inspect~on: 
1. Resource Protect~on - Aqu~fers & other m~nerals 

wh~ch could be damaged by dr~ll~ng/product~on 
operat~ons. 

2. Cas~ng & Cement~ng Des~gn -
a. Safe prudent operat~ons 
b. Protect~on/Isolat~on 
c. Longev~ty - MUR 
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3. General R~g Inspect~on 
a. Safety - Workmanl~ke operat~ons (Cleanl~ness), 

electr~cal, layout (pad s~ze & or~entat~on) 
b. Hydrogen Sulf~de Operat~ons 

4. Blow-Out Prevent~on Equ~pment (BOPE) 

5. 

6. 

7. 

8. 

a. Why, from a regulatory standpo~nt, BOPE tests 
and w~tness~ng such tests are cr~t~cal. (SLIDE 
PRESENTATION) 

b. Equ~pment d~scuss~on 
~. BOP Stack 
~~. Choke System 
~~~. Accumulator 

c. BOPE Test Procedures (*POSSIBLE VIDEO) 
- Handout of Procedures (*PACKET) 
- Accumulator S~z~ng Example (*PACKET) 

Industry Standards 
a. Standard O~lf~eld Pract~ces (SOP) - mayor may 

not represent acceptable procedures 
b. Amer~can Petroleum Inst~tute (API) Standards, 

Spec~f~cat~ons and Recommended Pract~ces 
(*PACKET) 

Abandonment - Operator respons~b~l~ty vs. prof~t 
mot~vat~on - Neqat~ve $$$ s~tuat~on - necess~tates 
f~eld presence 
a. Pluqq~ng procedures 

~. Approval take ~nto cons~derat~on 
protect~on of aqu~fers and other m~neral 
resources (EXAMPLE WELLBORN DIAGRAM), may 
~nvolve redundancy, should ~nclude tests 

~~. Inspect~on - ensures operat~on conforms 
to approval, ut~l~zes acceptable 
pract~ces, plugs are set as (where) 
prescr~bed (pressure tests, Tagg~nq 

w/work str~ng) 

b Surface Recult~vat~on 
~ T~me ~nvolvement - may take several years 

to establ~sh ~ntended goals 
~~. Bond w~ll be held unt~l ALL aspects of 

recult~vat~on are acceptable to KBF 

Da~ly Dr~ll~ng Reports - the subm~ ttal of da~ly 
dr~ll~ng reports on a cons~stent bas~s, say weekly, 
allows Regulatory staff to ma~nta~n current status, 
appra~sed of problem s~ tuat~ons for future 
abandonment, and reservo~r stat~st~cs • May be 
requ~red as COA or ~n requlat~ons. 

Env~ronmental Protect~on Dr~ll~nq ~nspect~on 
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should also address any obv~ous surface 
def~c~enc~es such as sp~lls, m~ss~ng p~t l~ners or 
other perm~t requ~rements 

New technolog~es (separate modules) 

A. Hor~zontal dr~ll~ng - (*PACKET) Approval and Inspect~ons 
aspects wh~ch change or become magn~f~ed due to dr~ll~ng 
procedures, ~.e. casl.ng des~gn, cement protectl.on & 
placement, bottom hole locatl.on (~orrelat1ve r~ghts) 

B. EMF's 

c. GPS - global pos~t10n~ng 
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OIL PRODUCTION AND MEASUREMENT 

OBJECTIVE: Prov~de overv~ew of o~l product~on 
~nspect~on procedures and goals des~gned to 
account~ng of o~l product~on, protect~on of the 
safe work~ng cond~t~ons 

I. Introduct~on 

A ObJect~ve of th~s tra~n~ng sess~on 
B Def~n~t~on of o~l for th~s d~scuss~on 

and measurement 
ensure proper 

env~ronment and 

C [DISCUSSION] Why conduct product~on/measurement 
~nspect~ons? 

II Approvals 

A Long term approvals 
1 Po~nt of measurement 
2 Off concess~on storage and sales 
3 Comm~ngl~ng 

a o~l from d~fferent concess~ons 
b o~l from d~fferent format~ons 
c. d~fferent types of o~l 

4. Alternate method of measurement 
5 Produced water d~sposal 

B. Short term approvals 
1. D~sposal of waste o~l 
2 Alternate method of measurement 

III O~l measurement 
\ 

A. What ~s measurement of o~l? 
1 Quant~ty 

2 Qual~ty 

B. Types of o~l measurement 
1. Tank gauge 
2 . LACT meter 
3 Measurement by we~ght 
4 ?????????? 
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IV Types of ~nspect~ons 

V 

VI 

A Inspect~on of product~on handl~ng fac~l~t~es 
1 Safety/H2S 

B Product secur1ty ~nspect~on 

C Well test ~nspect~on 

D. Tank gaug~ng 

E Inspect10n of measur~ng dev1ce accuracy 
1 LACT meter prov1ng 
2 Prover barrel water draw 
3. We1ght scales ver~f~cat10n 

F Product1on/sales ver~f1cat1on 

G. Rout1ne env1ronmental 
1 Surface protect~on 
2. water d~sposal 

H. Undes1rable events 
1 Sp111s, f1res 
2. Avo1dable vs unavo1dable determ~nat10ns 

Documentat1on 

A. Need for 1nspect10n standards/forms for un~form1ty 

B Run t~ckets, ca11brat~on reports, seal records, 

Enforcement 
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VI Gas Product~on 

ObJect~ve. 

The tra~nees w~ll have a general knowledge of how the BLM 
deals w~th Western O~l Compan~es ~n the approval process of 
gas measurement related ~ssues; types of ~nspect~ons that 
are conducted; ver~f~cat~on of reported product~oni the 
resolut~on of volume d~screpanc~esi the documentat~on of 
~nspect~ons, and enforcement act~on taken to resolve gas 
measurement related ~ssues 

The BLM conducts ~nspect~on of gas measurement fac~l~t~es to 
ensure that the gas 1S properly handled, measured, and reported 
for royalty purposes To accompl~sh th~s the BLM has certa~n 
equ~pment and procedural requ~rements for ~nspect~ng equ~pment 
and w~tness~ng measurements and meter prov~ng/caI1brat~ons. 
These requ~rements apply to all operators of Federal and Ind~an 
o~l and gas leases where the Federal government has an 1nterest. 

We determ~ne 1f the meter~ng equ~pment was ~nstalled, and 
operated ~n accordance w~th the government requ1rements, and the 
Amer~can Gas Assoc~at1on (AGA) Comm~ttee Report No.3, second 
ed~t~on, September 1985. 

We also determ1ne ~f the prov~ng/caI1brat~on of the meter was 
conducted ~n accordance w~th the government requ~rement, and ~f 
volume adJustments are needed due to the meter 
prov~ng/cal~brat~on 

We ver~fy ~f volumes were properly reported for royalty purposes, 
and take enforcement act~ons to correct any d~screpanc~es that 
may be detected as a result of our 1nspect~ons. 

We rev~ew appl~cat~ons for approval related to measurement 
methods, locat1on of the measurement po~nt and the comm~ngl~ng of 
product~on. 

A. Approvals 

1. Measurement Po~nt 

The measurement po~nt for gas can be located at ' 
the ~nd~v~dual well s~tes or at a central 
measurement po~nt before leav~ng the concess~on 
area, or at an approved locat~on outs~de the 
concess~on area boundary. The only po~nt that the 
US requ~res approval ~s ~f the measurement occurs 
outs1de of the concess~on area The operator must 
apply for the approval by subm~tt~ng documentat~on 
as to the locat~on of the measurement po~nt and 
the reason for locat~ng ~t outs~de the concess~on 
area. 
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B. 

The ma~n reasons for locat~ng the measurement 
po~nt outs~de the concess~on area are: 

~) Topograph~c 

~~) Central measurement po~nt. 

- Less surface d~sturbance. 

a. Comm~ngl~ng 

Operators may request that they be allowed to 
comm~ngle product~on from mult~ple format~ons, or 
other concess~on areas. The appl~cat1on for 
comm~ngl1ng product1on must 1nclude the 
Just~f~cat~on for want~ng to comm~ngle the 
product1on, and outl~ne the method to be used ~n 
allocat~on the product~on back to 1nd~v~dual wells 
and concess~ons. 

The procedure that the operator uses to allocate 
the product~on ~s very ~mportant.- The allocat1on 
w~ll be based on ~nd~v~dual well tests and ~s 
prorated back to 1nd~v1dual wells us~ng the well 
test data. 

The reasons for comm1ngl~ng product1on are s~m~lar 
to locat~ng the measurement po~nt outs~de of the 
conceSS1on area. 

b. allocat~on 

Types of Inspect10ns 

1 PVI 

a. Record rev~ew 

We requ~re operators to subm~t a monthly report of 
operat~ons for each 1nd1v1dual lease or 
concess~on, Wh1Ch g1ves the amount of gas that was 
produced and the d1Spos1t10n of that product~on. 
These documents are used to determ1ne 1f the 
proper amount of royalt1es were pa1d. 

Operators also generate other records that are 
used to ver1fy that the product10n was reported 
properly. These reports 1nclude meter 
prov1ng/ca11brat~on reports, 1ntegrat~on or volume 
reports, gas analys~s and well test data. 
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report. 

b. Volume determ~nat~on 

All volumes are determ~ned by ut~l~z~nq an 
establ~shed standard for measurement. The 
standards for volume determ~nat~on vary w~th the 
type of measurement that ~s be~ng employed. We 
determ~ne that the proper method was used to 
determ~ne the volume. In some case we w~ll 
lndependently determ~ne the volume, or ut~l~ze a 
th~rd party to ver~fy the operators volume. 

c. Volume compar~son 

After we have determ~ned the volume, and ver~f1ed 
the procedures used to determ1ne the volume, we 
compare 1t to the volume reported by the operator 
on the monthly report of operat10ns. 

d. Determ1ne volume error from cal~brat~on 

Volume d1screpanc~es may occur as a result of the 
meter ware and flow1nq cond~t1ons. AdJustments to 
the volume reported may be necessary to correct 
past product~on f~gures due to the error. These 
volume adJustments are based on the amount of 
error detected 1n the meter as a result of the 
meter prov1ng/caI1brat1on. 

US1nq the data from the prov1nq/cal1brat1on report 
a volume correct10n can be determ1ned. Th~s w111 
requ1re contact1nq the operator for a correct~on 
to those volumes. It may be necessary at t1mes to 
negot~ate w1th the operator to arr1ve at a 
reasonable volume to be reported. 

e. ver~fY1ng flare/vent and fuel usaqe 

2 Meter Cal1brat1on 

All meters requ~re per10d1c test1nq or cal1brat~on to 
1nsure that measurement accuraC1es are ma1nta~ned. We 
w1tness these test or cal~brat~ons to ensure that the 
meter was properly ca11brated. At th1S t2me we also 
ver1fy that the meter was 1nstalled as per recommended 
pract1ces and any cond1t1ons of approval. These 
~nspect1ons are documented and kept 1n a f11e for 
future reference. 

3 S1te Secur1ty 

S1te secur~ty 1nspect10n ma~nly relates to bypass 
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p~p~ng around the measurement dev~ce. 

a. farm taps 

4 product~on handl~ng 

5. well test 

Well tests are performed to: 

a. Determ~ne the well's capab~l~ty to produce ~n 
pay~ng quant~t~es. 

b. Determ~ne volume produced 

b. Ver~fy reported product~on. 

C. Documentat1on 

The documentat10n of ~nspect10ns 1S a essent1al part of 
conduct~ng any ~nspect1on. It prov~des an 1nformat10n 
source of how well the operator 1S conduct1ng operat10ns; 
ver1f1cat~on that 1nspect1ons were conducted; .••• 

D Enforcement 
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INSPECTICN AND FNFORCEMENT AND PRCIXJCfHN VERIFlCATICN 
FOR HARD MINERALS 

INTRODUCTION 

THE DIFFERENCES BETWEEN MINING COMPANIES THAT OPERATE IN CENTRALLY PLANNED 
ECONOMIES AND COMPANIES THAT OPERATE IN MARKET ECONOMIES 

INSPECTI<N AND FNFORCEMENr FOR HARD MINERALS 

1 a WHAT IS INSPECTION AND ENFORCEMENT? 

1.1 GOALS 

1 2 RECOMMENDED PERSONNEL KNOWLEDGE REQUIREMENTS 

2 0 EXPLORATION AND MINE PLAN APPROVAL 

3 0 PLAN REQUIREMENTS FOR EXPLORATION, MINING, AND RECLAMATION 

4 0 COMPONENTS OF INSPECTION AND ENFORCEMENT 

4 1 CONDUCT UNDERGROUND AND SURFACE SURVEYS 

4 2 MEASURE THE AMOUNT OF ORE FOR PURPOSES OF PRODUCTION VERIFICATION 
AND DETERMINATION OF MAXIMUM RECOVERY 

4.3 MONITOR METHODS OF PROSPECTING, EXPLORATION, TESTING, DEVELOPMENT, 
PROCESSING, AND HANDLING 

4 4 DETERMINE VOLUMES, TYPES, AND COMPOSITION OF WASTES GENERATED 

4 5 DETERMINE ADEQUACY OF MEASURES TO MINIMIZE WASTES AND METHODS FOR 
TREATMENT AND DISPOSAL 

4 6 EVALUATE RECLAMATION PROCEDURES AND PROGRESS IN ADDITION TO 
ENVIRONMENTAL CONCERNS 

4.7 REVIEW COMPANY DOCUMENTS AND RECORDS FOR ADEQUACY 

4.8 DETERMINE IF OPERATOR IS IN COMPLIANCE WITH CONCESSION TERMS AND 
CONDITIONS, STIPULATIONS, AND REGULATIONS 

4 9 EVALUATE POTENTIAL TRESPASS AND OTHER MINERAL CONFLICTS 

4 10 THE IMPORTANCE OF DOCUMENTATION 

5 0 VIOLATIONS AND UNDESIRABLE EVENTS 
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I 6 a SAFETY CONCERNS 

6.1 SURFACE MINES 

I 6 2 UNDERGROUND MINES 

7 a SUMMARY 
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4 0 

PRCIXTCTICN VERI FI CATICN FOR HARD I\.1INERALS 

WHAT IS PRODUCTION VERIFICATION? 

1 1 THE GOAL OF PRODUCTION VERIFICATION 

1 2 PRODUCTION VERIFICATION PRINCIPLES 

SCALES 

PRODUCTION VERIFICATION PROCESS 

3 1 REVIEW OF OPERATOR MAPS AND RECORDS 

3 2 DATA COLLECTION, IDENTIFICATION, AND PRODUCTION TRACKING 

3 2 1 METHODS USED TO INDEPENDENTLY MEASURE THE VOLUME OF IN-PLACE 
OR MINED MATERIALS 

3.2 1.1 DIRECT VOLUME MEASUREMENT METHODS 

3 2 1.2 INDIRECT VOLUME MEASUREMENT METHODS 

3.2.2 METHODS USED TO INDEPENDENTLY DETERMINE THE QUALITY OF MINED 
MATERIALS 

3 2 3 PRODUCTION LOSSES WHICH AFFECT MINERAL RECOVERY 

3 3 INDEPENDENT CALCULATION AND EVALUATION OF REPORTED PRODUCTION 

3 3 1 MANUAL METHODS OF VERIFYING MINERAL PRODUCTION 

3 3.2 COMPUTER AUTOMATED METHODS OF VERIFYING MINERAL PRODUCTION 

PRODUCTION VERIFICATION PLANS 

4 1 THE PURPOSE OF PRODUCTION VERIFICATION PLANS 

4 2 COMPONENTS OF THE PRODUCTION VERIFICATION PLAN 

4 2 1 INFORMATION FORM AND FLOW CHART 

4 2 2 DESCRIPTION OF THE OPERATION 

4 2 2 1 

4 2.2 2 

422 3 

4 2 2.4 

MINING OPERATIONS 

MINERAL CHARACTERISTICS 

SURFACE AND PROCESSING FACILITY OPERATIONS 

RECORDS MAINTENANCE, REPORTING ENTITY, AND 
ROYALTY PAYOR 
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5 0 

4.2.2.5 

4.2.2.6 

PRODUCTION ACCOUNTING PROCEDURES 

ROYALTY ACCOUNTING PROCEDURES 

4 2.3 DESCRIPTION OF FIELD OFFICE PROCEDURES USED TO VERIFY 
PRODUCTION 

4 2 3.1 MINE AND PROCESSING FACILITY ACTIVITIES 
4 2 3 2 FIELD OFFICE ACTIVITIES 

SUMMARY 
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Key Issues 
- The NOC's and Ministries 

• Seiling the new policies at home 
• Competing with the F$U and LA 
• Re-focusmg on gas 
• The next road .. show in Houston 
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The International Petroleum 
Business Environment 

ill tncrea$irtgly competItive licensing terms 
Ii Single digit rates of returns 
• Competitive acquIsition market 
Ii Natural Gas 
II Integrated Projects 
• Pressure on high cost or low value production 

-EOR 
- Heavy, sour oil 
- High operating cost production 
- High transportation cost production 
... High state take production 

• Pressure/Incentive for e&p capital to fund OPEC 
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Host Country Perspective 

• GOALS 
... Develop and monett~e IOctlgenous natural 

resources at Company risk 
- Stimulate industry and eoonomic growth 
- Acquire new technology 
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The Arrival of Natural Gas 

• As a good and growing business 
• As environmentally attractive 
• As a viable fuel substitute but. .. 

