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I11NTRODUCTION ‘

. ’ W i t h i n  U K  d e s i g n a t e d  a r e a s ,  m a i n l y  i n  t h e  N o r t h  S e a ,  lie s o m e  o f  t h e

J. l a r g e s t  oi f  a n d  g a s  f i e l d s  f o u n d  o n  t h e  c o n l i n e n l a l  s h e l l .  T h e  U n i t e d

K i n g d o m  s t s o  h a s  a  n u m b e r  o f  o n s h o r e  f i e l d s  b u t  t h e y  a r e  all .

r e l a t i v e l y  s m a l l .  • ,-:1 •A/, . ' , I

■ ■ . .• '.<•> '
• -'  O w n e r s h i p  o l  o i l  o r  g a s  i n  p l a c e ,  w h e t h e r  o n s h o r e  o r  o f f s h o r e ,  r e s t s  

j  w i t h  t h e  S t a l e  a n d  t h e  G o v e r n m e n t  h a s  t h e  p o w e r  t o  a w a r d  l i c e n c e s

/ w h i c h  p e r m i t  e x p l o r a t i o n  o r  d e v e l o p m e n t  i n  t h e  a r e a s  c o v e r e d .

F o r  o f f s h o r e  a r e a s  t h e r e  a r e  t w o  k i n d s  o f  l i c e n c e ;

( 1 )  T h e  e x p l o r a t i o n  l i c e n c e  -  i s  a  n o n - e x c l u s i v e  l i c e n c e  a n d  e n t i t l e s  t h e

h o l d e r  l o  c o n d u c t  p r e l i m i n a r y  e x p l o r a t i o n  a c t i v i t i e s  i n  a n y  a r e a  a p a r t  

f r o m  o n e  c o v e r e d  b y  a  p r o d u c t i o n  l i c e n c e .  ,, . . .

( 2 )  T h e  p r o d u c t i o n  l i c e n c e  -  e n t i t l e s  I h e  h o l d e r  l o  e x p l o r e ,  a p p r a i s e  a n d

d e v e l o p ,  s u b j e c t  l o  c o n s e n t  f r o m  t h e  D e p a r t m e n t  o f  E n e r g y  ( D o i T  

a n y  f i e l d  it, t h e  s p e c i f i e d  a r e a .  V .  • v  .,•••„ . ;

. P r o d u c t i o n  l i c e n c e s  a t e  a w a r d e d  f o r  d e f i n e d  a r e a s  w h i c h  h a v e  b e e n  

o f f e r e d ,  e i f f i e r  u n d e r  c a s h  t e n d e r  o r  l o r  a  f i x e d  p r i c e ,  u n d e r  ;
s u c c e s s i v e  l i c e n s i n g  r o u n d s .  T o  d a t e  t h e r e  h a v e  b e e n  t e n  s e p a r a t e  ;,' 

l i c e n s i n g  r o u n d s .  . , . r, . .

T h e  o n s h o r e  l i c e n s i n g  s y s t e m  i s  b r o a d t y  s i m i l a r  b u t  e x p l o r a t i o n  

l i c e n c e s  a r e  a w a r d e d  ( o r  s p e c i f i c  a r e a s  a n d  a r e  n o w  a w a r d e d  u n d e r  

t h e  l i c e n s i n g  r o u n d  p r o c e d u r e .  •

2  F I S C A L  R E G I M E  - C O R P O R A T E  . . \

T h e  G o v e r n m e n t  ‘l a k e ’ f r o m  oil a n d  g a s  r e v e n u e s  c o m p r i s e s  I h e

f o l l o w i n g  e l e m e n t s :  ;; ;. y  - •, ; , /  i

( 1 )  G o v e r n m e n t  r o y a l t i e s  f  ! . ;j

( 2 )  P e t r o l e u m  r e v e n u e  l a x

r - ■1 • • •' ■ ii '
( 3 )  C o r p o r a t i o n  l a x   ̂ • . ■

A  s p e c i a l  o l l i c e ,  t h e  O i l  T a x a t i o n  O f f i c e  ( O T O ) ,  d e a l s  w i t h  t h e  l a x  , 

a l f a i r s  o l  oil c o m p a n i e s  a n d  r o y a l t i e s . a r e  d e a l t  w i t h  b y  t h e  D o E .

,'|*H . ' . ' . .
( 1 )  G o v e r n m e n t  R o y a l t i e s  • ■ „ ' .

O l l s h o r e  f i e l d s ,  o i l i e r  t h a n  t h o s e  i n  t h e  S o u t h e r n  B a s i n  o f  t h e  N o r t h  

S e a ,  l o r  w h i c h  t h e  D o E  m a d e  t h e  d e c i s i o n  l o  a l l o w  d e v e l o p m e n l  o n  

o r  a l t e r  1 A p n l  1 0 8 2  a r e  e x e m p t  I r o m  G o v e r n m e n t  r o y a l t y .  ,

F o r  n o n  e x e m p t  o l l s h o r e  f i e l d s  t h e  p r e c i s e  r o y a l t y  c a l c u l a t i o n  is 

! ' j v  " i d e t e r m i n e d  b y  t h e  r o u n d  i n  w h i c h  t h e  I c e n c e  w a s  i s s u e d .  F o r  tilth 

. ‘ : ’ ! : a n d  l a t e r  r o u n d  k c e n c e s  r o y a l t y '  is ‘. 2 . 5 %  o f  i h e  l a n d e ^  v a l u e  o '

■; p r o d u c t i o n .  F o '  irt h  a n d  e a r l i e r  r o u n d  l i c e n c e s  d e d u c t i o n s  a r e

a l l o w e d  l o r  c o n \ o ,  i g  a n d  t r e a t i n g  c o s t s ,  t h u s  m a k i n g  t h e  w e l l  t i e s  

h e  p o i n t  o t  v a l u a t i o n .  ■ ■ i  - i ; y L 1'; .- ,

• ,, - T h e  G o v e r n m e n t  t a k e s  s o m e  o l  ils r o y a l t y  e n t i t l e m e n t  i n  k i n d  a n d  n

, V  ■!.; . ■ t h e s e  c a s e s  if a  f o u r t h  o r  e a r l i e r  r o u n d  i c e n c e  i s  i n v o l v e d  il p a y s

’v','.' ,'v; /  • a m o u n t s  l o  t h e  o il c o m p a n y  l o  c o v e r  I h e  c o n v e y i n g  a n d  t r e a l i n g

’ : i;' c o s t s  o f  t h e  o i l  t a k e n  i n  k i n d .  5

- • i f V r - \  - i i -  • • v  •••• • • 1 - v V . v

' F o r  o n s h o r e  l i c e n c e s  i s s u e d  s i n c e  1 9 8 2  t h e  r o y a l t y  r a t e  i s  n o r m a l l ,

I 1 ;';: q.i flat 1 2 . 5 %  b u t  u n d e r  e a r l i e r  l i c e n c e s  r o y a l t y  is  c h a r g e d  o n  a  

g r a d u a t e d  b a s i s  w i t h  1 2 . 5 9 6  a s  t h e  h i g h e s t  r a l e .

. . .:'r i-lr' ''■) 2 ' '
( 2 )  P e t r o l e u m  R e v e n u e  T a x  ( P R T )  .. ■ ■ ■ y t y  ̂  j . ‘ ( ; •

: .: ;i P R T ,  n o w  c h a r g e d  a t  7 5 9 6 ,  i s  a s s e s s e d  o n  p r o f i t s  t r o m  oil w o n  u n d  

-’/ i  ■ i  .' .i ;  . 7  t h e  a u t h o r i t y  o l  a  l i c e n c e  o n  a  ‘f i e l d  b y  l i e l d ’ b a s i s ,  i e  t h e  t a x a b l e  u n  

is t h e  p a r t i c u l a r  oi l  o r  g a s  f i e l d  w h o s e  c o - o r d i n a t e s  a r e  d e t e r m i n e d  

b y  i h e  D o E  o n  g e o l o g i c a l  c h a r a c t e r i s t i c s .  I n  g e n e r a l  t o s s e s  r e l a t i n g  

o n e  l i e l d  c a n n o t  b e  s e t  a g a i n s t  p r o f i t s  o f  o t h e r  f i e l d s .  A l l h o u g h  P R l  

a p p l i e s  t o  b o t h  o n s h o r e  a n d  o l l s h o r e  f i e l d s ,  o n s h o r e  f i e l d s  a r e

i p a y  P R T  b e c a u s e  o f  t h e i r  s i z e  a n d  p r o d u c t i o n  

'. i - W * 1 i *.*•• ! i

- 7 ' f 
; P R T  i s  a s s e s s e d ,  f o r  6  m o n t h l y  c h a r g e a b l e  p e r i o d s ,  a t  7 5 %  o n  n r  > 

.• p r o l i t  l e s s  ‘‘oil a l l o w a n c e ’’ s u b j e c t  t o  a  p o s s i b l e  r e d u c t i o n  u n d e r  a n  

. If. a l t e r n a t i v e  c a l c u l a t i o n  ( " s a f e g u a r d  T  • ..

( I* I * f * ’ , •'  ̂‘ '
: I  T h e  n e t  p r o l i t  f o r  P R T  p u r p o s e s  i s  I h e  s  u m  o f  I h e  p o s i t i v e  a m o u n t  

\'i l e s s  I h e  s u m  o l  t h e  n e g a t i v e  a m o u n t s .  .>,• ' i p ;

» ; . V  •“ * • , > I •« j . " r ; t ! . v :  ;•

■ "j; T h e  m a j o r  i t e m s  i n c l u d e d  a s  p o s i i i v e  a m o u n t s  a r e :

' ■ • ■
f  P r o c e e d s  f r o m  a r m ’s  l e n g t h  s a l e s  o f  o l  ( N o f e  a )

•:* M a r k e t  v a l u e  o f  n o n - a r m ' s  l e n g l h  d i s p o s a l s  o f  o il ( N o t e  a )  

ylv M a r k e t  v a l u e  o l  oil a p p r o p r i a t e d  t o  r e f i n i n g

T h e  e x c e s s  o f  m a r k e l  v a l u e  o v e r  n o m i n a t e d  p r o c e e d s  ( N o l e  b )

, O n e  h a l f  I h e  m a r k e l  v a l u e  o l  o i l  i n  ' s l o c k "  a l  t h e  e n d  o l  I h e  p e r i o d

• ( r e v e r s e d  i n  I h e  n e x t  p e r i o d )

‘ f 1 \ t a r i f f  r e c e i p t s  n e t  o f  a n y  tariff r e c e i p l s  a l l o w a n c e  ( N o l e  c )

T  D i s p o s a l  r e c e i p l s

C o n v e y i n g  a n d  t r e a t i n g  r e c e i p t s .  ' 1 , ■

: v ; : r

.: • i ' f . a p p l i e s  l o  b o l h  o n s t u

i I ’ j  '1 ' i g e n e r a l l y  u n l i k e l y  t o  | 

i.j/t’s >  ’ r a l e s

*• . } _ 
t:.
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T h e  m a j o r  i l e m s  i n c l u d e d  a s  n e g a t i v e  a m o u n t s  a r e :  '

R o y a l t y  p a y a b l e  ( i n c l u d i n g  a n n u a l  l i c e n c e  r e n t a l s )  ■.. "r ~
F ie ld e xp e n d itu re (N o le d j > • . ,.v . . j i j ; ;
" U p l i f t "  ( N o t e  e )  . 1; . $ $ $ ' [ f ' . : .  v
E x p l o r a t i o n  a n d  a p p r a i s a l  e x p e n d i t u r e  ‘4. $ ' £ r ’ - j i T  

R e s e a r c h  a n d  d e v e l o p m e n t  e x p e n d i t u r e  '
C r o s s - f i e l d  e x p e n d i t u r e  a l i o w e d  b y  t h e  O T O  ... ' U  

A b o r t i v e  e x p l o r a t i o n  e x p e n d i t u r e  • • • • ( '  i 

U n r e l i e v e d  l i e l d  l o s s e s  j ' H '  ••■ -

A n y  n e t  l o s s  I r o m  I h e  p r e c e d i n g  p e r i o d .  •

T h e  f o l l o w i n g  p o i n t s  a r e  r e l e v a n t :  ‘

O i l  s a l e s  a r e  a t  a r m ' s  l e n g t h  o n l y  if c e r t a i n  c o n d i t i o n s  a r e  m e t .  It i s  n o t  

s u f f i c i e n t  f o r  s a l e s  m e r e l y  l o  b e  l o  a n  u n c o n n e c t e d  p a r t y .

If I h e  a r m ' s  l e n g t h  c o n d i t i o n s  a r e  n o t  m e l  m a r k e l  v a l u e  i s  s u b s t i t u t e d  

l o r  s a l e s  p r o c e e d s ,  m a r k e l  v a l u e  n o w  b e i n g  d e t e r m i n e d  b y  r e f e r e n c e  

l o  a n  e v i d e n t i a l  b a s e  o l  c o m p a r a b l e  a r m ’s  l e n g t h  s a l e s .

T o  p r e v e n t  t h e  o il c o m p a n i e s  m a n i p u l a t i n g  w h i c h  o i l  s a l e s  a r e  

s u b j e c t  t o  P R T  a  n o m i n a t i o n s  s y s t e m  h a s  b e e n  i n t r o d u c e d .  It a r m ’s  

l e n g t h  s a l e s  a r e  n o !  c o r r e c t l y  n o m i n a t e d  a n  a d j u s t m e n t  i s  n o w  m a d e  

t o  r e p l a c e  s a l e s  p r o c e e d s  w i t h  m a r k e t  v a l u e .

T a r i l f  r e c e i p l s  -  l i e l d  a s s e t s ,  s u c h  a s  p i p e l i n e s  a n d  t e r m i n a l s ,  m a y  b e  

u s e d  b y  o t h e r ,  u s u a l l y  n e w e r  f i e l d s .  T h i s  g e n e r a t e s  tarilt r e c e i p t s ,  

u s u a l l y  c a l c u l a t e d  o n  t h e  b a s i s  o l  t h r o u g h p u t  o l  oil, w h i c h  a r e  s u b j e c t  

l o  F R T  i n  i h e  h a n d s  o f  I h e  r e c i p i e n t .  A  q u a n t i t y  a l l o w a n c e  i s  g r a n t e d  

a s  a  d e d u c t i o n  t o r  , ' a c h  p e r i o d ,  I h e  tarill r e c e i p t s  a l l o w a n c e .

A l l o w a b l e  e x p e n d i t u r e  -  e x p e n d i t u r e  d e d u c t e d  a g a i n s t  a n  

a s s e s s m e n t  i s  g e n e r a l l y  t h a t  a g r e e d  a n d  d e t e r m i n e d  b y  t h e  O T O  

s - n c e  I h e  p r e v i o u s  a s s e s s m e n t ,  r a t h e r  t h a n  t h a l  e x p e n d i t u r e  i n c u r r e d  

i n  I h e  p e r i o d .

F i e l d  e x p e n d i t u r e  m u s t  tall u n d e r  c e r l a i n  p r e s c r i b e d  h e a d i n g s ,  w h i c h  

• c o v e r  e x p l o r a t i o n  c o s t s  t h r o u g h  t o  s e l l i n g  c o s t s  b u t  P R T  d o e s  n o t  

e x t e n d  l o  ' ' d o w n s t r e a m "  o p e r a t i o n s .  •

C e r l a i n  e x p e n d i t u r e  is s p e c i f i c a l l y  d i s a l l o w e d ,  i n  p a r t i c u l a r  i n t e r e s t ,  

t h e  c o s l  o l  a c q u i r i n g  l a n d  a n d  w i t h  c e r t a i n  e x c e p t i o n s  t h e  c o s t  o f  a  

b u i l d i n g  o r  s t r u c t u r e  o n  l a n d .  ' .

.■ ii • '■ ' • : • *,vi i
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* I
, i e  a s s e t s  h a v i n g  a  u s e f u l  H e  e x t e n d i n g  b e y o n d 1 

P e f i ° d  c o v e r e d  b y  I h e  e x p e n d i t u r e  c l a i m ,  a r e  s u b j e c t  l o  c e r l a i n  

* ■ s p e c i a l  r u l e s .  F u l l  t r o n l - e n d  r e l i e f  i s  g r a n t e d  f o r  m o s t  l o n g  t e r m  

v  a s s e t s ,  t h e  e x c e p t i o n  b e i n g  l o n g - t e r m  a s s e t s  w h i c h  a r e  m o b i l e  a n  

n o t  d e d i c a t e d  t o  a n y  p a r t i c u l a r  f i eld. R e l i e f  f o r  e x p e n d i t u r e  o n  s u c h  

• ;;r:i' a s s e t s  i s  s p r e a d  o v e r  t h e  tile o l  t n o  a s s e t  a n d  a i l o c o J s d  l o  I h e  v a m  

/ 1  V  :!•'!• • v  :■ f i e l d s  o n  w h i c h  I h e  a s s e t  i s  s u c c e s s i v e l y  u s e d .  >*.

*V - •? P * • ••'•' •
‘ ' ( e ) U p t i t t  -  a  s p e c i a l  a l l o w a n c e  i n t e n d e d  l o  c o m p e n s a t e  t o r  i h e  l a c k  r

. .'Tv, a n  i n t e r e s t  d e d u c t i o n .  U p l i f t  i s  c u r r e n t l y  g r a n t e d  a t  3 5  p e r  c e n t  ol  

■ ; " ,  $ ;  q u a l i t y i n g  e x p e n d i t u r e ,  b r o a d l y  inilial a p p r a i s a l  a n d  d e v e l o p m e n t

", ' e x p e n d i t u r e .  ■ ,*>
- .■(■ \ i ■’" v1 'u* ■»' • ' v

| y f U p l i f t  i s  n o t  a v a i l a b l e  o n  e x p e n d i t u r e  i n c u r r e d  a f t e r  t h e  f i e l d  h a s  

. r e a c h e d  a  b r e a k - e v e n  p o i n t .  T h e r e  a r e  d e t a i l e d  r u l e s  l o  c a l c u l a l er
w h e n “ p a y b a c k " o c c u r s .

V ! . . . '  v ' f
( f )  T h e  f o u r t h  l o  e i g h t h  i t e m s  o f  t h e  n e g a t i v e  a m o u n t s  a b o v e  a r e  t h e  

■ - '['x; a r e a s  w h e r e  t h e  f i e l d  c o n c e p t  h a s  b e e n  b r e a c h e d .  T h e y  a r e  fairly 

• v  1) r e s t r i c t e d  b u t  f i a v e  b e e n  g r a d u a l l y  e x p a n d e d  t o  e n c o u r a g e  

e x p l o r a t i o n  a n d  d e v e l o p m e n t  • . , b  -• •]>
1 5,,. ; -• :*>: «,*-•
1 ( 9 )  . O i l  a l l o v / a n c e  -  i s  I h e  c a s h  e q u i v a l e n t  o f  a  q u a n t i t y  o f  oil. It i s  u s e d

, ’ , o n l y  it a  n e t  p r o f i t  e x i s t s  ( o r  a  p a r t i c u l a r  p e r i o d  a n d  is g r a n t e d  u n t i l  

, ' V ’£  ■ o v e r a l l  m a x i m u m  q u a n t i t y  t i a s  b e e n  u s e d .  •.(.•„ \,s • * '  • t r. 1 ■ «i - • • l ’• V. ■
-•! F o r  o f f s h o r e  f i e l d s ,  o t h e r  t h a n  S o u t h e r n  B a s i n  l i e l d s .  f o r  w h i c h

d e v e l o p m e n t  c o n s e n t  w a s  g i v e n  o n  o r  a f t e r  1 A p r i l  1 9 8 2 ,  I h e  oil 

T  a l l o w a n c e  i s  5 0 0 , 0 0 0  m e t r i c  t o n n e s  f o r  e a c h  c h a r g e a b l e  p e r i o d  w  

. i . • a  m a x i m u m  a g g r e g a t e  q u a n t i t y  o f  1 0  m i l l i o n  m e t r i c  t o n n e s .  F o r  oil

= f i e l d s  t h e s e  q u a n t i t i e s  a r e  h a l v e d . .

• r i • v : -
( h )  S a f e g u a r d  -  i s  a n  a l t e r n a t i v e  c a l c u l a t i o n  o l  P R T ,  i n t e n d e d  l o  •

i . g u a r a n t e e  a  m i n i m u m  r e t u r n  I r o m  t h e  f i e l d .  II is  o n l v  a v a i l a b l e  ioi ;

’ l i x e d  n u m b e r  o l  c h a r g e a b l e  p e r i o d s  i n  t h e  e a r l y  y e a r s  o l  a  f i e l d ’s  I

, T h e  n u m b e r  o t  p e r i o d s  l o r  w h i c h  s a f e g u a r d  i s  a v a i l a b l e  is V/z l i m e

I h e  n u m b e r  o f  c h a r g e a b l e  p e r i o d s  i n  Itie “ p a y b a c k  p e r i o d " .  ..

■ y ;! v ! ;.
Adm inistration ■!>. !

P R T  i s  p a y a b l e  f o r  6  m o n t h l y  c h a r g e a b l e  p e r i o d s  e n d i n g  J u n e  a n  

D e c e m b e r .  R e t u r n s  o l  i n c o m e  a n d  a n  e s t i m a t e d  P R  T  c a l c u l a t i o n  «*

■ d u e  t w o  m o n t h s  a f t e r  t h e  e n d  o l  t h e  p e r i o d  a n d  t h e  t a x  c a l c u l a t e d  

"  c  p a y a b l e ,  n e t  o f  a n y  p r e v i o u s  s t a g e  p a y m e n l s .  is  t h e n  d u e .

.‘ v ; •'



KINGDOM

A n  a s s e s s m e n t  is d u e  w i t h i n  t i v e  m o n t h s  o l  I h e  e n d  o l  I h e  p e r i o d  a n d  

a n y  b a l a n c e  o !  l a x  is d u e  b y  I h e  e n d  o l  t h e  s i x t h  m o n t h .  II s h o u l d  b e  

r i o t e d  ' i c w e v e r  l h a l  i n l e r e s l  r u n s  I r o m  i h e  e n d  o l  t h e  s e c o n d  m o n l h  i n  

a n y  e v e n t  ( a l s o  o n  a n y  r e p a y m e n t  d u e ) .

A d d i t i o n a l l y  6  s t a g e  p a y m e n t s  a r e  r e q u i r e d ,  e a c h  o n e  e q u a l  t o  o n e *  

e i g r . m  o l  H i e  c a l c u l a t e d  ( n o l  a s s e s s e d )  l i a b ility I o r  t h e  p r e v i o u s  

p e r i o d  T h e s e  a r e  d u e  m o n t h l y  c o m m e n c i n g  a l  I h e  e n d  o l  I h e  s e c o n d  

• m o n l h  i n  t h e  p e r i o d .

•ration Tax
C o m p a n i e s  e n g a g e d  i n  o i l  o r  g a s  e x p l o i t a t i o n  a r e  s u b j e c t  l i k e  o t h e r  

c o m p a n i e s  t o  U K  c o r p o r a i i o n  l a x  o n  t n e i r  h a d i n g  p r o f i t s  b u t  t h e  

f o l l o w i n g  s p e c i a l  r u l e s  a p p l y .

T h e  r i n g  l e n c e  -  U K  o il a n d  g a s  e x l r a c l i o n  r . r ' i v i l i e s  a r e  t r e a t e d  a s  a  

s e p a r a t e  t r a d e  I r o m  o t h e r  t r a d i n g  a c t i v i t i e s  ... l e d  o n  b y  I h e  

c o m p a n y ,  f h e  p r o f i t s  I r o m  t h i s  s e p a r a t e  i r a d e  -  T h e  r i n g  l e n c e  t r a d e *

-  m a y  n o t  b e  r e d u c e d  b y  f o s s e s  t r o m  o i l i e r  a c t i v i t i e s .  O n  I h e  o t h e r  

h a n d  l o s s e s  I r o m  i h e  r i n g  l e n c e  t r a d e  m a y  b e  u s e d  t o  r e d u c e  p r o f i t s  

I r o n i  n o n - r i n g  f e n c r .  a c t i v i t i e s .

W h e r e  a  c o m p a n y  h a s  b o i h  r i n g  l e n c e  a n d  n o n - i i n g  f e n c e  a c t i v i t i e s  

l o a n  i n t e r e s t  c a n  o n l y  b e  d e d u c t e d  l i o m  r i n g  t e n c e  p r o f i t s  t o  t h e  

e x t e r n  :liat i h e  l o a n  w a s  u s e d  l o  m e e t  e x p e n d i t u r e  r e l a t i n g  t o  I h e  r i n g  

f o r . c e  i r a d e .  I n l e r e s l  a i i i v v f  d  o n  l o a n :  I r o r n  a n  a s s o c i a t e d  c o m p a n y  is 

r e s t r i c t e d  l o  a  r e a s o n a b l e  c n m m e r c i - 1! r a l e ,  a n d  I h e  O T O  a r e  

c o n i e r . j i n g  i h a l  ’T h i n  c a p i l a l i s a l i o n "  r r l e s  a p p l y .

,i , ' . •
T h e r e  a r e  a l s o  r e s t r i c l i o n s ,  i n  s o m e  c i r c u m s t a n c e s ,  o n  t h e  u s e  o f  

a d v a n c e  c o r p o r a i i o n  l a x  b y  a n  e x p l o r a t i o n  a n d  p r o d u c l i o n  c o m p a n y .

S a l e s  v a l u e s  -  it m a r k e t  v a l u e  is  u s e d  f o r  P R T  p u r p o s e s  t h o s e  s a m e  

v a l u e s  a r e  n o r m a l l y  s u b s t i t u t e d  l o r  a c t u a l  s a l e s  p r o c e e d s  i n  t h e  

c o r p o r a t i o n  l a x  c o m p u t a t i o n .

C a p i t a l  a l l o w a n c e s  -  i t e m s  o f  p l a n !  a n d  m a c h i n e r y  s u c h  a s  d r i l l i n g  

r i g s ,  p r o d u c t i o n  p l a t f o r m s ,  p i p e - l i n e s  e t c ,  q u a l i f y  f o r  a  2 5  p e r  c e n t  

w r i t i n g  d o w n  a l l o w a n c e  e a c h  y e a r  c a l c u l a t e d  o n  I h e  r e d u c i n g  

b a l  j i i c e  b a s i s .

E x p l o r a t i o n  a n d  a p p r a i s a l  e x p e n d i t u r e  q u a l i f i e s  f o r  s c i e n t i f i c  r e s e a r c h  

a l l o w a n c e * :  w h i c h  g i v e  i m m e d i a t e -  r e l i e f  l o r  1 0 0 %  o f  t h e  c o s t  t o  a  

c o m p a n y  w h i c h  i s  c a r r y i r g  e n  a  ‘r e l a t e d  t r a d e * .  It t h e  c o m p a n y  d o e s  

n o l  h a v e  s u c n  a  t r a d e  (li e  r e l i e f  w i l l  o n l y  b e c o m e  a v a i l a b l e  if s u c h  a  

I r a d e  is  s e t  u p  a n d  c o m m e n c e d .  It is a c c e p t e d  b y  t h e  O T O  t h a t  a  

d e v e l o p m e n t  d e c i s i o n  c o n s t i t u t e s  c o m m e n c e m e n t  t o  t r a d e .

. • , UNITED K IN G C |p

I n t a n g i b l e  d e v e l o p m e n t  d r i l l i n g  c o s t s  ( w i l h  t h e  p o s s i b l e  e x c e p t i o n  o l  

• | t h e  first d e v e l o p m e n t  w e l l )  c a n  b e  d e d u c t e d  a s  r e v e n u e  e x p e n d i t u r e

u n d e r  w h a t  i s  k n o w n  a s  I h e  N e w  B r u n s w i c k  i jle. T h e  O T O  n o w  

a r g u e s  l h a l  e x p e n d i t u r e  o n  t h e  lirsl d e v e i o p m e n l  w e l l  o f  r  p a r t i c u l a r  

f i e l d  o n l y  q u a l i t i e s  l o r  m i n e r a l  e x l r a c l i o n  a l l o w a n c e s .  T h e s e  a r e  

w r i l i n g  d o w n  a l l o w a n c e s  w h i c h  a r e  a v a i l a b l e  a l  t w o  l e v e l s ,  1 0 %  p a  f o r  

a c q u i s i t i o n  o l  a  m i n e r a l  a s s e t  a n d  2 5 %  p a  t o r  w i n n i n g  a c c e s s  a n d  

i c e r t a i n  o t h e r  q u a l i f y i n g  e x p e n d i t u r e .

, 1 ( d )  R o y a l t y  a n d  P R T a r e  d e d u c t e d  i n  c o m p u t i n g  t a x a b l e  p r o f i t s .

Administration »
C o r p o r a t i o n  t a x  i s  n o r m a l l y  p a y b l e  9  m o n t h s  a f t e r  t h e  e n d  o f  I h e  

c o m p a n y ’s  a c c o u n t i n g  p e r i o d .

3  F I S C A L  R E G I M E  -  I N D I V I D U A L

i E m p l o y e e s  w h o s e  d u t i e s  a r e  p e r f o r m e d  o f f s h o r e  i n  I h e  U K  s e c t o r  o f

I h e  c o n l i n e n t a !  s h e l l  a r e  t r e a t e d  u n d e r  a  s p e c i a l  p r o v i s i o n  a s  w o r k i n g  

i n  I h e  U n i l e d  K i n g d o m .  T h i s  m e a n s  t h a t  I h e  m o r e  l a v o u r a b l e  

t r e a t m e n t  o l  e a r n i n g s  f o r  d u t i e s  p e r f o r m e d  o u t s i d e  I h e  U n i t e d  

K i n g d o m  w h i c h  a p p l i e s  i n  c e r t a i n  c i r c u m s t a n c e s  i s  n o l  a v a i l a b l e .

