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Parkmead
Tax change relevant for Parkmead, TP up 9% to 176 p/share
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The 2016 Budget lowered the effective tax rate from 50% to 40% for Parkmead.
Parkmead’s high quality assets are expected to be profitable and taxable.
Parkmead remains unique amongst its peer group in that it does not have tax
losses that would be material in relation to the tax profits we expect its assets will
generate. The company is also better positioned to progress new developments
as positive dynamics return to the sector over the coming years because it has
no debt, no sunk costs, few commitments, £25 million of available free cash (net
of funds set aside for other purposes) and access to capital from a variety of
sources.

•

The Supplemental Charge has been reduced from 20% to 10%. The
Supplemental Charge is paid as a supplement on top of the Ring Fence
Corporate Tax, which remains unchanged at 30%. Most independent oil & gas
companies operating in UK North Sea (Premier, Ithaca, Enquest….) have tax
losses such that the change is meaningless. However, we expect the 69 million
barrel (gross) Perth field (operated and 52.03% held by Parkmead) will pay circa
$19/barrel in tax (post yesterday’s change), over the life of the field based on our
long-term crude oil price assumption ($70/b starting in 2018 and inflated at 2%
p.a.). We expect that all of the company’s assets that we have included in our
target price will pay taxes far in excess of any tax loss carryforwards.

•

Different fields will be affected differently by the change, with the benefits being
most-notable for large scale fields. This is because smaller scale developments
may not pay the Supplemental Charge due to the various allowances that reduce
the Supplemental Charge (not the Ring Fence Corporate Tax). Field allowances
are £800 million for ultra-heavy oil fields, £500 million for high-pressure/hightemperature fields and £150 million for small fields. However, many fields will pay
significant amounts of Supplemental Charge even if they benefit from allowances.
It is only on a case by case basis that the effect of the changes can be assessed.

•
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The 20% increase in the company’s take-home earnings (60% ÷ 50% less 100%)
can theoretically have a very large percentage change on the NPV of a project –
an infinite percentage change is possible if the change has the effect of making
the project NPV positive. Within Parkmead’s portfolio the projects that we

research.

estimate benefit the most from the change are provided below in addition to the
percentage increase in the asset value due to the change, based on our
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estimates:
-

Davaar oil prospect, West of Shetland (+25%)

-

Perth oil field, Central North Sea (+19%)

-

Platypus discovery/Blackadder prospect joint gas project, Southern North
Sea (+13%)
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•

A valuation graph chart showing the value of Parkmead for various crude oil price
assumptions before and after the change is provided below. We note that as
expected, the percentage increase in value from the change is greatest in a low
crude oil price context. The budget change increases the robustness of
Parkmead’s project in a low crude oil price environment, while providing material
benefit (+9%) based on our long-term commodity price expectations.

Parkmead valuation estimates for various crude oil prices

Source: WH Ireland

•

We remind investors that when the Supplemental Charge was reduced from 30%
to 20% in the 2015 Budget the consensus view was that this was meaningless for
the oil & gas industry and we anticipate the same consensus here. We disagree
because relatively new companies that are positioned to grow and create value,
such as Parkmead, have high quality assets and only modest tax loss
carryforwards. Many of the old guard are so hampered by debt and sunk costs in
existing projects they cannot, in our opinion, contemplate new investments no
matter what the entry price or attractiveness (or tax rate). However, we believe
that despite the blanket statements made and too often applied generally to
the UK North Sea, at the project and company specific level the UK North
Sea still has much to offer in the way of value creation for shareholders. We
believe that Parkmead is uniquely positioned within its peer group to unlock
the potential of the UK North Sea. BUY.
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