- competes with Coal and heavy end of barrel 
- Large Increments of Investment 
.... Long lead-times 
- Often mult,-national 
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Role of State 

• 
• RESOURCE ALLOCATION 

, ___ n ___________ ". SAFETY/ENVIRONMENT 
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Implications of State Roles 

** State roles and IOter$$t$ dQ not depend Cj 

fiscal I institutional system 
... State Interests similar In all hydrocarbon 

producang countries 
... Difference among countries IS manner of 

addressing these Interests 
.. State monopoly IS not a goalltselft but one of 

several methods of addressmg these mterests 
• Fiscal and Institutional systems are 

Inter-related and must be addressed folntly 
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Scope of Activities 

• Romania 
- Nattonal 0,1 company restructuring 
- petrole\Jm Contra~t$ and L,censlOg Pnnclples 
-IntrOductory Petroleum Finance IEconomlcs 
- Develop form of contract 
... Develop institutional framework 
- Bt.lsloess DIagnOSIs for sector compames 
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Company Perspective 

• ACCEPTABILITY OF; 
- Laws and politacal envIronment 
... Licensing Terms 

... ProspectivIty, Costsl Markets, Time (to 
deal and production), Fiscal take (timing 
of take) 

... Competitiveness With other Investment 
opportunities 
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Petroleum Economics 
Course Outline 

.. Time Value of Money 
• Rates of Return 
• Discounted Cash Flows & NPVs 
• Cost of Capital 
• Risk-Reward 
.EMVs 
• Economic Rent 
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Fiscal Tools 
(Sources of Government Take 

" BOl1u$es 
.,... -Signature 
~ - Production 

~ i "Carried participation 
~ ~ - Though this may also be considered an 
~ Co Investor cost 
~ .s • Royalty 
g> ~ -A form of non-recourse loan on economic rent 
iii ~ • Taxes 
~ ~ - Corporation Tax 
.E t'l - Other Tax(es) 
~ -Special Petroleum Tax 

10»'-» »»>.))000. »AmOl ~~~:~ :~o::::;lo:l:o::::c ~~~»»).).."o)., ».,lo'V). .... GlbyCfI &A.sult", £'683)' Y 

Royalty, Petroleum Taxes and 
Corporation Tax 

.. Royalty 
... Provides immediate cashtlow to t'e$ource ownet 

(tegardless of profitability) 
.. CT 

eo( Universal and und$t'$tood 
- Generaiiy taxes without regard to boundaty conditions 

(upstream, downstream, transportatron~ etc.) 
... Internatlonal tax capture (credits,. others will tax If you 

do not 
• Special petroleum taxes 

... Almed to recover economic rent - profIts In excess of 
Ilnonnal" levels 

-Ideally should be structured to address broader 
Investment returns than smgle, fOfW~rd~lookmg only, 
Investment decision 
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Government Take and Rent 
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Scope of Activities 

• Hungary 
- Petroleum Contracts ancl Licensing 

Principles 
-Introductory Petroreum Finance IEconomlcs 
- Data Management Training 
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Data Management 
Course Outline 

• Cash Flow Analysis 
• Data Management, Retrieval and Stora 
- UTP Geological I nfQ rmati on Library 
-MMS 
- Texas Railroad Commission 
- ur Bureau of Economic Geology 

• Data Rooms, Data Packages, Llcensmg 
Processes 

• Information Technology 
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Contract Negotiations 
Course Outline 

• Anatomy of a Contract 
• AnalysIs of Pelrol&um/Mining Contracts 
• survey of Contracts forms/mechanics 
- Concessions (Tax & Royalty)~ TEAs, PSCs~ 

Rlskt Service; Assoclatton Agreements 
• Contract Economics 
• Petroleum Llcensmg 
• Negotiation Simulation 
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Scope of Activities 

• Bulgaria 
- National 011 company restructuring 
- Petroleum Contracts anQ llcensll1g 

Prmclples 
- Busmess dIagnosIs for sector 

companies 
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Principles 

11* Level playltlg fiel<h transparent 
process 

" Balanced contract is a good contract 
• Contract reflects reality (hnking terms 

and conditions to the circumstances) 
• Techmcal, contractual, licensing, 

institutional aspects have to be 
complementary and Integrated 

• Flexibility vs Simplicity 
*",~"-:)/0!5!9 ,.»h...,.. ... ~M)~~~-:"' .... ..,.) ... ~ GIbleti' &A»:o ~ cti:J!i 

Lessons from the Front 
" The process is as Important as the 

product 
-Iterative and re$p0r1$IVe 
.... Stick to the schedule 
- Single point control 

• Integration of technical, financial and 
legal 
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Other Issues/Principles 
• Take into account natural gas 
• Anticipate changes in conditions 

- Windfalls, secondary investment, go,d-platioQ, 
Incongruent incentives 

.. Lower the economic threshoJdl maximize 
economic rent 

• Not Just level of state take that matters 
• Have to model the contract to negotiate It 
• Target 

Co. ).)'\. ....... -.c .M NJj90, ... >.. ... >... ~> 

Sill Cline 
Gaffney, Cline & Assoc 

June 1996 
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Development of the MBH Trammg Program 
Needs, OpportuDltIes, Expenences 

Balazs Csep 

TIns paper Introduces the USAID program In Hungary and m the Uruted States, the tOpICS of 
the trammgs, and the computer system that was boot up at the Mmmg Bureau of Hungary 
WIth the assistance of the US Department of the Intenor In the second part of the paper the 
author gives a bnef overvIew of the present development and traInmg needs for the smooth 
operatIOn of the Mnnng Bureau of Hungary 

*** 

1 HIStory of the Hunganan USAID trammg program 

In 1992 the Uruted States Agency for InternatIOnal Development (USAlD), WIth the asSIstance 
of the Uruted States Department of the Intenor (USDOI), started a trammg and techrucal help 
program The ann of the program was to asSiSt the Hunganan mInIng and mmeral 
management system to change for a market economy 

The benefiCiary of the program IS the Mmmg Bureau of Hungary Other InStItutes also 
mvolved m the program were the MmIstry of Industry and Trade and the later establIshed 
Hunganan GeologIcal Survey (HGS) 

In developmg the detaIls of the program experts partIcIpated from the Hunganan State 
GeologIcal instItute (HSGI), the Eotvos Lorand GeophYSIcal instItute (ELGI) and from the 
HGS 

I summanze the trammg and techrucal help program WIth the mtroductIOn of the followmg SIX 
sigruficant events 

11 USDOI data management team studied the MBH data flow 
(September 24, 1992 - October 22, 1992) 

The Amencan experts studIed the MBH data flow, sources and targets of mput and output 
data They prepared a faIrly detaIled block dIagram of thIs The mstItutes lmked m thIs 
dIagram are the MBH, the dIstnct mmmg offices, the HGS, the HSGI, the ELGI, MOL Rt, 
other companIes, and some IDlDlstnes TIns block dIagram for the mformatIon flow defined a 
computer system to be establIshed 

The operatIon of such a system WIll bnng the followmgs also Memorandum of understandmg 
for data share and data management IS needed between mstitutes Agreement IS needed for the 
defirutIOn and treatment of confidentIal data The Amencan experts spoke about detaIls and 
solutIOns of these problems 

The proposed network and ItS present state are as follows 
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MBH computer network WIth a server and work statIOns (operates at present, and the 
network that was m the ongmaI USAID package was made larger by the MBH by further 
work statIons) 

Personal computers at the dtstnct mmmg offices (operatIng) 

On Ime lInkage WIth the dtstnct mmmg offices (operates VIa modems, the USAID 
package mcluded 3 modems and tlns number has been mcreased smce then by the MBH) 

On lme lInkage WIth the mentIoned mstItutes and comparues (we have the faCIlItIes for 
tlns also, VIa modems) 

1 2 First VISit of Hunganan experts m the USA 
(October 24, 1992 - November 20, 1992) 

The axm of the VISIt was to study m the USA at state mstItutes and some pnvate compames 
analogous methods for the solutIons of conceSSIon and mmeral management Issues that were 
the brand new MBH tasks 

The five MBH experts VISIted InstItutes m the followmg CItIes Washmgton DC, Denver, 
Dallas, AustIn, New Orleans, Tulsa 

The host comparues and InstItutes were the Amencan Petroleum InstItute, the World Bank, 
the Mmeral Management ServIce (MMS), the Uruted States GeologIcal Survey, the 
Intergraph, the Bureau of Land Management, the Gaffuey, ClIne AssocIates (GCA), the 
Oracle, the UruversIty of Texas at Dallas, the Uruverslty of Texas at Austm, the East 
InformatIon Systems Co, the IBM (Dallas), the Texas RaIlroad Comnusslon AustIn, the 
Petrotechrucal Open Software CorporatIOn, the Petroleum Abstracts Tulsa, the AtlantIc 
Richfield Co , the Mobil (Dallas) and the Bell and Howell 

The MMS and the GCA were the maIn hosts of the Hunganan group 

At the MMS the Hunganan experts have seen the follOWIngs In Herdon they have heard 
about the federal conceSSIOn areas (MeXIcan Bay), bIddIng procedures for these areas, and 
about the related InformatIOn system In Washmgton D C they met the top leader ofMMS In 
Denver they have seen an mformatIon system for royalty management 

In Dallas the Hunganan experts VISIted the CGA company whIch has a personnel of one 
hundred people worldWIde dealmg mrunly WIth depOSIt and mmeral evaluatIOn, bId round 
packages, and WIth the InStallatIOn and operatIon of data rooms They studted the computer 
system, the data rooms, the forms that GCA uses, the systematIzatIOn of the data, and theIr 
storage and back search They were gIven detaIled mformatIOn on the ArgentIna GCA 
conceSSIon works 

1 3 Short courses for Hungarian experts m Hungary 
(November 2,1992 - February 5,1993) 

Dunng tlns three month penod the Amencan guests gave rune short courses for Hunganan 
mmmg profeSSIOnals 

2 
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The courses were gIven In the CIty of Esztergom and the speakers were Bechtel and MMS 
people The folloWIng tranungs were gIven 

- estimatIng economIc mIneral resources 
- evaluatIOn of regulatIOns for a mIneral program 
- revenue management 
- basIC economIC theory and practIces 
- contract negotIatIOn for conceSSIOn mmeral programs 
- technIcal asSIstance In developmg a revenue management system 
- developmg envrronmental assessments and processes 
- data management technology, eqmpment, and software 
- techrucal asSIstance In developmg a data management system 

1 4 Courses for mlDlDg profeSSIOnals workIng on areas of the four dlstnct mlDmg 
offices (March 1993) 

The courses were prepared by Bureau of Land Management people workIng m the mspectIon 
and enforcement Durmg this four week penod the Amencan experts could see the work at the 
dIstnct mImng offices and they had the opportunIty to study the Hunganan inSpectIOn practIce 
also 

The tOPICS of the presentatIOns were the same for the four dIstnct offices, With the exception 
that the od and gas measurement presentatIOn was only gIVen m Szolnok The tOPICS were the 
followmgs 

- OperatIOn and arms of western compames and therr regulatIon, 

- OvervIew of mspectIOn and enforcement 
-- the conceSSIOn system, 
- lIcenses, 
- InspectIOn and enforcement product venficatIOn, documentatIon, 
purushment, 

- Dnllmg actIVItIes 
- dnllmg lIcenses and InSpectIOns, 
- endmg dnllmg actIVitIes, 
- new technologIes, 

- Measurement of produced gas 
- hcenses, 
- venficatIon methods, 
- documentatIOn, 
- enforcement, 

- Measurement of produced 011 
- rules, lIcenses, 
- venficatIon methods, 
- documentatIOn, 
- enforcement, 

3 
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- work safety 

- InspectIOn, enforcement, and product venficatIOn In hard mmeral mIlling 
- what IS mspectIOn and enforcement? 