I •
4  F I S C A L  R E G I M E -  O T H E R  •

T h e  U K  s e c t o r  c l  t h e  c o n t i n e n t a l  s h e l f  ( o u l s i d e  I h e  1 2  m i l e  l i m i l )  i s  n e t  

p a r t  o f  I h e  U n i t e d  K i n g d o m  l o r  V A T  p u r p o s e s .  II i s  t h e r e f o r e  p o s s i b l e  

t o  ‘e x p o r t *  v a r i o u s  s e r v i c e s  r e l a t i n g  t o  t h e  o f f s h o r e  i n s t a l l a t i o n s  a n d  s o  

o b l a i n  t h e  b e n e l i t  o l  ' z e r o - r a l i n g * .  T h e  t r e a t m e n t  o f  t h e  s u p p l i e s  

n o r m a l l y  m a d e  n  c o n n e c t i o n  w i l h  c f f s h o r e  o i l  a n d  g a s  a c l i v i l i e s  h a s  

b e e n  a g r e e d  o n  a n  i n d u s t r y  b a s i s  w i l h  t h e  C u s t o m s  a n d  E x c i s e  

a u t h o r i t i e s .



iction
T h o  t l o r v / e g i a n  s e c t o r  o f  I h e  N o r t h  S e n  h a s  s e v e r a l  l a r g e  oil a n d  g a s  

f i e l d s  c u r r e n t l y  p r o d u c i n g .  B e c a u s e  o l  llie p o t e n t i a l  I m p a c t  o n  t h e  

e c o n o m y  o l  s u c h  a  s m a l l  n a ' o n  N o r w a y  h a s  p u r s u e d  a  p o l i c y  o t  

s t r u c t u r e d  n e v e i o p m e n l  o l  its o i l  a r i d  g a s  r e s o u r c e s .  E a c h  

d e v e l o p m e n t  r e q u i r e s  a p p r o v a l  o l  t h e  S t o r t i n g  ( p a r l i a m e n t ) ,  a n d  t h e  

S l a t e  p a r t i c i p a t e s  i n  e a c h  l i c e n c e  t h r o u g h  S t a t o i l  ( I h e  1 0 0 %  S t a t e  

o w n e d  oil c o m p a n y ) ,  w h o s e  c o s i s  u p  t o  1 J a n u a r y  1 9 8 7  w e r e  c a r r i e d  

b y  it e  e t h e r  p a r t i c i p a n t  i n  e a c h  v e n t u r e  p r i o r  t o  a  f i n d  b e i n g  d e c l a r e d  

c o m i n e x i a L  T h e  S l a t e  a n d  S l n l o i l  a r e  n o t  c a r r i e d  i n  l i c e n c e s  i s s u e d  

a l t e r  l J a n u a r y  1 9 8 7 .  S l a t o i l ' s  i n t e r e s t  i n  e x i s t i n g  l i c e n c e s  is  b e t w e e n  

u O i i r  a r i d  8 E %  a n d  it S t a t o i l  is n o t  in i t i a l l y  I h e  o p e r a t o r  o n  a  l i c e n c e  

t h e r e  a r e  u s u a l l y  p r o v i s i o n s  e n a b l i n g  S t a t o i l  t o  a s s u m e  t h a t  r o l e  a t  a  

lalf-.i d a t e .

i E G I M E  -  C O R P O R A T E  ‘

N o r w a y  h a s  l o u r  m a i n  l e v i e s  o n  o il a n d  g a s  p r o d u c t i o n .

P r o d u c t  o n  l e e  ( R o y a l t y )

I n c o m e  T a x

S p e c i a l  P e t r o l e u m  T a x  . •

C a p t i a l  T a x  

■ o n  f e e  ( R o y a l t y )

P r o d u c t  o n  l e e  i s  c h a r g e d  o n  e a c h  l i c e n s e e  u n d e r  a  l i c e n c e .  It i s  o n l y  

c h a r g e d  ~>n h e l d s  w h o s e  d e v e l o p m e n t  p l a n  w a s  a c c e p t e d  b e f o r e  

1 J a n u a r y  i 9 8 7 .

T h e  - a l e  is a  H a l  1 0 9 6  o n  l i c e n c e s  i s s u e d  b e f o r e  1 9 7 2  a n d  v a r i e s  w i l h  

p r o d u c t  o n  l o r  l a t e r  l i c e n c e s .

T h e  i c e n s e e  is r e q u i r e d  l o  p a y  a  p r o d u c t i o n  f e e  o f  8 %  o f  t h e  v a l u e  o f  

t h e  q u a n t i t y  o f  o i l  p r o d u c e d .  F r o m  i h e  t i m e  w h e n  t h e  q u a n t i t y  o f  oi l  

p r o d u c e d  f r o m  o n e  p r o d u c l i o n  a r e a  r e a c h e s  I h e  f o l l o w i n g  a v e r a g e  

q u a n t i t i e s  o v e r  a  3 0 - d a y  p e r i o d ,  I h e  p r o d u c l i o n  f e e  is  p a i d  a t  t h e  

f o l l o w i n g  r a e s  o n  t h e  v a l u e  c-f I h e  w h o l e  q u a n t i t y :

6 , 5 3 0  S t a n d a r d  c u b i c  m e t r e s  p e r  d a y  ^ 7 5 ( b > / c L  

1 6 , 0 1 ) 0  S t a n d a r d  c u b i c  m e t r e s  p e r  d a y  9  y # > 6 / 3 _

3 5 , 0 7 ) 0  S t a n d a r d  c u b i c  m e t r e s  p e r  d a y  5  3  S O  b / c L
5 5 , 0 9 0  S t a n d a r d  c u b i c  m e t r e s  p e r  d a y  £ £ *>0  6/ c L

10%
1 2%
14%
16%

II I h e  d a i l y  a v e r a g e  f o r  t h e  first 3 0  d a y s  o f  p r o d u c t i o n  f r o m  a  

p r o d u c t i o n  a r e a  e x c e e d s  I h e  l e v e i  a t  w h i c h  I h e  t e e  Is  8 % .  t h e  

p i o d u c l i o n  f e e  i s  r a i s e d  f r o m  I h e  d a y  w h e n  H i e  p r o d u c t i o n  first 

e x c e e d e d  I h e  l e v e l  i n  q u e s t i o n .

II H i e  d a i l y  a v  r a g e  o l  p r o d u c t i o n  I r o m  a  p r o d u c t i o n  a r e a  f o r  w h i c a  a  

p r o d u c l i o n  l e a  o f  m o r e  l h a r .  1 2 %  h a s  b e e n  p a i d  s h o u l d  ' . J e r  fall 

u n d e r  t h e  l e l e v a n l  l i m i t  d u r i n g  a  3 0 - d a y  p e r i o d ,  t h e  p r o d u c l i o n  l e e  is 

r e d u c e d  c o r r e s p o n d i n g l y  i n  a c c o r d a n c e  w i t h  I h e  t a b l e  f r o m  a n d  

i n d u e  n g  t h i s  p e r i o d ,  b u t  n o l  l o  l e s s  t h a n  1 2 % .

O n  p r o d u c e d  p e l r o t e u m  o t h e r  l h a n  oil, a  p r o d u c l i o n  f e e  o f  1 2 ' / $ %  is  

p a y a b l e .

C o s t s  o f  c o n s t r u c t i o n  a n d  o p e r a t i o n  o f  p i p e l i n e s  f r o m  t h e  i n d i v i d i a l  

p r o c u c t i o n  I n s t a l l a t i o n  t o  t h e  p r o d u c t i o n  a r e a  s h i p m e n t  p o i n t  a r e  

d e d u c t i b l e  w h e n  c a l c u l a t i n g  t h e  p r o d u c t i o n  f s e ,  it I h e  M i n i s t r y  

r e g a r d s  it a s  r e a s o n a b l e  i n  v i e w  o l  H i e  d i s t a n c e  o l  t r a n s p o r t a t i o n  a n d  

o t h e r  p r e v a i l i n g  c i r c u m s t a n c e s .

W h e n  g r a n t i n g  a n  i n d i v i d u a l  p r o d u c t i o n  l i c e n c e  o r  s u b s e q u e n t l y ,  t h e  

i M i n i s t r y  m a y  s t i p u l a t e  l o w e r  p r o d u c t i o n  f e e  r a t e s  ii I h e  d e p t h  o t  t h e  

s e a ,  t h e  c a p a c i t y  p e r  w e l l  o -  o t h e r  c i r c u m s t a n c e s  s o  i n d i c a t e .

V a l u a t i o n  o f  oi l  i s  u n d e r  I h e  “ n o r m  p r i c e ”  s y s i e m  i n  o p e r a t i o n  i n  

N o r w a y .  T h i s  p r i c e  i s  e s t a b l i s h e d  f o r  o il f o r  e a c h  f i e l d  i n  r e s p e c t  ce 
e a c h  c a l e n d a r  q u a r t e r .  II is  “ e q u i v a l e n t  t o  I h e  p r i c e  a l  w h i c h  

p e t r o l e u m  c o u l d  h a v e  b e e n  s o l d  b e t w e e n  i n d e p e n d e n t  p a r l i e  i n  a  

f r e e  m a r k e t " .  T h e  p r i c e  is f i x e d  b y  a  b o a r d  a p p o i n t e d  b y  I h e  M i n i s t r y  

o f  E n e r g y .  H o w e v e r ,  I h e  p r o d u c t i o n  f e e  f o r  oil i s  u s u a l l y  p a i d  i n  k i n d .

A l t h o u g h  t h e  n o r m  p r i c e  s y s t e m  a l l o w s  a  g a s  p r i c e  t o  b e  e s t a b l i s h e d  

t h i s  n a s  n e v e r  b e e n  d o n e .

(2) Income Tax
.. I n c c m e  t a x  i s  g o v e r n e d  b y  I h e  G e n e r a l  T a x  A c t  o f  1 9 1 1 ,  a n d  i s  

g e n e r a l l y  s p l i t  b e t w e e n  a  m u n i c i p a l  l a x  o f  2 3 9 6  a n d  a  s t a t e  t a x  o f  

2 7 . 8 9 6 .  T h e s e  t a x e s  a r e  b o U i  o a i d  l o  t h e  s t a l e  w h e r e  o f f s h o r e  

o p e r a t i o n s  a r e  c o n c e r n e d .

T h e  m a j o r  d i f f e r e n c e  is t h a l  d i v i d e n d s  p a i d  i n  a c c o r d a n c e  w i t h  t h e  

C o m p a n i e s  A c t  1 9 7 6  a r e  d e d u c t i b l e  i n  c o m p u t i n g  p r o f i t s  l o r  I h e  s t a t e  

l a x  b u t  n o t  t h e  m u n i c i p a l  t a x .  T h e  1 9 7 6  C o m p a n i e s  A c t  r e s t r i c t s  

d i v i d e n d s  b y  r e f e r e n c e  t o  r e s e r v e  f u n d  r u l e s .



A ll e x p e n s e s  i n c u r e d  i n  o r d e r  l o  o b t a i n  o r  s e c u r e  i n c o m e  a r e  t a x

deductib le .

T h u  n o r m a l  ; n c o m e  t a x  r u l e s  a r e  a m e n d e d  i n  s e v e r a l  w a y s  b y  t h e  

P e l r o l e u m  T a x  A c t  t o r  o f t s h o r e  o p e r a t i o n s :

i n c o m e  f r o m  o i l  is c o m p u t e d  u n d e r  I h e  " n o r m  p r i c e "  r u l e s

t h e r e  a r e  s e v e r a l  a d j u s t m e n t s  l o  L o o t ;  i n c o m e ,  s o m e  o f  t h e m  o n l y  

a f f e c t i n g  I h e  t i m i n g  o l  a  d e d u c t i o n .

(i) E x p l o r a t i o n  c c s l s  m a y  e i t h e r  h e  e x p e n s e d  c u r r e n t l y  o r  d e f e r r e d  

a n d  a m o r t i s e d .

E x p l o r a t i o n  c c s l s  i n c l u d e  a l l  e x p e n d i t u r e  i n c u r r e d  p r i o r  l o  a n  a r e a  

b e i n g  d e c l a r e d  c o m m e r c i a l

II I h e  c o s t s  a r e  o a p i l a l i s e d  I h e  a m o r t i s a t i o n  p e r i o d  Is  a t  I h e  

d i s c r e t i o n  o f  t h e  t a x p a y e r  b u t  a m o r t i s a t i o n  m u s t  e n d  w i t h i n  

5  y e : . r s  I r o m  t h e  r e l a t e d  l i e l d  c o m i n g  o n  s t r e a m .

I n l o r e s t  o n  l o a n s  u s e d  l o  f i n a n c e  e x p l o r a l i o n  c o s t s  m a y  s i m i l a r l y  

b e  e x p e n * '  '* ̂  i m m e d i a t e l y  o r  c a p i t a l i s e d .  T h e  d e d u c t i o n  o f  

i n i e r e s i  o n  • • m p a n y  l o a n s  i s  h o w e v e r  s u b j e c t  l o  t h i n

c a p i t a l i s a t i o n  r u l e s .

(ii) E x p l o i t a t i o n  e x p e n d i l u r e  m u s t  o e  c a p i t a l i s e d  a n d  d e p r e c i a t e d .

T n e  e x p e n d i t u r e  l o  b e  c a p i t a l i s e d  i n c l u d e s  w a g e s  o t  e m p l o y e e s  

in  d e v e l o p m e n t  w o r k  a n d  o v e i l i e a d  c o s t s .

O n s h o r e  p r o d u c t i o n  a s s e t s  a r e  d e p r e c i a t e d  o n  a  s t r a i g h t  l i n e  

b a s i s  o v e r  a  m i n i m u m  p e r i o d  o l  6  y e a r s .  T h e  d e o r e c i a t i o n  m u s t  

b e  p r o v i d e d  i n  ( h e  c o m p a n y ’s  a c c o u n t s  l o  b e  a l l o w a b l e  t o r  t a x

p u r p o s e s .

D e p r e c i a t i o n  c o m m e n c e s  w h e n  i h e  a  - s e l  c o m e s  :n l o  u s e ,  b u t  

f r o m  I h e  y e a r  o f  i n v e s t m e n t  f o r  a s s e t s  a c q u i r e d  a i . e r  1  J a n u a r y

1987.
T h e  n o r m a l  r u l e s  o f  i h e  G e n e r a l  T a x  A c t  a p p l y  t o  o n s h o r e  a s s e t s  

w h i c h  a r e  d e p * e c i a t e d  o n  a  d e c l i n i n g  b a s i s  a t  r a t e s  f r o m  2 %  l o

30%.

ti)
1 ' ' : 5

F o r  a s s e t s  a c q u i r e d  b e f o r e  1  J a n u a r y  1 9 8 7  d e p r e c i a t i o n  I s  n o t  fn

a v a i l a b l e  u n t i l  I h e  p a r t i c u l a r  l i e l d  u n d e r  d e v e l o p m e n t  b e g i n s  ,ij

p r o d u c t i o n  a n d  a c c o i  d ' n g l y  d e v e l o p m e n t  c o s t s  o f  s u c h  a  l i e l d  m  >:

c a n n o t  b e  o l f s e t  a g a i n s t  t a x a b l e  i n c o m e  f r o m  a  c u r r e n t l y  i h

p r o d u c i n g  f i e l d  u n t i l  I h e  l i e l d  c o m m e n c e s  p r o d u c l i o n .  f11

1 111
(iii) p r o d u c t i o n  c o s t s  a r e  e x p e n s e d  a s  i n c u r r e d .  >o o

(c) T h e r e  i s  n o  r e s t r i c t i o n  o n  u t i l i s a t i o n  o f  l o s s e s  f r o m  o p e r a t i o n s  o n  t h e  M  []1
c o n t i n e n t a l  s h e l f  a g a i n s t  p r o f i t s  I r o m  o t h e r  a c t i v i l i e s .  H o w e v e r .  £  0

b e c a u s e  I h e  s p e c i a l  | ) e l r o l e u m  t a x  i s  a s s e s s e d  o n  t h e  s a m e  b a s i s  a s  o i  ib

i n c o m e  t a x ,  it i s  u s u a l l y  p r e f e r a b l e  t o  c a r r y  o f f s h o r e  l o s s e s  f o r w a r d .  113 o

T h e r e  i s  a  m a x i m u m  1 5  y e a r  l o s s  c a r r y  f o r w a r d  b u t  I h e  M i n i s t r y  o f  

F i n a n c e  h a s  p o w e r  l o  e x t e n d  t h e  p e r i o d .  I E  s
cu r

L o s s e s  m a y  b e  c a r r i e d  b a c k w a r d s  ( o r  t w o  y e a r s  it a n  a c t i v i t y  c e a s e s .  ~  In

T| I'll
O n t y  5 0 %  o f  l o s s e s  f r o m  a c t i v i l i e s  n o t  c a r r i e d  o u t  o n  I h e  c o n t i n e n t a l  J *  U'

s h e l f  m a y  b e  s e t  o i l  a g a i n s t  p r o f i t s  f r o m  c o n t i n e n & l  s h e l f  a c t i v i l i e s . £71
m

(3) Special Petroleum Tax ^  (',j
I n t r o d u c e d  b y  S e c t i o n  5  o f  t h e  1 9 7 5  P e t r o l e u m  T a x  A c L

. mi 
m r>

C h a r g e d  a t  t h e  r a t e  o f  3 0 %  ( 2 5 %  p r i o r  t o  1 9 8 0 )  o n  t h o s e  v / h o  5

p r o d u c e  o r  I r a n s p o r t  p e t r o l e u m  t h r o u g h  p i p e f m e s .

T h e  s p e c i a l  l a x  i s  a s s e s s e d  o n  t h e  s a m e  b a s i s  a s  i n c o m e  l a x  w i l h  I h e  

f o l l o w i n g  e x c e p t i o n s :

(a) n o  d i v i d e n d  d e d u c t i o n

( b >  l o s s e s  I r o m  o l h e r  a c t i v i t i e s  a r e  n o t  d e d u c t i b l e

i*ji—
-ln(c) a  s p e c i a l  d e d u c t i o n  i s  a l l o w e d .  0

10 -) 10 h-
10i-»
-a

F o r  f i e l d s  w h o s e  d e v e l o p m e n t  p l a n  w a s  a c c e p t e d  b e f o r e  1 J a n u a r y  

1 9 8 7  I h i s  d e d u c t i o n  c o n s i s t s  o f  a n  u p l i l l  c o m p r i s i n g  a n  a n n u a l  

d e d u c t i o n  o l  6 * / i %  o l  I h e  u p l i l l  b a s e .  A n  a s s e l  r e m a i n s  i n  t h e  u p l i f t  

b a s e  l o r  1 5  y e a r s ,  g i v i n g  t o t a l  u p l i f t  o f  1 0 0 % .  A n  i n d i v i d u a l  a s s e t  u i

e n t e r s  t h e  b a s e  i n  I h e  y e a r  f o l l o w i n g  ils first d e p r e c i a t i o n .  If a  l i a l d  - i
d o e s  n o t  p r o d u c e  f o r  t h e  1 5  y e a r s  r e q u i r e d  t o  o b t a i n  1 0 0 9 6  u p l i f t  I h e  

u p l i f t  r a t e  m a y  b e  a d j u s t e d .

y

P i p e l i n e  u p l i l l  m a y ,  if I h e  p i p e l i n e  i s  o w n e d  b y  a  s e p a r a t e  c o m p a n y  b

a n d  I h e  u p l i l l  e x c e e d s  I h e  a s s e s s a b l e  profit, b e  a l l o c a t e d  a m o n g s l  " J h

t h e  p i p e l i n e  u s e r s  l o  t h e  e x t e n l  o l  I h e  e x c e s s .  JJj

io-l
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Prior lo 1980 up lifl w a s 1096 pa o ve r 15 yea rs .

F o r  l i e l d s  w ^ o s e  d e v e l o p m e n t  p l a n  w a s  a c c e p t e d  a l t e r  1 J a n u a r y  

1 9 8 7  n o  u p l i i t  t ' n  b e  c l a i m e d .  S p e c i a l  l a x  i s  c a l c u l a t e d  o n  I h e  n e l  

i n c o m e  l h a l  e x c  e d s  a  " p r o d u c l i o n  g r n n f .  F o r  1 9 8 7  I h e  p r o c u c l i o n  

g r u n t  is s e t  a l  1 5 s  o f  i h e  v a l u e  o l  p r o d u c e d  p e t r o l e u m  ( l o r  oil b a s e d  

o n  n o r m  p r i c e s ) .

- n ta n d Paym e n t P ro c e d u re s

I n c o m e  l a x  a n d  I h e  s p e c i a l  p e t r o l e u m  l a x  a r e  a s s e s s e d  b y  a  s p e c i a l

A s s e s s m e n t  B o a r d .

A  r o l i r r n  o f  i n c o m e  l o r  I h e  p r e c e d i n g  c a l e n d a r  y e a r  i s  s u b m i t t e d  t o  

I h e  O i l  T a x a t i o n  O f f i c e  b y  1 A p r i l .  T h e  O i l  T a x a t i o n  O l f i c e  m a k e s  a  

r e c o m m e n d a t i o n  l o  H i e  A s s e s s m e n t  B o a r d .  T h e  r e c o m m e n d a t i o n  Is 

p r e s e n t e d  l o  t h e  c o m p a n y  l o r  c o m m e n t s .  A l t e r  c o n s i d e r a t i o n  o l  I h e  

c o m p a n y ' s  c o m m e n t s  a n d  a n y  l i n l h e r  i n f o r m a t i o n  r e q u e s t e c  ( h e  

A s s e s s m e n t  B o a r d  r a i s e s  a n  a s s e s s m e n t  i n  I h e  a u t u m n  o l  li e  

a s s e s s m e n t  y e a r .

A n y  a p p e a l  m u s t  b e  l o d g e d  w i l h i n  3  w e e k s ,  a l l h o u g h  i n  p r a c t i c e  a  

p r e l i m i n a r y  a p p e a l  s l a t i n g  t h e  i t e m s  s u b j e c t  t o  a p p e a l  i s  a c c e p t e d .  A  

; full a p p e a l  i s  s u b s e q u e n t l y  p r e p a r e d .

A n y  c o u r t  p r o c e e d i n g s  m u s t  b e  c o m m e n c e d  w i t h i n  6  rr o n t h s  o l  I h e  

d e t e r m i n a t i o n  o t  I h e  a p p e a l .

P a y m e n t  o f  I h e  i n c o m e  t a x  a n d  s p e c i a l  p e t r o l e u m  t a x  i s  i n  t w o  

i n s t a l m e n t s ,  b a s e d  o n  a  p r e l i m i n a r y  e s t i m a t e  o l  i n c o m e  p r o v i d e d  t o  

i h e  O i l  T a x a t i o n  O l l i c e  i n  A u g u s t  o !  t h e  y e a r  i n  q u e s t i o n .  T h e  

i n s t a l m e n t s  a r e  p a y a b l e  i n  O c t o b e r  a n d  t h e  f o l l o w i n g  A p r i l  a n d  a r e  

b a s e d  o n  a  p r e l i m i n a r y  a s s e s s m e n t .

A n y  b a l a n c e  o ?  t a x  d u e  o r  r e f u n d  i s  p a i d  a f t e r  t h e  i s s u e  o l  t h e  f i n a l  

a s s e s s m e n t  I n t e r e s t  i s  p a y a b l e  o r  r e c e i v a b l e  a s  t h e  c a s e  m a y  b e .

,nent

N o r w a y  h a s  d e c i d e d  n o l  l o  a l l o w  t a x  d e d u c t i o n s  f o r  a b a n d o n m e n t  

; p r o v i s i o n s  o r  a c t u a l  c o s t s  b u l  h a s  p r o p o s e d  a  s y s t e m  o l  G o v e r n m e n t  

g r a m s ,  w h i c h  w i l l  n o t  b e  t a x a b l e .  T h e  g r a n t  w i l l  b e  n e g o l i a l e c  o n  a  

f i e l d  b y  f i e l d  b a s i s .  It is  i n t e n d e d  t h a t  t h e  g r a n t  w i l l  a p p r o x i m a t e  t h e  

l e v e l  o l  l a x  r e l i e f  l h a l  w o u l d  h a v e  b e e n  o b t a i n e d  it a  d e d u c t i o n  l o r  

a b a n d o n m e n t  c o s l s  w a s  a l l o w e d .  y'~
i il

T h i n  C a p i t a l i s a t i o n

I n t e r e s t  c o s t s  a r e  d e d u c t i b l e  l o r  b o t h  i n c o m e  t a x  a n d  s p e c i a l  

p e l r o l e u m  t a x  b u l  t h e  O i l  T a x a t i o n  B o a r d  h a s  l a i d  d o w n  r u l e s  o n  b o t h  

d e b t / e q u i t y  r a t i o s  a n d  i n t e r e s t  r a l e s .  T h e  m a i n  r u l e  o n  d e b t  e q u i t y  

r a t i o s  is:

( a )  E x p l o r a t i o n  p h a s e  -  1 0 0 9 6  e q u i t y  r e q u i r e d

( b )  D e v e l o p m e n t  p h a s e  -  2 0 9 6  e q u i t y  r e q u i r e d

( c )  P r o d u c t i o n  p h a s e  -  1 0 0 9 6  d e b t  a l l o w e d .

F u r t h e r  t h e  i n t e r e s t  r a t e  m u s t  n o t  e x c e e d  m a r k e t  r a t e .

T f i e  a b o v e  r e s t r i c t i o n s  w i l l  a p p l y  if d e b t  i s  o b l a i n e d  f r o m  a n  a f f i l i a t e d  

c o m p a n y  o r  i s  g u a r a n t e e d  b y  a n  a f f i l i a t e d  c o m p a n y .  T h e  d e b t / e q u i t y  

r e s t r i c t i o n s  w i l l  g e n e r a l l y  n o l  a p p l y  if I h e  b o r r o w e r  ( l i c e n s e e )  h a s  

o i l i e r  l i c e n c e s  l h a l  a r e  o n - s l r e a m ,  t h u s  g e n e r a t i n g  i n c o m e  s u f f i c i e n l  

t o  p a y  a  h i g h e r  p e r c e n t a g e  o t  l o a n  f i n a n c i n g .

R e s e a r c h  a n d  D e v e l o p m e n t

A s  a  c o n d i l i o n  o f  o b t a i n i n g  n e w  l i c e n c e s  oil c o m p a n i e s  h a v e  o f t e n  

! m a d e  p a y m e n t s  t o  N o r w e g i a n  c o m p a n i e s  f o r  r e s e a r c h  a n d  

d e v e l o p m e n t  p r o j e c l s .  T h e  l a x  t r e a l m e n l  o l t h e s e  p a y m e n t s  h a s  

v a r i e d .  I n  1 9 8 4  it w a s  a c c e p t e d  t h a t  s u c h  c o n t r i b u t i o n s  c o u l d  b e  

e x p e n s e d  i m m e d i a t e l y  t o r  b o t h  i n c o m e  l a x  a n d  s p e c i a l  l a x  p u r p o s e s .  

1  f i e  G o v e r n m e n t  h a s  s i n c e  d e c i d e d  l h a l  t h e  c o n t r i b u t i o n s  c a n n o t  b e  

d e d u c t e d  a g a i n s t  o l l s h o r e  i n c o m e  t o r  s p e c i a l  l a x  p u r p o s e s .i

E k o f i s k  W a t e r f l o o d  P r o j e c t

I n  1 9 8 3  a  s p e c i a l  l a w  w a s  p a s s e d  t o  i m p r o v e  I h e  e c o n o m i c s  o l  t h i s  

p a r t i c u l a r  a n d  o t h e r  w a t e r f l o o d  p r o j e c t s .  T h e  G o v e r n m e n t  a c c e p t e d  

t h a t  I h e  p r o j e c t  w a s  n o t  v i a b l e  w i t h o u t  s p e c i a l  i n c e n t i v e s  a n d  it is 

e x p e c t e d  t h a t  t h i s  m a y  b e  a  f o r e r u n n e r  o f  f u t u r e  i n c e n t i v e s  g r a n t e d  

o n  a  c a s e  b y  c a s e  b a s i s .

( 4 )  C a p i t a l  T a x e s

C a p i t a l  t a x e s  a r e  p a i d  b y  N o r w e g i a n  c o r p o r a t i o n s  a l  0 . 3 9 6  ( 1 9 8 7 )  o f  

n e l  w o r t h .

M e t  w o r t l i  i s  a r r i v e d  a t  b y  d e d u c t i n g  a ll d e b t  ( e x c l u d i n g  i n c o m e  t a x )  

f r o m  a s s e t s .  A s s e t s  a r e  n o r m a l l y  v a l u e d  a l  b o o k  v a l u e .  C a p i t a l i z e d  

e x p l o r a t i o n  c o s t s  a r e  e x c l u d e d .  D e p r e c i a b l e  a s s e t s  u s e d  i n  

p e t r o l e u m  p r o d u c t i o n  o r  p i p e l i n e  t r a n s p o r t a t i o n  a r e  v a l u e d  a l  b o o k  

v a l u e  e x c l u d i n g  c a p i t a l i z e d  i n l e r e s l  a n d  e x c h a n g e  l o s s e s .  O t h e r  p l a n t  

a n d  m a c h i n e r y  is  u s u a l l y  a c c e p t e d  a t  t > o o k  v a l u e  e x c e p t  o n s h o r e  

r e a l  p r o p e r t y  l o r  w h i c h  s e p a r a t e  l a x  v a l u e s  e x i s l .
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O i l  s l o c k s  a r e  v a l u e d  e i t h e r  a t  t o o k  v a l u e  ( c o s l  o f  p r o d u c l i o n )  o r  a t  

n o r m  p r i c e  if t h e y  h a v e  b e e n  I r a n s p o r l e d  b e y o n d  I h e  n o r m  p r i c e  

p o i n t

A n  i n d i v i d u a l  r e s i d e n t  o r  d o m i c i l e d  i n  N o r w a y  i s  t a x e d  o n  w o r l d w i d e  

. i n c o m e .  N o n  r e s i d e n t s  a r e  t a x e d  o n  i n c o m e  I r o m  N o r w e g i a n  

s o u r c e s .  T h i s  i n c l u d e s  e a r n i n g s  I r o m  e m p l o y m e n t  i n  t h e  N o r w e g i a n  

s e c t o r  o '  h e  N o r t h  S e a .

