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This paper was prepared by the Fiscal Working Group

Background

The remit of the OGITF Fiscal Group is to consider improvements to the administration of the North Sea Tax Regime. While the group has not proposed changes to PRT administration, it endorsed at an early meeting 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 Finance Bill and the relevant clause was agreed at the Finance Bill Committee stage on 8 June.

Representatives of the OGITF industry team met with the Chancellor on 23rd March. As a result of that meeting, UKOOA, on behalf of the industry, has been discussing with Government the case for fiscal measures aimed at encouraging further investment in the North Sea. While these discussions are not part of the OGITF Group’s remit, the issues considered and the current state of play are summarised below.

Since the meeting with the Chancellor, the following key actions have been taken :-

· Company views & data on fiscal measures and future investment have been submitted 

· Industry views were summarised to Inland Revenue, Treasury and dti, on 19-5-99 

· Government officials have reviewed company data and evaluated industry proposals 

· Meeting with Financial Secretary (Barbara Roche) on 14-6-99 (slides attached) 

Measures under consideration

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 royalty and PRT as well as capital gains tax roll over relief. Of relevance to other OGITF Workgroups, the following two possible measures were not taken further as it had been suggested that they may have some element of subsidy :-

1. Application of 100% deduction of intangible drilling costs for corporation tax, as previously allowed, to stimulate drilling activity and production from new and existing fields. 
2. Extend Scientific Research Allowances for corporation tax to the application of new technology investment more generally, eg novel drilling, special seismic approaches, EOR and pilot programmes. 

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 :-

1. Capital Gains Tax roll-over relief The Industry wants rollover relief extended to petroleum licences to facilitate greater rationalisation of licence interests and production operations. The industry see this change as integral to the OGITF "LIFT" initiative. 
2. Targeted PRT/Royalty measures have been proposed which reduce PRT and Royalty paid. Four measures have been developed with the intention of taking selected options further following Government consideration. The industry expects that these measures will stimulate investment (>£2 bn) in and around ageing mature fields, which currently have a tax burden of up to 69.4%. Mechanisms have been suggested to ensure these measures directly stimulate incremental investment in the UK. 

CURRENT STATUS (as of 22-6-99)

At the meeting with Mrs Roche, she emphasised her desire to listen. Industry representatives described the current drastic situation regarding activity levels and declining investment/jobs and recommended action the fiscal measures described above.

In particular, it was requested that the CGT Roll-over relief be included in the passage of the current Finance Bill.

Mrs Roche said that she was considering the industry’s representations urgently and would be discussing its case with the Chancellor.
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