- lIcensIng exploratIOn and mme development, 
- parts of mspectIOn and enforcement, 
- noncomplIance, 
- work safety 

1 5 Second VISIt of Hunganan experts In the USA 
(July 5, 1993 - August 13, 1993) 

In tlus trmmng five hard mIneral and four 011 Industry experts partICIpated from the Hunganan 
mme supervlSlon The rum of the VISIt was to study the Amencan practIce m mmmg royalty 
collectIon, enVIronment protectIOn. and m mmeral management The partIcIpants could see 
and study some real cases of state-compames-pubhc cooperatIOn Dunng the mam part of the 
tIme the host mstItute was the Bureau of Land Management (BLM) 

The Hunganan experts partICIpated m the followmg programs 

In Salt Lake Clty BasICS of economy and mmmg economy VISIt at Barnck Mercur gold 
mme. Bmgham Canyon copper mme 

In Vernal for 011 zndustry people EconOmIC and technIcal InspectIOn of oIl productIon 
ConservatIon of recreatIOn parks and archeologIcal places VISIt at Red Wash 011 field 
(Chevron), Rangely field (Chevron), and at Clay Basm gas reservOIr (Questar) 

In Przce for hard mzneral people Llcensmg of productIOn plans of underground IIllnes, 
mspectIOn of the operatIons 

In Rock Sprmgs For 011 mdustry people ISSUIng dnlhng hcenses, lllSpectIon of eqwpments, 
abandonment of wells, eqwpments for producmg gas With H2S content VlSlt at La Barge gas 
explOItatIon (Exxon) For hard nuneral people Llcensmg of productIon plans of surface 
mmes, InspectIOn of the operatIOns VISIt at Black Butte surface coal mme 

In Farmzngton for 011 zndustry people Rules of gas producmg wells WIldlIfe protectIon 
Bwldmg recreatIon sItes TreatIng hazardous wastes Mmeral management Product 
venficatIOn of gas producmg wells 

In Spokane for hard mzneral people EnVIronment protectIon and recultIvatIOn VISIt at 
abandoned surface uraruum nunes, Sherwood and Mldmght, the gold mme of Echo Bay 
Mmmg Co , and the "Knob HIll Gold Mme" underground gold-sIlver mme of HECLA MImng 
Company 

In Houston for 011 zndustry people BOP protectIon and H2S protectIon practIcal trammg 
(With real eqwpment, but naturally Without dangerous gases) VISIt at the DanIel Valve 
company 

In Beckley for hard mzneral people The work of the mIne safety InspectIon VISIt at MSHA 
Mount Hope Laboratory, Safety and Health Center m Morgantown 

4 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

In Washmgton D C VISItS at several mstitutes and at therr top leaders Among other places 
at Bechtel, MMS, MSHA, USGS, and at the State Department m the USAID offices 

1 6 Installation of the USAID computer network at the MBH 
(June - July 1994) 

As part of the trammg and techrucal help program the MBR had a 6 I 000 USD for the 
purchase of hardware and software Dunng the mstallatlOn, m July 1994, two Amencan 
experts gave help, who traveled to Hungary from BLM Denver for tins very purpose The 
mam Items of the mstalled system were 

- 1 server (Compaq Proslgma 486/33 Model 550/SCI) 
- 7 work statlons (Compaq Prolmea 4/25s Model) 
- 5 pnnters 
- 3 DIscovery 1442 AM modems 
- network and non-network softwares (Umx, Oracle, MS) 

Naturally, we contmuously developed and develop the mfonnatlOn system ofMBH before and 
after tins event, nevertheless the mstallatlOn of the USAID computers gave an enonnous help 
mourwork 

2 Present tralDlDg and techmcal needs of the Mmmg Bureau of Hungary 

In the summer of 1994, when we also had the opportunIty to welcome Amencan experts m 
Hungary, the mstallatlon of the USAID computer network was only one of our tasks We had 
the task to tlnnk about the past and to t1nnk about the future Dunng our dIscussIOns With 
experts who partICipated m the trrumngs we could generally make the conclusIOn that the 
support and the lot of new mfonnatlOn gIven by the program helped much to our restructured 
Bureau Smce the estabhshment of MBH we apply the conceSSIon system that the Amencan 
experts mtroduced to us The mmmg royalty management, whIch was mtroduced to us by the 
Amencan experts, IS also an everyday work now at the MBH 

Dunng our dIScussIons we also had the concluslOn that ill some trrunmgs a bIg part or the 
whole of the audIence dId not hear new mfonnatlOn It would have been more effectIve to 
have a better selectIOn of experts m the audIence ThIs cntena was very well fulfilled by the 
selectlon of experts for the VISIts m the USA 

Durmg the 1994 summer VISIt of the Amencan experts we prepared a schedule of a pOSSIble 
future trrumng program for the MBH In the preparatlOn of tins we consIdered the pnnciple of 
careful selectlOn of experts to be partICIpated The schedule we worked out IS farrly detaIled 
and has proposals for the number of experts to be partICIpated and for the number of trmnmg 
hours also It has great Importance m tlns proposal that we suggest the mVItatlon of not only 
MBH, dIStnCt mInmg office and HGS personnel, but also the mVItation of people from the 
cooperatIve authonties Mimstry of Industry and Trade, Mimstry of EnVIronment ProtectlOn 
and Land Management, Mimstry of Fmance Common trrumngs With people from these 
InstItutes wIll always help much m our common works 

A bnef summary of the proposed schedule IS the followmg 
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II 

Trammgs 
I PreparatIOn and publIcatIOn of bId rounds, evaluatIOn of bIds 
2 CalculatIOn, collectIOn, and venficatIOn of mmmg royalty 
3 Envrronmentallmpacts of mmmg 
4 Computer data management 
5 MIneral management 

VISits The schedule proposes two four week VISits In the USA, for two groups of five 
people, but only for those mme supervISIon people who participated m the tramIngs m 
Hungary 

Pomt I and II would be the folloWIng m numbers of participants and trammg hours 135 
hours oftrammg In Hungary for 61 partICIpants, and a one month VISIt for 10 experts In the 
USA 

III TechnIcal support 

1 Enlargement of the MBH Internal network 
2 Enlargement of computenzatIOn at the dIStnCt mmmg offices 
3 EstablIshment of connectIOn to the mtematIonal computer network 

I hope that the plans of the new schedule WIll have therr fmanClal support also, because the 
Hunganan lIke learnmg and shanng the InformatIon learnt 

6 
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The Mmmg Royalty In Hungary 

Gabor Katona 

Mmmg Bureau of Hungdry 

In Hungary. upon the MInmg Act that came mto effect m 1993. after the minerals 

produced and sold mmlng royalty IS due to be pa1d to the state The Mining Bureau of 

Hungary carnes out the venficatlon of mining royalty payment oblIgatIOns 

This paper mtroduces the mam legal reqUlrements on mmmg royalty the calculatIOn 

of the value ot the mineral, apd the first expenences with the declaratIOn and payment 

of the mIning rovaltv 

The paper gn·es a bnef o'ven le\\- ot the declared and paId mlnmg ro)'altv m 1995 
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1 The historic background 

Mmmg IS one of the oldest human professIOns and our country also has sl~'TIIticant 

mmmg tradItIons In 'the Carpathlan-basm we found traces of salt and gold mmIng 

from ages before the ongtnal settlement of the Hunganan 

The flounshmg of the medIeval Hungal') \\oas partly due to the Important precIous 

metal mmmg after the Mongol invaSIOn of Hungary Up to the dIscovery of Amenca, 

Hungary had 41 o~ (1 000 k.g/vear) In gold mmmg and 30 ~o (6 000-10 000) 10 SIlver 

mmmg of the I-.nov .. 11 \.\-orld that time 

The Hunganan coal mmmg developed In the XVIII centurv and had a large weIght m 

the mdustrv In the XIX century Today Hungarv IS a country onlv With medIUm 

mmeral assets but the known mIneral assets stln gIve 13-1 -; % of the total assets of 

the natIon 

In the medieval Hungary the royal Incomes came trom makmg COIns, change ot 

money, ta'Ces on precIous metal and salt mmmg and commerce Thl. first mmmg 

CitIes were dIrectly ruled bv the kmg In that tIme the "urbura" lNas an Important early 

mmIng legal mst11ut1On and It meant 1 '7-1 '10 of the Income of the mmes ThiS way of 

ta,mg mines had been called by several names mme ta\., or from the Gennan 

"Frohne" The General Austnan Mmmg Act, which was In etlect In Hungary smce 

] 8"'4 \\oas modItied several times, and In ) 862 It cancelled the mIne ta'l: Instead of It 

the Act Introduced the "f class Income tax" that meant the 5 % of the net mmmg 

mcome For a short penod trom 1867 the mmmg mcome was taxed as other mcomes 

In 1875 a separate article mtroduced the "mme ta'>", and thiS burdened the net mmmg 

mcome, generallv by .:; % and In coal mmmg bv 7 0 0 

Aner World War II the mtnmg companIes were first nationalIsed and due to the false 

strategy m mdustry tn the ] 950's coal mJOlng was gIven an unreahstlc large role The 

mmmg was centrally planned and thIS ruled out market mfluences From the end of 

the 1960's all the compames were taxed the same way, but mmmg companIes were 

gn,en state support and advantageous Investment condItIOns The polItical and 

economIc changes needed the reregulatIon of mmIng also ThJS ",ay \.\-as born, as one 

of the first economIc act aner the pohtIcal changes, the Act XL VIII of 1993 on 

mmmg whIch mtroduced the legal mstltutJon of mmmg royalty 
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2 The mlDlDg royalty 

2 1 Legal requIrements on mmmg rovaltv 

After the mmeral and geothermal energy that IS produced and became the propertv ot 

the mining entrepreneur a share, the mInmg royalty, IS due to be paid to the state The 

mmmg royalty ratIO IS 

11 % for 011, natural gas and CO2 

5 % for non-metal hard minerals trom surface nlInes (With the exceptIon of energY 

hard mmerals) 

2 % for other hard mmerals and geothermal energv 

UntIl the effective date ot the MIning Act hydrocarbons were burdened bv a 

"dlfierentIatIOn turnover tax" of 40 % It was not swapped by the 12 % mining rovalty 

from one day to the other but a continUOUS change IS applied WIth a lmear decrease 

until the end of 1997 

MInmg conceSSIOn contracts may reqUIre higher royalty percentage than the law 

requIres 

The mInister of IndustlY and trade ~Ith the agreement ot the tinance minister rna" 

lower the mmmg royalty for mineraI management or other pubIJc mterests 

A certam percentage of the mInmg ro)a/t) Income flows to the Central EnVIronment 

Protection Fund and, Via tendenng, this can be the source ot land reculUvatIOn works 

that can not be burdened on entrepreneurs OngInally this percentage was 20 0 0 but 

- probablY due to budget dltficultles - It shrInked tirst to 10 0'0 and then to 5 0/0 

22 DetermInatIOn of the value of the mmeral tor mInmg royalty payment 

Mathematlcall} speaking, the "alue of the mineraI IS the product of the extracted 

quantity and the speCific value of the mineral The detenmnatlon of the speCIfic value 

depends on 

- the ph)SlCal state of the mInerai (liqUId gas, etc) 

- to what e'\.tent the mineral IS (pre )processed 

- documentatIon of the producer company 
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In the calculatIOn of the mmIng royalty after petroleum the basIS IS not the real sales 

pnce, but the petroleum World mariet pnce The Brent pnce IS to be cons1dered as 

World market pnce The mInIng entrepreneur may decrease the pnce value If 

(pre)processmg cost' can be proved The petroleum produced by enhanced OIl 

recovery IS tree of royalty obhgatlOns 

The specIfic 'talue of the natural gas IS glVen bv the retaIl pnce declared In the 

decree of the mmlster of mdustry and trade The retaIl sale pnce can be decreased by 

costs of processing, transporting and underground storage 

In the case of hard mmerals the calculatIon ot the specIfic value can be done bv one 

of the follOWIng methods 

• rt the mmmg entrepreneur sells sl!,lmficant part of the e ... tracted mmeral In 

unprocessed (raw) state then the speCIfic value Will be the average sales pnce Sand 

IS the most frequent mineral tor thIS method 

• If the mmIng entrepreneur sells slgmficant part of the e .... tracted mmeraI In 

processed state then the speCIfic \>alue Wll] be the sales prIce minus the costs ot 

proceSSing (and mternal transport) ThiS method IS used In coal and ore mlnmg 

• If the minIng entrepreneur does not separate preparatIon, mternal transport costs or 

sells the mmeral In processed form then the specrfic value Will be the "total 

production coc;t ot the ravv mInerai mcreased b" the profit" The "total productIOn 

cost" IS the dIrect productIon cost ot the mmeraI plus the appropnate proportIon for 

the mIneraI of the so-called not detaIled costs (organIsatIOn admInIstratIon bank. 

cost, etc) ThIS method IS maInly used m bnd. production, m rod. e .... tractlon and at 

the electrIC power statIon coal mines MalO parts of the dIrect cost are 

- materIal and ener!,l\ costs of production 

- salanes and theIr supplementanes hnked to productIOn 

- amortlsatIon of the mIne and the prodUCIng machmes 

- techmcal coc;ts related to mining (maps, techmcal operation plan geodec;" etc) 

2 3 Expenences at MBH about the IntroductIOn of the mlOIng royalty 

Short after the etlectlve date of the MInIng Act mlOlstenal decree was publIshed on 

mInIng royalty declaration and payment The partlclpants In the preparatIOn of the 

decree were mamly MBH people who were glVen a WIde range support trom the US 

government both at trammg In Hungarv and at VISIts m the USA We have to mentIon 
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the computer network that was glVen by the Arnencan government and that gave an 

Important help In our work The system IS st1l1 not total1y bUIlt up yet, due to partly 

the lack of manpower and partly the lack of computer capacity 

The complIance of ~tntng entrepreneurs IS gettmg better and better to relatIon With 

the mmmg royalty deciaratlOn and payment The mtroductlOn ot thIs new institutIon 

gave problem marnly at smaller constructIOn matenal productng a~J'f1cultural umts -

due to lack of tnformauon - but after a penod of gUidance the problems had been 

solved step by step Payment problems are mamly at underground coal mmes msplte 

of the fact that underground coal mmes not mvolved m power plant mtegratlon are 

e\.~mptcd from the mmmg royalty payment obligatIon The compiJance with mining 

royalty declaratIon and payment IS better than the complIance wIth other common 

payment oblJgatlons 

So the summary of the present problems IS 

• Our computer capacIty needs development both In quantIty and qualm, 

• We have a vacant operator posItion 

• The mmmg royaJt} collected goes totall) to the state budget and the l'vIBH does not 

benefit of thIS 

• Inspectors are not gIven a bonus after the Increase of ro"a}ty Incomes due to 

mspectlOns 

2 4 ~Immg royalty declaration and payment ID 1995 

2..J I Ventures and locatIOns havmg mmmg royalty declaration oblIgations 

The hard mIneral e"{tractlons are dl\ Ided among dlstnct mining offices the fol1owmg 

~a .... 

l\hnmg offices E~tractlons 

PecsI Banvakap1tanVSag 15~ 

Veszprem1 Banyakapltanvsag 373 

Szolnokl Banvakapltanvsag 236 

MISk.olcl Banyakapltanvsag 225 

Total 989 

Table t 
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DIstnbutlon of hard mmeral extractIons among dlstnct mmmg offices 

M.skolc 
23% 

Pees 
16% 

Declared mInmg royalty by minerai types In 199'5 

Thousand forints 
Mlner.ll Declared royaltv after the 1995 production 

I quarter 11. quarter In quarter I\' quarter 
1 2 J "' 5 

Hvdrocarbon 4887508 3040044 2317017 5848677 
Coal h!!nlte 161 147 139604 132419 162794 
GeothennaI enen .. ", 8 764 2 812 1 086 7 451 
CO:: 3 101 4228 4162 3599 
Ores 16955 21872 22373 25952 
Constr matenals 31 17':; 61337 64 248 48337 
Other mmerals 1 070 1402 1 157 1 264 

Toldl. 5111 720 3271299 2542462 6098074 

Table 2 

Declared mmmg ro"aitv quarterl" dlstnbutlOn m 199':; 

N quarter 
36% 

lIf quarter 
15% 

II quarter 
19% 

Total 
6-2+J+·H5 

16093246 
597964 

20 J 13 
15090 
87152 

20':; 097 
of 891 

17023555 

6 
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1995 payment oblIgatIOn dlstnbutlon by mmeral types 

Thousand fonnts 
TotaJ 1995 Approved 1995 obligation 

Mineral decfaratlon reduction 

I l J -'=lJ 

Hvdrocarbon 16093246 16093246 
Coal hgmte 597964 82732 515 '32 
Geothermal enen_", 20113 20 I I'; 
CO, 15090 l' 090 
Ores 87 1"2 56231 30921 
Constr matenals 205097 3064 20~ 033 
Other m merals 4893 441 4~52 

Total· 17023555 142468 ]6881 087 

Table 3 

The 1995 obligations by mmeraI types \\r1thout hydrocarbons 

constracbon 
matenafs 

other mmerals 
1°~ 
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. S. Department of the Interior 
evenue Management Training 

Minerals Management Service 
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Introduction 

II Martin C. Grieshaber 

II Background 

II Provide Perspective of the MMS Training 
Effort 

II Revenue Management Aspects 
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The Training Effort 

II Overview - Time Frames/Logistics 

II December 1992 - Esztergom 

II January 1993 - Budapest 
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Overall Apsects of MMS 
Royalty Management 

II Authority, Terms, Lease Clauses, Revenue 
Accounting 

II Data Requirements (Reference, Production, 
Sales, etc.) 

II Verification Processes 

II Product Valuation 

II Auditing 

II Examples of Data Usage 
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Mineral Revenue Accounting 
Details 

II Revenue Management Functions - Timeline 

II Revenue Collection - Accounting and 
Verification 

II Detail Examples 
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Observations 

II Very Fulfilling Experience 

II MMS Goals 
- Provide the Hungarian Government with 

Options 

- Rationale for Processes 

- Provide Feedbacl( Following Implementation 
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TopIC 
Pre-Concession 

Presentation Format 
Hungary Trip - January 1993 

- Qualifications of Concessionaire 
- Concession Bidding System 
- Bid Evaluation - MInimum Acceptable 

Revenue Management Time Line 

Concession Issuance 
- Concession Clauses/Instrument 

Granting, Term, Royalty, rental, 
Suspensions, etc 

- ReqUired for Data Base 

Establish Data Base 
- Forms for Property, Concessionaire 
- Location 
- Umts 
- Effective Dates 
- Minerai Estates/Ownership 

Bonus/1 st Year Rents 
- Deferred 
- Bills 

Collect Subsequent Years' Rents 
- Courtesy Notices 
- Terminable and Non-Terminable 
- Bills 
- ASSignments 
- Advance Royalties 

Pre-Production Reference Data 
- Operator 
- MIne/Well 
- Concession 
- Effective Dates 
- Suspensions 
- Mine Information Form (MIF) 

Well Information Form (WIF) 
FaCIlity Measurement Information Form (FMIF) 
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TopIC 
First Production 

- Notification 
- Units 

Presentation Format 
Hungary Trap - January 1993 

- Minimum Royalties 
- Payor Information Forms (PIF) 

Minerai Valuation 
- Gross Proceeds 
- Transportation/Processing Allowances 
- Contracts (Arm's-Length) 
- Examples 

Royalty Reporting & Collecting 
- Timing 
- Reports (2014) 
- Payment Methods 
- Matching 
- DepOSits 
- Editing 
- Adjustments 
- Assessment (Late, Erroneous, MISSing) 
- Accounts Receivable 

Internal Controls 
- System 
- PhYSical 

Production Reporting 
- Timing 
- Reports 

Monthly Report Of Operation (3160) 
all & Gas Operations Report (OGOR) 
Gas Plant Operations Report (GPOR) 
Solid Minerals Operations Report (SMOR) 
Solid Minerals FaCIlity Report (SMFR) 
Gas AnalysIs Report 

- Editing 
- Adjustments 
- Assessments (Late, Erroneous, MISSing) 
- Volume & Quality Venflcatlon 
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TopIC 

Presentation Format 
Hungary Trtp - January 1993 

Royalty Disbursement 
- Laws 
- Timing 
- Methods 
- Sharing, Special Use 
- Rates 
- EOP's 

Exception Verification 
- Production v Royalties 
- Royalty Rate 
- Adjustments 
- Allowances 
- Value 

Audit Production and Royalties 

Billing 
- Audit 
- Interest for Late Payment 
- Allowances 
- Appeal Rights 

Royalty/Production Data Collection Example 
- 011 and Gas 
- Coal 
- Sand and Gravel 
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3rd floor 

Nlkohcs 
1491~90 10 
Copmpaq prol ..... 