T h e r e  a r e  b o t h  s t a l e  a n d  m u n i c i p a l  t a x e s .  S l a : e  t a x e s  a r e  l e v i e d  a t  

r a t e s  u p  t o  3 4 1 6  o r i  n e t  i n c o m e  e x c e e d i n g  N o K  2 1 5 , 0 0 0  

( N o K  2 5 8 , 0 0 0  f o r  i n d i v i d u a l s  w i l h  d e p e n d e n t s ) .

M u n i c i p a l  t a x e s  a r e  l e v i e d  a t  2 5 * 9 6  a n d  n o t  d e d u c t i b l e  f o r  s l a t e  t a x  

p u r p o s e s .  M o s t  b e n e f i t s  i n  k i n d  a r e  t a x e d .

S o c i a l  s e c u r i t y  p r e m i u m s  a r e  c n a r g e d  a t  1 1 . 4 9 6  o l  g r o s s  i n c o m e  f r o m  

i n d i v i d u a l s ,  p l u s  1 7 . 1 9 b  I r o m  e m o l o y e r s .

i h e  l a x  y e - a r  f o l l o w s  I h e  c a l e n d a r  y e a r  a n d  r e t u r n s  m u s t  b e  s u b m i t t e d  

b y  3 1  J a n u a r y  o l  t h e  f o l l o w i n g  y e a r .

J

V a l u e d  a d d e d  t a x  is  c h a r g e d  o n  m o s t  g o o d s  a n d  s e r v i c e s  s u p p l i e d  

i n  N o r w a y  a t  2 0 9 b .  F o r  c o n t i n e n t a l  s h e l l  a c t i v i t i e s  t h e  V A T  i s  z e r o  

r a l e d .

3  P S C A L  R E G I M E  -  I N D I V I D U A L S

4  F I S C A L  R E G I M E  -  O T H E R

C u s t o m s  a n d  E x c i s e  r i u l i e . j r e  p a y a b l e .
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paras. 1-2

(a) two months after the end of the chargeable period for which

the assessment was made; or

(b ) the date on which it was paid, 

whichever is the later, until repayment(a))(b).

S C H E D U L E  3

P E T R O L E U M  R E V E N U E  T A X :  M I S C E L L A N E O U S  P R O V I S I O N S

Definition o f sale o f oil at arm’s length

1.— (1) For the purposes of this Part of this Act a sale of any oil is a 

sale at a r m ’s length if, but only if, the following conditions arc satisfied 

with respect to the contract of sale, that is to say—

• (a) the contract price is the sole consideration for the sale;
(b ) the terms of the sale are not affected by any commercial

relationship (other than that created by the contract itseil) 

between the seller or any person connected with the seller 

and the buyer or any person connected with the buyer; and

(c) neither the seller nor any person connected with him has,

directly or indirectly, any interest in the subsequent resale 

or disposal of the oil or any product derived therefrom.

(2) Section 533 of the Taxes Act (connected persons) shall apply for 

the purpflscs of the preceding sub-paragraph.

Definition of market value o f oil

2.— (I) For the purposes of this Part of this Act the market value of 

any oil shall be ascertained in accordance with this paragraph; and in 

this paragraph the time as at which market value is to be ascertained is 

referred to as "the relevant time” (c).

(2y/Subjcct to the following provisions of this paragraph, the market 

value of any oil at the relevant time is the price at which the oil could 

have been sold to a willing buyer at that time in a sale at arm's length 

under a contract of sale m a d e  at that time and satisfying the following 

conditions, that is to say—

(a) the contract requires the oil to have been subjected to

appropriate initial treatment before delivery;

(b ) the contract requires the oil to be delivered— /

(a) I980(P) s. 2 in relation lo tax charged for any period ending on or after 31 
December 1979. Originally "from four months after the end of the chargeable 
period for which the assessment was made until repayment".
(b) See 1982 s. 139(6) and Sch. 19 para. 13(5) in respect of repayments due in 

respect of the chargeable period ending on 30 June 1983.
(c) See-

1982 s. 134 and Sch. IS—alternative valuatii.,1 of ethane used for petro­
chemical purposes.

1986 s. 109—alternative valuation of light gases where an election is made 
under 1986 s. 109 and accepted by the hoard.

Section 1.
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O il. TAXATION ACT 1975

(i) in the case of oil extracted <0 the United Kingdom, 
at the place of extraction; or

(ii) in the case of oil extracted from stf&$ in the sea bed 

and subsoil of the territorial sea of (lie United kf.«edom or 

of a designated area, at the place in the United Kiityjoni 

at which the seller could reasonably be expected 10 g, ' if 
it or, if there is more than one such place, the one nearest 

to the place of extraction;

(c) in the case of oil whose market value falls to be ascertained 

as at a particular time for the purposes of paragraph (6) 

of section 2(4) or paragraph (d )  of section 2(5) of this Act 

or, subject to sub-paragraph (3) below, under paragraph 3 

below for the purposes of paragraph (&) or (c) of the said 

section 2(5), the contract is for the sale o f the w h o le 

quantity of oil whose market valua-falk. m  He ncrrrpinVH 

as at that time for the purposes of the paragraph in 

question, and of no other oil |and, lor the avoidance of 

doubt, it is hereby declared that the terms as to payment 

which are to be implied in the contract shall be those which 

are customarily contained in contracts for the sale at arm's 

length of oil of the kind in qucstion(a)).

(3) If oil whose market value falls to be ascertained as at a particular 

time under paragraph 3 below for the purposes of paragraph (b ) of the 

said section 2(5) was not_al1 disposed of to the sail/ pert-on. then the 

market value at that time of so m u c h  oJLiAat^il-as^as^ispilaarl of to

•jn y une pci sou siialt~be ascertaineJlnaccordance wit If sub-paragf2}>b$

(1) and (2) above as if that were the only oil whose marked value fell to 

be ascertained as at that time for those purposes (with sub-paragraph

(2)(b) above applying accordingly). ■*. •: :•

[(3A) Where all or any of the oil whose market value falfo to be 

ascertained in accordance with sub-paragraphs (1) and (2) above ha* been 

subjected to initial treatment before being disposed of or relevantly 

appropriated, the appropriate initial treatment referred to in sub- 

paragraph (2)(ff) above shall, as respects that oil, include the whole of 

that treatment(b).]

(4) The provisions of sub-paragraphs (2) and (3) above shall apply for 

the ascertainment of the market value of oil in any case mentioned in 

paragraph 2(2) of Schedule 2 to this Act as they apply in relation to the 

corresponding case mentioned in those provisions.

[2A.— (1) Paragraph 2 above shall have effect in accordance with this 

paragraph where the oil whose market value falls to be ascertained at

(h; 19S0 s. 109(6) in relation to chargeable periods ending after 31 Dree other 
1979.

(a) 1983 s. 38.
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any time in accordance with sub-paragraphs (1) and (2) of that paragraph, 

or in accordance with those sub-paragraphs as modified by sub-paragraph 

(3) of that paragraph, consists of or includes gas(a).

(2) Sub-paragraph (2)(o) of paragraph 2 above shall not apply to so 

much of the oil as consists of gas unless—

(a) it has been subjected to initial treatment before being disposed

of or relevantly appropriated; or

(b ) it has, after being disposed of or relevantly appropriated,

been subjected to initial treatment by or on behalf of the 

participator in question or by or on behalf of a person w h o  

is connected with him within the meaning of section 533 of 

the Taxes Act;

and where oil consisting of gas has, whether before or after being 

disposed of or relevantly appropriated, been subjected to initial treatment 

by or on behalf of the participator in question or by or on behalf of a 

person w h o  is connected with him as aforesaid die appropriate initial 

tteafipent referred to in sub-paragraph (2)(a) of paragraph 2 above shall 

include (lie treatment to which it has been so suhjsstcd.

(3) Where the initial treatment mentioned in sub-paragraph (2) above 

includes treatment in order to separate gas of one or more kinds which are 

transported and sold in normal commercial practice, the markel value of 

the gas of each such kind which is separated shall be ascertained in 

accordance with sub-paragraphs (1) and (2) of paragraph 2 as if that were 

the only oil whose market value fell to be ascertained at the lime in 

question (with sub-paragraphs (2)(6) of paragraph 2 applying accordingly).

(4) Where the oil consists of or includes natural gas within the meaning 

of the Energy Act 1976, it shall be assumed for the purposes of paragraph 

2-
((c) that any authorisation granted under section 7 or 8 of the 

Gas Act 1986 for the supply or the gas under the contract 

mentioned in sub-paragraph (2) of that paragraph; and

(b ) that no authorisation is required under those sections for the 

supply of the gas under that contract if no such

(a) See—
1982 s. 134 and Sch. 18—alternat'd valuation of ethane used for petro­

chemical purposes.
1986 s. 109—alternative situation of light gases where an election is made 

under 1986 s. 100 and accepted by the Board. .

para.2A

1976 c.76. 

19S6 c.44.
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A g g r e g a t e  m a r k e t  v a l u e  o f  o i l  f o r  p u r p o s e s  o f  s e c t i o n  2(5)

3.— (I) For the purposes of subsection (5) of section 2 of this Act the 

.aggregate market value of any oil falling within paragraph (6) or (c) of 
that subsection shall be arrived al by ascertaining, for each calendar 

month in the chargenhle period in question, the market vaiue at the 

material lime of so much, if any, of that oil as wa s—

( a )  in the case of oil falling within the said paragraph { b ) , delivered 

as there mentioned in lhal monlh;

(i>) in the case of oil falling within the said paragraph (c), 

appropriated as there mentioned in that month, 

and, in either case, aggregating the market values so asccrtaincd(c).

(2) In this paragraph and elsewhere I..' this Part of this Act "calendar 

mo nth " (where those words are used) means a monlh of the calendar 

year, and "the material time", in relation lo a calendar month, means 

noon on the relevant day, that is to say—

(a) for a month containing an odd number of days, the middle 

day of the month;

{ b )  for a month containing an even number of days, the last day 

of the first half of the month.

au tho risa tion  is required fo r  the supp ly o f  the gas (n ))(l> ),]

O i l  d e l i v e r e d  i n  p l a c e  o f  r o y a l t i e s  t o  b e  d i s r e g a r d e d  f o r  

c e r t a i n  p u r p o s e s  ■

4. Oil delivered to the Secretary of State under the terms of a licence 

granted under the Petroleum (Production) Act 1934 shall be disregarded 

for the purposes of section 2(5) of this Act and for the purposes of the 

references in section 8(3) and (4) of this Act to a participator’s share of 

the oil w o n  and saved from an oil field in a chargeable period.

(a) Gas Act 19S6 (c.44) s. 67(1) onrfSch. 7 para. 20 from a date to be appointed 
by the Secretary of State. Previously "(a) that any consent given under (section 
29 of the Gas Act I972(ax)] for the supply or usefbx) of the gas appILs to th 
supply of the gas under the contract mentioned in sub-paragraph (2) of that 
paragraph and to the use of the gas supplied under rV(bx); and [b) that no consent 
is required under [that scction(ax)] for that supply or usefbx) if no such consent 
would be required if that contract were in fact made by the participator in 
question.”
(b) 1980 s. 109(7) in relation lo chargeable periods ending after 31 December 

1979.
(c) See—

1982 s. 134 and Sch. 18— alternc ? valuation of ethane used for petro­
chemical purposes.

1986 s. 109— alternative valuation of light gases where an election is made 
under 1986 s. 109 and accepted by the Board.

(ax) Oil a.td Gas (Enterprise) Act 1982 (c. 23) s. 37 end Sch. 3 para. 2? and 
S.I. 1982 Mo. 1059 (C. 32) with effect on iS August 1982. Previously "section 8 
or 9 of that Act" and "those sections".
(bx) Repealed by 'he Oii and Gas (Enterprise) Act 1982 (c. 23) s. 37 and Schs. 3 

para. 22 and 4 and S.l. 19S2 No. 1059 (C. 33) with effect on 18 August 1982.
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M E M O R A N D U M

T O : Hugh Malone
Commissionei , Department of Revenue

A T T N : James Rhode
Special Assistant to the Commissioner

FROM: Roger Marks 
Petroleum Economist

February 23, 1988

SUBJECT: North Sea Taxation Structure

Pursuant to your request, we have compiled a synopsis of the petroleum 
taxation structure for Great Britain and Norway. As these structures have been 
subject to frequent modification, for simplicity we have only described the 
current structure, given the best information available to us.

Great Britain

Petroleum rights accrue to the government through the Petroleum Production Act 
of 1934. The Continental Shelf Act of 1964 grants jurisdiction over the 
continental shelf. Licenses to explore and produce are granted through 
periodic licensing rounds. Awards are made by discretion, with technical and 
financial attributes, as well as contributions to the economy as criteria.

The Oil Taxation Act of 1975 provides the basis of taxation. There are three 
main taxes: royalties, the Petroleum Revenue Tax (PRT), and corporate income 
taxes.

Royalties are at a one-eighth rate, but applied to different bases. In the 
first licensing rounds they applied to gross revenue at the wellhead, which is 
the landed value less transportation and initial treatment expenses. In later 
licensing rounds they were based on the landed price. Properties leased since
1982 have had no royalties.

The PRT is a tax on profits, and is levied field by field in the North Sea. 
Currently the tax has a 75% rate applied to a base of gross revenues minus 
allowances. The allowances include accrued field losses, operating costs, 
royalties, exploration costs, and an “uplift" allowance of 35% (or 135% of 
capital costs). The uplift is restricted to expenditures incurred up to the 
time of payout, including the uplift. An accumulated five million tons is 
exempt from the tax, with a maximum of O.-5-million tons in any one-year; Since
1983 new field' get an accumulated 10 million ton exemption with a maximum of 
1 million tons a year.



If gross profits for a field are less than 15% of the accumulated field 
investment the PRT is zero. There is a maximum PRT of 80% of the excess of 
gross^profits over 15% of the field investment.

Since 1987 the producer has had the option to utilize a crossfield allowance, 
where 10% of the development costs prior to payback can be applied against the 
PRT income from other fields. No uplift is available on the expenditure to 
which the allowance relates.

Research and development costs not related to specific fields can be deducted- 
from PRT income after three years.

Petroleum is subject to normal corporate income taxes. In 1974 a "one way ring 
fence" was established around the North Sea, where losses and capital 
allowances outside could not be set against income within, but losses within 
could be set against outside income.

The corporate tax rate is currently 35%. Exploration and development drilling 
costs can be expensed. Other deductions include losses, operating costs, 
interest, royalties, the PRT, and depreciation, figured on a 25% declining 
balance basis.

Norway's structure is similar to Britain's. Mineral rights are vested in the 
Crown and licensing is done bv riiscrptinn. Thprp arp thrpp main taxps: the

Royalties are part of the license. The base is gross revenues at the 
production area point of shipment. The rate is 10% for licenses granted prior 
to 1973, and since then a sliding scale -oyalty has i^en applied, with rates 
from 8% tp 16% as products goes from under 40 000 barrels per day up to 
over 350,000 barrels per day. The rates apply to total production from the 
field, not increments. The royalty is zero for fields licensed since 1986.

There are two similarly structured income taxes, a national income tax and a 
municipal tax. For petroleum, the latter is collected and utilized by the 
central government. The rates are 27.8% and 23%, respectively.

Exploration costs, license fees , and royalties are allowable deductions. 
Depreciation is figured on a six year straight line basis, commensurate with 
the expenditure.

Deficits accumulating over the previous 25 years are deductible as losses. The 
deduction in any year is limited to one-third - the total deficit in the 
previous 15 years, so that total deductions are distributed over a minimum of 
three years.

Only 50% of the losses from other-activities-in Norway can-be deducted-from---
petroleum income. There are no restrictions in setting petroleum losses 
against other income.

Norway

royalty, corporate income



The Special Tax applies to offshore operations only. It is not deductible for 
income taxes.

The tax currently has a 30% rate. Its base is the sa. ' as for the income tax, 
except there an additional special allowance of 6-2/3% of the value of 
capital expenditures (historical cost) (not including exploratory expenses) 
brought into use during the previous 15 years. For fields licensed since 1986 
there is a 15% volume allowance.



S t a t e  o f  A l a s k a  
D e p o r t m e n t  o f  R e v e n u e  

O i l  a n d  G a s  A u d i t  D i v i s i o n

M E M O R A N D U M
T o :  Hugh  M a l o n e ,  C o m m i s s i o n e r

T h r u :  W i l l i a m  F l o e r c h i n g e r , D i r e c t o r

F r o m :  C h a r l e s  L o g s d o n ,  P e t r o l e u m  E c o n o m i s t  c U

D a t e :  A p r i l  2 5 ,  1 9 8 8

S u b j e c t :  T h e  P e t r o l e u m  T a x  S t r u c t u r e  o f  t h e  U n i t e d  K i n g d o m
a n d  N o r w a y

T h e  a t t a c h e d  i n f o r m a t i o n  c o n t a i n s  g e n e r a l  a n d  d e t a i l e d  
i n f o r m a t i o n  a b o u t  t h e  t a x  s t r u c t u r e s  o f  U n i t e d  K i n g d o m  a n d  
N o r w a y .  R o g e r  h a s  d r a f t e d  a v e r y  s h o r t  s u m m a r y  o f  t h e  tw o  
f i s c a l  r e g i m e s .  W h a t  f o l l o w s  i s  my own b r i e f  s u m m a r y  o f  
o f  t h e  v a l u e  i s s u e  w h i c h  h a s  a s i m i l a r  c o n t e x t  t o  t h a t  we 
f a c e  h e r e  i n  A l a s k a .

UN ITED  KINGDOM

O i l  R e v e n u e  S o u r c e :

1 .  R o y a l t y
2 .  P e t r o l e u m  R e v e n u e  T a x  

( T a x  o n  p r o d u c t i o n  p r o f i t )
3 .  C o r p o r a t e  I n c o m e  T a x  

( T a x  on  t r a d i n g  p r o f i t )

V a l u e  o f  P r o d u c t i o n :

1 .  A rm s  l e n g t h  s a l e s  o r  m a r x e t  
v a l u e .

2 .  M a r k e t  v a l u e  - e v i d e n t i a l  
b a s e  o f  c o m p a r a b l e  a r m ’ s 
l e n g t h  s a l e s

3 .  M a r k e t  v a l u e  * a t  t i m e  o f  
d e l i v e r y .  C o n t r a c t s  f o r  
d e l i v e r y  i n  v a l u a t i o n  m o n t h  
s t a r t i n g  1 s t  d a y  o f  m o n t h  
p r e c e d i n g  d e l i v e r y  a n d  e n d i n g  
o n  m i d d l e  d a y  o f  m o n t h  o f  
d e l i v e r y .

4 .  B o n a f i d e  " 3 r d  p a r t y "  a c c e p t a b l e  
r a t h e r  t h a n  c a l c u l a t e d  m a r k e t  
v a l u e .  S e e  B r e n t  B l e n d  E x e m p t i o n

NORWAY

1 .  P r o d u c t i o n  F e e  ( R o y a l t y )
2 .  I n c o m e  T a x
3 .  S p e c i a l  P e t r o l e u m  T a x  

( +  o f f s h o r e  i n c o m e  t a x )
4 .  C a p i t a l  T a x

1 .  N o rm  p r i c e .  P r i c e  f i x e d  
b y  a p r i c e  b o a r d  
q u a r t e r l y  b a s e d  o n  an  
a s s e s s m e n t  o f  w h a t  p r i c e  
w o u l d  c h a r a c t e r i z e  
" i n d e p e n d e n t  p a r t i e s  i n  

a f r e e  m a r k e t "





-am-----------------------------------------------
i) U n i t e d  K in g d o m
i th e  U n i te d  K in g d o m  p e t r o l e u m  r i g h t s  a r e  v e s t e d  in  th e  
/vernm ent by the P e tro leum  (Production) Act of 1934, which was 
itended to th e  U .K. C on tinen ta l  She lf  by the C on t in en ta l  She lf  Act 
i 1964. The g re a t  bu lk  of pe tro leum  exp lo ita tion  ac t iv i ty  is offshore, 
irencos to explore for and produce pe tro leum  a re  aw arded  th rough  
: indie licence rounds, of which th e re  have been 10 to date . Blocs 
ive u sua l ly  been  aw a rd ed  by a d is c r e t io n a ry  sy s te m ,  th ough  a 

j unbe r  h ave  been a w a rd ed  by com pe ti t iv e  c a sh -b o n u s  b id d in g ,  
nder the d isc re t ionary  sys tem , bids a re  assessed  a g a in s t  a  n um be r  of 
ileria which em phasize  the  technical and  f inanc ia l competence of 

applican ts  and th e i r  con tr ibu tion  to the U .K . economy. O ver the 
:.irs g re a te r  a t ten t io n  has  been paid to such c r i te r i a  as  the ba lance  of 
lymcnts, the f o w t h  of indus try  and em ploym ent,  and  the  promotion 
research and  deve lopm en t work in the U n ited  K ingdom.

Specia l t a x a t i o n  o f p e t r o l e u m  e x p lo i t a t i o n  in  th e  U n i te d  
ingdom dates  to 1975, when the  Oil T axa tion  Act was passed. Th is  

' i ensured  th a t  th ree  d iffe ren t taxes would be imposed on N or th  Sea 
I exploitation. The f i r s t  was the trad i t iona l  roya lty  which accrued to 
u s ta te  in th e  U nited  K ingdom as  land lo rd , th e  second was th e  
iro leum  Revenue T a j^ -and th e  th ird  was no rm a l co rpora tion  tax.

The trad it iona l R oya lty ;ra te  is 1 2 } per cent, b u t  th e  e ffec tive 
valty depends on the base to which the r a te  is applied. In the f irs t  
ir licensing rounds the base was gross revenues  a t  the w ellhead ; 
is was ca lcu la ted from landed  v a lu e s  less  t r a n s p o r t  an d  in i t ia l  
u tm cn t costs! The TTTK. In land  Revenue in p rac t ice  a l low ed  as  
factions from the landed price not only t r a n sp o r t  costs from the  
Ids in the N or th  Sea bu t also around  70 per c e n t  o f  p roduc t ion  

| .iform costs, r ep re sen t ing  necessa ry  in itia l t r e a tm e n t  costs. Given 
• m agn itude  of these costs, the  effective roya lty  as  a  proportion  of 
: landed price could be reduced s ign if ican tly  below 1 2 |  per cent,
■ »in the Fifth L icensing Round onwards , the  >ase for the royulty  has 
n changed , becoming 12^ nor cen t of th e  landed price. In the 1983 
iget u m ajor concession w as made to s t im u la te deve lopm en t of new 
ids: for fields for which deve lopm en t approval is g iven from April 1, 
i2 , the royalty  is abolished: th is  concession does no t apply to fields 
ihe sou th e rn  bas in  (which have all been found to be gas, to date)
I to onshore ac tiv ities .

The Oil T axa tion  A £Lof1975 introduced the P e tro leum  Revenue 
.. (PRT) as  a sp ec i^Q ax  jdn profits from N or th  Sea oil exploita tion , 
is tax is levied on a TTelcl-by-field basis. T he  o r ig ina l r a te  of tax  was 
per cent, and  the base was gross revenues  m inu s  th e  su m  of a

■ liber of allowances. The allowances w ere  ac c ru ed  fie ld  losses , 
ra t ing  costs, royalties , 175 per cen t of the m a in  field cap ita l  costs,

Id-related explora t ion  costs, and an  oil a l low ance equa l to th e  value

•  ;-------------------
of 1 0  m illion tons of oil (with no more th an  1 m illion tons eligible for
use  as an  allowance in any  one year). I n t e r e s t  on loans  w as no t
allowed as  a deduction, and as  com pensation  for th is  the so -cal led  'id*.
"uplift"  cr 75 per cen t of cap ital expend itu re  was in troduced . T he
cap ita l  allowance deduction was allowed on a loO per  cen t f irs t-year
basis.

Tlie-Uplift and  o i l j i l low ances were d e s igned  to give p a r t icu la r  
h elp to sm a ll  and  less profitable fields. F u r th e r  help was provided by 
the  safeguard  and tape r ing  (or annua l  limit) provis ions . In b road  
te rm s  these s ta te  th a t  if gross profits in any  y ea r  a re  less th an  30 per 
c e r t  of accum ula ted  field inves tm en t,  the PRT becomes zero; and the 
m ax im um  PRT in any  y ea r  is 80 per cent of the excess of gross profits 
over 30 per cen t of field inves tm en t.

Since 1975 severa l changes  have been m ade to th e  PRT. In the 
F inance  (No. 2) Act of 1979 the ra te  of PRT was increased  to 60 per  
cen t as  of J a n u a ry  1979. A t th e  sam e  t im e  th e  up l i f t  on cap i ta l  
expend itu re  was reduced from 75 per cent to 35 per cen t and  the oil 
allowance was reduced to 5 m illion tonnes, w ith no more th an  0.5 
m illion  tonnes being  allowed in any  one y ea r  As of N ovem ber 1979, 
in the Pe tro leum  Revenue Tax Act of 1980, the da te s  for p aym en t of 
the  PRT were advanced by two months. In the F inance  Act of 1980, 
the  r a te  of PRT was increased to 70 p e r c e n t  as  of J a n u a r y  1980.

C hanges  to some of the PRT allowances were in troduced in the 
1981 budget. From J a n u a ry  1981, the 35 p e r  cen t up lif t on capital 
expend itu re  has been res tr ic ted  to expend itu re  in cu rred  up to the time 
when cum u la tive  in com ings  from a  field f i r s t  exceed  cu m u la t iv e  
ou tgo ings  (field payback). Fo r  the  pu rp o s e s  o f th i s  c a lcu la t io n ,  
outgoings a re  defined to include any  uplif t on cap ita l  expend i tu re .  
Expend itu re  incurred  af te r  th is  cut-off period will not a t t r a c t  uplift.

The 1981 budget also saw  changes to the sa fegua rd  and tape r ing  
provisions, in troducing  a res tr ic t ion  on the t im e period du r ing  which 
these concessions apply. T he  period is now h a l f  as  long aga in  as the 
t im e it Lakes for a field’s payback to be achieved; th e  ca lcu la tion  is in 
te rm s  of c h a rg e ab le  per iods , each  of w h ich  is s ix  m o n th s ,  a n d  
o u tg o in g s  a r e  a g a in  d e f in ed  to in c lu d e  a n y  u p l i f t  on c a p i t a l  
expend itu re . Since eligib ility  for safeguard  and t a p e r n g  is ca lcu la ted 
on a s ix -m o n th  c h a r g e a b l e  p e r io d ,  i n s t e a d  o f  a n n u a l l y ,  f rom  
J a n u a ry  1 , 1981, the m ax im um  PRT payable in any  period has  thu s  
become 80 per cen t of the am oun t by which gross profits exceed 15 per 
cen t of accum ula ted  investment.

In th e  budget of 1981 the governm en t also iu lroduced a new tax, 
the Supp lem en ta ry  Pe tro leum  Duty (SPD), w ith  effect from J a n u a ry  
1981. The ra te  of th is  duty was 20 per cent, with the base being gross 
revenues  m inus  an annua l allowance of ^ne million tonnes. The duty, 
levied on a field-by-ficld basis and  payable m onth ly , was deductib le
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for PRT and  corporation  tax. A fter much p ro te s t  by the oil companies, 
the Chancello r  of th e  Exchequer announced  in h is  budge t of March 
1982 th a t  the SPD  would be abolished from the beg inn ing  o f 1983.

T he  announcem en t of the aboli t ion  of SPD was accompanied by 
the r a is ing  of the PRT to 75 pe r  c e n t  an d  by th e  in t ro duc t io n  of 
advance  PRT (APRT), also to take  effect from J a n u a ry  1983. The 
A PRT w as to be levied in  exactly  the sam e  way as the SPD, w ith a ra le  
of 2 0  per cen t and  a base  of gross revenues  m inu s  an  allowance of one 
million tonnes per  year. The tax would thu s  ta k e  effect from the first 
day of production. P ay m en ts  could be cred ited  a g a in s t  norm al PRT; 
where no PRT was payable, or where l iab i l i ty  w as in su f f ic ien t  to 
absorb all APRT, excess APRT would be ca rr ied  forward and  se t  off 
a g a in s t  fu tu re  PRT. A PRT  paym en ts  would be included a s  deductions 
in  com puting  ' ) payback  period for a  field. L iab il i ty  to APRT would 
be removed a f te r  five y ea rs  of paym en t of th e  t a r  R epaym en t of any 
APRT which had  not been fully se t  off a g a in s t  no rm al PRT would also 
be m ade a f te r  five y ea rs  of l iab ility  r a th e r  th an  a t  the end of field life. 
In the budget of 1982 p lans  were announced  to phase  ou t the APRT. 
The ra te  was reduced to 15 per cen t for th e  period Ju ly -D ecem ber 
1984, 10 per cen t for 1985, and  5 p e r  c e n t  for 1986; th e  tax  was 
abolished a t  the end o f  1986.

