Taskforce Supplementary Papers - Fiscal Working Group Final Report 

Background
The Fiscal Group’s remit was to consider improvements to the administration of the North Sea tax regime. However representatives of the OGITF industry team met with the Chancellor and Financial Secretary on 23 March 1999 and requested that the fiscal regime also be reviewed. Following agreement on the way forward, UKOOA, on behalf of the industry, discussed with Government the case for fiscal measures aimed at encouraging further investment in the North Sea. While these discussions were not part of the OGITF Fiscal Group’s remit, the issues considered and the current state of play (at early August) are summarised below.
Measures Considered
In initial discussions it was decided to consider measures that would be most effective at increasing UK investment without providing better tax reliefs than those available to other industries. Hence, it was decided to focus on the special taxes applying to older fields in the North Sea, royalty and Petroleum Revenue Tax (PRT), as well as on capital gains tax roll-over relief on UK oil licences. Of relevance to other OGITF Workgroups, the following two possible corporation tax measures were not taken further as they would lead to better tax reliefs than are available for capital expenditure incurred by companies in other sectors and so could be seen as subsidies to the oil industry.
1.Application of 100% deduction of intangible drilling costs as previously allowed, to stimulate drilling activity and production from new and existing fields.
2. Extend Scientific Research Allowances to the application of new technology investment more generally, eg novel drilling, special seismic approaches, EOR and pilot programmes.
In addition, the DTI initiated consultation with the industry in March on a guidance note on royalty remission procedures, designed to clarify the criteria likely to be adopted when considering requests for remission. Discussion on royalty remission has not yet progressed far because the industry wishes to concentrate instead on royalty abolition, given that the royalty remission legislation has yet to yield any practical results. Despite this general industry view, one or two individual cases for remission are currently being taken forward between DTI and the companies concerned.
The measures taken forward for serious consideration were aimed specifically at addressing the maturity of the industry, ie to address the structural issues of very small hydrocarbon pool sizes, ageing major existing fields, high costs, rationalisation and the need to achieve further productivity improvements :
Capital Gains Tax roll-over relief
The industry pressed for rollover relief to b extended to petroleum licences to facilitate greater rationalisation of licence interests and production operations. The industry saw this change as integral to the OGITF "LIFT" initiative.
Abolition of royalty and PRT measures targeted at additional investment
were proposed by the industry. Four measures which reduced the PRT and/or royalty paid were developed with the intention of taking selected options further following Government consideration. The industry expected that these measures would stimulate investment in and around ageing mature fields, which currently face a marginal tax rate of up to 69.4%. Mechanisms were suggested to ensure that these measures would directly stimulate incremental investment in the UK.
There were a number of detailed discussions between companies and officials about the impact of the current fiscal regime on investment and the fiscal measures proposed by the industry. On 14 June, industry representatives had a further meeting with the Financial Secretary to discuss these issues.
Results
North Sea tax Administration

While the workgroup has not proposed changes to PRT administration, at its first meeting it endorsed the ongoing work between industry and Inland Revenue on legislative changes to relax the timetable for companies making PRT returns. This legislation was included in the 1999 Finance Bill and the relevant clause was agreed at the Finance Bill Committee stage on 8 June.
The workgroup noted that discussions were under way with a view to the possible transfer of the royalty collection function from the DTI to the Oil Taxation Office. Such a transfer would build on synergies between royalty and PRT and give opportunities to streamline the administration of both. It should, in due course, also deliver opportunities for significant deregulatory benefits to the oil industry, for example because there would be a single point of contact.

Capital Gains Tax

The Government tabled changes to the Finance Bill to extend capital gains rollover relief to UK oil licences and the changes were agreed at Report Stage of the Bill on 5 July. The Financial Secretary said:
"The Government’s action in bringing forward this measure will help safeguard the industry’s future and with it the employment prospects for people working on the platforms and in associated industries.
This will stimulate prospects having a positive effect on employment while at the same time improving efficiency where operating costs are set to fall.
By extending rollover relief for the oil industry the Government has sought to provide conditions to allow rationalisation in the oil fields."
She added that the material which many oil companies had provided had played a key role in reaching this decision. It demonstrated the way in which the immediate tax charge on gains on oil licence disposals was hindering licence transfers which could lead to benefits for the UK economy in the form of reduced North Sea operating costs and more aggressive development of fields. She also expressed the hope that the industry would use this relief to the full to maximise these benefits for the economy. In response the industry welcomed the change as a signal that the Government had understood and responded to the industry’s concerns.
Royalty and PRT
With regard to changes suggested, the Financial Secretary said that she had looked carefully at the projects which companies consider would be stimulated by improvements in the existing fiscal regime and at companies’ views of the impact which the industry’s proposed fiscal changes might have on these specific projects. However, the Government did not believe that there was a sufficiently convincing case for any of the suggested fiscal incentives. But it recognised that the fiscal regime is a factor in North Sea investment decisions and would keep the situation under review.

Forward Communications
OGITF members agreed that the communication channels established between UKOOA (on behalf of the industry) and the Treasury, the Inland Revenue and DTI, as part of the fiscal review, should be maintained. The ongoing impact of the existing fiscal regime on mature fields and infrastructure would be monitored through this forum.