IMbRAM 
110MbHDD 
lIP DeskJct 520 

bcchte1.bc<:hlcl com 
Compaq I'IosIpa 
t6MbRAM 
IG&HDD 

P2szIor 
149149017 
LapSystcm 
8MbRAM 
540MbHDO 
HP l.osajet 4L 

LAN System of MBH 

&~~ 
llotcal.y 
149149018 
IBM I'SIVI' 
IMbRAM 
110Mb 1100 
SUrXD24 

Javor 
149149012 
Copmpaq Prolmea 
8MbRAM 
110Mb HOD 

Pest1n. 
14914902~ 

LapSystcm 
1Mb RAM 
15DMbllDD 
lIP Lasel)ct SL 

~ JlPDcskJctS20 

~~ILN~~~~~~~~ 

E.- E~-1 t.ka= ~~!~ 
F ....... DL900 

V,... 
1~14".14 
eo,a.poq r--. 
SNbRAM 
110MbHDD 
lIP I.&Sa)d 4MP1 .. 

Copq>aq PIoI.... IBM PSNP W9 ~ Ul 420Mb HOD 
1~I~OIS 1~149019 II:. m IMbIlAM 

I MIl RAM I MIl RAM 111M PSIVP 
120NbHDD I~IIDD HpScon:JdUp HPu..cSL 

c=:-~:: ______ ~ ____ ~~HP::::::::::::::::::HP::~~~4~L __________ -r~~~:;M~ 

~1~ 
S .... ot:« 
1491~9017 

LAPSystcrn 
IMbRAM 
8SOMbHDD 
lIP 1.asa]ct SL 

Fahl&ll 
149149011 
JntcrGnpll 
16Mbltom 
SOOMBHDD 
HP Pa .. " .. XL 300 

Sannra 
149149023 
LAP System I Mb ItAM 
HP Lasel)ct SL 150Mb lIDO 
DIscovoIy 1442 AM .-!em 

o",r,Maslcr Sx PIoos 

FIlS! 
1491490.24 
LAP System 
I MbRAM 
aSOMbHOD 
liP LascI]cHL 

1~14902S 

LAP S)'SIeUI I Mb RAM 
lIP I..aseI)ct SL ISOMb HOD 

Copq>aq !'roI,n .. 
IMbRAM 
12IlMbHDD 
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MBH-KBF Wide Area Network 

(Preliminary) 



---~---------------

-'d 

Inkjet Ponter Personal Workstatton 
486 .. class PC 
Ethernet card 

Inkjet Pnnter 

Personal 
I 486-cl38s PC 

Ethernet oard 

486-class PC 
Ethernet card 

MBR Local Area Network 
Personal Worksta,iion 
486-class PC 
'P.thprnpt card 

Personal Workstation 
486-class PC 
Ethernet card 

Twisteci"palt' cable ..... ---_-.1 

i I ~ ~ 1A' "I , 10 Base THub 
i 

9600 BAUD Modem 

ile:server 
PrInt Server 
Modem server 
486-class PC 
Ethernet card 
4mmDATdnve 

UNIX 
Oracle 

PostScnpt 
Laser Pnnter 

I 

Personal Workstation 
486-class PC 
Ethernet card 

Personal WorkstatIon 
486-class PC 
Ethernet card 

I 

Personal WorkstatlOn • 
486-classl PC 
Ethernet ~ard 
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MAFI 
• REPORT BIBUOGRAPHV 

ARCHIVES 
MUSEUM 
MAPPING 
BASIN ANAL VSIS 
COST ANAL VSIS 
INDUSTRIAL DATA 

• GEOLOGICAL 
• PALEONTOLOGV 
• MINERALOGY 

ElG, 
• REPORT BIBLIOGRAPHY 
• RESOURCE REGISTER 
• SEISMIC DATA 

NON SEISMIC DATA 

KBFI 
REPORT BIBUOGRAPHY 
HVDROLOGY 

• ENVIRONMENTAL GEO 
• GEOTECHNICS 
• RAW MATERIAL DATA 

GEOSTATISTICS 
RESOURCE ESTIMATES 

MOL 
(ELGUMAFI DATA BEFORE 
JAN " 111111) 

COMPANIES 
LOCATION 
RESERVES ESTIMATES 
MINE DEVELOPMENT PLA! I 
PRODUCTION 
ROYALTY PAYMENTS 

• EXPLORATION DATA 

MBH 
Data Flow 

JM[JB3JBl 

ROYAL TV ACCOUNTING 
• EXPENSE ACCOUNTING 
• MIN ElWELL INFORMATION 

COMPANY 
FEATURE LOCATION 

• GIS LAYERS 
• PERSONNEL (lABORfTRAINING) 
• ACCIDENT (MINElWEll) 

RESERVE DATA 
AGREEMENTS & MOU S 

• PROJECT MANAGEMENTIDISPUTES 
• ENVIRONMENT ISSUES 

CORe DATA 

rMAFf-----

ELGI 
SEISMIC DATA 

KBF. 
RESOURCE DATA 

MIT 
PRODUCTION REPORTS 
CONCESSION REPORTS 

• ROYALTY ACCOUNTING 
• ENVIRONMENTAL APTS 

COMPANIES 
RECEIPT ACCOUNTING 
CONCESSION INFO 

PUBLIC 
STUDY REPORT 
PRODUCTION REPORT 
ROYAL TV REPORT 
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Data management at Mmmg Bureau of Hungary 
Jl'"Is~ph =i=2,f"e:u r fiSH 

Mam tasks of the computer system of MImng Bureau of Hungary can be summanzed by the 
followmg 
-Data management of several reglstnes accompmmng the mam tasks of Mmmg Bureau of 
Hungary 
-Office automatIon lIke word processIng and data sheet handlIng 
-FacIhty of constructIon sImple map sheets 
-Shanng of wntten documents and data betveen multIple users 
-RegIstratIon of several areas hke mmmg or protected temtones, lInear and pOlO-lIke objects 
lIke 011 and gas pIpelInes, blastIng matenals store houses etc on the basIS of a dIgItal 
geographIcal InfOrmatIOn system 
-On lme data hnk to dIStnct offices of mInIng authonty and some InstItutes and comparues 
e g MAFI and ELGI on the future 

On the basIS of these reqUIrements and after fOllr phase ot Improvement ,MBH has the 
tolloWIng hardware and software 

1 Compaq Proslgma server ""Ith 1 Gbvte HDD 16 lVlbvte RAM runrung SCO Qpe'l 
Desktop/Open Server operatIng svstem and Oracle 7 Server and Tools for SCQ Urux 
TWIsted cable based Ethernet LAl'1 WIth TCPIIP LAl'\l' software from the FTP on the chent 
SIdes, and WIth Umx on the server SIde 

On Wor1.statlOns and some lonelv PC-s we have MS-WIndows 3 1 Amencan. then Eastern 
Eurepean and finally Hunganan versIOns due to the four phase of purcases Office automatIon 
IS done by MIcrosoft Office Sotn"ares, maInlv With Excel-J. 0 50 Word 2060 
For database management ""e have Oracle for Dos softwares on the workstatIons SIde 
On some machInes \ve have Installed Foxpro for DOS or \\tmdopws verSIOns too 
To achIeve an on lIne data access to DIstnct ottices of Mmes last year we put In ""ork the 
three Discoverv-125 modems 
To work WIth graphIcal data and to make dIgItal maps we use InterGraph PC 433 system ""1m 
16 vlegs RAM 500 Megs HDD 
We have the AutoCad LIght for WIndows software too and we use tlus graphIcal worksatlon 
With an AO dlgIozmg tablet and an AO pen plotter We have an A3 SIze color PamtJet Pnnter 
too 

We work WIth the foIlo""mg data management applIcatIOns 

-A bOUght svstem for registratIon the workers ofvlmmg Bureau ot 
Hungarv, and another bought svstem to carry out the monthly 
salanes of employees 

-RegIStry offfilmng temtones of hungary 
-Computenzed data management system of loyalty and mmes 
-RegIStry and statIstIcal system of mlmng aCCIdents 
-RegiStry ofHunganan Mmmg deSIgners and MmIng Geodets 
-RegiStry of Hunganen Mmmg Compames 

We are m a development phase ""Ith the 

\ 
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-Computenzed regIStry of blasting matenals and persons 
-RegIstry of type lIcences of several mmIng machInes 

Let me say some words on the systems of mmmg terrltones first 

The 48-th law of the 1993 year states that e"{ploratlon of rruneral or geote11lllc resources IS 

permItted on a hnnted part of the surface and depth at the earth These rrunmg temtones are 
establIshed m a declaratIon of mmmg authonty 
These temtones can later be dIVIded, or mtegrated With other nearby temtones by the rrunmg 
authonty too 
After filllshmg mmIng and recultIvatmg actIVIty, these temtones are deleted from the regIStry 
To make such a regiStrY IS a main task of mining authonty 
The basIS of mmmg temtory registry system are declaratIons made by temtory offices of 
Hunganan Mining Authonty The mmIng temtones are 3 dImensIonal bodIes -columns m the 
earth The place ot thIS column IS gIven by k.oordmates ot Its comers and bv the level of therr 
basement and cover tlats The legal user ot ~uch a mmmg temtory IS always defined e"{actly 
and the terntory IS establIshed for an ~'(actly defined raw matenal The Temtory declaratIons 
contruns all these data 
Our database contaIns all data of each declaratIons ot each declared mmmg terntones m tune 
order WIt all the modIficatIOns In tIme untIl now or the deletmg of the area 
(fig 8) 
Deleted areas are not erased from regIStry but are mdicated toon so called "not hvmg" 
DeclaratIons on the same area create a logIcal tIme senes of states of that area 
(fig 12) 
Full temtory database consists of twelve database table 
We update thIS database about morhly m all cases With data of 5-10 declaratIons Today \Ve 
have data of some 1300 declaratIons ot some 800 temtones WIth about 20 000 000 corner 
pomt coordmates 
Database management IS done by a program wntten m Fo"{pro DOS at the Mmmg Bureau of 
Hungary 
We can query database (fig 13 ) and can make garphiC plots of mmIng areas on screen (fig 
14) We have developed some converSIOn programs to mak.e AutoCad and MIcroStatIOn 
drawmgs ofmmmg areas(fig 15 ) 
Input check and Improvement ot data needed two years to do WIth development of program 
system 

We want to make our geographIcal mfoonatlon system of mInIng temtones on the base of 
these database system 

Some words of royalty system now 

As we heard yesterday from mr Peter Eszto mmmg actIVIty m manv cases was earher 
pernutted by local authontIes, thats why MInmg Bureau of Hungary dIdn't had all the data of 
mmmg actIVItIes of the coutry at the tIme ofbegmmg oflts work 
In the later three years collegaues of royalty assessement made a new regIStry across a 
country-Wide data collectlOn procedure The royalty assesment system IS working on the base 
of therr database tables WIth data ot some 1300 mmeral resource places, and of about 800 
compames m connectIon WIth mining actIVItIes 
(fig 16 ) 
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Geothemuc and mIneral exploratIon data are stored m Excell tables, mmmg localItIes and 
comparues data are stored In DBF Foxpro tables MaIn tasks of these tables are to register 
lIcenCIes ofmmmg actIvIties ofHunganan CompanIes and royalty mcomes and balances 

We have our future plans to bUllt Integrated GIS system WIth the data of mmmg temtory and 
royalty systems, and personally I have my OpInIOn, that future's reqwrement IS to bwld 
lInkages to data ofmmeral resources database ofHunganan GeologIcal Survay too 

StatIstical system of mInIng aCCIdents 

The statIStICal evaluation of mmmg aCCIdents has benn carned out at mImng outhonty from 
1989 
Data gathered at dIstnct offices of mmmg authonty has been transrmtted monthlv or 
quartenary mto the MBH on t10ppy diSkS till now where they are put mto a database table 

StatIstIcal evaluatIOn ot these data are carned out bv small programs and mdl'vidual quenes 
The summanzed statistical data are tran:::.mItted back. to dlstnct offices and the biggest mImng 
companIes 

UntIl the end of february of everY vear data are gIven to Hunganan Work Safety Authonty 
where they are mtegrated mto countrY \VIde statistICS 

The rest of our data management systems are not speCIfic formmmg but thev are establIshed m 
some form at each compames or financlallv work.mg orgamzatIOns 
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Az MOil szoftvcl' liliollulilya 

File- es adatb1\zis s7ervel~CO Open Desktop/Open servcdr Tools fOl SCQ UnIx 
01 acle 7 Set vet nn 7 0 
O. acle fOi DOS, 6 0, 

°11 t gyedi PC-I{: Munl{aallomllsok I e v~s DOS 5 0, 6 0, 6 2 

IIal6zati szoftver: 

Irodai mllnlu\l(: 

FTP/PCTCP softwalc 

Wmdows 3 I kelet EUl6pal, magym velzI6k 
WOld tOI Wtndows 20,60 
Exccl4 0, 5 0 IlIctve Office rOi Wmdows 

Adatbazis I{czcles: 
Foxplo iOI DOS 2 1,2 6, fOl Wllldows 

Grafih.us mUlllutl(: IntclGlaph MlcloStatlon 4 0 
IntclGlnph MOE PC-I 
AutoCnd Light fOI Wmdows 

TAil" l(omllulnilu\ci6: 

PI()( .. omtl1 Plus fbi Wmdowc., 

6 abta 
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Az MOil hardvcl allonulnya 

1 db Compaq szerver 16 Mb RAM 1 Ob hath~t tlu 

24 db IBM compattbths Pc 4-8 Mb RAM 120-600 Mb HOD 

Compaq, Escom, 10M, es clone 

SVGA mOfl1tollal, magyat billenty(izettel, Hp L,et 4L, es 5L, Canon nYOlntat6kkal, 

InterGI aph PC 433 , 16 Mb RAM, 500 Mb HDD, 

2 db 17 " SVGA monltoll aI, lIP Pamt Jet XL300 A3 szines Pll11tCl1 el 

Slimmagm plllCS Slimmaglld AO dlgltaitzal6 tablet 

HP Draftmaster SX AO tonas plotter 

2 db Ten Base T hub + Ethel net helyt lu116zat 

5 {thla 
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A banyatelek lIyilvantarh\s adatmodellje az egyedtfpusok, 
az azonos(to- es knpcsolo tulajdonsagtflnlsok ~s knl)Csolatok feltUntetcscvcl 
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Lessons Learned in PresentIng 
TRAINING ON ENVIRONMENTAL PROTECTION 

Good Mornmg I'm gomg to tell you about the trammg we dId on EnvIronmental 
ProtectIOn for mmeraI development m January 1993 That date IS sIgnIficant because It IS 

before the new mmmg law was passed 

I want to thank Dr Eszto and hIS staff for hostmg thIS conference, USA I D , and Mr 
Ichord for sponsonng It, and Dr MIddleton for mVItmg me back to Hungary LIke other 
speakers before me, my tIme here has been a personal hIghlIght 

I want to be a lIttle dIfferent from my colleagues I WIll dISCUSS the substance of the 
trammg on EnVIronmental ProtectIOn, and also descnbe and show slIdes of the trammg 
expenence 

In planmng thIS trammg, our team saw thIS as an OPPOrtunIty to share our expenence m 
EnVIronmental Management m the Umted States We knew EnVIronmental ProtectIOn 
was not a new functIOn m Hungary, but one that would change WIth pnvatIzatIOn and the 
conceSSIOn process 

Our trammg team consIsted of two people from the Bureau of Land Management- Scott 
HaIght and Paul Dunlevy, and three people from the MMS-Steve Alcorn, Ray Beittel, and 
myself We deCIded to focus on two elements 

1 How and why we develop and use EnVIronmental InformatIOn m revIewmg 
and makmg deCISIOns on mmeral development and 

2 Our expenences WIth EnVIronmental ProtectIOn, mcludmg specIfic 
problems we have encountered, solutIOns we have tned, and mItIgatIOn 
measures to reduce envIronmental effects 

I have some general observatIOns on our approach to EnVIronmental Trammg 

• I thmk the DOl IS umquely qualIfied to present thIS kmd oftrammg We work m a 
department where the Secretary must balance responsIbIhties for both 
EnVIronmental ProtectIon and development of our mmeral resources We wanted 
to emphaSIze thIS balance---each member of our team beheves that mmmg and 011 
and gas actIVitIes can be compatIble WIth a healthy environment 

• Also, as Dr Eszto saId yesterday, we knew we couldn t bnng a blueprmt for what 
Hungary needed, but we set up a dIalogue on dIfferent approaches to 
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EnvIronmental ProtectIOn We hoped our contrIbutIOn would be to talk about what 
we do and how we Interact wIth and regulate prIvate 011 and gas and mmIng 
compames---thus helpmg the transItIOn from State mdustnes to a market based 
mdustry We also wanted to emphasIze the Importance of establIshmg a well 
understood EnvIronmental regulatory framework wIth the certaInty and 
consIstency needed to attract Investment 

FInally, the traInIng we put together dId not strIctly follow US laws, but talked 
about logICal envIronmental assessment techmques 

I The tOPICS we covered Included 
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• 

• 

• 

• 

• 

• 

How envIronmental InfOrmatIOn IS used m U S by deCISIon makers and by the 
pubbc 

How the HungarIans could organIze to prepare EnvIronmental Impact Assessments 
and the staff expertIse and resources needed 

How we analyze envIronmental effects, preparIng envIronmental documents, 
pubbc partICIpatIOn, and workmg WIth other government agencIes 

MItIgatIOn technIques to reduce Impacts and how to consIder mItIgatIOn as part of 
EnVIronmental Impact Assessment 

Long-term momtorIng and venficatton of complIance WIth envIronmental 
reqUlrements 

Development of new envIronmental mformatton and USIng eXIstIng InfOrmatIonal 
sources 

• We talked about other envIronmental laws generally, and a httle about 
envIronmental SCIence 

The Trammg SettIng was mostly a classroom, at the Oktav Industnal TraInmg Center 
near Esztergom ThIS was a good trammg facIhty and by staYIng In Esztergom we 
weren't dIstracted from our work by the bnght lIghts of Budapest There are very few 
dIstractIOns m January In Esztergom We also went to a coal mIne, an open pIt mIne and 
a hmestone proceSSIng plant to dISCUSS envIronmental Issues at the SItes We used a 