In the 1983 budge t fu r the r  major PRT concessions were made. 
Up to 1983, exp lo ra t ion  costs had  to be accum u la ted  and could be se t 
a g a in s t  income only from the field to which the exp lo ra t ion  related. 
Only i f  the exp lo ra t ion  was clearly  abo r t ive  could the costs  be s e t  
ag a in s t  o the r  income for PRT purposes. Since 1983 explora tion  costs 
can  im m ed ia te ly  be s e t  a g a in s t  any  o th e r  PR T  incom e an d  a r e  
deductible on a 100 p e r  cen t f irs t-year  basis. In the  1983 budget the 
oil a llowance for new fields was doubled to 1 0  m il lion  tonnes, w ith a 
m ax im um  of 1 million tonnes  being deductib le  in any  one year. This 
concession does not app ly  to the sou the rn  N o r th  Sea gas fields or to 
onshore fields.

In the Finance Act of 1987, fu r th e r  PRT concessions were made 
for fields outside the sou th e rn  sector. The investo r now has the option 
of u t i l i z in g  a  new cro ss f ie ld  a l low ance ,  equ a l  to 1 0  p e r  c e n t  of 
deve lopm ent costs pr ior  to field payback and  applicab le  im m edia te ly  
a g a in s t  PRT income from o ther  fields. No uplif t is ava ilab le  on the 
expend itu re  to which the allowance re la tes .  A fu r th e r  concession 
perm its  resea rch  and  developm ent costs no t re la ted  to a specific field 
t o ' deducted from any  PRT income a f te r  a th ree -y ea r  period.

lo rm al co rpo ra t ion  tax  applies to pe tro leum  exploitation. Since 
1974 th e r e  h a s  b een  a  o ne -w ay  r i n g  fence  e s t a b l i s h e d  a r o u n d  
p e t r o le u m  e x p lo i t a t i o n .  T h i s  m e a n s  t h a t  lo s s e s  a n d  c a p i t a l  
a l lowances e m a n a t in g  from ou ts ide  th e  r in g  fence c an n o t  be s e t  
ag a in s t  income a r is in g  w ith in  the r ing  fence. On the o th e r  hand ,
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losses a r is in g  w ith in  the r ing  fence can  be se t  a g a in s t  o ther ,  non-ring  
fence income.

The ra te  o f  corporation tax was 52 per  cen t from 1973 to April 5, 
1983. For f inanc ia l y e a r  1983-1984 th e  r<’re was 50 per cent; for 1984- 
1985, 45 per cent; for 1985-1986, 40 pei -. t; from 1986-1987, 35 per 
cent. While the tax  ra te s  a re  be ing  reduced, the ra te s  of re l ie f  for 
inves tm en t  in p lan t  and machinery a r e  also being  reduced — from 1 0 0  
per cen t fu s t -y e a r  basis  up lo M arch  14, 1984, when the  ro te  became 
75 per c e n t — to M arch  31,1985, 50 p e r  cent to M arch 31, 1986, and  25 
per cen t on a declining-balance basis  th e re a f te r .  Relief for explora t ion 
and  deve lopm ent d ril l ing  continues to be on a 1 0 0  per  cen t  f irs t-year 
basis. Losses, opera t ing  costs ( includ ing  loan in te res t) , royaltie s , and 
PRT a re  all allowable deductions, b u t  the A PRT is not a n  allowable 
deduction.

In th is  s tudy  the emphasis  is on th e  opera t ion  of the fiscal system  
with regard  to new investments. Accordingly , the sys tem  applicab le  
to new fields has  been incorporated in the deta iled  em pir ica l  work. 
Th is  m eans  t h a t  the  p rovis ions for r o y a h v  re lie f , th e  h ig h e r  oil 
a llowance for PRT, and  the im m ed ia te  reliel lor explora t ion  costs a re  
al! included. W here  imm edia te  re l ie f  for exp lo ra t ion  costs is taken  by 
investors , the up l i f t  b ene fi t  is fo rgone . T h is  is th e  m e thod  th a t  
investo rs  have p referred  and so is included in th is  s tudy.

P a r t ic ip a t ion  by the B rit ish  N a t io n a l  Oil C orpora tion  (3NO C) 
has been a fea tu re  in some licences. Fo r  licences aw arded  unde r  the 
f irs t  four rounds, partic ipation  was in troduced re trospec tive ly  on a 
"vo lun ta ry ” basis  — BNOC was g iven the r ig h t  to pu rchase  51 per  cen t 
of oil produced in the d ifferent fields. T hus ,  to quote from a  famous 
speec.i of a  gove rnm en t m inister , S ir  H aro ld  ( la te r  Lord) Lever, a t  the 
t im e th is  was introduced in the m id-1970s, par t ic ipa t ion  m ean t  "no 
gain  no loss” to the oil companies. U nder  the F ifth Round te rm s ,  
BNOC was a  compulsory equity p a r tn e r ,  to the ex ten t of 51 per  cent, 
in  a l l  licences; i t  was also a full r i s k - s h a r in g  p a r t n e r  for bo th  
explora tion  and  development costs, a n d  so the a r r a n g e m e n t  is rea l ly  a 
jo in t  ven tu re . U nder  the Sixth Round te rm s, BNOC's priv ileges were 
fu r th e r  increased  — partic ipation was on a ca r r icd - in te re s t  basis  and 
the oil com pan ies were asked to bid in te re s ts  to BNOC i f  51 per cen t 
or more; explora t ion  costs would be re im bu rsed  only when a field was 
discovered and declared commercial. By the time the Seven th  Round 
was announced  (1980), there  had been  a change  of governm ent. The 
Conserva tive  governm en t removed BN O C’s p r iv i leg e s ,  and  BNOC 
had  to com pete  for licences on th e  s am e  b a s is  as  a n y  o th e r  oil 
company, though  i t  was still given tin r ig h t  to buy 51 per cen t of all oil 
a t  m a rk e t  prices. In the E ighth  Round the  sam e  a r r a n g e m e n ts  as 
those o f th e  S e v en th  prevailed . S in ce  th en  the  e xp lo ra t io n  and  
production in te re s ts  of BNOC have been  p r iva tized  in a  new company,



Britoil. BNOC con tinued  to exist as an  oil pu rchase r  and  t r a d e r  to the 
ex ten t  o f  51 per cen t of production un t i l  1985, when the  corporaiion  
was abolished. T he  Oil and  Pipelines Agency was se t  up to m a in ta in  
the r ig h t  to pu rchase  partic ipation  oil b u t  these  r igh ts  a re  no t being  
exercised. Thus , in the prese.it s tudy  no gove rnm en t pa r t ic ipa t ion  is 
included.

The gove rnm en t has  one d isc re t iona ry  fiscal power which it can 
utilize to foster th e  development or m a rg in a l  fields. T he  D epar tm en t  
o f  E ne rgy  c a n  r e m i t  r o y a l t i e s  w h e r e  i t  is  co n v in c ed  t h a t  th e  
requ irem en t to pay royalties is d iscou rag ing  the d ev e lopm en t  o f  a 
field o r c a u s in g  p r e m a tu r e  a b a n d o n m e n t  to be con s id e red .  The 
rem ission of such royaltie s  is free of PR T  and  corpora tion  tax  (i.e., no 
addit ional PRT or corporation tax  is payab le , even though  royaltie s  
a re  no rm ally  deductib le items for th ese  two taxes). To d a te  severa l  
applica t ions for rem iss ion  of royalties have  been made, bu t none has 
been g ran ted .

(3 ) N o r w a y
The exp lo ra t ion  and  development of offshore pe tro leum  in Norway is 
governed by the C on tinen ta l Shelf A ct of 1963, the Royal Decree of 
1972 (as am ended), and  the Pe tro leum  A ctiv ities  Law of 198c In 
Norway m ine ra l  r igh ts  a re  vested in th e  Crown. L icensing  is done by 
a d isc re t ionary  sys tem , the c r ite r ia  includ ing  technical and  f inancial 
competence, con tr ibu tion  to the N orw eg ian  economy (in p a r t ic u la r  the 
b a lan ce  o f  p aym e  Us an d  in d u s t r i a l  g ro w th  a n d  d e v e lo p m e n t ) ,  
exp lora t ion  p rog ram  offered, and gove rnm en t pa .ic ipation offered. 
There a r e  th ree  m ain  taxes levied on pe tro leum  explo ita tion , namely , 
royalty , income tax , and Special Tax.

As in the U nited  Kingdom, the roya lty  is p a r t  of the licence. The 
base of the roya lty  is gross revenues a t  the p roduc tion-area  point of 
sh ipment. For licences awarded before December 1972, the r a te  is 10 
per cent; for licences aw arded since December 1972, a  p rog re ss iv e  
schedule of royalty  ra te s  upplies, as shown in Table 3.4. T he  ra te s  
apply to the total production from a field. The tax  is th u s  applied  on a 
slab basis , not an  increm enta l one. T h e  ru les  also s ta te  t h a t  when 
production from a  field declines, the roya lty  r a te  will fall a s  well,  
according to the schedule, except t h a t  i t  m ay not fall below 1 2  per  cent. 
On gas the roya lty  r a te  is fixed a t  1 2 } pe r  cent. Section 26 of the Royal 
Decree of December 1972 gives the gove rnm en t the power to fix lower 
royalty r a te s  " if  the sea depth, capacity per  well, o r  o th e r  conditions so 
require ,"  bu t to d a te  there  have been no reductions in royalty  ra tes .

There  a rc  two income tuxes payab le  by a ll com panies opera t ing  
in Norway — N ationa l Income Tax, a t  th e  ra te  of 27.8 per cent; and  
Municipal Tax , a t  the r a te  of 23 per cen t. W ith  rega rd  to petro leum ,

th e  M u n ic ip a l  T ax  is co l l e c te d  a n d  u t i l i z ed  n o t  by  t h e  lo ca l  
governm en ts  b u t  c e n t r a l ly .  In 1975 the N o rw eg ian  g o v e rn m e n t  
in troduced a tax package on N or th  Sea operat ions which m a in ta ined  
the roya lty  provisions d esc r ib ed  above bu t s u b s t a n t i a l l y  changed  
income taxation .

T a b l e  3.4
R o y a l ty  R a t e s  o n  O il P r o d u c t i o n  in  N o r w a y

A verage Field Production Rate of Royalty

(barre ls  per day) (%)

U nder  40,000 8
40,000 and unde r  100,000 1 0
100,000 and under 225,000 12
225,000 and  under 350,000 14

350,000 and  above 16

The 1975 ac t introduced allowances which apply  equa lly  to both 
income taxes. Deficits accum ula ted  over the p rev ious 25 y ea rs  a re  
deductib le as  losses, a l though  th e re  is a res tr ic tion  on th e  r a te  a t  
which such losses can be deducted. The deduction in any  one y ea r  is 
l im ited  to one th ird  of the total defic it in the previous 15 yea rs ,  so th a t  
the total deductions have to be d is tr ibu ted  over a m in im um  of 3 years. 
E ligible costs include exp lo ra t io n  costs , v a r iou s  l icence  fees , and  
roya lt ie s .  O nly  50 p e r  c en t  o f  losses in cu rred  f rom  o th e r  (non- 
C on tinen ta l  ShelQ ac tiv i t ie s  in Norway may be deducted  from She lf  
income. Had the 1975 ac t  not s t ipu la ted  th is res tr ic t ion , com panies 
would have an  incentive to inves t  in uon-Shelf a c t iv i t i e s ,  and  tax  
revenues  from N orth  Sea oil explo ita tion  would be postponed. The 
provision m eans, in effect, t h a t  50 per cent of non-Shelf  o p e r a t in g  
losses may be se t  ag a in s t  She lf  income, as  can 50 per  cen t of the costs 
of inves t ing  in, say, a ref inery  o r m a rke t ing  facilities. On the o ther  
hand  the re  is no res tr ic t ion  on the ability  lo se t losses in cu rred  in 
She lf  opera t ions ag a in s t  income from  o th e r  a c t iv i t i e s  in N orw ay . 
T hus ,  t h e r e  a r e  s t i l l  a d v a n ta g e s  to be ob ta ined  f rom  in te g ra te d  
opera t ions  in Norway. However, losses or deficits in cu rred  ab road  a rc  
not allowed as deductions ag a in s t  N or th  Sea income in Norway.

The 1975 act also in troduced special deprec ia tion  provisions for 
N o r th  Sea operations. The no rm a l  d ep rec ia t io n  a l low ance s  w ere  
considered too re s tr ic t iv e  for the size of the inves tm en ts  and  r i sk s
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incu rred  in  the N or th  Sea, and  the  additional or in i t i a l  a l lowances 
ava i lab le  in  e x is t in g  incom e- tax  leg is la t ion  w ere n o t  cons ide red  
su itab le . Accordingly, new provisions were introduced. These  s ta ted  
tha t  deduc tiuns for cap ita l expend itu re  incurred  in p roduc tion  a n d  
t ran sp o r t  facilities could be cla imed to the ex ten t of 16£ per cen t  per 
annum  from the d a te  a t  which the a sse ts  were b rough t in to  use. Thus, 
a s ix -yea r  s t ra ig h t- l in e  deprec ia tion  system  was in troduced , b u t  it 
effectively commenced only when oil produclion s ta r te d .  T h is  la s t  
quali f ica t ion  has been of considerab le  significance. It h a s  m ean t  tha t ,  
when an  en te rp r is e  was in rece ip t o f  income from a field in the N or th  
Sea and  was :n a  tax-paying  position, i t  could not im m ed ia te ly  s e t  
deprec ia tion  allowances r e la t in g  to a  new field a g a in s t  the  income 
from its  ex is t ing  operations; such offse tting was no t a l low ed  un t i l  
p roduction from the new field s ta r ted .  There  is r.o r in g  fence around  
each  fie ld  in  N o rw ay ,  b u t  t h e  w ay  in  w hich  th e  d e p r e c i a t i o n  
a llowances were g iven produced a r a th e r  s im ila r  effect.

The m ost widely publicized innovation  in the 1975 ac t  was the 
Special Tax, which applies  only to offshore operations. The tax was 
in troduced a t  the r a te  of 25 per c e r t .  T he  base for th is  ta x  is the sam e 
as t h a t  for income tax, w ith  im po r tan t  modifications. In add it ion  to 
the dep rec ia t ion  and  o the r  allowances for income tax d iscussed  above, 
the re  is a fu r th e r  special a l low ance . In the 1975 a c t  th e  spec ia l  
allow; nee, in  any  one y ea r ,  was equal to 1 0  per c en t  o f  the value of 
cap ita l expend i tu re  (a t  h istoric cost) on offshore ac t iv i t ie s  b roug ln  
into use over the p reced ing  15 years .  Capital e qu ipm en t  in c ludes  
inves tm en ts  in t r a n sp o r t  sy s te m s  an d  re la ted  t e rm in a l  fac i l i t ie s ;  
e x p lo r a t io n  e x p e n d i t u r e  is n o t  a l low ed  as  p a r t  o f  th e  s p e c ia l  
allowance. If p roduction from a field las ted  15 years , th e  to ta l value of 
the special a l lowance for t h a t  field would thus be 150 per cen t of the 
value of cap ita l  expend itu re . The special allowance does not come into 
effect un til  production from the field has ac tually  s ta r te d .  T h is  is 
im po r ta n t  w hen  th e  tax  im p l ic a t io n s  of a second field a r e  be ing  
analyzed: th e  ab il i ty  to utilize th e  special allowance from the cap ita l 
expend i tu re  on the second field a g a in s t  the income of the f ir s t  field is 
re s t r ic ted  to the t im e when p roduction commences on the  second field. 
If a  field’s producing  life is less th an  15 y e a r s - a n d  th is  is likely to be 
the case for m any  of th e  sm a l le r  f ie lds  — th en ,  o f  cou rse ,  the  fu ll  
a l lowance o f 150 per cen t  of cap ita l expenditure  c an n o t  be utilized. 
Such unu ti l ized  a l lowances from one field may, however, be ca rr ied  
over and  used when ca lcu la t ing  the tax  base for Spec'-nl T ax  on a 
second field. T h is  is because th e re  is not, s tr ic t ly  speak ing , a  r ing  
fence a round  each field for Special Tax  purposes.

Special Tax  is not deductib le for income-tax purposes . In J u n e  
1P80, th e  fiscal sy s tem  in Norway was rev ised , w i th  th e  c h a n g e s  
main ly  re la t in g  to the Special Tax. The ra te  was inc reased  from 25
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per  cen t to 35 per  cent. In addition, the special ullowance in any  one 
y ea r  was reduced to 6 j  per cen t of accum ula ted  inves tm en t  over the 
p rev ious 15 years . I t  was made c lear , however, th a t  th e  equ iva len t of 
1 0 0  per  cent of c ap ita l  costs would alwuys be allowable over the  life of 
a  field even when s t r ic t  app lica t ion  of the ru le  would no t s u g g e s t  
e lig ib ility  for such  a  total; th is  was a concession to help  short-l ived 
fields. The 1980 ru le s  s ta ted ,  however, th a t  u ti l iza tion  of the special 
allowance could no t begin un til  one y e a r  a f te r  production s ta r ts .  A 
fu r th e r  change s t ip u la ted  th a t  all losses would now be e l ig ib le  for 
write-off whenever suffic ient income becomes ava ilab le . T here  was a 
change concerning the t im ing  of paym en t of both income taxes and the 
Special Tax — before 1980 a lag of around  12 m onths occurred ween 
the liability  for th ese  t  ixes and  th e i r  ac tua l paym ent; th is  lag 5 now 
been reduced to 6  months.

In the su m m er  of 1986 m ajor concessions were made to the fiscal 
system . From J a n u a r y  1, 1987, the r a te  of Special Tax was reduced to 
30 per  cent, and a s  of t h a t  d a te  deprec ia tion  for both Special T ax  and 
income tax commences from the t im e th a t  the expend itu re  is incurred . 
Uplift is no longer ava ilab le  on cap ita l expend itu re  a f te r  J a n u a r y  
1987 bu t,  as  a  t r a n s i t i o n a l  m e a su re ,  up lif t  on p a s t  e x p e n d i tu r e  
con tinues accord ing  to the old rules. For new fields (deve lopm en t 
app rova l  s ince J a n u a r y  1, 1986) ro y a l t ie s  a r e  r e d u c e d  to zero . 
Fu r th e r ,  for Special T ax  on new fields a volume allowance equal to 15 
per  cen t of production  is now available .

The fiscal position rega rd ing  div idend paym en ts  is complex, the 
d is tinction between N ationa l Income Tax and  Municipal Tax being 
h igh ly  s ig n if ic an t .  W hen  a com pany  m ake s  a  d i s t r ib u t io n ,  th e  
d ividend paym en t is deductib le  from the N ationa l Income Tax bu t  not 
from Municipal Tax, and  d iv idend p aym en ts  a re  no t deductib le for 
Special Tax. W hen  a div idend is declared , N orw egian  shareho lde rs  
pay income tax on the dividend. W hen  the d is tr ibu tion  is made by a 
N orwegian suus id ia ry  to its foreign pa ren t ,  a special w ithholding tax 
is paid. The r a te  of w ithho ld ing  tax is de te rm ined  by the double tax 
ag reem en ts  be tw een  Norway and  the foreign countr ies  concerned; on 
subsid iaries  of U.S. and  U.K. com panies the r a te  is cu r ren t ly  15 per 
cent.

In N orw ay  jo in t- s to ck  co m pan ie s  a r c  obliged to m a in t a in  a 
reserve fund, whose m in im um  requ ired  am oun t is the h igher of 2 0  per 
cen t of the com pany’s sh a re  cap ita l  or th a t  am oun t which, when ad Jed 
to the share  cap ita l  and  reva lua tion  fund, equa ls  the com pany’s debt. 
If the defined m in im um  has not been a t ta ined ,  then  the com pany has 
to s e t  aside funds according to the following rules:
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1. A m ounts  equal to 10 per  cen t  of annua l  profits , the la t te r  defined 
as .excluding any  p a r t  of profits requ ired  to cover losses from 
previous years .

2. A fu r th e r  am oun t  equal a t  leas t to any  d iv idend declared by the 
company in excess of 1 0  per cen t of the sum  of the sh a re  cap ita l , 
r e v a lu a t io n  fund , and  r e s e rv e  fund a t  th e  b eg in n in g  of th e  
financial year.

3. Any share -subsc rip t ion  p rem ium  less th e  costs of e s tab lish ing  
the company or inc reas ing  its  capital .

C on tr ibu tions  to the rese rve  fund a re , of course, m ade before paym en t  
of taxes. T h is  r e s e rv e - fu n d  le g is la t ion  r e s t r i c t s  th e  ab i l i ty  of  a 
company to pay  div idends.

G iven th e  ta x  r e g u la t io n s  and  r a te s  d is c u s sed  above ,  i t  is 
im po r tan t  to c larify  the d iv idends t b - t  can be paid. The m ax im um  
dividend payable may be ca lcu la ted  in the following m an n e r  ( ignoring 
reserve-fund con tr ibu tion s  and the cap ita l tax, which is very small):

M axim um  Dividend (MD) = P rofit before tax  (P) - Spec ia l T ax
(ST) - N a tiona l Income Tax (NIT) - 
Municipal T ax  (MT)

= P - ST - 0.278 ( P - M D ) -  0.23 (P)

= 0.492 (P )-  ST +  0.278(MD)

= 0.492 (P) - ST I 
0.722

When m ax im um  div idend is paid, the various corpo ra te  taxes payable  
in 1987 a re  as  follows:

NIT = 0.278 (P -M D )

MT = 0.23 (P)

Dividend Tax (DT) = 0.15 (MD)
(for U nited  S ta te s  and  U nited  Kingdom)

ST n 0.30 (P - Special Allowance)

Oil com panies ope ra t ing  on the C on t in en ta l  She lf ,  like  o th e r
en te rp r ise s  on land, pay a fu r th e r  t a x - t h e  cap ita l tax. For m any  
yea rs  th is  was a t  the r a te  of 0.7 per  cen t of the value of n e t  capital ,  b u t  
the ra te  has been p rogressively  reduced in recen t y e a rs  and  it is now 
0.4 per cent. The base includes production, t r an spo r t ,  and s to rage 
fac i l i t ie s ; s to cks  of p roduc ts  produced ; and  s e c u r i t i e s  a n d  b a n k  
deposits. As fa r  as offshore opera t ions  a re  concerned, the base does not
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include the value of c rude oil in the reservoirs . T he  cap ita l tax is not 
deductib le for income-tax or Special Tax purposes.

P a r t ic ipa t ion  by the  nationa l oil com pany , Den N orske  s ta t s  
o ljcselskap a.s. (S ta to il) ,  h a s  t a k e n  p lace  s ince  th e  com pany  was 
founded in 1972. In ea r ly  par tic ipa tion  schem es , some "n e t  p rofit” 
ag reem en ts  were concluded, b u t  for some y ea rs  now ca rr ied - in te rc s t  
ag reem en ts  have been p referred . S ta to i l’s in te re s t  is ca rr ied  by the oil 
com panies un til  a com m erc ia l  d iscovery  is m ade ,  a t  w hich  po in t 
S ta to il  partic ipa tes .  In ea rly  ag reem ents ,  S ta to il  ag reed  to pay its 
sh a re  o( exp lo ra t ion  costs. In most la te r  ag re em en ts  only developm ent 
a n d  o p e ra t in g  costs  w ere  p ay ab le  by S t a t o i l ,  t h o u g h  in  r e c e n t  
a g reem en ts  w ith o ther  N orw egian  oil com panies i t  has  ag reed  to pay 
its  sh a re  of explora t ion  costs.

In ea rly  pa r t ic ipa t ion  ag reem en ts  the re  was a fixed, f la t S tato il 
sha re .  F rom  the T h ird  L icens ing  Round up to th e  T e n th  Round 
pa r t ic ipa t ion  ag reem en ts  were concluded on a s l id ing -sca le  bas is ,  
which m eans th a t  S la to ii 's  sh a re  of total p roduction inc reases  w ith the 
size of peak production from the  field. The procedure  adopted is th a t  
S ta to i l’s sh a re  is e s t im a te d  a t  th e  t im e  w hen  a f ield is d ec la red  
commercial; if the in i t ia l  e s t im a te s  prove a c c u ra te ,  th en  S ta to i l 's  
in te re s t  would rem a in  con s tan t  th roughou t the life o f  the licence; on 
the o the r  hand , if e s t im a ted  peak production is subsequen tly  changed, 
S ta to il 's  sh a re  would be re troac tive ly  a l tered . T h e re  m ight, of course, 
be severa l such re troac tive  ad jus tm en ts .

The precise scales a re  the subject of nego tia t ion  betw een  the oil 
com panies and  Sta to il  and  a re  gene ra l ly  no t pub lished . A typ ica l 
sca le  in the second h a lf  o f  the 1970s or ea rly  1980s would give Stato il a 
m in im um  sh a re  of 50 per  cent, increas ing  accord ing  to the schedule 
shown in Tab le  3.5. By the Seventh , E igh th , and  N in th  Rounds the 
s lid ing  scales had  become trunca ted  and  the scale shown in Tab le  3.G 
was reported  as  typical.

By 1983 the re  was growing concern abou t th e  enorm ous d irec t 
role th a t  S tato il was p lay ing  in  the whole economy. T he  Mellbyo 
C o m m i t te e  w as  s e t  up a n d  e v e n tu a l l y  in  O c to b e r  1984, new  
regu la t ion s  rega rd ing  p a r t ic ip a t io n  w ere in t ro duced  w he reby  the 
s ta te  took a d irec t  s h a re  in new f itk ls  end  Sta to il  was g iven a reduced 
role, as  is i l lu s t ra ted  in Tab le  3.7. I’he total gove rnm en t sh a re  was to 
rem a in  unaffected.

By the t im e of the T en th  Round (1985-1986) oil p r ice s  w ere  
falling. In an  a t tem p t  to re ta in  inves to r  in te re s t ,  par tic ipa tion  ra te s  
have been reduced. U nde r  th is  round the to tal s ta te  sh a re  is in the 60 
to 65 per cen t range, w ith  S tato il hav ing  a d irec t  s ta k e  of 20 per cen t 
on av e rag e .  In th e  s u m m e r  of 1986, a f u r t h e r  co n c e s s io n  w as  
in t r o d u c e d -o n  new  licences investo rs  a re  no longer ob liga ted  to ca rry  
the s t a te ’s sh a re  a t  the exp lo ra t ion  stage.



Tab le  3.5
Statoi l  Pa r t ic ipa t ion -  Typ ica l  S l id ing Sca le

M axim um  Licence Producing  Ra te  S ta to il  W ork ing  In te re s t
( thousands of b a r re ls  pe r  day) (%)

0 - 75 50
75 - 1 0 0 52

1 0 0 - 125 54
125 - 150 56
150 - 170 58
170 - 190 60
190 - 2 0 0 61
2 0 0 - 2 1 0 62
2 1 0 - 230 63
230 - 250 64
250 - 270 65
270 - 290 6 6
290 - 310 67
310 - 330 6 8
330 - 350 69
350 - 370 70
370 - 390 72
390 - 410 74

.410 - 430 76
430 - 450 78
450 a n i  above 80

#

Tab le  3.6
Typ ica l  Stutoi l  Pa r t ic ipa t ion ,  Recent  Rounds

Peak  Production 

( thousands of b a r re ls  per day)
Ra te  of S ta to il  P a r t ic ipa t ion  

(%)

0  - 1 0 0 65
100 - 250 75

250 and  above 80

Source: Norgcs Offentlige U trcdn ing e r ,  Orgciniseringen av statens 
deltagelse i petroleumsvirksomlietcn (Oslo: U nivers ite ts fo r-  
laget, 1983), p. 42.

Tab le  3.7
Est imates o f  L ike ly  S t ruc tu re  o f  Norweg ian State 

Pa r t ic ipa t ion ,  Selected New Fie lds

Field D irect S ta te  Sha re  S ta to il  Sha re
(%) (%)

S le ipner 30 25.8
Oseberg 49.24 14
Troll 31/2 54 21
Troll (rest) 73 1 2
Gullfaks 73 1 2

f
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(4 ) In d o n e s ia
In Indonesia the basic legal fram ew ork for pe tro leum  explo ita tion  is 
conta ined  in th e  Oil and  Gas Law of 1960, Law No. 1 of 1967, the 
Fore ign  Inves tm en t  Law, Law No. 11 of 1967, and Law No. 8  of 1971. 
O ther  r e levan t  legis la tion  is conta ined in p res iden tia l  and  m in is te r ia l  
decrees. The Oil and  G as Law of 1960 abo l ish ed  th e  concession  
system . Law No. 8  of 1971 es tab lished  the s ta te  company, P e r tam in a ,  
and  perm it ted  i t  to e n te r  into p roduc tion-shar ing  a g re em en ts  w ith  
foreign oil companies .

I n d o n e s i a  h a s  b e e n  t h e  p i o n e e r  o f  p r o d u c t i o n - s h a r i n g  
ag reem en ts  w hereby  the oil com panies a re  con trac to rs  to the s ta te  oil 
com pany . In  th e  In d o ne s ia n  a g r e e m e n t s  c o n t r a c to r s  pay  bo th  
s ig n a tu re  and  production  bonuses. The de ta i ls  of these vary  from one 
con trac t  to ano th e r  w ith  f igures  in the range $1 to $5 million being  
typical. P roduction  bonuses vary  w ith  the level of production. Th is  
s tudy  has  assum ed  bonuses of $5 million a t  20,000 b a r re ls  per  day 
(b/d), $10 m illion a t  50,000 b/d, $20 million a t  100,000 b/d, and  $40 
million a t  200,000 b/d. Bonuses a re  not recoverable costs unde r  the 
p ro d uc t io n - sh a r in g  schem e . T hey  a re  d educ t ib le  for in com e- tax  
pu rposes ,  b u t  th e y  a r e  g ro s s e d  up  in  o r d e r  n o t  to r e d u c e  th e  
gove rnm en t take.

