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Oil and gas industry – 

tax considerations 

The health of the energy sector in South Africa is critical to the local and wider 

regional economy. The oil and gas (O&G) industry has a particularly 

important role to play in ensuring that, in line with key government objectives 

set out in the National Development Plan and elsewhere, there is energy 

security, and growth in economic activity and employment opportunities. It 

is essential that South Africa give renewed focus to encouraging investment 

in all spheres of the O&G industry, taking in the entire O&G value chain from 

upstream exploration and extraction and oilfield services, through refining 

and petrochemical production, to transport and infrastructure and marketing 

and distribution. 

 

Some areas which we believe require attention from government are 

mentioned below. 

 

The Tenth Schedule to our Income Tax Act was introduced in 2006 as part of 

an attempt to provide a set of clear tax rules and incentives that would 

encourage O&G companies to invest in exploration for hydrocarbons on land 

and off the coast of South Africa, taking into account that the country had 

very limited O&G exploration to date and that exploration is typically very 

expensive and has a high risk of failure. One of the tax incentives provided 

in the Tenth Schedule is an additional tax deduction (or uplift) that an O&G 

exploration company may claim in relation to expenditure that is of a “capital” 

nature and is incurred in respect of exploration or post-exploration in terms 

of an O&G right. The additional tax deduction is 100% during exploration and 

50% during post-exploration.    

 

However, it is not entirely clear what qualifies as expenditure of a capital 

nature that will benefit from the special tax deduction. Uncertainty on this 

issue is currently having a negative impact on investment decisions. We hope 

that an appropriate interpretation as to what constitutes “capital” will be 

agreed to with the tax authorities in the near future, taking into account the 

imperative to incentivise exploration activity in South Africa and that the term 

“capital” should accordingly be interpreted broadly.  
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The Tenth Schedule to Income Tax Act and the Mineral and Petroleum 

Resources Royalty Act provide that an O&G company may enter into fiscal 

stability agreements with government, which guarantee that the terms of the 

respective pieces of legislation as at the date that the relevant fiscal stability 

agreement was entered into will apply, regardless of any subsequent change 

to that legislation.  The purpose of a fiscal stability agreement is to ‘stabilise’ 

the tax regime applicable at a certain point in time and hence to create 

certainty for the taxpayer entity as to what its tax consequences will be for 

the foreseeable future.   

 

In addition to there being potential deficiencies in the manner in which the 

fiscal stability provisions are worded in the Mineral and Petroleum Resources 

Royalty Act (only the provisions of section 4 of that Act are stabilised and not 

other inputs into the calculation of the royalty), which warrant amendment 

to ensure that the provisions operate as intended, there is currently an urgent 

need for government to re-commence the processing of fiscal stability 

agreement applications for approval after a long period of no applications 

being processed. It is hoped that this will be will be addressed by government 

soon as a matter of extreme importance. 

 

Other matters which warrant attention from government include the 

following: 

 It is imperative that amendments to the overriding legislative 

framework for extractive industries, the Mineral and Petroleum 

Resources Development Act, including provisions in this Act that are 

specifically applicable to the O&G sector, or the carve-out of rules for 

the O&G sector into a separate piece of legislation, be finalised soon 

after many years of delays.   

 

 Government support (for example, by way of grants and/or tax 

incentives) for the upgrades that our oil refineries have to make in 

order to meet new fuel specification standards has long been a matter 

of contention. Some progress on this is needed.  

 
 The draft Integrated Resource Plan (IRP) 2018 envisages a much 

greater role for gas in our future energy mix. This will require 

significant resources being spent on infrastructure, and a suitable 

regulatory and tax incentive framework to encourage investment in 

this area is required.  

 

 There are currently inconsistencies in the rules contained in tax laws 

and other pieces of legislation that regulate environmental 
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rehabilitation and provisioning. The alignment of these provisions to 

function as a consistent rule-set would be most welcome.   

 

There are many challenges that the O&G industry is facing both locally and 

globally. What is clear, is that a stable and fair regulatory (including tax) 

framework, with appropriate incentives, is needed in order to ensure 

continued investment and growth in the sector.  

 

 

 

 

 