notebook that we had prepared In advance, maps, slIdes, computer programs and many 
real examples from our own expenences 
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The Trammg Team had many years of expenence m envIronmental protectIOn work 
wIth 011 and gas development, surface and underground mmmg, and geothermal 
development Each tramer was responsIble for developmg and presentmg a portIOn of the 
trammg, but all the tramers attended every day to ensure contmUlty and to partIcIpate m 
helpmg to explam about our work 

In our Class we had about 22 of our HungarIan colleagues WIth techmcal backgrounds 
and expenence mostly m mmmg, geology, and geophysICS, WIth one or two bIOlogIStS 
Some of the class had some dIrect expenence WIth envIronmental work, but most dId not 

In keepmg WIth tOPICS oflessons learned, I have a much longer lIst ofThmgs that Went 
Well In the Trammg compared to Problems We Encountered In the Trammg I wIll 
dISCUSS some of the problems we had and get that out of the way Then I can tell you 
about all the good thmgs that happened m the trammg 

There were Three Problems that dId not help the trammg and I would have lIked to 
change First, at the tIme we were m Hungary m 1993 the new Mmmg Law had not 
been passed by ParlIament winch meant we were guessmg about how mmeral 
development mIght work under the new law Also, before we came to Hungary we dId 
not have much mformatlOn on what envIronmental work was already bemg done It 
would have been helpful to us as we prepared the Trammg class to know what was 
already bemg done 

Second, the amount of tIme for the TralDlDg was too long The class was four weeks 
but we could have covered most of the same materIal m three weeks There were some 
advantages to havmg four weeks oftrammg we got to stay m Hungary longer, we were 
able to have some VISItS to mmIng SItes, and "We were able to start late m the mommgs on 
Mondays and end early on Fndays so partIcIpants could go home for the \\-eekend 

ThIrd, we attempted to have some of our class outlme and notebook materIal 
translated mto HungarIan before we left the Umted States What seemed lIke a good 
Idea was a disaster The translator we used m the U S had not lIved m Hungary smce 
about 1970, and was not famIlIar WIth the technIcal terms we were usmg The class 
Immediately told us that thIS matenal could not be used It was actually eaSIer to use our 
Engbsh language outlIne and translate each sectIOn as we taught the class 

But most of the Trammg went very well I \\,111 briefly speak about what worked well 

Translator--The most Important part of any trammg In another language IS to have a 
good translator ThIs IS espeCially so when you are discussmg techmcal mformatlOn and 
speCialIzed words that don't have a common meamng Let me tell you about a simllar 
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trammg experIence we had m Russia Endangered Butterfly Story In Hungary. we 
had an excellent translator, and we had the same translator for the entIre month so we had 
contmUIty for us and the cIass---specIal terms 

TramIng Team-- I was very proud of our trammg team We lIved and worked together 
for more than one month wIth everyone contrIbutmg to the overall project We also had a 
team that had diverse expenences and techmcal backgrounds to draw upon Everyone on 
the team was glad to be m Hungary and genumely mterested m learnmg from our 
Hunganan colleagues 

Group Exerclses--In the Umted States, much of the envIronmental work IS done m small 
groups or teams, and Just as In sports, It IS Important for teams to be able to work 
together effectively Therefore, we began wIth an exerCIse unrelated to our tOpIC but 
deSIgned to get people used to workmg together m groups where everyone m the group 
must partICIpate Then, throughout the trammg. we used groups to work on problems 
SometImes, we had the group diSCUSS a make belIeve 011 and gas project where everyone 
m the group had an assIgned role to play--the government regulator the 011 company 
representatIve, a local SCIentIst, a local envIronmental group, local elected offiCIals, and 
local busmess Example Lake Balaton 

Field Trlp--As Tramers we thought the two field tnps we took were an excellent 
opportumty to go to an active sIte and dISCUSS what had happened to the enVIronment 
from the actiVIty, how It would be revIewed now, and what kmds of mItigation might be 
appropnate Most Important, we got an opportumty as VISitors to understand somethmg 
about the economy of small mme operatIOns The economIC lImItatIOns affect what kmds 
of environmental protectIOn can be accomphshed and thIS IS an Important conSIderatIOn 
for the government 

Notebook, Maps, Cartoons--Just lIke hIghway SignS use mternatlOnal symbols, we knew 
that we could use pIctures, cartoons, diagrams, and maps to speak a common language I 
thmk thIS was very helpful m explammg techmcal concepts By the end of the four 
weeks, we had all the walls of the trammg room covered WIth maps and dIagrams and 
pIctures 

TramIng Facllity--We were very fortunate to have the trammg at the Oktav Center We 
had a fine classroom WIth good audiO-Visual eqUIpment The class partICIpants stayed m 
a Hotel connected With Oktav so they were away from their offices and we had theIr full 
attentIon We all had lunch at the Hotel so we never had to take long breaks for lunch 

SpendIng Time WIth Colleagues--Fmally, the best part of the expenence was bemg WIth 
the class and gettmg to know them and learn about Hungary The class took us on a tour 
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ofEsztergom We hosted a party at our Hotel m Esztergom and they hosted a VISIt to a 
wme cellar We all went to a weddmg together, danced together, and sang songs for each 
other We toured Budapest wIth some of the partIcIpants and VIsIted theIr homes It was 
truly a wonderful expenence Some members of our team got to host a group of 
Hunganans when they VIsIted the U S later that year 

• 
• 
• 

Can't Ignore people to people element 
Understandmg and apprecIatIOn of natIOnal culture 
EssentIal to the free exchange of Ideas and mformatlOn 

Overall I would Say, thIs expenence taught me that thIS kmd oftrammg IS not a one 
way exchange of mformatlOn The most Important lesson IS that we all can learn so 
much from each other when gIven the opportumty to work together ThIs trammg was a 
perfect chance to do Just that 

Summary 

• 
• 
• 

Exchange ofmformatlOn----learn by teachmg 
We hoped they could use sound Ideas 
DIscussed current operatlOns---put m place a process WhICh can assure 
conslderatlOn---protectIOn 
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VARGA ENTERPRISES LTD. 
2904 Park Lane S."', 

Calpry, Alberta T2S 1.L7 
PhODe &. Fax: (403) 229-1960 

THE INVESTMENT RANKING 
~1JMBER - THE IDEAL ECONO~fIC YARDSTIC 

by 
Imre E Varg~ P Eog 

(Imre Varga IS a Petroleum. EngUleenn,g Consultant WIth 40 years ofmdustty and regulatory expeneoce 
provtdmg adVisory and deelslon-malang ServlCes related to petroleum englneennS. econollUC and/or 
enVIronmental assessments, regulatory work for dnUmg, oompletton, productIon, pipe lines, processing 
plants IIlld abartdonme.ot otoll and gas ",eUs ) 

Company owners, Investors, ami managers/ace dally challenges in selecllng W 1IUJstfavourabie projects 
for tnvestmentpUl/loses As the mam objecnve olmost mvtSlQrs IS to increase the value o/theirholdJngs. 
uu essenttal that they dlllgeTllJy evaluate each project, applying accepted eCQTlO11UC patantelers (e, gRate 
a/Return. Present Worth Inda, Payback. etc), and select the best project(s) 111$ common blowledge 
tMl, although these economzc parameters generally co"elate to each other. each 0/ them provules a 
dijferent amJ useful - albelt Irmlted - measure of projltahdiry None ellCompa~ses Illl the factors ()r 
dllnensions a/profitabilIty peNment to the mveSl()r's decisIon making and selection process Rather than 
eyaluatl1lg numerous nteJ1SUTeS 0/ projita1Jllrty, often results In dfJftrent liee.S/01lS or ran/dllgs if opplrefi 
tndMdually, it IS likely rho.t lnvesto'ts would prefer a single comprehensive yardstlck Wtth which to rank 
theIr lIwes/melZt opportunltles and rallon IllTll!ed trweSlIMnt fimds 

This paper proposes the use 0/ a single overall nlUMNC "quallty" factor - the Investment RankIng 
Number - wzth wInch investors and jflUlTlClal adVIsors can rank tJ~,r investment opportumnes 711e 
author has developed a sunple mathematical formula whIch Incorporates tilt follewing commonly used 
economtc parameters Present Worth Index, Payback, and RIlle of Return De author also prowles a 
nomogram based on thIs /ormu1a~ with boUlldary -values~ to rt4ch qulck, vlsual solutions 

INTRODUCIlON 

Mak.lng sound caPital expenditure deCISIOns reqwres an objective means of measurIng the profitab1l1ty ot 
lo(hvulual In'\'estme.nt proposals SlJlC~ the best measure of ecoDOIDlC worth of such proposals 1S tbetr 
ablhty to produce profits, It IS common practlce to arade proposed caPltal expenditures ac\:Ordmg to thea 
profitablbty Whereas IIprofit" U genera1ly defined as "a11moome from a project less an oosts", no such 
&unple defirutIon exlSts for "profitabihty" Usually. the term of profitablhty not only JOcludes profit, but 
also a number of other econom.lc parameters WlllCh, when properly weighed, lead to decISIOns of whether 
to pro~ With a certain proJect, or rona the ctltec1a in selecttng between two wmpetlng projects. 
Because dIfferent mdlv.iduals ot COrporatIOns have dtfferent investment opportum.t1es. and possIbly 
dlffetent il1vestment obJcc'tlves. it IS natural that the general term "profitabllJty" means dl'fferent things 
to dIfferent tnvestors 

P 01 
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2 THE INVESTMENT RANKING ~1JMBER - THE IDEAL ECONOMIC YARDSTICK 

There 18 an ongomg search among economists for one cnterl0n whIch property combln~ and umquely 
expresses all of the conslderatlons of management In eelmon to mvestment analyses. Furthermore, as 
dlscu$sed above, It 18 unhkely that a smgle. profitability crIterIOn will ever find umversal acceptan<:e 
However, If a single numenc yardstlck, Incorporating tho most commonly used and understood parameters 
was developed~ It would asSlst both ecQnoDUSts and tnvestors In rankmg Ulvestment opportunItles and 
malang declSlOns; and would m effect. be the "Jdeal yardstick". 

ThiS yardstick would have certaln characterIStics whIch would mclude the foUowmg mtearal 
charactensncs 

1 It would mdtcate the effect of a specific mvestment on corporato profits and values. 

2 It would Isolate only those m';estment opporturutJ.es wJuch are acceptable aaaJDst establlshed 
corporate gutdelines 

3 It would atd Investors to mak~ the proper (:hOlCes from a iroUP of mutually exclusIve 
opportunittes. 

Unfortunately, such an Ideal measure of profitabl.lIty does not eXIst As a result, several yardstIcks are 
necessary to properly evaluate investment oPPQrtumtles. It is obvious that prudent decISIons are more 
lskely when measurmg an OPPoItumty from several Vlewpomts 

WIth a view to streambruog the profitability evaluation process. the author has, as the purpose of tlus 
paper t consolidated the ecoOODllC criterIa, most commonly used and understood by evaluators, tnto a 
sunple mathematical formula which Yields a sinale yardstlck~ the lDvestment tanking number Through 
tlus consol1datlon the mherent shortcommgs and often conthctl.ll& mtlueaces of each element of the 
lnvestment tankmg number te.Dd to be offset. Furthermore, reducro,g the varIOUS measures of profitability 
Into a single number makes the inve.stment rankmg number a useful tool for rankulg various mvestment 
opportulutles and allocating limited Investment funds It is not recommend that the lnvestment rilIlkmg 
number be used for cross-industry purposes, as It may not cover all posslble types and vanatlons of 
mvestment Opportu.1Ubes; however. It Qll be used for the evaluation of most oil, gas, and mmmg 
mdustries' invesunents 

DISCUSSION 

The Investment RankJng Number (JRN) 

The mvestment rank1llg number developed by the author may be expressed as follows 

Where 

IBN ;;: ROlt "5r~ PER. CENTJXJWt 
P 

JRN Investment Ranklng Number (per cent/year) 
ROR Rate of Return (per cent) 
PWI Present Worth (Value) Index 
PBrv Present Value Payback: (I'une) (yean) 

P.02 
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It may be seen readily from this funuula that projects WIth hIgh RORs and/or PWIs placed .Ill the 
numerator and low PBw numbers placed Ul the denominator wlll result in a !thIgh- IRN, and vIce versa 
AccordIngly. the hi&her the IRN the better the investment 

The IRN formulahas been desIgned to enhance the strengths and weaknesses of sWUm' competing projects 
wIthIn a particular segment of an mdustry, WIth stmJlar risks and busmess envltomnent, and rant: these 
projects fur the pUIpOse of aUocatmg brolted. lnves1meDt funds, easlly and qUlcloy It is not lIltended to 
replace the proper analysls of anomalous, unusual, or dISSIDulat projects For example. the IRN 1S not 
mtended to dIfferentIate between offshore dnlba, investmentst normal exploratory drilling, or unrelated 
proJects, sum as a major aIrcraft manufacturing project Also, the IRN formula 15 not lntended to handle 
the trade-off of shorHerm goals with long-term objectiVes Further, the ask assOC13ted wJ.th a project 
has not been addressed expl1C1tly, rather It has been included in the Hurdle Rates of Return (HR) 
Flnally, discusslOn in tillS paper as buuted to economic coDSlderatlons only and does not consldet pohttcal, 
technological, or other nsks and factors wlucb obVIously andlor necessarJ1y do have an impact on 
Investment decISIons 

Economic Parameters Used. m -JRN- Foamda 

While there are se.veral methods and yardsttcks Ul colJlQ1On use to measure profitability, this paper IS 
hxmted to a dlSCUSSlon of those elements and technxques whIch are part of the IRN These lDelude Present 
Value Payback (PBrv), Present Worth Index: (PWI), and Rate of Return (ROR). The mInlmwn or HR 
w111 also be mentlonedp matnly for clanficabon purposes. Examples of calcuIatlllg the PBm PWI. and 
ROR parameters are shown m the attached AppendJx 

Payback (PB) 

Every dIScussIon of lIlvestment C!1tena must cOrJ!lder paybackt not because It glVes all the answers~ but 
because It IS So widely 'Used PB IS sunply the length of tlDle required for the cash flow from a project 
ltJ return the milial Investment to the mvestor The pomt at which the ¢umldatlve net cash flow becomes 
posltlve IS the proJect's payback. Because the payout or payback IS a measure of fiSk rather than a 
measure of return, it should not be used as a yardstick to assess profitabIlity It may $«Va as a better tool 
for declSioll makmg if It IS used.ln its present value versIon whIch, increases th~ payback tune In order 
to avoId undue penalty for some profitable ltIVcstme1lts, such as refineries or tar sand projects wtth 
reJatlvely long payback tunes (due maInly to dle long start-up tunes), the author suggests the use of the 
square root of the PB,v At the same tUDot the ~quare root functIon in the IRN formula mitigates 
somewhat the strong tnfluence of very short payback tune. especially those under 1 year 

Mtnnmrm Rate of Retum or Hurdle Rate (HR.) 