Fo r  co s t - recove ry  p u rp o s e s ,  u n d e r  th e  p r o d u c t i o n - s h a r i n g  
scheme, exp lo ra t ion  costs and  in ta ng ib le  d r i l l in g  cos ts  have  been  
deductib le as  soon a s  incom e from the  co n t ra c t  a r e a  in  q u e s t io n  
perm its .  Tang ib le  cap ita l costs have been recoverable in  th e  form of 
deprec ia tion , which is allowed over one h a l f  of the deprec ia tion  life by 
the doub e-declin ing-baiance method. The con trac to r  h a s  the option 
to sw itch to th e  s t ra igh t- l in e  method w henever i t  is advan tageous . 
T he re  is a one-tim e in ves tm en t  tax  cred i t  equa l to 20 pe r  c e n t  of 
t a ng ib le  d ev e lo p m en t  costs . T he  c r e d i t  is d educ ted  f rom  g ro s s  
production before production sh a r ing  take s  place.

A fter  cost recovery and inves tm en t  tax credit, the  rem a in ing  oil 
h as  u sua lly  been sp li t  65.9091:34.0909 (on a per-tax basis) in favour of 
P c r lam in a ;  on a  post-tax basis  th is  has been equ iva len t  to 85:15 in 
Indonesia’s favour. T he re  have been  som e d iv e rg en ces  from  th is  
f igure — for exam ple , a  major ag re e m e n t  w ith  C a l tex  in la te  1983 
provided for an  8 8 : 1 2  split.

In Indonesia, con trac to rs  have been obliged to provide a c e r ta in  
am oun t  of produclion for the domestic m a rk e t  on p re fe ren tia l  te rm s. 
T he  m ax im um  obligation has  been 25 per cen t of the con trac to r’s p re ­
tax  share . For the f ir s t  five y ea rs  of production from a con trac t  a rea ,  
the  oil can be sold a t  full m a rk e t  value bu t a f te r  t h a t  a f igure of only 
$0.20 per ba r re l  can be charged . D uring  1986, a s  an  in c en t iv e  to 
investors , th is  d om es t ic -m a rk e t  o b l ig a t ion  was abo l ish ed  for new  
ag reem ents .
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Contrac to rs  have to pay co rpo ra te  income tax oti th e i r  taxable 
profits. O pera t ing  costs, exp lo ra t ion  costs, tang ib le  d r i l l ing  costs, and 
deprec ia tion  a re  all deductib le in o rd e r  to ob ta in  ta x ab le  income. 
U n t i l  recen tly  the corporate  tax r a te  wus 46 per cent. T here  is ano the r  
tax, known a s  the Tax  on In te re s t ,  Dividends and Royalties, which is 
payable regard le ss  of w he ther  d iv idends have been rem it ted  or not. 
Th is  is a t  the r a te  of 2 0 per cen t of profits a l te r  corporation  tax. There 
has  thu s  been a  combined tax payable  of 56.8 per cen t 10.46 + 0.2 (1 - 
0.46)].

In  1984 the incom e tax  in Indones ia  w as  r e f o rm e d . 2 T he 
corporate  r a te  was reduced to 35 percen t, so the combined ra te  is thus 
48 per  cent. Depreciation te rm s  were also changed; for m any  items of 
equ ipm en t employed in pe tro leum  explo ita tion , ra te s  of 25 per  cent on 
a  dec lin ing-baiance basis  a re  ava ilab le  w ith some item s hav ing  ra tes  
of 1 0  per  cent. In tang ib le  d r i l l ing  costs con t in ue  to be expensed . 
A lthough the new tax  law took efTcct from J a n u a ry  1984 onwards, 
explora t ion  ag reem en ts  in 1984 and  in 1985 were s igned under  the old 
t e r m s .3 T he  p rec ise  a p p l ic a t io n  of th e  new  law s  to p e t r o le u m  
con trac ts  rem a in s  unclear. The gove rnm en t does no t wish its total 
take  to be decreased  as a  consequence of the change in income-tax 
ra te .  Fo r  the governm en t 's  take  to rem a in  unchanged would imply a 
p re- tax  o il-sharing  sp li t  of 72:28 in Indonesia’s favour. Th is  ratio , as 
well a s  the 65.9091:34.0909 one, has been employed in th e  p resen t 
study.

In Indone s ia  th a  ru le s  r e q u i r e  in v e s to r s  to s e t  up s e p a ra te  
com panies for each c o n t r a c t  a r e a ,  and  each  com pany  is a s se ssed  
sepa ra te ly  for income tax. The p roduc tion -shar ing  a r r an g em en ts  a re  
of cu rse  also on a  con trac t-a rea  basis. It follows th a t  the re  a re  no 
s ign if ican t fiscal advan tage s  from ongoing inves tm en t,  a l th o u g h  if 
more th an  one field were d iscovered in one con trac t  a rea , th e re  would 
be s ign if ican t advan tages  w hen  the second field was developed.

(5 ) M a la y s ia

U nde r  the 1974 Pe tro leum  D evelopm ent Act, pe tro leum  concessions 
in M alays ia  were te rm in a te d  an d  rep laced  by p roduc t io n - sh a r in g  
ag reem ents ,  The nationa l oil company, Pc tronas , was es tab lished  and 
given exclusive r ig h ts  to explore for and produce pe tro leum  and to 
nego tia te  p roduc tion -shar ing  ag reem en ts  w ith  oil companies.

T he c u r re n t  fiscal package in M alaysia  consis ts  of production- 
s h a r in g  a r ra n g em en ts  as well a s  royalty , income tax, E x p o r t  Tax , 
Excess Proceeds Tax , and con tr ibu tion  to a resea rch  fund. T he re  a re 
also a num be r  of bonuses payab le  — s ig n a tu re  bonuses, which  have 
ave raged  around  $ 1  m illion in recen t years ; discovery bonuses, which 
have been around  $2.5 m illion  per  com mercia l discovery in re c en t
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The s ta te ’s shares  of economic ren ts  under  price scenarios expected in 
1985 a re  nown i:. F igu re  6.13 for a 1 0  p e r  cent d iscount ra te .  The 
fiscal system  is seen to behave such  th a t  u nd e r  r is ing  real prices the 
take  is p rogressive across most of th e  fields and  proportional on the 
VLV one. The absence of roya lt ie s  on new fields combines w ith  the 
effects of some fea tu re s  of both the PRT and  corporation  tax system s to 
produce th is resu lt .  A com bina tion  of th e  " u p l i f t ” and  sa fegua rd  
provisions for PRT ensu re  th a t  th is  tax  is p rog ress ive  in money-of-the- 
day te rm s  and sometimes in p re sen t-v a lu e  te rm s. For an ongoing 
inves to r  the ab il i ty  to offset rap id ly  a t  le a s t  some of the costs of a new 
field development aga in s t  o th e r  income produces a  progressive income 
tax  when profitability  is reasonab ly  high. T he  n e t  re su l t  is a system 
which is progressive in re la t ion  to changes  in profits caused by 'ost 
increases .

T he same fea tu re s  en su re  th a t  a t  re la t iv e ly  low cost levels the 
fiscal system  is progressive in  re la t ion  to changes  in profits caused by 
oil price movements. U nfo r tuna te ly ,  in th e  range  of costs now most 
like ly  to be found in the U .K . N o r th  Sea (namely , MC to HC), the 
fiscal system  becomes reg ress ive  in re la t ion  to oil price changes; by 
the  t im e HC is reached, the ta k e  is h ighes t  unde r  fall ing  real oil prices 
and  lowe^ t with ris ing  real prices.

A t a  d iscount r a te  of 15 pe r  cen t the p ic tu re , as shown in F igure 
6.14, is different. The fiscal sy s tem  is h igh ly  regress ive with respect 
to bo th  oil prices and cost changes  especia lly  in the MC to HC range, 
w hich  typ if ies  p r e s en t  cond it ion s .  T he  a l low ances  for PR T  and 
corporation  tax a re  insuffic iently  s trong  to p reven t  th e  governm ent 
ta k e  from ris ing  strongly as p ro fitab il i ty  falls. The reliefs for drilling 
co s ts  a r e  on a  1 0 0  p e r  c e n t  f i r s t - y e a r  b a s i s  a n d  fo r p l a n t  and  
m ach ine ry  costs a t  25 per cen t on a dec lin ing-balance basis; together 
th ey  a re  too slow to p reven t th e  take  from increas ing  rapidly  in a 
s i tu a t io n  of falling rea l  prices and  r is ing  costs.

F rom  the trends  d iscussed above it is no su rp r is e  to find th a t  the 
sys tem  becomes more reg ress ive  in d iscounted  te rm s unde r  collapsed 
oil prices. F igure 6.15 shows the  effects w ith  a  10 per cen t discount 
r a te .  P e rh a p s  the  m ost r e m a rk a b l e  f i n d in g  is  t h a t  u n d e r  MC 
conditions the system  still produces take s  well below 1 0 0  per  cen t of 
the  economic rents . Even a t  a  15 per~cent d iscount r a te  the takes 
unde r  MC conditions rem a in  to le rab le  on the  LV field (84.7 per cent) 
and  the VLV one (47.9 per cent).

The U.K. sys tem  is an a dap ta t ion  of a  conventional fiscal system. 
For an  ongoing investor i t  is seen  tha t ,  desp ite  i ts  m any  complexities, 
it produces an effect which encourages  field developments  over a wide 
rang e  of oil price and  cost conditions. T he  system  does not a lways 
collect economic ren ts  in a ve ry  accu ra te  fash ion , bu t com pared  with
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m any  o thers  in th is study il is reasonab ly  flexible to changes  in the 
o p e r a t i n g  e n v i r o n m e n t .  T h e  U .K . s y s t e m  h a s  im p e r f e c t i o n s  
em an a t in g  from the basic prob lem  th a t  the chosen in s t ru m e n t  is only 
ind irec tly  re la ted  to its ta rge t:  th e  a p p ro p r ia te  t a r g e t  is th e  net 
p re sen t  value a t  the inves to r’s d is c ou n t  r a te ,  a n d  th e  U .K . fiscal 
sy s tem  re la te s  to this a t  bes t  in a  cum bersom e m anner ,  and  a t  worst 
inaccurate ly .

T ab le  6.4 shows the position of the exp lo ra t ion is t  in the U.K. 
sector con tem pla ting  a p rog ram  of $ 2 0  m illion on an ongoing basm for 
a con s tan t  real oil price of $27. T he  resu lts  show th a t ,  w ilh  a 1 in 5 
chance of discovery, pre-tax EM V s a re  positive except a t  a d iscount 
r a te  of 15 per cent. W ith a chance  of 1 in 10 the r e su l t  is positive only 
a t  d iscoun t ra te s  below 1 0  per  cen t, while w ith  a chance of only 1 in 2 c 
the re  is no positive EMV a t  any  positive d iscoun t ra te .  T h e  post-tax 
position genera lly  reflects the favourab le  fiscal t r e a tm e n t  g iven  to 
e xp lo ra t io n  exp end i tu re  by a n  o n g o in g  i n v e s t o r  in  t h e  U n i te d  
Kingdom. Effective tax takes  a r e  low because the expected fields a re  
sm a ll  in size and  pay litt le  PRT. Exp lo ra tion  costs a re  re lieved a t  
83.75 per cen t on a 100 per cen t  f i r s t -yea r  basis; in the ca lcu la tions , 
th is front-end re lie f  to the ongoing investo r is regarded  as  a  negative  
tax. The ongoing investor also ob ta in s  the benefi t  of fron t-end re lie f 
for corporation  tax on his e x p e n d i tu r e  on new fie ld  d eve lopm en t .  
W hen the d iscounting process is u nd e r tak en ,  th e  effective tax  take 
can som etim es be negative. T h is  is espec ia l ly  th e  ca se  w hen  the 
subsequen t  tax paym ents  on a  discovered field a re  very  sm all . The 
fiscal sy s tem  is certa in ly  helpful to ongoing investors .

In the  U.K. sector, exp lo ra t ion  p rog ram s of am oun ts  la rg e r  th an  
$20 m illion are  not uncommon. W ith  a p rog ram  of $60 m illion it was 
found th a t  p re-tax EMVs were nega tive  a t  all d iscoun t r a te s  when the 
chance of success was 1 in 10 o r worse; w ith  a  1 in  5 ch an ce  of 
d iscovery the EMV was positive a t  d iscoun t r a te s  below 1 0  per  cent. 
Effective tax  ra te s  (as defined above) w ere g ene ra l ly  low in d iscounted  
te rm s  and  on some occasions nega tive . Thus , exp lo ra t ion  incentives 
were hard ly  impaired  by the tax  sy s tem  when viewed in d iscounted  
terms.

U nde r  d ie collapsed oil price w ith  an  exp lo ra t ion  p rog ram  of $20 
million, p re- tax  EMVs a re  n ea r ly  a lw ay s  n eg a t iv e  on th e  ove ra l l  
discovery ra te s  of 1 in 5, 1 in 10, o r  1 in 20, bu t the  size of the  nega tive  
EMV increases  sharp ly  as pr.ospectivity declines. Post-tax  EMVs are  
thu r  also gene ra l ly  negative as  well. However, the fiscal sy s tem  is, for 
the most part ,  no t the m ain  d e te r r in g  factor; exp lo ra t ion  incentives  
a re  low p r im a r i ly  because of the low level of oil prices in re la t ion  to 
likely explo ita tion  costs. To an  ongoing investor, effective tax ra te s  
a re  g ene ra l ly  low and in d iscounted  te rm s  the tax  sy s tem  — w ith its

R E S U L T S  O F  E M P I R I C A L , S I S  155

lo ss-shar ing  provisions resu lting  from the f ron t-end  loading of reliefs 

for expend itu re  — can  hard ly  be said to be a d e te r re n t .

Tab le  6.4
United K ingdom  Expected Monetary  Vn lues  and Gove rnmen t  

T ake s  fac ing Exp lorat ionist ,  $20 M i l l i on  P r o g r am  
Cons tant  Real  Oil P r ice  ($27)

Real D iscount Ra te  Expected Monetary V a lu e s  G overnm en t Take 
(%) (US$ million, 1986)____  (%)

Pre-Tax Post-Tax

Overa ll  Discovery Rate: 1 in  5

0 122.4 77.3 29.1
5 51.4 36.1 23.6

1 0  1 0 . 6  1 2 .1  -ve
15 -13.3 -2 . 2  -ve

O vera ll  Discovery Rate: 1 in 10

0 51.2 36.6  17.8
5 15.2 15.5 -ve

10 -5.7 3.0 -ve
15 -18.2 -4.5 -ve

Overall  Discovery Rate: 1 in 20

0 15.6 16.3 -ve
5 -2.9 5.2 -ve

10 -13,9 -1.5 -ve
15 -20.7 -5.6 -ve

Note: -ve ind ica tes  the tax take is negative.

In sum , from the viewpoint of economic efficiency, th e  U.K. fiscal 
sy s tem  perform s reasonab ly  well when app l ied  to new investm ents . 
T he  sy s tem  is p ro fit-re la ted  and does take  uccoun t of differences in 
cost conditions likely  to be encountered in th e  N o r th  Sea. Differences 
betw een  pre-uix  and  post-tax rates of r e tu rn  a r e  modest in  comparison 
w i th  m a n y  o th e r  co u n t r ie s  d iscussed in  th i s  s tudy . R e l ie f s  for
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exp lo ra t ion  a re  fa ir ly  generous, and incentives for new exploration 
a r e  com para tive ly  strong . The U.K. system is no tew o r thy  for th e  
e x te n t  to which exp lo ra t ion  r i sk s  a re  sh a red  by th e  gove rnm en t .  
D evelopm ent costs a re  also  sha red  to a s ign if ican t ex ten t .  The fiscal 
s y s tem  is only ind irec tly  re la ted  to the t a r g e t  o f  econom ic ren ts ,  
however, and  th is  inev itab ly  produces some lack  of accuracy. T he  
PR T  is very complex, and  therefore  costly, and th e  need to m ake some 
d isc re t iona ry  modifications as the operating e n v iro n m en t  changes is a 
fu r th e r  drawback .
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Figure  0.1-1 
U nited K ingdom  

G o v ern m en t S h a re  o f E conom ic R ents. 15% R eal D iscount R ate 
1885 P rice  P e rsp ec tiv es

Ltgtnd: C onstant Real Oil Price ($27)
Rising Price a t  2% p.a. in Real Terms 
Falling Prico a t 2% p.a. in Real Terms
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T he sh a re  of economic ren ts  acc ru ing  to the s ta te  from  pe tro leum  
explo ita tion  in Norway is shown in F ig u re s  6 .16 a n d  6.17. Both 
f igures  i l lu s t ra te  the w ork ing  of th e  N orw egian  sy s tem  under  the oil 
price perspectives of 1985, a t  a d iscoun t r a te  o f  10 per  cen t, bu t F igure
6.16 includes the gove rnm en t’s take  from taxes  only, while F igu re
6.17 includes s ta te  partic ipa tion .

F igu re  6.16 shows th a t  the tax sy s tem  is r e g re s s iv e  and  con 
collect more than  100 per  cen t o f  the ren ts .  P ro jects will genera lly  
have development costs in  the $3- to $6-pcr-barre l range ,  though some 
have considerably h ighe r  cost levels. I t is seen  th a t  post-tax re tu rn s  
exceeding 10 per cen t a re  som etim es  not ava ilab le  when development 
costs a t ta in  $6 per ba rre l .  On all Helds the take s  inc rease  w ith  lower 
oil prices. S im ila rly , the take s  r ise  as project p ro fitab il i ty  falls due to 
cost increases . Several fea tu re s  o f the fiscal sy s tem  b r ing  abou t th is 
r e s u l t - d e p r e c ia t io n  provisions for deve lopm en t costs for both income 
tax  and  Special Tax a re  on a six -year s t ra ig h t- l in e  bas is  commencing 
w ith  the yea r  in which expend i tu re  is incurred ; th is  m akes  the system  
r eg re s s iv e  in  p r e s e n t -v a lu e  te rm s ,  w hile  th e  h igh  m a rg in a l  and  
av e rag e  ra te s  produce the h igh  overal l  takes.

T he  position w ith gove rnm en t p a r t ic ipa t ion  added (F igure 6.17) 
shows th a t  w ith deve lopm ent cos ts  o f  $3 p e r  b a r r e l  p a r t ic ip a t io n  
sign if ican tly  increases the s t a te ’s sh a re  of economic ren ts .  However, 
a t  deve lopm ent costs of $6 and  more, the s t a t e ’s to ta l sh a re  ac tually  
goes down compared w ith the tax-only s i tu a t ion ,  because the s ta te  
com pany  is then  sh a r in g  in the project's post-tax p resen t-va lue  losses; 
in th ese  s itua t ions  the s ta te  would be b e t te r  no t to p a r t ic ipa te  a t  all.

The fiscal system  becomes both more severe  and  regress ive the 
h ighe r  the discount r a te  employed, in F igu re  6.18 the s ta te ’s take  
( including partic ipation) is shown a t  a 15 per  cen t  d iscoun t rate . The 
difference between the ta k e  unde r  fall ing  rea l  pr ices and  th a t  under  
r is ing  prices becomes d is t in c t ly  more m arked . U nd e r  fa l l ing  rea l  
pr ices the take  is seen to become d ram a tic a l ly  reg ress ive  and  severe, 
on the  la rge  fields in pa r t icu la r .

As was discussed in C hap te r  3, the in s t i tu t io n a l  framework in 
N o r w a y - w i t h  the dom in an t  role of S ta to il  in in v e s tm en t  dec is ion  
m a k in g  — su g g e s ts  t h a t  th e  e ffec tive  d is c ou n t  r a t e s  em ployed  in 
p ro jec t  ap p ra i s a l  could be low er th a n  in o th e r  co u n t r ie s ,  w here  
priva te -sec to r  firms a re  less inh ibited . I t is thu s  useful to consider the 
effects of the N orw egian  fiscal sy s tem  a t  lower d iscoun t ra tes . At a 5 
per cen t  ra te , on the a ssum p tion  of cons tan t rea l  oil prices a l  $27 per 
b a r re l ,  the tax  take  on the V1IV field is 73.9 per  cen t  a t  LC and 79.0 
per cen t a t  MC conditions; on the IIV field i t  is 73.6 p e r  cen t and  77.2 
per cen t  respectively; on the MV field, 81.1 pe r  cen t  and  76.7 per cen t 
respectively; on the LV field the take  is 73.4 pe r  cen t  a t  LC, 76.2 per

i 1’
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(3) N o r w a y cen t  a t  MC, and 84.7 per cent a t  IIC conditions. T he  conclusion th a t  
the size of d iscount ra te  employed m ake s  a  considerab le  difference to 
gove rnm en t take s  in the N orwegian sys tem  is th u s  re in fo rced . Ii 
effective d iscoun t ra te s  in Norway a r e  lower th an  in  o ther  countries , 
th e re  could be a sign if ican t effect on incentives .

U n d e r  th e  c o l l ap sed -p r ic e  s c e n a r i o  th e  s y s t e m  is h ig h ly  
reg ress ive  in p resen t-va lue te rm s. W ith  deve lopm en t costs of $3 pet 
ba r re l ,  th e  tax  take s  a re  around 80 pe r  cen t on all sizes o f fields; as 
costs increase , th e  take  rises sha rp ly .  The position w ilh a  discount 
r a te  of 10 per cen t (participation included) is shown in F igu re  6.19. At 
deve lopm ent costs of $6 per barre l th e  ta k e s  clearly  exceed the rents. 
W ith  a 5 per  cen t discount rote, tax ta k e s  ;-rr> under  90 per  cen t under 
LC conditions on all fields; under MC condit ions the take s  a re  85.4 per 
cen t  on the MV field, 83.8 per cent on the LV, and  83.3 per cen t  on the 
VLV one.

The position facing an exp lo ra t ion is t  in Norway con tem pla t ing  a 
p rog ram  costing $20 million, under  th e  1985 oil price perspective, is 
shown in Tab le  6.5. The pre-tax and  pa r t ic ipa t ion  EMVs a re  positive 
a t  all d iscount ra te s  a p a r t  from the 15 per cen t one. The expecta tion  of 
re la t iv e ly  la ige  fields in the N orw eg ian  sector is a  m a in  factor in the 
d e t e r m in a t i o n  o f  th e  po s i t iv e  o u tc o m e s .  A f t e r  ta x  a n d  s t a t e  
pa r tic ipa tion , expected re tu rn s  a re  u sua lly  reduced m arked ly  by the 
fiscal s y s t e m - E M V s  to investors a r e  now nega tive  a t  positive real 
d iscoun t r a te s  when chances of success a re  1 in 10 or 1 in 20. The 
gove rnm en t sh a re s  to a large ex te n t  in the explora t ion  r isk s  through 
h igh  and  rapid  write-off for exp lo ra t ion  costs. T h is  provides some 
com pensa tion  for the high tax ta k e s  on discovered fields. A t high 
d iscoun t r a te s  and  very un favou rab le  p ro spec t iv i ty ,  th e  fron t-end 
re l ie f  for explora t ion  can be so in f lu en t ia l  t h a t  the  overall expected 
tax  take  becomes negative. P rospec tiv ity  in Norway is com parative ly  
high. M any investo rs  an tic ipa te  a  d iscovery chance of a t  leas t  1 in 5 
T h is  helps to expla in  the continuing  in te re s t  in th is  country.

For an explora t ion  program o f  $60 million, p re-tax  EMVs are 
nega tive  under  all levels of p rospec tiv ity  a t  a d iscount r a te  of 15 per 
cent. W ith  success r a te s  of 1 in 10 o r  less, pre-tax EMVs a rc  negative 
w ith  d iscoun t r a te s  of  10 per  c e n t ,  w hile  po s t- tax  EM Vs become 
nega tive  a t  rea l d iscount ra tes  of 5 p e r  cent. W ith  a 1 in 5 success rate 
the post-tax EMVs a rc  positive a t  a 5 per cen t d iscoun t rate . The 
expected tax  take s  would often exceed 100 per cen t  of the  expected 
ren ts .

The exp lo ra t ion is t  ex ecu t ing  a p ro g ram  co s t in g  $20 m .l l ion  
under  the scenario  of collapsed oil p r ices  faces pre- tax  EM Vs th a t  are 
nega tive  a t  d iscount ra te s  of 10 p e r  cen t and  above when chances of 
succes. a re  1 in 5, or worse. On a pos t- lax  basis , EM Vs a re  negative a t  
d iscoun t ra te s  o f  5 p e r  cent. T h e  g o v e rn m e n t  a g a in  s h a r e s  to a
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m arked  ex ten t  in th e  exploration losses b y  g iv ing  im m ed ia te  re l ie f  for 
these costs to the ongoing investor for b o th  income tax  and  Special 
Tax.

T a b l e  6 . 5

N o r w a y  ( S t a t e  P a r t i c i p a t i o n  I n c l u d e d )

E x p e c t e d  M o n e t a r y  V a l u e s  a n d  G o v e r n m e n t T a k e s  f a c i n g  

E x p l o r a t i o n i s t ,  $ 2 0  M i l l i o n  P r o g r a m  

C o n s t a n t  H e a l  O i l  P r i c e  ( $ 2 7 )

Ileal Discount Expected Monriary Values Government Take
Ilote (%) (US$ million, 1986) <%)

Pre-Tax Post-Tax and Participation Tax Total

Ovcrell Discovery Rate: 1 in 5

0 572.8
5 245.6

10 79.8
15 -6.1

Overall Discovery Rate: 1 in 10

0 276.4
5 112.3

10 28.9
15 -14.6

Overall Discovery Rate: 1 in 20

0 128.2
5 45.6

10 3.4
15 -18.9

42.6 7).2 90.4
12.6 79.4 93.9
-2.3 100.8 103.2
-9.7 261.2 174.3

19.9 70.5 90.6
4.8 78.6 94.8
•2.7 106.7 110.0
•6.5 -ve -ve

8.5 68.9 91.1
0.9 76.5 97.5
•2.9
•4.9 -ve -ve

In sum, the N orw eg ian  fiscal system is no t  su ffic ien tly  flexible Lo 
ca te r  for the range  of opera t ing  c i rc u m s tan c e s  l ik e ly  to be found 
w ithout economic inefficiencies emerging. T h e  reformed sys tem  of 
s ta te  partic ipa tion , while more profit-related t h a n  the previous one, is 
not sufficiently sens i t ive  Lo changes in p ro fi tab il i ty ,  w he ther  from oil 
price m ovements or  cost changes. Given th a t  i t  h a s  a  high m arg in a l  
ra te , the system  is not well enough related to econom ic  rents . W hen 
m odera te  ra te s  of depi ec iation and high ra tes  o f  t a x  a re  combined in a 
tax  s truc tu re ,  i t  is ex trem e ly  im portant to e n s u r e  th a t  the sys tem  is 
accurate ly  ta rge ted  i f  it  is to perform in an eff ic ien t m anner .
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Figure 6.17 
Norway (State Participation Included) 

Government Share of Economic Ilents, 10% deal Discount date 
1985 Price Perspectives
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Figure 6.18 
Norway (Stole Participation Included) 

GovcrnmentShare of Economic dents. 15% deal Discount date 
1985 Price Perspectives

Constant Real Oil Price ($27)
Rising Price at 2% p.a. in Real Terms 
Falling Price at 2% p.a. in Real Terms
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C h a p t e r  5 5 .  O i l  a n d  G a s  P r o p e r t i e s  P r o d u c t i o n  T a x .

S e c t io n

11. Oil production tax
12. A djus tm en t in tax  ra tes
13. Economic lim it  factor
16. Gas production tax
17. Relation to o ther  taxes 
20. Paym en t of tar.
30. Filing of s ta tem en ts
40. Powers of D epar tm en t of Revenue

S e c t i o n

50. Incorrect re tu rns 
60. Delinquency
80. Collection and deposit of revenue
90. Refunds
110. Administration
135. Measurement
140. Definitions
150. Determination o f ' toss value

C o l la te ra l  r e f e r e n c e s .  —  71 Am. J u r .  
2d, S ta te  and Local Taxation , §§ 218 —  
220.

84 C.J.S., Taxation , §§ 404, 410.
S ta te  tax on or in respect of goods 

shipped in in te rs ta te  commerce to 
consignee for sale on consignor’s account 
w ithout previous sale or order for p u r ­
chase, 4 ALR2d 244.

Constitu tional exemption from taxa tion  
as subject to legislative regula tion 
respecting conditions of its  assertion, 4 
ALR2d 744.

Power of legis la ture  to rem it, release, or 
compromise tax claim, 28 ALR2d 1425.

When r igh t to refund of s ta te  or local 
taxes accrues, w ithin s ta tu te  lim iting time 
for applying for refund, 46 ALR2d 1350.

Legislative power to exempt from ta x a ­
tion property, purposes, or uses additional 
to those specified in constitution, 61 
ALR2d 1031.

Financial hardship or inability  to pay 
taxes as rendering inapplicable s ta tu te s  
denying remedy by injunction aga in s t  a s ­
sessment or collection of tax, 65 ALR2d 
550.

