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¢ [OCs appraise fiscal regime, and compare investment opportunities and then decide to
invest capital on the basis of appraisal of comparative advantage of risk associated with
the project and consideration of fiscal stability.

» Even an atiractive fiscal system may not bring much needed foreign investment if certain

degree of stability is not ensured in the fiscal and taxation arrangement of the contract.”

* Abdullah Al Faruque, "Utility of Flexible Mechanisms and Progressive Tax System in Ensuring
Stability in Fiscal Regime of Petroleum Coniract: An Appraisal’, 01, Gas & Energy Law Intelligence
5 .

Ibid.
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» The goal of any government is to attract foreign investment to develop its natural
resources sector. In order to attain this goal the fiscal regime must meet most of the
criterta that marks a good regime. Mineral and petroleum industries are capital intensive
and long term. The payback period of most projects usually span a number of years.
Investors should be able to forecast with some certainty, the time capital invested can be
realised with a reasonable margin. To be able to do this, the system has to be neutral,

predictable, stable and able to allocate risks equitably. (UK)®
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* Competition for foreign investment in deepwater is particularly tough as only a handful of
major oil companies have the requisite sophisticated technology, management and
operational expertise and capital base to undertake such exploration.

* In addition to prospectivity, investment decisions are also determined by a country’s
political and macro-economic risk and importantly, its fiscal system.

e Inthe US GoM and Nigeria, deepwater refers to water depths in excess of 200m, while in
Brazil; it refers to depths in excess of 500m.

* The importance of special fiscal incentives targeted at deepwater expleitation cannot be
over emphasised for the stakes are much higher in deepwater. Not only are huge
exploration losses a possibility but also costs several times higher than those traditionally

expended are spent in an area where the enabling technology is relatively new and

 O.P. Anaghara, "Are there Economic Limiis to Efficient Taxation in Minerals and Petroleum
Regimes?" Oil, Gas & Energy Law atelligence

7 0. Eigbe, "How Atractive are the Fiscal Regimes of the Deepwater Offshore West Africa to Foreign
Investment?”, O], Gas and Energy Law Intelligence
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untested and the possibility of discovering uneconomic marginal reserves tends to be
higher owing to the high development costs.

o In 1995, the US enacted the Outer Continental Shelf Deep Water Royalty Relief Act
(DWRRA 1995 - 2000). The Act applied to only those leases in water depths equal to and
exceeding 200 meters and introduced a staggered royalty relief system, operating for
different initial levels of production at depths of 200, 400 and SbO meters. It granted
automatic royalty relief to those eligible leases issued from sales held in years 1996
through 2000 and was intended to promote development, increase production, and
encourage production of marginal resources on producing or nonproducing ieases in the
US OCS and had a dramatic effect on leasing activity in the GoM. Although the
provisions of the Act that allowed for automatic royalty relief expired in November 2000
it has been replaced with discretionary relief in the case of leases awarded before the Act
and post November 2000 and is now limited to leases with marginal oil reserves that

might otherwise be considered uneconomic to develop.
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