The HR approacb to economIC evaluattons ofprofitabihty sets mmnnum company goals that ~ch project 
must equal or exceed If it is to be accepted The HR. usually reflects a number of factors, such as the ~st 
of capual, mtlation tates, vanous risks assocIated with the projects, company Investmentpbllosophy, etc 

p.e3 
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4 THE INVESTMENT RANKING NUMBER - THE IDEAL ECONOMIC YARDSTICK 

Ccmmoaly Used. HlIldle Bates for Rato of RcIum 

Low Rrlk ProJect Medium R!sk Project trJ.eh tude PtoJcct 

Type of BU5mesa Per Cent 

Real Estate 10 14 18 

Coal MmU1& 14 17 20 

Refinma and MamU:!lg 14 18 22 

ChemJ.oal Plantl 14- 18 2Z 

Oil and Gu 15 151 23 

Manne and PIpe1ulCIJ 16 18 20 

Gold 1'7 21 24 

WJ.1doa.t Dnlhne 40 60 80 

PrOjects tbat meet the HR requirements arij further 8U!uated agamst other economiC and non-ecoooIDlc 
crIteria to determ1l1e whlch ptoJeet(s) should be pursued 

DISCOUDt Cash Flow Rate of R.eIum (R.OR) 

1111s measure ofproDtab1hty has beeil extensively revIewed by many econoIDlsts, and IS quite popular with 
many major 011 and ID.Ull1l.i companies It IS based on the prmciple that mabng an investtnent outlay 16 
actl.lally me purchase of a sones of futuro annual mcomes Thus, the ROR of the proposed venture 1$ 

equIvalent to the maximum mterest rate which one could pay on the capital fled up over the life of the 
Investment, and still break even 

A trial and error method 18 used to find the ROR, however t Wlth hlgh-speed computers and hand 
calculators, the R.OR can be found In a matter of seconds 

One of the drawbacks of the RCR method 1& that It does not take mto account the sIZe of the Investment 
beIDg consIdered lbJS could possibly lead to sub-optunal or poor choices for m.v~tment, if the ROR 
method is used as the only means of rankUlg a number of projects 

Preseat Worth lodes: (PWI) 

When cvaluatmg mutllall y exclusIve alternatIves with dJtfenog Investment requlteme.uts, or when 
allQcatlllg lImited capltal funds, the use of the Present Value (PV) techruque has a Slgruficant hmLtation" 
that present values do not reflect the tnagrutude of investments Ulvolved relative to profits generated One 
way to overcome thiS problem IS through the use of the PWI The PWllS defined as the present value 
of cash lnflowS divided by the present value of cash outflows, and thus, It measures the relative 
attractlveness of the projects pet donar lnvestrnent Of course, a hlgh« PWI number fi:prosents a more 
attraCtlve mvestment oppomnuty than a lower one If a PWilS equal. to 1.0 there 11 no profit made at 
that specific corporate dIscount rate on that Investment, only the mvestm=t is paId back. 

P 04 
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IMRE VARGA, P ENG. s 

Itt the followmg table, eijht dlfferent Inv~tment opportunities are. listed for rank1nJ purposes, 
demonstratlng the usefulness of the IRN yardstick. 

11 

YEAR. GAS 
DEY 

0 -1000 

1 -SOO 

2 200 

3 700 

4 700 

5 700 

6 700 

7 700 

8 700 

9 600 

10 500 

11 300 

12 100 

PB 986 

PB"'V 466 
@10% 

PWI@10 224 

" ROR 2900 

IRN 30 10 

3 

COMPARISON OF INVBSTMENT OPPOJlTUNITJES 
CASH FLOW DOLLARS (1M) 

11 13 Jot 15 16 

ou. PJPELIN COAL RBPJN'Y HOB. 
UBV E PaLO 

-500 1000 -1000 -500 -1500 

200 0 210 ...500 1:100 

.500 0 210 ~oo 400 

400 100 210 -500 200 

400 100 210 700 100 

400 100 210 700 SO 

400 300 :uo 700 50 

400 500 210 100 0 

400 500 210 700 0 

300 500 210 100 0 

300 500 210 700 0 

200 500 210 400 0 

100 100 100 100 0 

lNVl'.STMENT YARDS'J1CK 

400 680 480 S10 175 

464 860 680 720 225 

Z IS H8 139 1 S7 113 

3150 1630 1830 2000 1970 

3140 8.20 gao 1110 14 so 

OPPORTUN1'I1BS ~KED - BEST;;; I, WORST "" 8 

2 8 7 6 4 

" ". 

nmLL BNH'D 
DItLG REefy 

-1000 -1000 

900 400 

300 500 

0 400 

0 400 

0 300 

0 200 

0 100 

0 0 

0 0 

Q 0 

0 0 

0 0 

1 :;0 215 

l 70 275 

107 176 

1620 3200 

1330 3400 

$ 1 

As demonstrated by the above table. tho IRN 18 a useful tool to evaluate and rank Vinous DlVcstment 
opporturutles 'IbIS 15 particularly tnJe when each of the PB, PWI. and ROR are smulat. For example, 
it 1S worthwhile to compare Case #1 and Case 12, which are sUIllJar types of 011 and gas development 
projects By lookwg at these parameters. It would be ddtlcult to dect.de whtch projea is supenor 
However, once the perttnent parameters are put into the JRN formula, Case #2 resuIts In a higher JRN 
number. therefore, the Case #2 project would be ranked ahead of Case #1 The other cases may be 
compared slnularly to each other Of course, some of the alternatives may be ranked upon quIck 
mspectlon and do not reqmre the utilization of the IRN calculation Others, however. need another 
yardstIck, wherem tho IRN formula would clearly compare proJectJ for ranking purpose& 

P.0S 
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6 THE INVESTMEh'T RANKING NUMBER - nIE IDEAL ECONOMIC YARDSTICK 

A nomogram attached to ttlls paper was constructed to solve the IRN equatlon, which helps to VISualIze 
tbe Ulterrelatlons of the varlabl~ along WIth some suggested HR, and provides an IR.N number for any 
possible vanatloDS by sunply connectlOi the vanables Wlth two Straljht Jines 

It should be Doted. that each HR must be exceeded on an mdlvldaal basiS for the project to be senously 
consldered Fallure to pass anyone would reject. the project 

CONCLUSION 

The sunple formula developed In this paper 1ncorporates the most common econOmIC yardstlcks and 
provIdes a practIcal and useful tool for !alOOng and chvosmg mvestnlent opportumues It LS SUiiested 
that thiS tool, the IRN. may be used as the "Ideal" yardstIck by mvestors. econODllSts. or even by lay 
people, who are not famIliar with all the complexlues of the mdtvidual vartables of the 1RN formula 

P.B6 
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8 THE INVESTMENT RANKING NUMBER - THE IDEAL ECONOMIC YARDSTICK 

APPENDlX 

For 111ustratlOn purpoSeIS, the parameters used m. the IRN formula for Case #1 have been calculated 
manually as follows 

Annual Cash Flow Cumulll1l.v~ Cuh DISCOunted DJ.se.ounted Cuh Flow CummuJaave 
Flow P.C~%11 Dl*CXlunted 

YEAR 10 CalhMow 

Out In Out In 

0 ~1000 ·lCOO J. 000 -1000 -1000 

1 -500 -1$00 909 .... 56 -1455 

:l 200 -1300 826 165 -1291 

S 700 .8)0 151 5'26 -765 

4 700 lOO .6S3 478 -2B7 

S 700 SIlO 621 43$ 148 

6 700 1500 S64 395 543 

7 700 2200 51' 359 902 

8 700 ~ 467 327 1229 

9 700 3~ 424 2.S4 1483-

10 500 4000 386 193 1676 

11 300 ~300 350 lOS 1181 

12 100 4400 :!19 32 1813 

TOTAL -1500 5900 ·1~S6 3269 

1. Payback (PB) and Pt •• lnt V.lul Payback (PBpv) 
3.0CI0 

€ 
J 

2.000 

3 

i 1,000 

I 0 

).1.000 
§ 

~-' 
"". j 

-::. PNoantv .... ~ '!!181!!'!!i 

, 
·2.000 

0 2 
Vear 

2 PWI == 
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3. RATE OF RETURN ",lWR. 
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ADnaaJ. Cuh tluCO\.M1 FWlm Present Va1uee 
YEAR Plow 

.'20$ <130. @Z09i d') 3015 

0 -1000 1000 1000 -1000 -1000 

1 .500 133 760 -417 385 

'2 200 eJ4 '92 139 118 

3 100 519 455 40' 319 

4 70t) 481. 350 331 24S 

$ 700 4O'l 269 2.S1 188 

6 700 33:5 f01 234 14~ 

7 7QO l79 159 195 111 

a 1CO 23~ 12:3 163 !CS 

9 600 194 094 116 ~ 

10 500 IS 073 3t u 
11 300 135 056 41 20 

12 100 122 ou 11 4 

TOTAL 4400 '86 .. 57 

Present Value Profile and Rat. of Return 
4 ,GOO 

4_000 

3,500 

8,000 

! 2.soo 
~ 
r~ 
"'" 1,500 
a.. 

1,000 

600 

Q 

-«JO 
10 20 30 

Discount Rates % 

4 69.0 X 2.24 = 30 .• 1 
;t;;66 

~PWJ= 
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THE INVESTMENT RANKING NUMBER - rHE IDEAL ECONOMIC Y ARDSnCK .. : 

Nomogram for Investment Ranking Number (IRN) 

ROR 
~ 

IRN = 

ROR 
PWI 

PBpv 

ROR x PWI 
~ -

100 

10 

so 
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20 

15 ----

10 
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10 

ROR x PWI 
( ~/ye(Jr ] 
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== 
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DORU LAURIAN BADULESCU 
Secretary of State - Chairman of NAMR 

Ladies and Gentlemen, 

*** 

In this period of deep structural changes in the 
Central and Eastern European countries, the organization 
of a Regional Mineral Management Seminar is most 
welcome by the simple fact that it is necessary. 

The management of mineral resources is an 
important responsibility taking into consideration that 
part of these are strategic and nonregenerative riches, 
and achieving a good management in this sector implies 
a continuous effort. 

It is therefore obvious that this Seminar is a very 
useful experience exchange among the reforming 
countries, which have to finalize a new, modern and 
viable legal framework based on free - market principles. 

S.1. 

The important role Romania gives to mineral 
resources is reflected in the Constitution adopted in 
1991, which stipulates that IIsubsoil riches of any kind 
are exclusive public property". 

Is? 
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Having in view that hydrocarbons represent both 
the main energetic resources of the country and 
important raw materials for national economy, our 
presentation will be focused on aspects regarding 
petroleum sector, which is of major importance for 
Romania. 

*** 
5.2. 

Petroleum exploration activities have been carried 
out in our country for more than 140 years, so that we 
can consider it a traditional sector which led to 
discovery and producing more than 1100 pools. 

These remarkable results are, on the one hand, the 
consequence of the complex geological structure of the 
subsoil which provides favorable conditions to the 
hydrocarbon generation, migration and accumulation, 
and, on the other hand of the ability in conducting 
exploration and production operations, within the limits 
imposed by the endowment of Romanian entities with 
regard to equipment, installations and available funds. 

S.3. 

The discovery of important fields in the Gettic 
Depression (1953), Moesion Platform (1969), Pannonian 
Basin (1962) and the shelf of the Black Sea (1980), 
increased the production up to the maximum levels 
recorded in 1976 - 228,000 bopd ( 14,7 MM to/year) in 
the case of oil and 3,5 Bcftd (36.2 Bern/year ) in 1986 for 
natural gas. 

2 
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S.4. 

The natural decline of oil and gas production was 

not compensated by the discovery of new reserves, so 
that, the current production reaches only 129,000 bopd 
( 6.7 Mmto/year ) and respectively 2.4 Bcftd ( 19 
Bcm/year ). 

The revitalization of the Romanian economy during 
the past three years, marked by the increase in Gross 
Domestic Product (GDP) by 1.5 in 1993, 3.7 in 1994 and 
6.4 in 1995, and especially by the increase of industrial 
production by 9% in 1995 comparatively to 1994, 
requires an adequate support from the petroleum sector 
with regard to discovery and producing of new 
commercial fields. 

The discovery of new reserves has to be targeted to 
deep and subtle traps, which require high technologies, 
large funds and assumes high risks. 

At the same time, we envisage other important 
ways in order to increase the production from the 
existing fields, by applying modern methods, such as 
EOR (Enhanced Oil Recovery ) and lOR ( Increased Oil 
Recovery). 

A key element which is aimed at ensuring the 
injection of necessary funds, as well as at providing a 
door to high technologies and modern management in 
new areas with difficult access or underexplored yet, but 
credited with important prognosis reserves, is attracting 
of foreign investments. 

3 
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In this context, opening of our country to foreign 
investors in all sectors, including the oil sector proved to 
be a necessity. 

In September 1990, 15 Blocks located in the 
most important oil and gas bearing provinces both 
onshore and offshore were offered for bidding. These 
license activities were finalized in 1992, by signing the 
Exploration and Production Sharing Agreement with: 
Amoco Romania Petroleum, for Block VII, in the Eastern 
Carpathians; Shell Romania Exploration for Block X, in 
the Transylvanian Basin; Enterprise Co and Canadian Oxy 
for Block XIII, XV in the Continental Shelf of the Black 
Sea. 

The amount spent by oil foreign companies in 
Romania reached about 100 mil. US $ , and it is to be 
remarked that companies mentioned before are among 
the first 10 as regards the capital amount invested in 
Romania. 

The conclusion of the Agreements with these 
famous companies was an important step in our efforts 
to reach the targeted objectives for development of the 
oil sector. 

*** 
S .5. 

Other important step Romania made in this respect 
is the modernization of the legal framework for 
exploration and production of hydrocarbons .. 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

The new Petroleum Law was developed on the basis 
of the Constitution's provisions, and taking into 
consideration both previous experience (the first 
Resources Law being promulgated in 1924 ) and the 
evolution of the international relationships between the 
owner of resources and the investors involved in 
petroleum operations. 

The Petroleum Law establishes the legal framework 
for activities regarding exploration, development and 
exploitation of hydrocarbon resources and is based on 
some principles, as follows: 

- flexibility, as most of its provisions can be negotiated 
within petroleum agreements. Among these, it is 
possible to negotiate royalties on a case - by - case basis, 
for each pool, as a function of degree of risk; 

- the grant of a concession shall be achieved in a 
petroleum agreement concluded between the NAMR and 
Romanian or legally - entitled foreign persons; 

- the petroleum agreement shall remain valid throughout 
its term. Thus fiscal and commercial stability is 
guaranteed. Risk is therefore minimized and foreign 
investors will be able to commit important funds for 
exploration, development and production; 

- Romanian and foreign oil companies shall be treated as 
equal, by enabling them to secure petroleum blocks 
through public offerings organized by the NAMR; 

5 
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- Title holder enjoy non - discriminatory right of access to 
petroleum pipelines and other State facilities, in order to 
conduct petroleum operations; 

- Title holder have the right to freely dispose of their 
portion of petroleum production, after granting the 
preemption right to the State with regard of purchasing 
such production at international market prices, 
determined in the petroleum agreement; 

- Foreign companies are granted a series of privileges, 
including the possibility to export petroleum produced, 
and to keep their hard currency earnings - from local 
sales of petroleum - in hard currency on the inter - bank 
market and to transfer the amounts to foreign accounts. 

The NAMR has recently prepared a new model 
concession agreement in line with international 
principles and good practices of the petroleum industry. 
The model agreement is, also, adapted to the 
requirements of the Romanian sector. Its provisions 
reflects the principles mentioned previously in the 
Petroleum Law, allows for flexibility during negotiations 
and gives Parties the posibility to reach their objectives 
as regards the profit. 

s. 6 . 