Expenses and taxes deductible by lessee 
in computing lessor’s oil and gas royalty or 
o ther  return , 73 ALR2d 1056.

Sec. 43.55.010. Gross production tax. [Repealed, § 9 ch 136 SLA 
1977.]

S e c .  4 3 . 5 5 . 0 1 1 .  O i l  p r o d u c t i o n  t a x .  ( a )  T h e r e  i s  l e v i e d  u p o n  t h e  

p r o d u c e r  o f  o i l  a  t a x  f o r  a l l  o i l  p r o d u c e d  f r o m  e a c h  l e a s e  o r  p r o p e r t y  i n  

t h e  s t a t e ,  l e s s  a n y  o i l  t h e  o w n e r s h i p  o r  r i g h t  t o  w h i c h  i s  e x e m p t  f r o m  

t a x a t i o n .  T h e  t a x  i s  e q u a l  t o  e i t h e r  t h e  p e r c e n t a g e - o f - v a l u e  a m o u n t  

c a l c u l a t e d  u n d e r  ( b )  o f  t h i s  s e c t i o n  o r  t h e  c e n t s - p e r - b a r r e l  a m o u n t  c a l -  

’ c u l a t e d  u n d e r  (c) o f  t h i s  s e c t i o n ,  w h i c h e v e r  i s  g r e a t e r ,  m u l t i p l i e d  b y  t h e  

e c o n o m i c  l i m i t  f a c t o r  d e t e r m i n e d  f o r  t h e  o i l  p r o d u c t i o n  o f  t h e  l e a s e  o r  

p r o p e r t y  u n d e r  A S  4 3 . 5 5 . 0 1 3 .  I f  t h e  a m o u n t s  c a l c u l a t e d  u n d e r  (b )  a n d

(c) o f  t h i s  s e c t i o n  a r e  e q u a l ,  t h e  a m o u n t  c a l c u l a t e d  u n d e r  (b )  o f  t h i s  

s e c t i o n  s h a l l  b e  t r e a t e d  a s  i f  i t  w e r e  t h e  g r e a t e r  f o r  p u r p o s e s  o f  t h i s  

s e c t i o n .

(b )  T h e  p e r c e n t a g e - o f - v a l u e  a m o u n t  e q u a l s  1 2 .2 5  p e r c e n t  o f  t h e  

g r o s s  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  o f  t a x a b l e  o i l  p r o d u c e d  o n  o r  

b e f o r e  J u n e  3 0 ,  1 9 8 1 ,  f r o m  t h e  l e a s e  o r  p r o p e r t y  a n d  15  p e r c e n t  o f  t h e  

g r o s s  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  o f  t a x a b l e  o i l  p r o d u c e d  f r o m  t h e  

l e a s e  o r  p r o p e r t y  a f t e r  J u n e  3 0 , 1 9 8 1 ;  e x c e p t  t h a t  f o r  a  l e a s e  o r  p r o p e r t y  

c o m i n g  i n t o  c o m m e r c i a l  o i l  p r o d u c t i o n  a f t e r  J u n e  3 0 ,  1 9 8 1 ,  t h e  

p e r c e n t a g e - o f - v a l u e  a m o u n t  e q u a l s  1 2 .2 5  p e r c e n t  o f  t h e  g r o s s  v a l u e  a t  

t h e  p o i n t  o f  p r o d u c t i o n  o f  t a x a b l e  o i l  p r o d u c e d  f r o m  t h e  l e a s e  o r  p r o p -
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e r t y  i n  t h e  F i r s t  f i v e  y e a r s  a f t e r  t h e  s t a r t  o f  c o m m e r c i a l  o i l  p r o d u c t i o n  

a n d  e q u a l s  1 5  p e r c e n t  o f  t h e  g r o s s  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  o f  

t a x a b l e  o i l  p r o d u c e d  t h e r e a f t e r  f r o m  t h e  l e a s e  o r  p r o p e r t y .

(c) T h e  c e n t s - p e r - b a r » * e l  a m o u n t  e q u a l s  $ 0 .6 0  p e r  b a r r e l  o f  t a x a b l e  

o ld  c r u d e  o i l  p r o d u c e d  f r o m  t h e  l e a s e  o r  p r o p e r t y ,  a n d  $ 0 . 8 0  p e r  b a r r e l  

f o r  a l l  o t h e r  t a x a b l e  o i l  p r o d u c e d  f r o m  t h e  l e a s e  o r  p r o p e r t y ,  b o t h  a s  

a d j u s t e d  b y  A S  4 3 . 5 5 . 0 1 2 .

(d ) [Repealed, § 18 ch 116 SLA 1981.] (§ 1 c h  1 3 6  S L A  1 9 7 7 ;  a m  

§ §  12 ,  1 8  c h  1 1 6  S L A  1 9 8 1 )

C ro ss  r e f e r e n c e s .  —  For oil and gas percent of the gross value" and ending
leasing provisions, see AS 38.05.180. "from the lease or property" in subsection

E ffec t  o f  a m e n d m e n t s .  —  The 1981 (b). The am endm ent also repealed subsec-
am endm ent added "on or before Ju n e  30, tion (d) which provided for certain
1981” following "taxable  oil produced" and payments to the A laska Native Fund in
added the language beg inn ing  "and 15 certain circumstances.

S e c .  4 3 . 5 5 . 0 1 2 .  A d j u s t m e n t  i n  t a x  r a t e s ,  ( a )  [Repealed, § 18 ch
116 SLA 1981.]

(b )  T h e  c e n t s - p e r - b a r r e l  a m o u n t  s e t  o u t  i n  A S  4 3 .5 5 . 0 1 1 ( c )  a s  

a d j u s t e d  b y  ( a )  o f  t h i s  s e c t i o n  a p p l i e s  t o  o i l  o f  2 7  d e g r e e s  A P I  g r a v i t y .  

F o r  e a c h  d e g r e e  o f  A P I  g r a v i t y  l e s s  t h a n  2 7  d e g r e e s  t h e  

c e n t s - p e r - b a r r e l  a m o u n t  s h a l l  b e  r e d u c e d  b y  $ .0 0 5  a n d  f o r  e a c h  d e g r e e  

o f  A P I  g r a v i t y  g r e a t e r  t h a n  2 7  d e g r e e s  t h e  c e n t s - p e r - b a r r e l  a m o u n t  

s h a l l  b e  i n c r e a s e d  b y  $ . 0 0 5  e x c e p t  t h a t  o i l  a b o v e  4 0  d e g r e e s  A P I  g r a v i t y  

s h a l l  b e  t a x e d  a s  4 0  d e g r e e  o i l .  I n  a p p l y i n g  t h e  g r a v i t y  a d j u s t m e n t  

u n d e r  t h i s  s u b s e c t i o n ,  f r a c t i o n a l  d e g r e e s  o f  A P I  g r a v i t y  s h a l l  b e  

d i s r e g a r d e d .  ( §  1 c h  1 3 6  S L A  1 9 7 7 ;  a m  § 1 8  c h  1 1 6  S L A  1 9 8 1 )

E ffec t  o f  a m e n d m e n t s .  —  The 1981 duced in Alaska and a report by the
am endm ent repealed the form er subsec- departm ent to the governor concerning
tion (a) which provided for a review of the proposed changes,
prices received for crude oil or gas pro-

-  S e c .  4 3 . 5 5 . 0 1 3 .  E c o n o m i c  l i m i t  f a c t o r ,  ( a )  [Repealed, § 18 ch 116 
SLA 1981.]

(b ) (1 )  T h e  e c o n o m i c  l i m i t  f a c t o r  f o r  o i l  p r o d u c t i o n  o f  a  l e a s e  o r  p r o p ­

e r t y  s h a l l  b e  c o m p u t e d  a c c o r d i n g  to  t h e  f o l l o w i n g  f o r m u l a :

( 1 - f P E L / T P ] )  e x p  ( [4 6 0  X  W D J /P E L )  

w h e r e :  P E L  =  t h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  l i m i t ;

T P  =  t h e  t o t a l  p r o d u c t i o n  d u r i n g  t h e  m o n t h  f o r  w h i c h  t h e  

t a x  i s  t o  b e  p a i d ;

W D  =  t h e  t o t a l  n u m b e r  o f  w e l l  d a y s  i n  t h e  m o n t h  f o r  w h i c h  

t h e  t a x  i s  t o  b e  p a i d ;  a n d  

W h e r e  " e x p "  i n d i c a t e s  t h a t  t h e  e x p r e s s i o n  f o l l o w i n g  i t  i s  a n  e x p o n e n t .

(2 )  If ,  f o r  a n y  m o n t h  d u r i n g  t h e  F i r s t  1 0  y e a r s  f o l l o w i n g  t h e  c o m ­

m e n c e m e n t  o f  c o m m e r c i a l  o i l  p r o d u c t i o n  o f  a  l e a s e  nr nrnnnrfv tV>o
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e c o n o m i c  l i m i t  f a c t o r  f o r  o i l  p r o d u c t i o n  o f  t h a t  l e a s e  o r  p r o p e r t y  c o m ­

p u t e d  u n d e r  (1 )  o f  t h i s  s u b s e c t i o n  i s  0 .7  o r  l e s s ,  t h e n  t h a t  f a c t o r  s h a l l  

b e  a p p l i e d .

(3 )  If ,  f o r  a n y  m o n t h  d u r i n g  t h e  f i r s t  1 0  y e a r s  f o l l o w i n g  t h e  c o m ­

m e n c e m e n t  o f  c o m m e r c i a l  o i l  p r o d u c t i o n  o f  a  l e a s e  o r  p r o p e r t y ,  t h e  

e c o n o m i c  l i m i t  f a c t o r  f o r  o i l  p r o d u c t i o n  o f  t h a t  l e a s e  o r  p r o p e r t y  c o m ­

p u t e d  u n d e r  (1 )  o f  t h i s  s u b s e c t i o n  i s  g r e a t e r  t h a n  0 .7 ,  t h e n  t h e  e c o n o m i c  

l i m i t  f a c t o r  i s  o n e .

(4 )  T h e  e c o n o m i c  l i m i t  f a c t o r  f o r  o i l  p r o d u c t i o n  o f  a  l e a s e  o r  p r o p e r t y  

a f t e r  t h e  f i r s t  1 0  y e a r s  f o l l o w i n g  t h e  c o m m e n c e m e n t  o f  c o m m e r c i a l  o i l  

p r o d u c t i o n  s h a l l  b e  c o m p u t e d  a n d  a p p l i e d  u n d e r  (1 )  o f  t h i s  s u b s e c t i o n .

(c) T h e  e c o n o m i c  l i m i t  f a c t o r  f o r  g a s  p r o d u c t i o n  o f  a  l e a s e  o r  p r o p e r t y  

e q u a l s  o n e  m i n u s  t h e  r a t i o  o f  t h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o ­

n o m i c  l i m i t  t o  t h e  p r o d u c t i o n  d u r i n g  t h e  m o n t h  f o r  w h i c h  t h e  t a x  i s  to  

b e  p a i d .

(d )  T h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  l i m i t  f o r  a  l e a s e  o r  

p r o p e r t y  i s  p r e s u m e d  to  b e  3 0 0  b a r r e l s  t i m e s  t h e  n u m b e r  o f  w e l l  d a y s  

f o r  t h e  l e a s e  o r  p r o p e r t y  d u r i n g  t h e  m o n t h  f o r  w h i c h  t h e  t a x  i s  t o  b e  

p a i d .  T h e  t a x p a y e r  m a y  r e b u t  t h i s  p r e s u m p t i o n  a t  a  f o r m a l  h e a r i n g  

u n d e r  A S  4 3 . 0 5 . 2 4 0  b y  p r o v i d i n g  c l e a r  a n d  c o n v i n c i n g  e v i d e n c e  o f  a  

d i f f e r e n t  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  l i m i t  f o r  t h e  l e a s e  o r  

p r o p e r t y .  T h e  h e a r i n g  s h a l l  b e  h e l d  b e f o r e  F e b r u a r y  15  o f  t h e  y e a r  o r  

w i t h i n  s i x  m o n t h s  a f t e r  c o m m e n c e m e n t  o f  o i l  p r o d u c t i o n  f o r  a  l e a s e  o r  

p r o p e r t y .  T h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  l i m i t  f o r  t h e  

l e a s e  o r  p r o p e r t y  b a s e d  u p o n  t h e  c l e a r  a n d  c o n v i n c i n g  e v i d e n c e  o f  t h e  

t a x p a y e r  s h a l l  b e  c a l c u l a t e d  b y  d i v i d i n g  t h e  v a l u e  d e t e r m i n e d  u n d e r  (f) 

o f  t h i s  s e c t i o n  i n t o  t h e  a v e r a g e  m o n t h l y  d i r e c t  o p e r a t i n g  c o s t  d e t e r ­

m i n e d  u n d e r  (e )  o f  t h i s  s e c t i o n  a n d  s h a l l  b e  u s e d  f o r  p u r p o s e s  o f  t h i s  

s e c t i o n  f o r  a l l  o i l  p r o d u c t i o n  d u r i n g  t h a t  c a l e n d a r  y e a r  f r o m  t h e  l e a s e  

o r  p r o p e r t y .

(e )  T h e  a v e r a g e  m o n t h l y  d i r e c t  o p e r a t i n g  c o s t  f o r  o i l  p r o d u c t i o n  

o p e r a t i o n s  o f  t h e  l e a s e  o r  p r o p e r t y  s h a l l  b e  d e t e r m i n e d  b a s e d  o n  a  

p e r i o d  o f  n o t  l e s s  t h a n  f o u r  c o n s e c u t i v e  m o n t h s .  T h e  d i r e c t  o p e r a t i n g  

c o s t s  i n c l u d e  o n l y  r o y a l t y ,  p r o d u c t i o n  s u p p l i e s ,  p u r c h a s e d  f u e l ,  r o u t i n e  

m a i n t e n a n c e ,  a n d  w a g e s  a n d  b e n e f i t s  o f  e m p l o y e e s  w o r k i n g  o n  t h e  

p r o d u c t i o n  o p e r a t i o n s .  A d d i t i o n a l  d i r e c t  o p e r a t i n g  c o s t s  n o t  l i s t e d  in  

t h i s  s e c t i o n  m a y  b e  i n c l u d e d  o n l y  a f t e r  t h e i r  i n c l u s i o n  i n  a  r e g u l a t i o n  

a d o p t e d  b y  t h e  d e p a r t m e n t .  T h e  d i r e c t  o p e r a t i n g  c o s t s  d o  n o t  i n c l u d e  

c a p i t a l  e x p e n d i t u r e s ,  t a n g i b l e  o r  i n t a n g i b l e  d r i l l i n g  e x p e n s e s ,  c o s t s  o f  

w e l l  w o r k o v e r s ,  c o s t s  f o r  r e p l a c e m e n t  o r  r e p a i r s  ( o t h e r  t h a n  r o u t i n e  

m a i n t e n a n c e ) ,  d e p r e c i a t i o n  o r  a m o r t i z a t i o n ,  t a x e s ,  i n s u r a n c e ,  

o v e r h e a d ,  m o n e y  p a i d  o r  s e t  a s i d e  ( o r  b o o k e d  a s  b e i n g  p a i d  o r  s e t  a s i d e )  

to  c o v e r  t h e  c o s t  o f  t e r m i n a t i n g  t h e  o i l  p r o d u c t i o n  o p e r a t i o n s  o f  t h e  

l e a s e  o r  p r o p e r t y ,  o r  a n y  o t h e r  c o s t  n o t  d i r e c t l y  r e l a t e d  to  t h e  o i l  p r o d u c ­

t i o n  o p e r a t i o n s  o f  t h e  l e a s e  o r  p r o p e r t y .
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( 0  F o r  t h e  p u r p o s e  o f  c a l c u l a t i n g  t h e  e c o n o m i c  l i m i t ,  t h e  v a l u e  a t  t h e  

p o i n t  o f  p r o d u c t i o n  o f  o i l  p r o d u c e d  f r o m  t h e  l e a s e  o r  p r o p e r t y  s h a l l  b e  

d e t e r m i n e d  o n  t h e  b a s i s  o f  t h e  a c q u i s i t i o n  c o s t  C . I .F .  a t  W e s t  C o a s t  

r e f i n e r i e s  f o r  i m p o r t e d  o i l  o f  l i k e  q u a l i t y ,  m i n u s  t h e  r e a s o n a b l e  c o s t  o f  

t r a n s p o r t a t i o n  b e t w e e n  t h e  p o i n t  o f  p r o d u c t i o n  o f  t h e  o i l  f r o m  t h e  l e a s e  

o r  p r o p e r t y  a n d  t h o s e  W e s t  C o a s t  r e f i n e r i e s .

(g )  T h e  m o n t h l y  p r o d u c t i o n  a t  t h e  e c o n o m i c  l i m i t  f o r  a  l e a s e  o r  

p r o p e r t y  i s  p r e s u m e d  to  b e  3 , 0 0 0  M c f  t i m e s  t h e  n u m b e r  o f  w e l l  d a y s  f o r  

t h e  l e a s e  o r  p r o p e r t y  d u r i n g  t h a t  m o n t h  f o r  w h i c h  t h e  t a x  i s  t o  b e  p a i d .  

T h e  t a x p a y e r  m a y  r e b u t  t h i s  p r e s u m p t i o n  a t  a  f o r m a l  h e a r i n g  u n d e r  

A S  4 3 . 0 5 . 2 4 0  b y  p r o v i d i n g  c l e a r  a n d  c o n v i n c i n g  e v i d e n c e  o f  a  d i f f e r e n t  

m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  l i m i t  f o r  t h e  l e a s e  o r  p r o p e r t y .  

T h e  h e a r i n g  s h a l l  b e  h e l d  b e f o r e  F e b r u a r y  15  o f  t h e  y e a r  o r  w i t h i n  s i x  

m o n t h s  a f t e r  c o m m e n c e m e n t  o f  g a s  p r o d u c t i o n  f o r  a  l e a s e  o r  p r o p e r t y .  

T h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m i c  l i m i t  f o r  t h e  l e a s e  o r  

p r o p e r t y  b a s e d  u p o n  t h e  c l e a r  a n d  c o n v i n c i n g  e v i d e n c e  o f  t h e  t a x p a y e r  

s h a l l  b e  c a l c u l a t e d  b y  d i v i d i n g  t h e  v a l u e  d e t e r m i n e d  u n d e r  (i) o f  t h i s  

s e c t i o n  i n t o  t h e  a v e r a g e  m o n t h l y  d i r e c t  o p e r a t i n g  c o s t  d e t e r m i n e d  

u n d e r  (h )  o f  t h i s  s e c t i o n .

(h )  T h e  a v e r a g e  m o n t h l y  d i r e c t  o p e r a t i n g  c o s t  f o r  g a s  p r o d u c t i o n  

o p e r a t i o n s  o f  t h e  l e a s e  o r  p r o p e r t y  s h a l l  b e  d e t e r m i n e d  b a s e d  o n  a  

p e r i o d  o f  n o t  l e s s  t h a n  f o u r  c o n s e c u t i v e  m o n t h s .  T h e  d i r e c t  o p e r a t i n g  

c o s t s  i n c l u d e  o n l y  r o y a l t y  a c t u a l l y  a n d  c u r r e n t l y  p a i d ,  p r o d u c t i o n  

s u p p l i e s ,  p u r c h a s e d  f u e l ,  r o u t i n e  m a i n t e n a n c e ,  a n d  w a g e s  a n d  b e n e f i t s  

o f  e m p l o y e e s  w o r k i n g  o n  t h e  p r o d u c t i o n  o p e r a t i o n s .  A d d i t i o n a l  d i r e c t  

o p e r a t i n g  c o s t s  n o t  l i s t e d  i n  t h i s  l e c t i o n  m a y  b e  i n c l u d e d  o n l y  a f t e r  

t h e i r  i n c l u s i o n  i n  a  r e g u l a t i o n  a d o s t e d  b y  t h e  d e p a r t m e n t .  T h e  d i r e c t  

o p e r a t i n g  c o s t s  d o  n o t  i n c l u d e  c a p i t a l  e x p e n d i t u r e s ,  t a n g i b l e  o r  i n t a n g i ­

b l e  d r i l l i n g  e x p e n s e s ,  c o s t s  o f  w e l l  w o r k o v e r s ,  c o s t s  fo r  r e p l a c e m e n t  o r  

r e p a i r s  ( o t h e r  t h a n  r o u t i n e  m a i n t e n a n c e ) ,  d e p r e c i a t i o n  o r  

a m o r t i z a t i o n ,  t a x e s ,  i n s u r a n c e ,  o v e r h e a d ,  m o n e y  p a i d  o r  s e t  a s i d e  ( o r  

b o o k e d  a s  b e i n g  p a i d  o r  s e t  a s i d e )  t o  c o v e r  t h e  c o s t  o f  t e r m i n a t i n g  t h e  

g a s  p r o d u c t i o n  o p e r a t i o n s  o f  t h e  l e a s e  o r  p r o p e r t y ,  o r  a n y  o t h e r  c o s t  n o t  

d i r e c t l y  r e l a t e d  t o  t h e  g a s  p r o d u c t i o n  o p e r a t i o n s  o f  t h e  l e a s e  o r  p r o p ­

e r t y .

( i) F o r  t h e  p u r p o s e  o f  c a l c u l a t i n g  t h e  e c o n o m i c  l i m i t ,  t h e  v a l u e  a t  t h e  

p o i n t  o f  p r o d u c t i o n  o f  g a s  p r o d u c e d  f r o m  t h e  l e a s e  o r  p r o p e r t y  s h a l l  b e  

d e t e r m i n e d  o n  t h e  b a s i s  o f  t h e  v o l u m e  w e i g h t e d  a v e r a g e  p r i c e  p a i d  fo r  

g a s  o f  l i k e  q u a l i t y  a n d  p r e s s u r e  i n  t h e  s a m e  f i e ld .

O’) T h e  d e p a r t m e n t  m a y  a g g r e g a t e  t w o  o r  m o r e  l e a s e s  o r  p r o p e r t i e s  

(o r  p o r t i o n s  o f  t h e m ) ,  f o r  p u r p o s e s  o f  d e t e r m i n i n g  e c o n o m i c  l i m i t  

f a c t o r s  u n d e r  t h i s  s e c t i o n  a n d  a p p l y i n g  t h e m  t o  A S  4 3 . 5 5 . 0 1 1  o r  A S  

4 3 . 5 5 . 0 1 6 ,  w h e n  e c o n o m i c a l l y ’ i n t e r d e p e n d e n t  o i l  o r  g a s  p r o d u c t i o n  

o p e r a t i o n s  a r e  n o t  c o n f i n e d  to  a  s i n g l e  l e a s e  o r  p r o p e r t y .  T h e  d e p a r t ­

m e n t  m a y  a l s o  s e g r e g a t e  a  l e a s e  o r  p r o p e r t y  i n t o  tw o  o r  m o r e  p a r t s ,  f o r  
Du rnoses  o f  dp f-p rm in  in  a  .K'nnnrn l im i*  . .  i •
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a p p l y i n g  t h e m  u n d e r  A S  4 3 . 5 5 . 0 1 1  o r  A S  4 3 . 5 5 . 0 1 6 ,  w h e n  tw o  o r  m o r e  

e c o n o m i c a l l y  i n d e p e n d e n t  o i l  o r  g a s  p r o d u c t i o n  o p e r a t i o n s  a r e  b e i n g  

c o n d u c t e d  o n  i t ,  o r  w h e n  o ld  c r u d e  o i l  i s  p r o d u c e d  f r o m  t h e  s a m e  l e a s e  

o r  p r o p e r t y  a s  o t h e r  o i l .

(k )  A  d e t e r m i n a t i o n  o f  t h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m ic  

l i m i t  f o r  a  l e a s e  o r  p r o p e r t y  i s  r e t r o a c t i v e  to  J a n u a r y  1 o f  t h e  c u r r e n t  

y e a r .  F o r  p r o d u c t i o n  o f  a  l e a s e  o r  p r o p e r t y  c o m m e n c i n g  a f t e r  J a n u a r y  

1, t h e  d e t e r m i n a t i o n  o f  t h e  m o n t h l y  p r o d u c t i o n  r a t e  a t  t h e  e c o n o m ic  

l i m i t  f o r  t h a t  l e a s e  o r  p r o p e r t y  m a d e  w i t h i n  s i x  m o n t h s  a f t e r  t h e  c o m ­

m e n c e m e n t  o f  p r o d u c t i o n  i s  r e t r o a c t i v e  t o  t h e  c o m m e n c e m e n t  o f  p r o ­

d u c t i o n .  (§ 1 c h  1 3 6  S L A  1 9 7 7 ;  a m  § §  13  —  1 6 ,  18  c h  1 1 6  S L A  1 9 8 1 )

E f fe c t  o f  am e n d m e n ts .  —  The 1981 
am endm ent rewrote subsection (b) and 
repealed former subsection (a) which read 
'T h e  economic lim it factor for old crude oil 
production of a lease or property equals 1 
m inus the ratio  of the monthly production 
ra te  a t  the economic limit to the produc­
tion du r ing  the month for which the tax is

to be paid." The amendment also rewrote 
subsection (g) and in subsection (h), added 
"actually and currently paid" following 
"only royalty" in the second sentence and 
substitu ted  "volume weighted average" for 
"highest" preceding "prise paid” in subsec­
tion (i).

Sec. 43.55.015. Tax per barrel of oil. [Repealed, § 9 ch 136 SLA 
1977.]

S e c .  4 3 . 5 5 . 0 1 6 .  G a s  p r o d u c t i o n  t a x .  ( a )  T h e r e  i s  l e v i e d  u p o n  t h e  

p r o d u c e r  o f  g a s  a  t a x  f o r  a l l  g a s  p r o d u c e d  f r o m  e a c h  l e a s e  o r  p r o p e r t y  

i n  t h e  s t a t e ,  l e s s  a n y  g a s  t h e  o w n e r s h i p  o r  r i g h t  t o  w’h i c h  i s  e x e m p t  

f r o m  t a x a t i o n .  T h e  t a x  i s  e q u a l  t o  e i t h e r  t h e  p e r c e n t a g e - o f - v a l u e  

a m o u n t  c a l c u l a t e d  u n d e r  (b )  o f  t h i s  s e c t i o n  o r  t h e  c e n t s - p e r - M c f  a m o u n t  

c a l c u l a t e d  u n d e r  (c) o f  t h i s  s e c t i o n ,  w h i c h e v e r  i s  g r e a t e r ,  m u l t i p l i e d  b y  

t h e  e c o n o m i c  l i m i t  f a c t o r  d e t e r m i n e d  f o r  g a s  p r o d u c t i o n  o f  t h e  l e a s e  o r  

p r o p e r t y  u n d e r  A S  4 3 .5 5 . 0 1 3 .  I f  t h e  a m o u n t s  c a l c u l a t e d  u n d e r  (b )  a n d  

(c) o f  t h i s  s e c t i o n  a r e  e q u a l ,  t h e  a m o u r /  c a l c u l a t e d  u n d e r  (b )  o f  t h i s  

s e c t i o n  s h a l l  b e  t r e a t e d  a s  i f  i t  w e r e  t h e  g r e a t e r  fo r  p u r p o s e s  o f  t h i s  

s e c t i o n .

(b ) T h e  p e r c e n t a g e - o f - v a l u e  a m o u n t  e q u a l s  1 0  p e r  c e n t  o f  t h e  g r o s s  

v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  o f  t h e  t a x a b l e  g a s  p r o d u c e d  f r o m  t h e  

l e a s e  o r  p r o p e r t y .

(c) T h e  c e n t s - p e r - M c f  a m o u n t  e q u a l s  $ . 0 6 4  p e r  t h o u s a n d  c u b i c  f e e t  

o f  t a x a b l e  g a s  p r o d u c e d  f r o m  t h e  l e a s e  o r  p r o p e r t y  a s  a d j u s t e d  b y  A S  

4 3 . 5 5 . 0 1 2 .  (§  1 c h  1 3 6  S L A  1 9 7 7 )

S e c .  4 3 . 5 5 . 0 1 7 .  R e l a t i o n  t o  o t h e r  t a x e s ,  ( a )  E x c e p t  a s  p r o v i d e d  in  

t h i s  c h a p t e r  a n d  i n  A S  4 3 . 5 8 ,  t h e  t a x e s  i m p o s e d  b y  t h i s  c h a p t e r  a r e  i n  

p l a c e  o f  a l l  t a x e s  n o w  i m p o s e d  b y  t h e  s t a t e  o r  a n y  o f  i t s  m u n i c i p a l i t i e s ,  

a n d  n e i t h e r  t h e  s t a t e  n o r  a  m u n i c i p a l i t y  m a y  im p o s e  a  t a x  u p o n

(1) producing oil or gas leases;
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(3 )  t h e  v a l u e  o f  i n t a n g i b l e  d r i l l i n g  a n d  e x p l o r a t i o n  e x p e n s e s .

(b )  T h e  t a x e s  im p o s e d  b y  t h i s  c h a p t e r  a r e  i n  p l a c e  o f  a l l  t a x e s  

i m p o s e d  b y  a  m u n i c i p a l i t y  u p o n  o i l  o r  g a s  i n  p l a c e  o r  n o n p r o d u c i n g  o i l  

o r  g a s  l e a s e s  o r  p r o p e r t i e s .

(c) T h e  t a x e s  i m p o s e d  b y  t h i s  c h a p t e r  a r e  n o t  i n  p l a c e  o f  t h e  t a x  

i m p o s e d  b y  A S  4 3 . 5 7  o r  i n c o m e  t a x e s ,  f r a n c h i s e  t a x e s  o r  t a x e s  u p o n  t h e  

r e t a i l  s a l e  o f  o i l  o r  g a s  p r o d u c t s .  (§  1 c h  1 3 6  S L A  1 8 7 7 )

NOTES TO DEC IS IO N S

Cited  in Liberati v. Bristol Eay Bor­
ough, Sup. Ct. Op. No. 1735 (File No.
3365), 584 P.2d 1115 (1978).

Sec. 43.55.018. Credit against tax. [Repealed, § 18 ch 116 SLA 
1981.]

S e c .  4 3 . 5 5 . 0 2 0 .  P a y m e n t  o f  t a x .  ( a )  T h e  g r o s s  p r o d u c t i o n  t a x  o n  o il  

o r  g a s  s h a l l  b e  p a i d  m o n t h l y .  T h e  t a x  i s  d u e  o n  t h e  2 0 t h  d a y  o f  e a c h  

c a l e n d a r  m o n t h  o n  o il  o r  g a s  p r o d u c e d  f r o m  e a c h  l e a s e  o r  p r o p e r t y  

d u r i n g  t h e  p r e c e d i n g  m o n t h .  I f  t h e  t a x  i s  n o t  p a i d  b e f o r e  t h e  e n d  o f  t h e  

m o n t h  i n  w h i c h  i t  b e c o m e s  d u e ,  t h e  t a x  b e c o m e s  d e l i n q u e n t .

(b) T h e  g r o s s  p r o d u c t i o n  t a x  o n  o i l  o r  g a s  s h a l l  b e  p a i d  b y  o r  o n  b e h a l f  

o f  t h e  p r o d u c e r .

(c) [Repealed, § 7 ch 101 SLA 1972.]
(d )  I n  m a k i n g  s e t t l e m e n t  w i t h  t h e  r o y a l t y  o w n e r  t h e  p r o d u c e r  m a y  

d e d u c t  t h e  a m o u n t  o f  t h e  t a x  p a i d  o n  r o y a l t y  o i l  o r  g a s ,  o r  m a y  d e d u c t  

r o y a l t y  o i l  o r  g a s  e q u i v a l e n t  i n  v a l u e  a t  t h e  t i m e  t h e  t a x  b e c o m e s  d u e  

t o  t h e  a m o u n t  o f  t h e  t a x  p a i d .

(e)  G a s  p r o d u c e d  i n  e x c e s s  o f  t h a t  n e e d e d  f o r  s a f e t y  p u r p o s e s ,  e x c e p t  

g a s  u s e d  i n  t h e  o p e r a t i o n  o f  a  l e a s e  o r  p r o p e r t y  i n  d r i l l i n g  f o r  o r  p r o d u c ­

i n g  o i l  o r  g a s ,  o r  f o r  r e p r e s s u r i n g ,  i s  c o n s i d e r e d ,  f o r  t h e  p u r p o s e  o f  t h i s  

c h a p t e r  a n d  i n  t h e  a m o u n t  u s : d ,  a s  g a s  p r o d u c e d  f r o m  a  l e a s e  o r  p r o p ­

e r t y .  G a s  f l a r e d  b e y o n d  t h e  a m o u n t  a u t h o r i z e d  f o r  s a f e t y  b y  t h e  A l a s k a  

O i l  a n d  G a s  C o n s e r v a t i o n  C o m m i s s i o n  u n d e r  A S  3 1 .0 5  i s  c o n s i d e r e d  a s  

g a s  p r o d u c e d ,  e x c e p t  t h a t  i t  i s  s u b j e c t  t o  a  p e n a l t y  e q u a l  to  t h e  t a x  

c o m p u t e d  u n d e r  A S  4 3 . 5 5 . 0 1 6  a s  a d j u s t e d  b y  A S  4 3 . 5 5 . 0 1 2  p e r  

t h o u s a n d  c u b i c  f e e t  o f  g a s  fo r  t h e  m o n t h  i n  w h i c h  t h e  g a s  w a s  f l a r e d .

( 0  I f  o i l  o r  g a s  i s  s o ld  u n d e r  c i r c u m s t a n c e s  w h e r e  t h e  s a l e  p r i c e  d o e s  

n o t  r e p r e s e n t  t h e  p r e v a i l i n g  v a l u e  f o r  o i l  o r  g a s  o f  l i k e  k i n d ,  c h a r a c t e r  

o r  q u a l i t y  i n  t h e  f i e l d  o r  a r e a  f r o m  w h i c h  t h e  p r o d u c t  i s  p r o d u c e d ,  t h e  

d e p a r t m e n t  m a y  r e q u i r e  t h e  t a x  to  b e  p a i d  u p o n  t h e  b a s i s  o f  t h e  v a l u e  

o f  o i l  o r  g a s  o f  t h e  s a m e  k i n d ,  q u a l i t y  a n d  c h a r a c t e r  p r e v a i l i n g  d u r i n g  

t h e  c a l e n d a r  m o n t h  o r  p r o d u c t i o n  f o r  t h a t  f i e l d  o r  a r e a .  (§ 3  c h  7  E S L A  

1 9 5 5 ;  a m  § §  5  —  9  c h  1 0 1  S L A  1 9 7 2 ;  a m  § 7 c h  1 0 7  S L A  1 9 7 6 ;  a m  § §  2 , 

3  c h  1 3 6  S L A  1 9 7 7 ;  a m  § 3  c h  1 5 8  S L A  1 9 7 8 )
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L eg is la t iv e  h i s to ry  r e p o r t s .  —  For report on ch. 107, SLA 1976 (SCS CSHB 
report on ch. 101, SLA 1972 (FCCS HCSSB 583), see 1976 House Journal, p. 556. 
168), see 1972 House Jou rna l ,  p. 963. For

S e c .  4 3 . 5 5 . 0 3 0 .  F i l i n g  o f  s t a t e m e n t s ,  ( a )  T h e  t a x  s h a l l  b e  p a i d  to  

t h e  d e p a r t m e n t  a n d  t h e  p e r s o n  p a y i n g  t h e  t a x  s h a l l  f i l e  w i t h  t h e  

d e p a r t m e n t  a t  t h e  t i m e  t h e  t a x  i s  r e q u i r e d  to  b e  p a i d  a  s t a t e m e n t ,  

u n d e r  o a t h ,  o n  f o r m s  p r e s c r i b e d  b y  o r  a c c e p t a b l e  t o  t h e  d e p a r t m e n t ,  

g i v i n g  w i t h  o t h e r  i n f o r m a t i o n  r e q u i r e d ,  t h e  f o l l o w in g :

(1 )  a  d e s c r i p t i o n  o f  t h e  l e a s e  o r  p r o p e r t y  f r o m  w h i c h  t h e  o i l  o r  g a s  

w a s  p r o d u c e d ,  b y  n a m e ,  l e g a l  d e s c r i p t i o n ,  l e a s e  n u m b e r  o r  b y  a c c o u n t ­

i n g  c o d e  n u m b e r s  a s s i g n e d  b y  t h e  d e p a r t m e n t ;

(2 )  t h e  n a m e s  o f  t h e  p r o d u c e r  a n d  t h e  p e r s o n  p a y i n g  t h e  t a x ;

(3 )  t h e  g r o s s  a m o u n t  o f  o i l  o r  g a s  p r o d u c e d  f r o m  t h e  l e a s e  o r  p r o p ­

e r t y ,  a n d  t h e  p e r c e n t a g e  o f  t h e  g r o s s  a m o u n t  o w n e d  b y  e a c h  p r o d u c e r  

f o r  w h o m  t h e  t a x  i s  p a i d ;

(4 )  t h e  t o t a l  v a l u e  o f  t h e  o i l  o r  g a s  p r o d u c e d  f r o m  t h e  l e a s e  o r  p r o p ­

e r t y  o w n e d  b y  e a c h  p r o d u c e r  f o r  w h o m  t h e  t a x  i s  p a i d ;  a n d

(5 )  t h e  n a m e  o f  t h e  f i r s t  p u r c h a s e r  a n d  t h e  p r i c e  r e c e i v e d  f o r  t h e  o i l  

o r  g a s  i f  s o l d  i n  t h e  s t a t e .

(b )  [Repealed, § 11 ch 101 SLA 1972.]
(c) [Repealed, § 11 ch 101 SLA 1972.]
(d )  R e p o r t s  b y  o r  o n  b e h a l f  o f  t h e  p r o d u c e r  a r e  d e l i n q u e n t  t h e  f i r s t  

d a y  f o l l o w i n g  t h e  d a y  t h e  t a x  i s  d u e .  E a c h  p r o d u c e r  i s  s u b j e c t  t o  a  

p e n a l t y  o f  $ 2 5  a  d a y  f o r  e a c h  l e a s e  o r  p r o p e r t y  u p o n  w h i c h  t h e  r e p o r t  

i s  n o t  f i l e d .  T h e  p e n a l t y  f o r  f a i l u r e  t o  f i l e  a  r e p o r t  i s  i n  a d d i t i o n  t o  t h e

p e n a l t y  f o r  d e l i n q u e n t  t a x e s ,  a n d  i s  a  l i e n  a g a i n s t  t h e  a s s e t s  o f  t h e

p r o d u c e r .  (§  4  c h  7  E S L A  1 9 5 5 ;  a m  § §  1 0  —  1 2  c h  1 0 1  S L A  1 9 7 2 ;  a m  

§ §  4  _  6  c h  1 3 6  S L A  1 9 7 7 )

R e v is o r ’s  n o te s .  —  Parag raph  (a)(6) 
was renumbered  as (a)(5) in 1983 since 
former (a)(5) had been repealed.

S e c .  4 3 . 5 5 . 0 4 0 .  P o w e r s  o f  D e p a r t m e n t  o f  R e v e n u e .  T h e  d e p a r t ­

m e n t  m a y  (1 )  r e q u i r e  a  p e r s o n  e n g a g e d  i n  p r o d u c t i o n  a n d  t h e  a g e n t  o r  

e m p l o y e e  o f  t h e  p e r s o n ,  a n d  t h e  p u r c h a s e r  o f  oil o r  g a s ,  o r  t h e  o w n e r  

o f  a  r o y a l t y  i n t e r e s t  i n  o i l  o r  g a s  to  f u r n i s h  a d d i t i o n a l  i n f o r m a t i o n  t h a t  

i s  c o n s i d e r e d  b y  t h e  d e p a r t m e n t  a s  n e c e s s a r y  to  c o m p u t e  t h e  a m o u n t  

o f  t h e  t a x ;  (2 )  e x a m i n e  t h e  b o o k s ,  r e c o r d s ,  a n d  f i l e s  o f  s u c h  a  p e r s o n ;  (3 )  

c o n d u c t  h e a r i n g s  a n d  c o m p e l  t h e  a t t e n d a n c e  o f  w i t n e s s e s  a n d  t h e  p r o ­

d u c t i o n  o f  b o o k s ,  r e c o r d s ,  a n d  p a p e r s  o f  a n y  p e r s o n ;  a n d  (4) m a k e  a n  

i n v e s t i g a t i o n  o r  h o l d  a n  i n q u i r y  t h a t  i s  c o n s i d e r e d  n e c e s s a r y  to  a  d i s c l o ­

s u r e  o f  t h e  f a c t s  a s  t o  (A )  t h e  a m o u n t  o f  p r o d u c t i o n  f r o m  a n y  o i l  o r  g a s  

l o c a t i o n ,  o r  o f  a  c o m p a n y  o r  o t h e r  p r o d u c e r  o f  o i l  o r  g a s ,  a n d  (B )  t h e  

r e n d i t i o n  o f  t h e  o i l  a n d  g a s  f o r  t a x i n g  p u r p o s e s .  (§  5  c h  7 E S L A  1 9 5 5 )



§ 4 3 . 5 5 . 0 5 0  A l a s k a  S t a t u t e s  § 4 3 . 5 5 . 1 1 0

S e c .  4 3 . 5 5 . 0 5 0 .  I n c o r r e c t  r e t u r n s .  T h e  d e p a r t m e n t  m a y  d e t e r ­

m i n e  w h e t h e r  o r  n o t  a  r e t u r n  r e q u i r e d  b y  t h i s  c h a p t e r  to  b e  f i l e d  w i t h  

i t  i s  c o r r e c t .  IC a  p e r s o n  m a k e s  a n  u n t r u e  o r  i n c o r r e c t  r e t u r n  o f  t h e  g r o s s  

p r o d u c t i o n  o r  t h e  v a l u e  o f  i t ,  o r  f a i l s  o r  r e f u s e s  t o  m a k e  a  r e t u r n ,  t h e  

d e p a r t m e n t  s h a l l ,  u n d e r  r e g u l a t i o n s  p r e s c r i b e d  b y  i t ,  d e t e r m i n e  t h e  

c o r r e c t  a m o u n t  o f  g r o s s  p r o d u c t i o n  o r  t h e  v a l u e  o f  i t ,  a n d  c o m p u t e  t h e  

t a x .  (§  6  c h  7 E S L A  1 9 5 5 )

S e c .  4 3 . 5 5 . 0 6 0 .  D e l i n q u e n c y .  W h e n  t h e  t a x  p r o v i d e d  f o r  i n  t h i s  

c h a p t e r  b e c o m e s  d e l i n q u e n t ,  i t  b e a r s  i n t e r e s t  a t  t h e  r a t e  p r e s c r i b e d  i n  

A S  4 3 . 0 5 . 2 2 5 .  I f  a n y  p e r s o n  f a i l s  t o  m a k e  a  r e p o r t  r e q u i r e d  b y  t h i s  

c h a p t e r ,  w i t h i n  t h e  t i m e  p r e s c r i b e d  b y  l a w  fo r  t h e  r e p o r t ,  t h e  d e p a r t ­

m e n t  s h a l l  e x a m i n e  t h e  b o o k s ,  r e c o r d s  a n d  f i l e s  o f  t h e  p e r s o n  to  d e t e r ­

m i n e  t h e  a m o u n t  a n d  v a l u e  o f  t h e  p r o d u c t i o n  to  c o m p u t e  t h e  t a x ,  a n d  

t h e  d e p a r t m e n t  s h a l l  a d d  t o  t h e  t a x  t h e  c o s t  o f  t h e  e x a m i n a t i o n ,  

t o g e t h e r  w i t h  a n y  p e n a l t i e s  a c c r u e d .  (§  7  c h  7  E S L A  1 9 5 5 ;  a m  § 4  c h  

5 8  S L A  1 9 7 1 ;  a m  § 1 3  c h  8 2  S L A  1 9 8 2 )

E f fe c t  o f  a m e n d m e n t s .  —  The 1982 percent a year” a t the end of the first sen- 
am endm ent subs ti tu ted  "ra te  prescribed tence. 
in AS 43.05.225” for "the ra te  of six

Sec. 43.55.070. Lien for tax. [Repealed, § 4 ch 94 SLA 1976. For 
current law, see AS 43.10.035.]

S e c .  4 3 . 5 5 . 0 8 0 .  C o l l e c t i o n  a n d  d e p o s i t  o f  " e v e n u e .  T h e  d e p a r t ­

m e n t  s h a l l  d e p o s i t  i n  t h e  g e n e r a l  f u n d  t h e  m o n e y  c o l l e c t e d  b y  i t  u n d e r  

t h i s  c h a p t e r .  (§  1 0  c h  7  E S L A  1 9 5 5 ;  a m  § 14  c h  101  S L A  1 9 7 2 )

S e c .  4 3 . 5 5 . 0 9 0 .  R e f u n d s .  I n  c a s e  o f  o v e r p a y m e n t ,  d u p l i c a t e  

p a y m e n t  o r  p a y m e n t  m a d e  ; n  e r r o r ,  t h e  d e p a r t m e n t  m a y  i s s u e  a  c e r t i f ­

i c a t e  s t a t i n g  t h e  f a c t s  a n d  t h e  a m o u n t  o f  t h e  r e f u n d  to  w h i c h  t h e  

t a x p a y e r  i s  e n t i t l e d .  U p o n  p r e s e n t a t i o n  o f  t h e  c e r t i f i c a t e  to  t h e  D e p a r t -  

- m e n t  o f  A d m i n i s t r a t i o n ,  t h e  D e p a r t m e n t  o f  A d m i n i s t r a t i o n  s h a l l  i s s u e  

a  w a r r a n t  f o r  t h e  r e f u n d .  T h e  r e f u n d  s h a l l  b e  p a i d  o u t  o f  t h e  

u n a p p r o p r i a t e d  g r o s s  p r o d u c t i o n  t a x  i n  t h e  t r e a s u r y .  (§ 11  c h  7 E S L A  

1 9 5 5 )

Sec. 43.55.100. Acceptance of deductions. [Repealed, § 15 ch 101 
SLA 1972.]

S e c .  4 3 . 5 5 . 1 1 0 .  A d m i n i s t r a t i o n ,  ( a )  T h e  d e p a r t m e n t  m a y  a d o p t  

r e g u l a t i o n s  f o r  t h e  p u r p o s e  o f  m a k i n g  a n d  f i l i n g  r e p o r t s  r e q u i r e d  b y  

t h i s  c h a p t e r  a n d  o t h e r w i s e  n e c e s s a r y  to  t h e  e n f o r c e m e n t  o f  t h i s  c h a p ­

t e r .

(b )  T h e  d e p a r t m e n t  m a y  r e q u i r e  p. s u f f i c i e n t  b o n d  f r o m  e v e r y  p e r s o n  

c h a r g e d  w i t h  t h e  m a k i n g  a n d  f i l i n g  o f  r e p o r t s  a n d  t h e  p a y m e n t  o f  t h e  

t a x .  T h e  b o n d  s h a l l  r u n  to  t h e  s t a t e  a n d  s h a l l  b e  c o n d i t i o n e d  u p o n  t h e



t h e  r e g u l a t i o n s  o f  t h e  d e p a r t m e n t ,  a n d  f o r  t h e  p r o m p t  p a y m e n t ,  b y  t h e  

p r i n c i p a l  o n  t h e  b o n d ,  c f a l l  t a x e s  d u e  t h e  s t a t e  b y  v i r t u e  o f  t h i s  c h a p ­

t e r .

(c) I f  r e p o r t s  r e q u i r e d  h a v e  n o t  b e e n  f i l e d ,  o r  a r e  i n s u f f i c i e n t  to  

f u r n i s h  t h e  i n f o r m a t i o n  r e q u i r e d  b y  t h e  d e p a r t m e n t ,  t h e  d e p a r t m e n t  

s h a l l  i n s t i t u t e ,  i n  t h e  n a m e  o f  t h e  s t a t e  u p o n  r e l a t i o n  o f  t h e  d e p a r t ­

m e n t ,  t h e  n e c e s s a r y  a c t i o n  o r  p r o c e e d i n g s  t o  e n j o i n  t h e ^ p e r s o n  f r o m  

c o n t i n u i n g  o p e r a t i o n s  u n t i l  t h e  r e p o r t s  a r e  f i l e d .

(d )  U p o n  s h o w i n g  t h a t  t h e  s t a t e  i s  i n  d a n g e r  o f  l o s i n g  i t s  c l a i m s  o r  

t h e  p r o p e r t y  i s  b e i n g  m i s m a n a g e d ,  d i s s i p a t e d  o r  c o n c e a l e d ,  a  r e c e i v e r  

s h a l l  b e  a p p o i n t e d  a t  t h e  s u i t  o f  t h e  s t a t e .  (§  1 3  c h  7  E S L A  1 9 5 5 )

Sec. 43.55.120 —  43.55.130. Noncompliance and false reports. 
[Repealed, § 46 ch 113 SLA 1980. For criminal penalties, see AS 
43.05.290.]

S e c .  4 3 . 5 5 . 1 3 5 .  M e a s u r e m e n t .  F o r  t h e  p u r p o s e s  o f  t h i s  c h a p t e r ,  o i l  

s h a l l  b e  m e a s u r e d  i n  t e r m s  o f  a  " b a r r e l  o f  o i l ”  a n d  g a s  s h a l l  b e  m e a ­

s u r e d  i n  t e r m s  o f  a  " c u b i c  f o o t  o f  g a s . ”  (§  1 6  c h  1 0 1  S L A  1 9 7 2 )

S e c .  4 3 . 5 5 . 1 4 0 .  D e f i n i t i o n s .  I n  t h i s  c h a p t e r

(1 )  " A P I  g r a v i t y ”  m e a n s  t h e  s p e c i f i c  g r a v i t y  o f  o i l  m e a s u r e d  i n  

d e g r e e s  o n  t h e  A m e r i c a n  P e t r o l e u m  I n s t i t u t e  s c a l e ;

(2 )  " b a r r e l  o f  o i l ” m e a n s  4 2  U n i t e d  S t a t e s  g a l l o n s  o f  o i l  o f  2 3 1  c u b i c  

i n c h e s  a  g a l l o n  c o m p u t e d  a t  a  t e m p e r a t u r e  o f  6 0  d e g r e e s  F a h r e n h e i t ;

(3 )  " c u b i c  f o o t  o f  g a s ”  m e a n s  t h e  v o l u m e  o f  g a s  c o n t a i n e d  i n  o n e  c u b i c  

f o o t  o f  s p a c e  m e a s u r e d  a t  a  p r e s s u r e  b a s e  o f  1 4 .6 5  p o u n d s  p e r  s q u a r e  

i n c h  a b s o l u t e  a n d  a  t e m p e r a t u r e  b a s e  o f  6 0  d e g r e e s  F a h r e n h e i t ;

(4 )  " d e p a r t m e n t ”  m e a n s  t h e  D e p a r t m e n t  o f  R e v e n u e ;

(5 ) " g a s ”  m e a n s  a l l  n a t u r a l ,  a s s o c i a t e d  o r  c a s i n g h e a d  g a s ,  a l l  h y d r o ­

c a r b o n s  p r o d u c e d  a t  t h e  w e l l h e a d  n o t  d e f i n e d  a s  o i l ,  a n d  a l l  l i q u i d  

h y d r o c a r b o n s  e x t r a c t e d  a t  a  g a s  p r o c e s s i n g  p l a n t ;

(6 )  " g r o s s  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n ” m e a n s

(A )  f o r  o i l ,  t h e  v a l u e  o f  t h e  o i l  a t  t h e  p o i n t  w h e r e  i t  i s  m e t e r e d  o r  

m e a s u r e d  ( b y  a u t o m a t i c  c u s t o d y  t r a n s f e r  m e t e r ,  t a n k  g a u g e ,  o r  o t h e r  

m e t h o d  a p p r o v e d  b y  t h e  c o m m i s s i o n e r )  i n  a  c o n d i t i o n  o f  p i p e l i n e  q u a l ­

i t y  o n  t h e  p r e m i s e s  o f  t h e  l e a s e  o r  p r o p e r t y  f r o m  w h i c h  i t  i s  r e c o v e r e d ;  

h o w e v e r ,  i f  t h e  o i l  i s  n o t  o f  p i p e l i n e  q u a l i t y  w h e n  i t  i s  r e m o v e d  f r o m  t h e  

p r e m i s e s  o f  t h e  l e a s e  o r  p r o p e r t y  f r o m  w h i c h  i t  i s  r e c o v e r e d ,  o r  i f  t h e  

o i l  r e c o v e r e d  f r o m  a  l e a s e  o r  p r o p e r t y  i s  n o t  m e t e r e d  o r  m e a s u r e d  (by 
a u t o m a t i c  c u s t o d y  t r a n s f e r  m e t e r ,  t a n k  g a u g e ,  o r  o t h e r  m e t h o d  

a p p r o v e d  b y  t h e  c o m m i s s i o n e r )  o n  t h e  p r e m i s e s  o f  t h e  l e a s e  o r  p r o p e r t y  

f r o m  w h i c h  i t  i s  r e c o v e r e d ,  t h e n  t h e  g r o s s  v a l u e  a t  t h e  p o i n t  o f  p r o d u c ­

t i o n  i s  t h e  v a l u e  o f  t h a t  o i l  a t  t h e  o f f - p r e m i s e s  l o c a t i o n  w h e r e  t h e  o i l  

i s  f i r s t  m e t e r e d  o r  m e a s u r e d  ( b y  a u t o m a t i c  c u s t o d y  t r a n s f e r  m e t e r ,  

t a n k  g a u g e ,  o r  o t h e r  m e t h o d  a p p r o v e d  b y  t h e  c o m m i s s i o n e r )  i n  a  c o n d i ­

t i o n  o f  p i p e l i n e  q u a l i t y ;

§ 43.55.120 R e v e n u e  a n d  T a x a t i o n  § 43.55.140



§ 43.55.140 A laska  S tatutes § 43.55.140

(B ) f o r  g a s  r e c o v e r e d  f r o m  o r  i n  a s s o c i a t i o n  w i t h  o i l ,  t h e  v a l u e  o f  t h e  

g a s  a t  t h e  p o i n t  w h e r e  i t  i s  a c c u r a t e l y  m e t e r e d  o r  m e a s u r e d  a f t e r  

s e p a r a t i o n  f r o m  t h e  o i l ;  f o r  g a s  r u n  t h r o u g h  a  g a s  p r o c e s s i n g  p l a n t ,  t h e  

g r o s s  v a l u e  a t  t h e  p o i n t  o f  p r o d u c t i o n  i s  t h e  f u l l  c o n s i d e r a t i o n  r e c e i v e d  

b y  t h e  p r o d u c e r  f o r  t h e  g a s  i f  s o l d  i n  a n  a r m ’s  l e n g t h  t r a n s a c t i o n  o r ,  i n  

t h e  a b s e n c e  o f  a n  a r m ’s  l e n g t h  t ^ n s a c t i o n ,  i s  t h e  s u m  o f  t h e  v a l u e  o f  

t h e  l i q u i d s  e x t r a c t e d  f r o m  t h e  f  .o a t  t h e  p l a n t  a n d  t h e  v a l u e  o f  t h e  

r e s i d u e  g a s ,  l e s s  a  r e a s o n a b l e  a l l o w a n c e  f o r  p r o c e s s i n g  t h e  g a s  a t  t h e  

p l a n t  a n d  f o r  t r a n s p o r t i n g  t h e  g a s  t o  t h e  p l a n t  f r o m  t h e  p r e m i s e s  u p o n  

w h i c h  t h e  o i l  p r o d u c t i o n  o p e r a t i o n  i s  c o n d u c t e d ;  a n d

(C ) f o r  g a s  n o t  r e c o v e r e d  f r o m  o r  i n  a s s o c i a t i o n  w i t h  o i l ,  t h e  v a l u e  o f  

t h e  g a s  a t  t h e  p o i n t  w h e r e  i t  i s  a c c u r a t e l y  m e t e r e d  o r  m e a s u r e d  o r  t h e  

v a l u e  o f  t h e  g a s  a t  t h e  p o i n t  o f  s a l e ,  i f  a n y ,  o n  t h e  p r e m i s e s  o f  t h e  l e a s e  

o r  p r o p e r t y  f r o m  w h i c h  t h e  g a s  i s  r e c o v e r e d ,  w h i c h e v e r  i s  t h e  h i g h e r  

v a l u e ;  f o r  g a s  r u n  t h r o u g h  a  g a s  p r o c e s s i n g  p l a n t ,  t h e  g r o s s  v a l u e  a t  t h e  

p o i n t  o f  p r o d u c t i o n  i s  t h e  f u l l  c o n s i d e r a t i o n  r e c e i v e d  b y  t h e  p r o d u c e r  f o r  

t h e  g a s  i f  s o l d  i n  a n  a r m ’s  l e n g t h  t r a n s a c t i o n  o r ,  i n  t h e  a b s e n c e  o f  a n  

a r m ’s l e n g t h  t r a n s a c t i o n ,  i s  t h e  s u m  o f  t h e  v a l u e  o f  t h e  l i q u i d s  

e x t r a c t e d  f r o m  t h e  g a s  a t  t h e  p l a n t  a n d  t h e  v a l u e  o f  t h e  r e s i d u e  g a s ,  l e s s  

a  r e a s o n a b l e  a l l o w a n c e  f o r  p r o c e s s i n g  t h e  g a s  a t  t h e  p l a n t  a n d  fo r  

t r a n s p o r t i n g  t h e  g a s  to  t h e  p l a n t  f r o m  t h e  p o i n t  w h e r e  i t  w a s  a c c u r a t e l y  

m e t e r e d  o r  m e a s u r e d ;

(7 ) " i n t a n g i b l e  d r i l l i n g  e x p e n s e s ”  a s  d e f i n e d  i n  2 6  U .S .C .  2 6 3 ( c )  

( I n t e r n a l  R e v e n u e  C o d e )  a s  d e f i n e d  o n  J a n u a r y  1, 1 9 7 4 ;

(8 ) " l e a s e  o r  p r o p e i t y ”  m e a n s  a n y  r i g h t ,  t i t l e  o r  i n t e r e s t  i n  o r  t h e  

r i g h t  t o  p r o d u c e  o r  r e c o v e r  o i l  o r  g a s  i n c l u d i n g :

(A ) a  m i n e r a l  i n t e r e s t ,

(B ) a  l e a s e h o l d  i n t e r e s t ,

(C ) a  w o r k i n g  i n t e r e s t ,  r o y a l t y  i n t e r e s t ,  o v e r r i d i n g  r o y a l t y  i n t e r e s t ,  

p r o d u c t i o n  p a y m e n t ,  n e t  p r o f i t  i n t e r e s t  o r  a n y  o t h e r  i n t e r e s t  i n  a  l e a s e ,  

c o n c e s s i o n ,  j o i n t  v e n t u r e  o r  o t h e r  a g r e e m e n t  f o r  o i l  a n d  g a s  

e x p l o r a t i o n ,  d e v e l o p m e n t  o r  p r o d u c t i o n ,

(D )  a  w o r k i n g  i n t e r e s t ,  r o y a l t y  i n t e r e s t ,  o v e r r i d i n g  r o y a l t y  i n t e r e s t ,  

p r o d u c t i o n  p a y m e n t ,  n e t  p r o f i t  i n t e r e s t  o r  a n y  o t h e r  i n t e r e s t  i n  a n  

a g r e e m e n t  f o r  u n i t i z a t i o n  o r  p o o l i n g  u n d e r  t h e  p r o v i s i o n s  o f  2 6  U .S .C .  