- The Competent Authority charged with the application 
of the provisions of this law is the National Agency for 
Mineral Resources, acting under the Government of 
Romania. 

6 
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On the basis of the same constitutional provisions 
and having in view the international experience the 
Mining Law was, also, elaborated and it is currently 
under Parliament's debate. According to market 
economy principles, it will regulate the sector of solid 
mineral resources. 

*** 

In order to achieve the Government policy with 
regard to research, exploration, assessment and 
protection of all mineral resources, National Agency for 
Mineral Resources was established, as the Competent 
Regulatory Authority, independent and equidistant both 
towards Romanian and foreign companies, being the first 
such authority in Central and Eastern Europe. 

s. 7 . 

The main competencies of the NAMR are the 
following: 

- administration of the mineral resources of Romania; 

- negotiation of the clauses and conditions of the 
Agreement for the exploration, production and 
assessment of the mineral resources; 

- setting up the legal taxes, royalties and prices for 
exploration and production activity, as well as, pipeline 
transport tariffs for hydrocarbons; 

.. 
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- issuing compulsory norms and instructions for the 
mineral resources sector. 

*** 
S.8. 

The establishment and operation of the National 
Agency for Mineral Resources was , also , a condition for 
the effectiveness of the Loan Agreement signed between 
Romania and the World Bank I International Bank for 
Reconstruction and Development, regarding Romanian 
Rehabilitation Petroleum Sector, which comprises three 
main programs dedicated to our Agency: 

Petroleum Exploration Promotion Program, 
including the subprogram for Developing model 
agreements for exploration and production; 

Rate and tariffs, aimed at regulating the prices for 
oil and gas, as well as, the tariffs for their transportation 
through the national pipeline system; and 

Organization of the NAMR, including the 
subprogram: Establishment and development of the 
National Geological Database. 

In order to support Romanian Government's 
Program with the World Bank in the petroleum sector, 
the United States Agency for International Development 
(USAID) have financed a complex Technical Assistance 
Program for the NAMR. 

*** 

8 
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s. 9 . 

As an institution of the reform imposed by the 

necessity to develop a free - market system , NAMR 
according to its competencies developed a medium and 
long term strategy for exploration and exploitation of 
hydrocarbons. 

The main goal of this strategy is to achieve a good 
administration of known reserves and promotion of an 
optimum exploration activity on the Romanian territory, 
in order to discovery new hydrocarbon pools. 

The objectives of the oil sector development 
through offering new blocks were established by NAMR 
taking into consideration both current situation of the 
sector and the conclusions of the prognosis studies, as 
follows: 

increase of the reserves and consequently the 
production based on the discovery of new fields; 

- attracting foreign investment; 

- access to high technology; 

- injection of important funds; 

training of Romanian specialists In conformity with 
international requirements; 

- improvement of specific management; 

9 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

- possibility to use Romanian manufactured equipment 
and rigs, to provide competitive services; 

- social development of the areas with new producing 
fields; 

- opening to the world and consolidation of Romania's 
prestige. 

*** 

According to the Petroleum Law and the Loan 
Agreement signed between Romania and the World Bank 
1 International Bank for Reconstruction and Development 
ratified by Government Ordinance No. 42/1992, NAMR is 
charged with organizing the First National Licensing 
Round for Petroleum Exploration and Production 
Blocks. 

s .10 . 

Formal opening of the First National Licensing 
Round for Petroleum Exploration and Production 
Blocks took place in Bucharest .. on April 23.. 1996 at an 
International Conference, under the high patronage of 
his Excellency Mr. Nicolae Vacaroiu, Prim-Minister of 
Romania. 

This important event hosted 267 participants, 80 
companies representing both Romanian entities and 41 
international petroleum companies. 

10 
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On that occasion, the General data package was put 
at the disposal of the participants free of charge, except 
printing costs. It also comprises, besides the materials 
mentioned before, appendixes containing 388 Km 
seismic lines, 24 logs for relevant wells, geological 
sections and stratigraphic columns needed for the 
primary evaluation of the potential of all 15 blocks. 

During Conference days, Data rooms were 
organized for interested companies, which had the 
opportunity to examine the Block Specific Data 
Packages, including 2463 Km seismic lines and 159 logs, 
maps, geological sections, stratigraphic columns and 
structural maps, to enable them to make an offer. 

Following the Conference, a three day geological 
field trip was organized to present type-sections in 
Eastern Carpathians, details of infrastructure, as well as 
an integrated cultural program aimed at presenting our 
country s history and traditions. 

In order to facilitate participation in this round for 
companies which could not attend the Bucharest 
Conference , additional promotional activities were 
carried out in London and Houston. 

On the occasion of 1996 AAPG Annual Convention 
and Exhibition in San Diego, NAMR organised a 
representative booth regarding Romanian petroleum 
industry and made a presentation on the First National 
Licensing Round at a Hospitality Suite organized with 
USAID ·s support. 

\ 
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In achieving Petroleum Exploration Promotion 

Program, NAMR is assisted by the consultancy firm 
SCHLUMBERGER-GEOQUEST, the winner of the bidding 
organized according to the World Bank's procedures. 

*** 
S 11 

The licensing round is planned to close on 31 
October 1996 which is the deadline for the oil companies 
to submit their offer. During first half of 1997 
concession contracts are to be negotiated and signed. 

*** 
Ladies and Gentlemen, 

I would like to express my confidence that all these 
arguments showed you that joining our efforts with 
foreign assistance may lead to a real economic growth in 
our countries. 

We also hope that by continuous improvement of 
the management, we will successfully carry out our 
mission of administering the Romanian mineral resources 
sector. 

12 
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MANAGEMENT OF MINERAL RESOURCES IN BULGARIA 

C N Dabovskl 
Geological Institute Bulganan Academy of SCiences 

INTRODUCTION 

In the past geological prospectmg exploration and production In Bulgarra 
were conducted solely by state-owned organIsations Their activities were planned 
by a central government authority and fmanced from the state budget The system 
demanded stnct performance of the planed volume of works without any 
requirements for economiC efficiency and profit 

Geological exploration was carned out by two large orgamsatlons the 
Committee of Geology and Rare Metals and mining was conducted by numerous 
large and small enterprises AcademiC geological research was centred In the 
Bulganan Academy of SCiences and small departments affiliated With the 
umversltles 

The reforms In the minerals sector were started In 1991 with the aim to 
create a new organrsatlonal structure and a legislative and economic framework on 
the basIs of market-Oriented principles 

In my presentation I will discuss the current status and problems of the 
reforms relating to the organisational structure and the legislative and economic 
framework of the mrnerals sector In Bulgaria 

ORGANISATIONAL STRUCTURE 

The structural reform was directed mainly towards the former Committee of 
Geology With the Idea to separate ItS regulatory and operatorshlp functions As a 
result a new State agency was created the present Committee of Geology and 
Minerai Resources (CGMR) responsible for the regulation financing mOnltorrng and 
co-ordination of geological activities In Bulgaria (fig 1) The operating Units of the 
former CommIttee were separated Into IndiVidual state-owned compames registered 
In the court as Independent firms according to the Bulgarran Commercial Code (fig 
2) 

Rare Metals and the large mmmg organisations were likeWise diVided Into 
many individual companres The system of academiC institutions and Universities 
was In general not restructured 

The reform In the CGMR has not been qUite successful A great majority of the 
functions and activities being undertaken by the CGMR are inappropriate to Its role as 
regulator and steward of the State s mmeral resources (n partIcular regulatory and 
operatorshlp functions With respect to Bulgana s minerai resources and ownership of 
State enterprises are overlapping and need to be further separated 

These changes and the emergmg market-economy relatIOns are reflected In 

the structure of the minerals sector as a whole Two maIO groups of organisations 
may be recognrsed now (fIg 3) 
• The first group rncludes state agencies whIch regulate and mOnitor the activities 

m the mmerals sector (the CGMR and various mlnlstnes) 
• The second group of organisations conducts geological exploration and mrnrng 

operations (state-owned and small pnvate mamly service compames) and 
geologIcal research (institutes of the Bulgarian Academy of SCiences and variOUS 
universities) 
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This model resembles the structure of the mmerals sector In some European 
countries but differs In three essential elements 
• dominating state-owned and overstaffed exploration and mining enterprises 
• too many regulating state agencies with overlappmg functions 
• no market-oriented mmrng and petroleum leglslatlon to regulate the activities 

These elements reflect relationships and traditions from the past - from the 
time of centrally planned economiCS 

In summary the reforms In the organisational structure of the minerals sector 
are stili In an Imtlal stage Further restructuring IS needed m particular of state 
agencies and state-owned enterprises Prlvatlsatlon and stImulation of private 
Investment and compames IS also an essentIal part of the reform 

The first step will be to separate some of the overlapping functions of the 
CGMR and to create two new institutions (fig 4) eqUivalent to a Geological Survey 
and a Minerai Resources Agency - two bodies (one stimulating and one regulating) 
tYPical of many countnes with developed mmlng and petroleum Industry 

LEGISLA TION 

Bulgana has no law govermng the exploration and productlOn of mineraI 
resources The Law of Mines and Quarries from 1957 which IS stili In force has 
been modified and amended many times but IS stili containing old legal formulations 
and contradictions which disagree With the new Bulgarian Constitution of June 1991 
and other recent laws Some of these outdated pnnclples are 
• state property both of minerai and petroleum resources as well as the land on 

the surface 
• fundmg of geological and mining activities solely from the state budget 
• exclUSive Tight for prospectmg exploration and production granted only to state­

owned geological and mlnmg enterpnses 
• stnct performance of planed volume of works Without any reqUirements for 

economiC effiCiency and profit 
• lack of reqUirements for environmental protection 

ObViously thiS outdated law can no longer regulate the social and economic 
relations In the sphere of prospecting exploration and production of minerai 
resources 

A new mining code - the Underground Natural Resources Law (mcludlng hard 
mmerals petroleum and underground water) has been drafted by a group of 
Bulgarran and AmeTican experts In the peTiod 1994-95 and submitted to the CounCil 
of Ministers In September 1995 Just before the Concessions Law was adopted by 
the Parliament 

The Concessions Law came Into force In October and the Regulations thereto 
- In December 1995 As a result the draft Natural Resources Law had to be 
Withdrawn from the CounCil of Mlmsters and amended to conform to the Concession 
Law The final draft of the Underground Natural Resources Law has been submitted 
to the CounCil of Ministers In January 1996 and IS stili waiting for consideration 

Thus Bulgana has stili no market-Oriented mlnmg and petroleum laws UntIl 
these laws are passed the activities In the sector are regulated by the Law of Mines 
and Quarnes from 1957 (for state-owned Bulganan compames) and by other laws 
and regulations applicable to private Bulganan and to foreign Investors (fig 5) The 
recent Concessions Law of 1995 was deSigned to establish the baSIC legal 
framework for these activIties but has not been tested In the mmerals sector yet 

The new Concessions Law seeks to regulate the conditions under which 
resources considered under the Constitution to be the exclusl~ property of the State 
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may be the object of pnvate commercial activity This essentially admmlstratlve 
statute covers concessions for resources as diverse as minerai resources beaches 
nuclear installations national post and telecommunications networks and railway 
transportation The general pnnclples of the Law as applied to mmerals concessions 
are Illustrated m fig 6 

The Concessions Law IS more concerned with Internal organization than WIth 
providing an enabling environment for private Investment In the sectors concerned 
That would be acceptable except that It proVides the basIc framework for activity In 
all the different sectors concerned and as such Will be considered by potential 
Investors to be the fundamental text regulating their nghts and activities There are 
several areas which Will be of serious concern to prospective Investors In the 
minerals sector which could deter or even prevent potential Investors from pursuing 
ventures In Bulgana 

• Llcensmg Authonty The hcenslng of natural resources reqUires specialized 
expertIse both In the deSign and Implementation of a strategy for the promotion 
of Investment and In the Implementation of promotional actiVities the selection 
of Investors the negotiation of contracts and the admlntstratlon of contracts and 
mOnltonng compliance With work programs and other Investor obligations This IS 
entirely inconsIstent With these functions being vested In the highest entity of the 
executive branch the Council of MInisters The requirement for approval of each 
concession by the National Assembly added to the attributIon of baSIC 
responsIbility to the Council of Ministers (With the Prime MInister to appoint the 
tender commission) IS not consistent With modern practice It Will be seen as 
leading to delays and politIcal Interference and WIll alone be a cause of suffiCient 
concern to Investors to severely diminish their Interest In Bulgaria Llcensmg 
should be conducted and regulated by a state entity outSIde the political stream 
of central government and staffed by specialized profeSSIonal experts The 
licenSing of related groups of resources should be the responsibility of people 
haVing speCifiC expertise In the area concerned Investors reqUire Informed 
counterparts haVing the appropnate authOrity to negotiate and administer 

• Llcensmg Procedures In the first place formal competitive tender IS not always 
the best way to attract and commit Investment In the mmerals sector and In 

some areas (explOItation ventures frontier exploration areas etc) It may be totally 
inappropriate Secondly the procedures for tendering concessions are 
cumbersome and unworkable For Instance the process of selecting the 
reCIpients of concessions by competItive tender IS conducted by a commiSSion 
conslstmg of a minister and four members chosen by the Prlme-mlnlster Such a 
commiSSion Will not have the expertise In natural resources necessary to 
effectively evaluate bidders In addition control of the blddmg process by a 
commiSSion that IS a political extension of Council of Ministers IS not conSistent 
With modern practice and Will deter local and foreign Investment 

• Mere "PriOrity" for "Renewal" of Concessions The conceSSionaire Will have a mere 
"priority" over other bidders for the same object or activity when the term of the 
orlgmal concession has expIred ASide from the uncertainty arising In general 
from the status of holdmg a "Priority" to a concession thiS Issue raises serious 
concerns for Investors when applied to certain situations Companies WIll not 
Invest In exploration If In the event of a discovery a concessIon for production 
transportatIon and exportation cannot be obtamed as of right 

• Umlateral Termmatlon The concession may be terminated or the contract terms 
changed by mutual consent. or unllaterally In the event of a threat to national 
security or defense the environment the lands under concession or "the public 
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order" EVIdently mining and petroleum compames will not mvest In countnes 
whose contracts are subject to umlateral termination or reVISIOn by the host 
country because the fisk to the Investor of lOSing ItS mvestment IS excessive 
under internatIonal standards Promises to Indemmfy the conceSSIOnaire In thIS 
event are not enough to dImInish the risk to the Investor 

In summary Bulgarra has a Concessions Law whIch for the tIme being IS 
regulating the exploratIon and productIon of mmeral resources and related actIvIties 
In my opinion thiS law IS not consIstent with modern practice and may deter local and 
foreIgn Investment 

ECONOMICS 

The present economIc recessIon In Bulgarian minerals and petroleum Industry 
IS related to low Investment In exploratIon and production State funding has been 
cut dramatically Investment from Bulgarian and foreign companies IS inSIgnificant 
ThiS has resulted In a gradual decrease In the production of minerai resources (fIg 7) 

State funds are allocated to the CommIttee of Geology and Minerai 
Resources only for regIonal geological geochemical geophysical and envIronmental 
programmes (fig 8) and are insuffiCIent to finance normal operatIons Exploration 
actiVities are not funded by the budget and as a result no new depOSIts have been 
dIscovered In the last few years 

All these factors have lead to a reductIon of the former gigantic mmerals and 
petroleum state sector to normal dimenSIOns for the sIze of the country Many 
unprofitable mining compames are scheduled to be closed exploratIon enterprtses 
are cutting down theIr staff unemployment IS increasing Well-tramed specIalists 
have left the geolndustry and are engaged now In other more profitable activIties 

Despite these problems the economIC reform has not started yet The maIO 
aim of thiS reform should be to create a favourable framework for attractmg private 
Investment 10 exploratIon and production haVing In mmd that minerai and petroleum 
development reqUire a dIstinct fiscal regIme because of long development tIme high 
geological and later price fisk export onentatron and long pay-back - which do not 
characterise Investment 10 many other sectors of the economy Unfortunately thiS IS 
not well understood by Bulgarian economists and politiCians 

The main alms of the future economIc reform m the mmmg and petroleum 
Industry should be 
• to develop a clear Investment code comprehensively documenting all pertment 

rules including tax Import/export regulations foreign exchange and custom duty 
Issues 

• to prOVide a standardised and stable fIscal regime SUitable for the Industry 
accelerated recovery of costs tax holiday or minimised tax In the first years of 
production exemption from Import duties (at least for capital equIpment) minimal 
front-end payments payable before production guaranties that the Investor can 
take out foreign exchange In cash or kind to recover hiS capital and profits 

• to develop a promotion strategy for attracting local and foreIgn private 
Investment Includmg fIscal legal and techmcallssues 

Nevertheless despIte the lack of stable frscal regIme and mining and 
petroleum legislatIon Bulgaria has made creditable progress In attracting foreign 
Investments In the petroleum Industry At the end of 1989 an international bidding 
round was opened for the award of 011 and gas exploration and production licenses In 

blocks both on-shore and off-shore (fig 9) As a result license agreements were 
Signed In 1991 for SIX blocks In the Black Sea shelf and two I<locks onshore In 1993 
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a second licensing round was announced but no licenses were awarded A third 
round IS planned for 1997 The exploration activities m the licensed blocks are 
summarised In fig 10 The E&P license Agreements and Jomt Operating Agreements 
used In the first and second licenSing round are modelled after the internatIOnal 
petroleum practice (fig 11) 

In the minerals sector there IS also some progress In attractmg foreign 
Investments Mlnorco Services RTZ Mining and Exploration Eurogold and Gramex (a 
JOint venture American-Greek company) are conductmg geological prospecting for 
gold on the baSIS of Research Agreements approved by the Council of Ministers 
These agreements are being currently revised and conformed to the new 
Concessions Law A Bulgarian-Irish Mining JOint Stock Company - BIMAK - IS 
prodUCing gold concentrate from Chelopech one of the biggest gold depOSits 
discovered In Bulgana The JOint venture contract was approved by the Ministry of 
Industry 

CONCLUSION 

The minerals sector In Bulgana faces serious organrsatlonal legislative and 
economic problems The reforms have started In 1991 but since then there IS no 
significant progress Urgent reforms are needed In the followmg main directions 
• structural reform - orgamsatlonal restructunng aimed at creating new regulating 

state geological authOrities With approprIate functions and pnvatlsatlon of state­
owned companies 

• legal reform - to draft new laws and regulations as a market-Oriented regulatory 
framework for the actiVities of Bulgarian minerals and petroleum mdustry 

• economic reform - to create a favourable environment for attracting private local 
and foreign Investors as well as to minimiSe state fundmg of exploration 
mining and petroleum actiVities 
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Legislation 
General laws affecting foreign investors 

• The Constitution (1991) 

• The Commercial Code (1991, am. 1993-94) 

• The Law on Obligations and Contracts (1951, am. 1993) 

• The Law on Banking and CredIting (1992) 
• The Law on Currency Operations (1992) 

• Decree 56 on Economic Activity (am. 1992) 

• The Law on EconomIC ActivIties of Foreign Persons and 
on Protection of Foreign Investments (1992) 
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Legislation 
General principles of the Concessions Law 

.. Mineral Resources- S tate Property 

.. TItle 

- E&P Concession 

- Contract 

.. Titleholder - any BulgarIan or 
foreIgn natural and legal person 

.. LIcensing Authority - Council of 
Ministers after approval by 
ParlIament 

.. LIcenSIng methods: 

- CompetItIve tender 

- AuctIon 

• ConcessIon periods 

- InItial - up to 35 years 

- one extensi on - total to 50 
years 

• VVorkPrograrnrnes 
• Royalty rates and rental fees 

negotIable 

• Security of tenure - priority for 
renewal 

.. TermInation - mutual consent or 
unilaterally 
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Licensing Rounds 
Exploration activities 

• International oil 
companies in Bulgaria: 

- British Gas 

- Enterprise Oil 

- Texaco 

- Maxus 

- Edison Gas 

- OMV 

-MMS 

• Seismic aquisttion 

- 8000 Ian offshore 

- 700 Ian onshore 

• Wildcat wells: 

- 9 offshore+ 2 planned 1996 

- 2 onshore 

• 1 gas discovery 

• Total investmensts 140 milton 
USD 
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Legislation 
E&P Agreements for the first and second round 

Key terms fIrst round 

• 1,500-2,500 km2 hcense area 

• 5-7 year exploration penod 

• 25 year productIon penod 

• 25-100 USD/km2/yr rental fees 

• SeIsmIc + well commitments 

• 12 5-17 5% royalty 

• 100% cost recovery 

• 5 years tax holIday at production 

• EqUItable adjustment If taxes mcrease 

• State equIty 50% carned throug 

expipioratlon 

• InternatIonal arbItratIon 

Key terms second round 

• 1,300-2,300 km2 hcense area 

• 8-10 year exploration penod 

• 30-50 years productIon penad 

• 25-75 USD/km2/yr rental fees 

• SeIsmic commitments 

• 12 5 % royalty to 1 25% (deep water) 

• 100% cost recovery 

• 5 years tax hobday at production 

• EqUitable adjustment If taxes mcrease 

• State equity 50% carned through 
exploratIon and deveopment 

• International arbItratIon 
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WHAT OIL AND GAS COMPANIES NEED TO WORK IN 
CENTRAL AND EAST EUROPEAN COUNTRIES 

THE DRIVING FORCE IN MOST CO:rv.tP ANIES IS TO SURVIVE AS A 

PROFIT ABLE ENTERPRISE AND TO ACHIEVE PERMANENCE OR GREAT 

LONGEVITY THE PATH CHOSEN TO ACCOMPLISH TillS INVOLVES 

MAKING MONEY 

STABLE GROWTH 

COMPETING 

1 

ALTHOUGH COMPANIES COME IN A VARIETY OF CONFIGURATIONS THERE 

ARE NEED FACTORS WIllCH ARE COMMON TO ALL PRINCIPAL AMONG 

THESE ARE 

ATTRACTIVE RESERVES TARGETS 

CO:rv.tPATIBLE GOALS WITH THE HOST 

RELIABLE AND ENFORCEABLE CONTRACTS 

STABLEE~RONMENT 

RESERVES TARGETS 

THE RESERVES TARGETS ARE A PRODUCT OF NATURE WIllCH IS NOT 

CONTROLLED BY THE HOST GOVERNMENT LARGE TARGETS ARE MOST 

ALWAYS PREFERRED OVER SMALL ONES THE TARGET SIZE AND SUPPLY 

-. 
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HAVE A SUBSTANTIAL EFFECT ON THE LEVEL OF INTEREST A COMP ANY ~ 

WILL HAVE IN ATTEMPTING TO DO BUSINESS PLENTIFUL LARGE 

TARGETS INCREASE THE APPETITE AND FLEXIBILITY OF THE COMPANY 

AND CONVERSELY SCARCE OR SMALL TARGETS INCREASE THE NEED FOR 

AMENABILITY ON THE PART OF THE HOST IN ORDER TO ATTRACT MUCH 

ACTIVITY 

IN ADDITION, AN INTEGRATED COMPANY THAT IS SELF SUFFICIENT WILL 

HAVE LESS ThITERESTINPURSUING TARGETS UNDER ADVERSE 

CONDITIONS THAN ONE THAT IS CRUDE SHORT BOTH, HOWEVER, WOULD 

BE INTERESTED IN A TARGET THAT COULD CHARGE ALL ITS REFINERIES 

FOR A YEAR OR MORE 

A PURE EXPLORATION AND PRODUCING COMPANY DOES NOT HAVE THE 

SAME INCENTIVES AS AN INTEGRATED BUSINESS WHICH INCLUDES 

REFINING, MARKETING AND TRANSPORTATION IN AN ENVIRONMENT 

WHERE THE HOST IS GOING TO PURCHASE ALL THE PRODUCTION, ALL 

THE COMPANIES WILL FOR THAT PERIOD BE ANALOGOUS TO PURE E & P 

COMPANIES 

GOALS 

THE GOALS OF OIL AND GAS COMPANIES MUST REMAIN IN THE 

SURVIVAL, PROFIT, GROWTH SPECTRUM A HOST WHICH CANNOT ALLOW 

SUCH ACHIEVEMENTS SHOULD NOT EXPECT TO DO MUCH BUSINESS 

SOME COMPANIES MAY EXPEND MINOR SUMS AND EFFORT TO KEEP 

CHANNELS OF COMMUNICATION OPEN AWAITING GREATER 

RECEPTIVENESS, BUT LARGE AND CONTINUING INVESTMENTS WILL BE 

DEFERRED UNTIL COMPETITIVE ECONOMIC PARAMETERS ARE IN 

PROSPECT 
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THE FORCES OF COMPETITION ARE ALWAYS PRESENT OIL AND GAS 

COMPANIES ARE CONSTANTL Y SEARCHING FOR NEW SOURCES OF SUPPLY 

AND ALLOCATE CAPITOL AND TALENT TO PROJECTS IN DESCENDING 

ORDER OF IMPORTANCE THERE ARE USUALLY MANY MORE POTENTIAL 

OPPORTUNITIES THAN CAN BE DIGESTED WITH THE RESOURCES 

AVAILABLE WIllLE COMP ANIES HAVE MANY SIMILAR CHARACTERISTICS, 

THEY ALSO HAVE THEIR SEPARATE PERSONALITIES AN ATTRACTIVE 

PROSPECT OR CIRCUMSTANCE TO ONE MAY NOT BE TO ANOTHER 

ACCORDINGLY A FEW COMPANIES MAY ALMOST ALWAYS SHOW SOME 

INTEREST IN A NEW AREA EVEN IF OVERALL PROSPECTS DO NOT SEEM 

ESPECIALLY BRIGHT, BUT FOR MANY TO BE INVOLVED THERE MUST BE A 

COLLECTION OF REASONS HEADED BY THE SIZE AND APPARENT VALUE 

OF THE RESERVES TARGETS 

CONTRACTS 

IN KEEPING WITH THE STRONG MOTIVE FOR SURVIVAL, OIL AND GAS 

COMPANY MANAGERS PREFER TO ENTER INTO BUSINESS AGREEMENTS 

THAT PROVIDE COMPELLING BENEFITS TO BOTH THE PARTIES IF A 

CONTRACT BENEFITS ONE SIDE MATERIALLY OUT OF PROPORTION TO 

THE OTHER, THE SUFFERING PARTY WILL LIKELY BE A TROUBLESOME 

PARTNER AND WILL SEEK TERMINATION OR MODIFICATION OF THE 

AGREEMENT BALANCED CONTRACTS ARE MORE DURABLE, PRESENT 

FEWER OPPORTUNITIES FOR DISAGREEMENT, AND PERMIT GREATER 

COMFORT AND PREDICTABILITY IN BUSINESS DEALINGS THEY ALSO HELP 

THE PARTIES COOPERATE MORE WILLINGLY TOWARD SUCCESSFUL 

ACIDEVEMENT TO INCREASE THE MUTUAL BENEFIT 

\ 
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BUSINESS LAWS OF THE HOST COUNTRY NEED TO BE REASONABLY 

BALANCED AND UNDERSTANDABLE IT IS ALSO NECESSARY FOR THE 

PARTIES TO THE CONTRACT TO HA VB ACCESS TO A RECOGNIZED COURT 

OF INTERNATIONAL ARBITRATION FOR RESOLUTION OF DISPUTES 

OPERATIONS REQUIRE TIMEL Y AVAILABILITY OF TOOLS AND EQUIPMENT 

THAT MEET INTERNATIONAL QUALITY AND PERFORMANCE STANDARDS 

RELATIVE FREEDOM TO BRING IN SPECIAL EQUIPMENT WHEN IT IS 

NEEDED AND EXPORT IT TO SOME OTHER PLACE WHERE REQUIRED IS AN 

IMPORTANT CONSIDERATION 

INTEGRATED OIL COMPANIES WOULD STRONGLY PREFER TO EXPORT THE 

CRUDE OIL THEY FIND AND PRODUCE TO CHARGE THEIR OWN 

REFINERIES COST BASED TRANSPORTATION MUST EITHER BE ALLOWED 

OR AVAILABLE TO MOVE PRODUCTION TO MARKET FOR PRODUCTION 

WIllCH MUST BE SOLD TO THE HOST A SUITABLE MECHANISM MUST BE IN 

PLACE TO DETERMINE THE FAIR MARKET PRICE WHICH TAKES INTO 

ACCOUNT THE QUALITY AND LOCATION OF THE PRODUCTION AND A 

REASONABLE WORLD OR AREA MARKET DELIVERY POINT THE SAME IS 

TRUE FOR TAX AND ROYALTY PAYMENTS THE DELIVERY POINT FOR 

PRODUCTION SHARING OR IN KIND ROYALTY VOLUMES MUST ALSO BE 

RESOLVED 

ANOTHER FACTOR OF IMPORTANCE TO THE COMPANIES IS ACCESS TO 

THE PEOPLE AND EQUIPMENT REQUIRED TO HANDLE WORK. ON A SAFE 

AND COST EFFECTIVE BASIS THE EXPATRIATE PEOPLE NEED ADEQUATE 

HOUSING, TRANSPORTATION, COMMUNICATIONS, FREEDOM OF 

MOVEMENT, SECURITY, LIFE SUPPORT, AND SCHOOLING FOR 

DEPENDENTS 

REGULATION 
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INTERNATIONAL OIL AND GAS COMP ANIES HAVE BROAD EXPERIENCE 

WORKING UNDER MANY REGULATORY REGIMES THE COMP ANIES HAVE A 

SUPPORTIVE STANCE TOWARD PRUDENT REGULATION wmCH PREVENTS 

WASTE, PROTECTS CORRELATIVE RIGHTS, PROVIDES FOR WORKER AND 

PUBLIC SAFETY, ADEQUATELY PROTECTS THE ENVIRONMENT, AND 

FOSTERS OPERATIONS IN KEEPING WITH DEVELOPED AND PROVEN 

INTERNATIONAL STANDARDS 

A RANGE OF REGULATORY APPROACHES HAVE BEEN SUCCESSFULLY 

EMPLOYED BY GOVERNMENTS AROUND THE WORLD RANGING FROM 

QUITE DETAILED STEP BY STEP REQUIREMENTS IN SOME PLACES TO 

WHAT IS ESSENTIALLY SELF REGULATION IN OTHERS IN KEEPING WITH 

LAWS AND INTERNATIONAL INDUSTRY STANDARDS THE SYSTEM USED 

IS MOST INFLUENCED BY THE MINDSET OF THE HOST GOVERNMENT, BUT 

OTHER FACTORS WOULD RATIONALL Y HAVE A BEARING ALSO FOR 

EXAMPLE 

ECOLOGICAL CONDITIONS IN AREA OF OPERATIONS 

EXTENT OF PAST AND FUTURE DIVERSITY OF OWNERSHIP 

HISTORY AND STATUS OF DOMESTIC INDUSTRY 

ALTHOUGH THERE CAN ALWAYS BE ACCIDENTS AND ISOLATED 

ABERRANT BEHAVIOR ON THE PART OF A SMALL N1Th1BER OF COMPANIES, 

IT IS TRUE THAT OIL AND GAS COMPANIES ARE THE PRINCIPAL SOURCE 

AND PROVERS OF TECHNOLOGY AND SAFE OPERATING PRACTICES IT IS 

IN THEIR SELF INTEREST TO EMPLOY THE CORRECT EQillPMENT AND 

COMPETENT PEOPLE IN PRUDENT AND SAFE WAYS TO PROTECT THE 

\ 
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SIZABLE INVESTMENTS WHICH ARE SO MUCH A PART OF THE BUSINESS IT 

IS IMPORTANT TO MAKE USE OF THE KNOWLEDGE BASE WITHIN THE 

REGULATED INDUSTRY IN THE DEVELOP1\1ENT OF REGULATIONS 

HOWEVER WELL INTENDED, REGULATIONS WHICH ARE DRAWN WITHOUT 

BROAD INDUSTRY INPUT WILL :MISS S01\1E IMPORTANT ITEMS AND 

CONTAIN REQUIREMENTS WIllCH ARE COSTLY AND DO NOT SERVE A 

USEFUL PURPOSE 

AN ITEM OF INTEREST TO THE HOST AND COMPANY ALIKE IS THE LOSS TO 

ALL PARTIES WHICH RESULTS FROMUNNECESSARYDELAYS 

OCCASIONED BY WHAT WE REFER TO AS BUREAUCRATIC RED TAPE S01\1E 

OF THIS SEEMS INESCAPABLE IN EVEN THE BEST OF REGULATORY 

ENVIRONMENTS, BUT IT CAN BE REDUCED BY POPULATING THE 

RESPONSIBLE AGENCIES WITH PEOPLE WHICH HAVE A GOOD BASE OF 

MATURITY, KNOWLEDGE AND EXPERIENCE IN THE AREAS FOR WHICH 

THEY HAVE RESPONSIBILITY 