6 1 4 (b ) ( 3 )  ( I n t e r n a l  R e v e n u e  C o d e )  a s  d e f i n e d  o n  J a n u a r y  1, 1 9 7 4 ;

(9 ) " o i l ”  m e a n s  c r u d e  n e t r o l e u m  o il  a n d  o t h e r  h y d r o c a r b o n s  

r e g a r d l e s s  o f  g r a v i t y  w h i c h  a r e  p r o d u c e d  a t  t h e  w e l l h e a d  i n  l i q u i d  f o r m  

a n d  t h e  l i q u i d  h y d r o c a r b o n s  k n o w n  a s  d i s t i l l a t e  o r  c o n d e n s a t e  r e c o v ­

e r e d  b y  s e p a r a t i o n  f r o m  g a s  o t h e r  t h a n  a t  a  g a s  p r o c e s s i n g  p l a n t ;

(1 0 )  " o i l  p r o d u c t i o n  o p e r a t i o n ” m e a n s  t h e  o p e r a t i o n  b y  w h i c h  o i l  i s  

r e c o v e r e d  f r o m  a  l e a s e  o r  p r o p e r t y  a n d  r e n d e r e d  i n t o  o i l  o f  p i p e l i n e  

q u a l i t y ,  a n d  i n c l u d e s  a n y  g a t h e r i n g  d o n e  b e f o r e  t h e  o i l  i s  f i n a l l y  

r e n d e r e d  i n t o  o i l  o f  p i p e l i n e  q u a l i t y ;

(1 1 )  " o ld  c r u d e  o i l ”  m e a n s  c r u d °  o i l  p r o d u c t i o n  c l a s s i f i e d  a s  " o ld  

c r u d e  o i l ” i n  1 0  C F R  C h a p t e r  I I  P a r t  2 1 2 - 7 2  o n  M a y  1, 1 9 7 7 ,  a n d  w h i c h
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( 1 2 )  " o w n e r s h i p  o r  r i g h t  t o  w h i c h  i s  e x e m p t  f r o m  t a x a t i o n ” m e a n s  

a n y  o w n e r s h i p  i n t e r e s t  o f  t h e  f e d e r a l  g o v e r n m e n t  o r  t h e  s t a t e ;

( 1 3 )  " p i p e l i n e  q u a l i t y ”  m e a n s  g o o d  a n d  m e r c h a n t a b l e  c o n d i t i o n ;

( 1 4 )  " w e l l  d a y s ” m e a n s  t h e  n u m b e r  o f  d a y s  i n  w h i c h  a  w e l l  i s  

o p e r a t i n g  d u r i n g  a  m o n t h .  ( §  1 c h  7 E S L A  1 9 5 5 ;  a m  § 1 7  c h  1 0 1  S L A  

1 9 7 2 ;  a m  § 3  c h  4  F S S L A  1 9 7 3 ;  a m  § 4  c h  1 5 9  S L A  1 9 7 5 ;  a m  § §  7 , 9  

c h  1 3 6  S L A  1 9 7 7 )

R e v iso r ’s n o te s .  —  The paragraphs alphabetical order and to delete repealed 
were renumbered in  1983 to achieve paragraphs.

S e c .  4 3 . 5 5 . 1 5 0 .  D e t e r m i n a t i o n  o f  g r o s s  v a l u e ,  ( a )  F o r  t h e  

p u r p o s e s  o f  t h i s  c h a p t e r ,  t h e  g r o s s  v a l u e  s h a l l  b e  c a l c u l a t e d  u s i n g  t h e  

r e a s o n a b l e  c o s t s  o f  t r a n s p o r t a t i o n  o f  t h e  o i l  o r  g a s .  T h e  r e a s o n a b l e  c o s t s  

o f  t r a n s p o r t a t i o n  s h a l l  b e  t h e  a c t u a l  c o s t s ,  e x c e p t

(1) w h e n  t h e  p a r t i e s  t o  t h e  t r a n s p o r t a t i o n  o f  o i l  o r  g a s  a r e  a f f i l i a t e d ;

(2) w h e n  t h e  c o n t r a c t  f o r  t h e  t r a n s p o r t a t i o n  o f  o i l  o r  g a s  i s  n o t  a n  

a r m ’s  l e n g t h  t r a n s a c t i o n  o r  i s  n o t  r e p r e s e n t a t i v e  o f  t h e  m a r k e t  v a l u e  

o f  t h a t  t r a n s p o r t a t i o n ;

(3) w h e n  t h e  m e t h o d  o f  t r a n s p o r t a t i o n  o f  o il  o r  g a s  i s  n o t  r e a s o n a b l e  

i n  v i e w  o f  e x i s t i n g  a l t e r n a t i v e  m e t h o d s  o f  t r a n s p o r t a t i o n .

(b) I f  t h e  d e p a r t m e n t  f i n d s  t h a t  t h e  c o n d i t i o n s  i n  ( a ) (1 ) ,  (2 ) ,  a n d  (3 ) 

o f  t h i s  s e c t i o n  a r e  p r e s e n t ,  t h e  d e p a r t m e n t  s h a l l  d e t e r m i n e  t h e  r e a s o n ­

a b l e  c o s t s  o f  t r a n s p o r t a t i o n ,  u s i n g  t h e  f a i r  m a r k e t  v a l u e  o f  l i k e  t r a n s ­

p o r t a t i o n ,  t h e  f a i r  m a r k e t  v a l u e  o f  e q u a l l y  e f f i c i e n t  a n d  a v a i l a b l e  

a l t e r n a t i v e  m o d e s  o f  t r a n s p o r t a t i o n ,  o r  o t h e r  r e a s o n a b l e  m e t h o d s .  

T r a n s p o r t a t i o n  c o s t s  f i x e d  b y  t a r i f f  r a t e s  p r o p e r l y  o n  f i l e  w i t h  t h e  

A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n  o r  o t h e r  r e g u l a t o r y  a g e n c y  s h a l l  

b e  c o n s i d e r e d  p r i r n a  f a c i e  r e a s o n a b l e .  (§ 6  c h  1 0 7  S L A  1 9 7 6 ;  a m  § 9 2  

c h  5 9  S L A  1 9 8 2 )

E ffec t o f  a m e n d m e n ts .  —  The 1982 Pipeline Commission" near  the end of sub­
amendment substitu ted  "Alaska Public section (b).
Utilities Commission” for "Alaska

C h a p t e r  5 6 .  O i l  a n d  G a s  E x p l o r a t i o n ,  P r o d u c t i o n  

a n d  P i p e l i n e  T r a n s p o r t a t i o n  P r o p e r t y  T a x e s .

Sec tion

10. Levy of tax

20. Exemptions

30. In place of o ther taxes

40. S ta te  Assessment Review Board

50. Per diem and expenses

60. Assessment

70. Returns
80. Investigation

90. Assessment roll

100. Assessment notice

Section
110. Appeal to the departm en t 

120. Appeal to the State Assessment 
Review Board 

130. Hearings of S ta te  Assessment 
Review Board 

135. Certification

140. Supplementary assessment rolls 

150. Collection rnd  deposit 

160. In terest and penalty 

130. Rcmedv
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./ T he  provisions o f  AS 43.50.225 relating to 
fc interest on  delinquen t taxes apply to the tax 

imposed unde r  this chapter. (EfT. 2 /27 /83 . Reg. 

85)
Authoritv: AS 43.05.080 AS 43.50.100(d)

AS 43.05.220(a) AS 43.50.150
AS 43.05.225

15 A A C 50.190. D E F IN IT IO N S .  In addition to 
the definitions con ta ined  in A S 4 3 .50.170. in this 

chapter

(1) “ cigarette business”  m eans a category of 
ac tiv ity  in th e  sta te  as a m anu fac tu re r ,  d is­
tr ibu tor. direct-buying retailer, vending machine 
operator, retailer, o r  buyer o f  cigarettes;

(2) “ d epa r tm en t”  m eans  the D epar tm en t o f  

Revenue:

(3) “ im port o r  acqu ire”  includes all m anners,  
ways, and  m odes o f  bringing or obtain ing ciga­
rettes in the state and, in the case of a m anufac­
turer, includes bringing cigarettes into the state 
for samples o r  storage;

m ^4) “ Ind ian ”  m eans a person registered on the 
ribal rolls o f  the Ind ian  tr ibe occupying an 

Ind ian  reservation;

(5) “ Ind ian  reservation”  m eans all land set 
aside by the U nited States for tne exclusive use 
and occupancy o f  Ind ian  tribes, which are recog­
nized as Ind ian  reservations under  federal law 
and . as o f  February' 27, 1983, includes only the 
A nne tte  Islands Reserve set aside by the United 
States for the exclusive use and  occupancy o f  
Metlakatia Indian C om m un ity ;  and

(6) “ license year”  m eans the 12 m on ths  com ­
mencing Ju ly  1 o f  one ca lendar year and ending 
J u n e  30 o f  the following ca lendar  vear. (EfT. 
2 /27 /83 . 'Reg . 85)

Authority; AS 43.05.080 
AS 43.50.150 
AS 43.50.170

C H A P T E R  55.
O iL  AND G A S P R O P E R T IE S  

P R O D U C T IO N  TAX

Section
10. Monthly production ra te  at the 

economic limit 
20. Well days
30. Economic limit factor for casinghead 

gas
40. Interim taxation of gas well gas 
45. Economic limit factor for distillate or 

condensate
50. G as run through a gas processing plant 
60. Lease identification number 
70. Flared gas penalty 
80. Interest
90. Significant digits in economic limit 

factors
100. Average API gravity
110. Application of early development

incentive credit against production tax 

120. (Repealed)
150. Valuation of oil or gas 
160. Sales price 
165. Estimated payment of taxes 
170. .Prevailing value for oil 
172. ?revailing value for gas 
180. Choice of methods for determining 

reasonable cost of transporta t ion  
190. Calculation of reasonable  costs 

oftransportation 
200. Retroactive adjustm ents  
210. Definitions 
9660. (Repealed)
9670. (Repealed)
9690. (Repealed)
9694. (Repealed)
9699. (Repealed)
9700. (Repealed)

15 AAC 55.010. M O N T H L Y  P R O D U C T IO N  
RA TE A T T H E  E C O N O M IC  L IM IT , (a) The  
presumed monthly  p roduc tion  rate at the eco­
nom ic limit o f  300 barrels per well day for oil 
p roduction o f  a lease or p roper ty  includes royalty 
and all other ownership interests in tha t  p roduc­
tion.

(b) W hen the month ly  p roduc tion  rate at the 
econom ic limit is being de te rm ined  for a lease o r 
property by dividing the per-un it value o f pro­
duclion into the average m on th ly  direct operat­
ing costs, the month ly  p roduc tion  rate at the

15-46.36t
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economic limit equals the final quotient ob ­
tained by dividing, first, the per-unit value o f  
produclion into the average monthly direct 
operating costs other than royalty, and then 
dividing the first quotient by the fraction o f 
production corresponding to all nonroyalty  
interests in the lease or property. I f  some or all 
c r a direct operating cost is borne by a royalty 
interest, then with respect to that cost the 
royalty interest will be regarded as a nonroyalty  
interest for purposes of the preceding sentence.

(c) The tax on oil produced from a lease or 
property in commercial production after June 
30, 1981, must be computed by using the rates 
specified in AS 43.55.011 (b) and the economic 
limit factor specified in AS 43.55.013 (b). 
‘’Commercial production,”  for purposes o f  this 
subsection, means the production o f  oil for 
purposes of sale, or other beneficial use not 
associated with the exploration and develop­
ment o f  the field in which the lease o r property  
lies, except when the sale or beneficial use is 

incidental to  the testing o f an unproved well or 
unproved completion interval.

(d) When the primary production from a well 
or wells on a lease or property is gas, the 
monthly production at the economic limit for 
that lease or property is presumed to be 3 ,000 
Mcf per well times the number o f  well days for 
that lease or properly during that m on th  for 
which the tax is to be paid. The economic limit 
for gas production o f a lease or property  
includes royalty and all other ownership inter­
ests in the production. The taxpayer may rebu t 
this presumption at a formal hearing under 
AS 43.05.240 by providing clear and con­
vincing evidence that the value determined 

under AS 43.55.013(i) for the lease or p rop­
erty, when divided into the average m onth ly  
direct operating cost determined under AS 
43.55.013(h) for the lease or property , 
produces a different amount for the month ly  
production at the economic Emit under AS 
43.55.013(g) for the lease or property. (Eff. 
7/1 /77, Reg. 63; am 3/26/82, Reg. 81)
Authority: AS 43.05.080 AS 43 .55 .0 )3

AS 43.55.011 A S43 .55 .110

15 AAC 55.020. WELL DAYS. The num ber o f 
well days for a well during a month  is the 
number o f days the well is reported to  the 
Division o f  Oil and Gas Conservation as having

been produced during that month. The days of 
operation for injection wells will not be included 

in the determination o f  well days. (Eff. 7 /1 /77 , 
Reg. 63)

Authority : AS 43 .05 .080  
AS 43 .55 .110  
AS 43 .55 .140

15 AAC 55.030. ECONOMIC LIMIT FACTOR 
FO R CASINGHEAD GAS. When the primary 
production from a well or wells on a lease or 
property is oil, the economic limit factor for gas 
produced from or in association with tha t  oil 
will be calculated using the following formula:

economic limit factor = 1 - (PEL/TP)

where: P E L =  the monthly  production rate at 
the economic limit, presumed to 
be 300 barrels per well times the 
total number o f  well days in the 
month for which the tax is to  be 
paid;

TP = the total oil p roduction during 
the month  for which the tax is 
to  be paid.

(Eff. 7/1/77, Reg. 63; am 1 1/25/77, Reg. 64 ; am 

' 3 /26 /82 , Reg. 81)
Authority: AS 43 .05 .080  

AS 43 .55.013 
AS 43 .55 .110

15 AAC 55.040. INTERIM TAXATION OF 
GAS WELL GAS. For gas produced on o r after 
July 1, 1977, and before January 1, 1978, which 
is no t produced from or in association with oil, 
payments must be made using an economic limit 
factor o f  one (1.000000). When an economic 
limit factor is determined for production during 
1978 as required by AS 43.55.013(g), the 
taxpayer may apply that economic limit factor 
to  the gas produced on or after July 1, 1977, 
and before January 1, 1978, and the tax paid for 
that gas production will be adjusted accordingly. 
(Eff. 7/1/77, Reg. 63)
A uthority: AS 43.05.080 AS 43 .55 .016

AS 43.55.013 AS 43 .55 .110

15 AAC 55.045. ECONOMIC LIMIT FACTOR 
FO R  DISTILLATE OR CONDENSATE. When 
the primary production o f a well or wells on a 
lease or property is gas, the economic limit
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factor for distillate or  condensate recovered 
from that gas will be calculated using the follow­

ing formula:

economic limit factor = 11 - (PEL/TP)) exp
1(4,600 x WD)/PEL]

where: P E L =  the m onth ly  production rate at 
the economic limit, presumed to 
be 3 ,000  Mcf per well times the 
total num ber o f well days in the 
m on th  for which the tax is to  be 
paid;

TP = the total gas production during 
the m on th  for which the tax is 
to  be paid;

WD = the total number o f  well days in 
the m on th  for which the tax is 
to  be p a id ;and

where " exp ”  means that the expression follow­
ing it is an exponent. (Eff. 3 /26 /82 , Reg. 81)

A uthority : AS 43.05.080 
AS 43.55.013 
AS 43.55.110

15 AAC 55.050. GAS RUN THROUGH A 
GAS PROCESSING PLANT. Fo r  gas run 

through a gas processing plant, the comparison 
o f  the cents-per-Mcf am oun t under AS 
43.55.016(c) and the percentage-of-value 
amount under AS 43 .55 .016(b) will not be 
made by comparing cents-per-Mcf to  
percentage-of-value for th e  residue gas separately 

from the ex tracted  liquids. The 
percentage-of-value am oun t is to be based on the 
full consideration received by the producer for 
tha t  gas in an arm ’s length transaction, or, in the 
absence o f  an a rm ’s length transaction, the sum 
o f  the value o f  the liquids extracted from the gas 
a t  the plant and the value o f  the residue gas less 
a reasonable allowance for processing the gas at 
the plant and fo r transporting the jas  to  the 
plant. The cents-per-Mcf am ount is to be based 
on  the volume o f  gas delivered to  the gas 
processing plant, minus the sum o f  (1) the 
volume o f  gas returned from the processing 
plant and used in the operation o f  the lease or 
property in drilling for or producing oil or gas, 
(2) the volume o f  gas returned from the 
processing plant and injected back into the 
reservoir for repressuring, and (3) that

percentage o f  the pas used as fuel for the 
processing plant which equals the percentage of 
the gas delivered to the processing plant which is 
returned and used for either o f  the purposes 
described in (1) or (2) o f  this sentence. (Eff. 
7/1/77, Reg. 6 3 ; am 11/25/77, Reg. 64) 
Authority: AS 43 .05 .080  AS 43.55.110

AS 43 .55 .016  AS 43.55.140

15 AAC 55.060. LEASE IDENTIFICATION 
NUMBER. The Deparimcnt o f  Revenue may
require the person paying the tax to include an
identification number on the statement filed. 
(Eff. 1/2/71, Reg. 36)

Authority : AS 43.55.130

15 AAC 55.C70. FLA RED  GAS PENALTY.
The cents-per-Mcf penalty under AS 
43.55.020(e) for gas flared beyond the amount 
authorized for safety by the Department of 
Natural Resources under AS 31 .05 .17CK 11 )(H) 
is in addition to the tax imposed under AS 
43.55.016. The volumes flared in excess o f the 
amounts authorized for safety purposes will be 
determined on the basis o f  the total amount so 
authorized for the various facilities comprising a 
single integrated operation. (Eff. 7/1/77, Reg. 

63)
Authority: AS 43 .05 .080  AS 43.55.020

AS 43 .55 .016 AS 43.55.110

15 AAC 55.080. INTEREST. If  for any reason 
it is determined that returns made and taxes 
paid for production during a month were 
incorrect and a greater tax was due for that 
production, interest on the  amount o f  the 
additional tax  due for that production will be 
calculated and collected at the rate o f  six 
percent a year for the time between the last 
day of the m onth  after the m onth  o f  production 
and the day the additional tax for that 
production is paid. (Eff. 7 /1 /77 , Reg. 63)

A uthority : AS 43.05.080 
AS 43.55.060 
AS 43.55.110

15 AAC 55.090. SIGNIFICANT DIGITS IN 
ECONOMIC LIMIT FACTORS. All economic 
limit factors are to be calculated to not less than 
six decimal places. In rounding to the sixth 
decimal place, rounding may be down if that 
which is rounded out is less than 0.0000005, but 
it is to  be up  if that which is rounded ou t is 
greater than 0 .0000005; if that which is rounded
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out is exactly  0 .0000005, the rounding is to be 
up  or dow n so that the number in the sixth 
decimal place is even. (Eff. 7/1 /77, Reg. 6 3 ; am 
1 1/25/77, Reg. 64)

Authority: AS 43.05.080 
AS 43.55.1 10

15 AAC 55 .100 . AVERAGE API GRAVITY. 
The API gravity o f oil produced from a lease or 
property  will be calculated each month  using the 
weighted average o f  the API gravities o f  the oil 

produced during that month from the lease or 
property . (Eff. 3 /7 /74 , Reg. 49; am 6/28/74 , 

Reg. 50; am  7 /1 /77 , Reg. 63)
Authority: AS 43.05.080 

AS 43.55.012 
AS 43.55.110

15 AAC 55 .110 . APPLICATION O F EARLY 
DEVELOPMENT INCENTIVE CREDIT 

AGAINST PRODUCTION TAX. (a) Against the 
production  tax  each month on the oil o r  gas 
produc tion  o f  a lease or property, the EDIC for 
th a t  lease o r  property  as o f  the date o f  payment 
will be allowed as a credit, up to a maximum of 
50 percen t o f  tha t  m on th’s production tax on 
the  oil o r  gas production o f  th a t  lease or 
property .

(b) No EDIC for a lease or property  will be 
allowed as a credit against interest on any 
delinquent production  tax for th a t  lease or 
property , as provided by AS 43 .55 .060 , nor 
against any  o th e r  penalty o r fee th a t  may be 
added to  th e  production tax for tha t  lease or 
property .

(c) No EDIC for a lease o r property' will be 
recognized in any adjustment in a production 
tax paym en t for that lease or property  if  that  
paym ent was originally made when the EDIC for 
th a t  lease o r p roper ty  was i  t o .

(d) An ad justm en t to correct a production tax 
underpaym en t for a lease or property  th a t  was 
originally m ade  when the EDIC for that lease or 
property  was no t zero will be attributed to  
EDIC for t h a t  lease or property, up to a 
maximum equal to the smallest o f  (1) the EDIC 
fo r that lease o r property as o f  the date o f  the 
adjustment, (2) 50 percent o f  the adjustment, 
and (3) as m uch  o f the adjustment as possible 
w ithou t using in the total payment, as adjusted, 
more EDIC fo r that lease or property than there

was as o f  the date the payment was originally 
made; bu t no EDIC will be recognized in an 
ad justm ent to  correct a production  tax 
overpayment for a lease o r property that was 
originally made when the EDIC for that lease or 
property  was no t zero.

(e) The EDIC for a lease or property' will not
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be allowed as a credit against p roduction tax on 
oil or gas production o f  another lease or 
property , unless they arc unitized or are treated, 
with the approval o f  the director as required 
by 15 AAC 58.070, as a single property  for 
bo th  reserves tax and production tax purposes. 
If part or all o f  more than one lease or property 
is unitized, o r  if  two or more leases or properties 
are trea ted as a single property for bo th  reserves 
tax and p roduction  tax purposes, then the EDIC 
attributable to each, or to the unitized portions 
o f each, may be aggregated to determine an 
EDIC fo r the entire unit; however, if an 
adjustment is made after unitization (or after 
the several leases or properties are trea ted as a 
single p roperty )  for a production tax payment 
made for a lease or property  before unitization 
(or before the several leases or properties were 

treated as a single property), then reference will 
be made only to  the separate, unaggregated 
EDIC of th a t  lease or property  for purposes of 
applying (c) and (d) o f  this section.

( 0  No EDIC for a lease or property  will be 
allowed as a credit against the tax levied by AS 
43.57.010.

(g) To illustrate the application o f  EDIC 
against p roduction  tax, the following examples 
are offered (and reference is also made to  the 

examples appearing in 15 AAC 58 .120 and 15 
AAC 58.140):

EXAMPLE 1
On May 31 the cumulative to tal o f  reserves tax 

payments made before tha t  date for a lease is
51.000.000, while the cumulative total o f  EDIC 
allowed against production tax for th a t  lease is
5950.000. The EDIC as o f  May 31 for th a t  lease 
is thus 550,000. The production tax on oil and 
gas production o f  tha t  lease during April is due 
May 31 and is S90.000. The EDIC is greater 
than 50 percent o f  the production tax  to  be 
paid, so the credit allowed is . l im ited  to 50 
percent o f  the payment. Payment o f  545,000 is 
made th a t  day and S45.000 o f EDIC is allowed 
against the production tax that is due. The EDIC 
on June 1 is 55,000.

EXAMPLE 2
The initial facts are the same as for Example 1, 

except th a t  thi£ time the produc tion  tax on 
April p roduction is 5105,000. Now the 550,000 
EDIC is no t greater than 50 percent o f  the

payment, so the entire EDIC is allowed against 
that payment, reducing it to 555,000. This latter 
sum is paid on May 31, and on June 1 the EDIC 

is zero.

EXAMPLE 3 
Assume the same situation as in Example 2; the 

EDIC for the lease as o f  June 1 is zero. On June 
30 production tax o f 5100,000 is due for oil arid 
gas production during May, while a reserves tax 
payment o f  5900,000 is also due that day. 
Production tax payments that may be credited 
against the reserves tax total 5890,000, so a 
money payment o f  510,000 is made that day. 
As o f  July 1 the EDIC is 510,000 bu t as o f  June 
30  it is still zero. The taxpayer miscalculates the 
production tax and makes a money payment of
595.000, thinking it to  be full paym ent. On July 
2 he discovers his mistake and adjusts the 
payment by paying the remaining S5,000. No 
EDIC is recognized in this adjustment, even 
though the EDIC is 510,000 as o f  July 2, 
because the payment being adjusted was made 
June 30 when the EDIC was still zero. This 
would still be the result i f  the taxpayer had 
overpaid the production tax by S5.000 on June 
30.

EXAMPLE 4 
The initial facts are the same as for Example 3, 

except that this time the 510,000 money 
payment for the reserves tax is made June 29. 
Now, on June 30 when the production  tax 
payment is due, the EDIC is no t zero, but
510.000. The taxpayer again miscomputes the 
production tax as being S95.000. The EDIC is 
less than 50 percent o f  this figure, so he applies 
the full SI 0,000 as a credit and makes a money 
payment o f  585,000. On July 20 he discovers 
his mistake and makes the S5.000 adjustment. 
This adjustment is a t tributable to EDIC to the 
extent o f  the smallest o f  (1) the EDIC as of July 
20 (in this case, zero), (2) 50 percent o f  the 
adjustment (52,500), and (3) as m uch o f  the 
adjustment as possible w ithou t using more EDIC 
in the total payment, as adjusted, than  there was 
as o f  the date (June 30) the original payment 
was made. In this case, the full 510 ,000 EDIC 
was used June 30  in making the  original 
payment, and accordingly, to  allow any more 
EDIC in the S5,000 adjustment would use more 
EDIC in the total payment, as adjusted, than 
there was when the original paym ent was made. 
Thus, both the first and third criteria are zero,
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d g k .u  accordingly, no EDIC can be allowed in the 
^■ffdjustmenL The taxpayer  makes a money 

payment o f  the full 55 ,000.

EXAMPLE 5 

On July 1 the EDIC for Blackacre is S300.000 
and the EDIC for Whiteacre is S 200,000. On 
July 31 production  tax paym ents  o f  S50.000 for 
June produc tion  are made for each property’. 
Half o f  each payment is made by using EDIC for 
the respective properties, so that as o f  August 1 
the EDIC for Blackacre and Whiteacre is
5275.000 and 5175,000, respectively. Effective 
August 15, all o f  Blackacre and Whiteacre are 
unitized; no  o ther leases or properties are 
involved. Beginning August 15, then, the unit 
may be regarded as a single property  having an 
EDIC o f  5450 ,000 . On August 30 an adjustment 
is made to  correct a S5,000 underpayment of  
production  tax on the June production o f  
Blackacre. To apportion  this adjustment 
between m oney  payment and EDIC, one must 
refer to  Blackacre’s separate EDIC. The 
adjustm ent is a ttributable to  EDIC to the extent 
o f  the smallest o f  (1) the EDIC as o f  August 30

C this case, 5275,000), (2) 50 percent o f  the 

S |jiadjustment (here, 52,500), and (3) as much o f 
* t h e  adjustm ent as possible w ithou t using more 

EDIC in th e  total paym ent,  as adjustecL^lhan 
there was on  July 31 when the payment being 
corrected was made. In the original payment,
525.000 o f  EDIC was used, which, coupled with 
the full S5,000 o f  the ad justm ent, is less than 
the 5300 ,000  EDIC as o f  July 31. Thus, under 
the thiid criterion, S5,000 o f  the adjustment 
could be a t tr ibu ted  to EDIC. The smallest of the 
three criteria is therefore the second, and so 
S2,500 o f  th e  adjustment made on August 30 is 
accounted fo r by EDIC for Blackacre, and the 
remaining 52,500 is paid by the taxpayer. The 
application o f  Blackacre’s separate EDIC in that 
adjustment reduces the EDIC for Blackacre to  
5272,500. The EDIC fo r  Whiteacre remains
5175,000, and the EDIC for purposes o f  the 
unit is S447,500.

(h) All words and phrases used in this section 
that are defined in 15 AAC 58.150 -  15 AAC 
58.180 have the same meanings for purposes o f  
♦his section as they are given by  those defini- 

V. -ons. (Eff. 12/24/75, Reg. 56) 
f  \u th o r i ty :  AS 43 .05 .080  AS 43.55.060

AS 43 .55 .018  AS 43.5 .010
W AS 43.58.160

15 AAC 55.120. PAYMENT AND REPORT­
ING PROCEDURES. Repealed 9 /15 /82 .

15 AAC 55.150. VALUATION O F OIL OR 
GAS. (a) Except as provided in 15 AAC 55.050, 
this section applies to all oil and gas p ro­
duced in the state on a property or lease, 

whether o : not the oil or gas is removed from 
the property or lease, less any oil or gas the 
ownership or right to which is exempt from 
slate taxation.

(b) The gross value at the point o f  production 
for a producer's oil or gas equals the sales price 

under 15 AAC 55.160 for that oil or gas, less 
the producer’s reasonable costs o f  transporta­
tion under 15 AAC 55.180 .and 15 AAC 55.190 
for tha t  oil or gas from its point o f  production 
to  its sales delivery point ar d less the producer's 
reasonable costs incurred downstream o f  the 
point o f  production for processing, conditioning 
and preparing gas and gas plant liquids for sale; 
unless

(1) subsection (c) o f  this section applies, in 
which case the gross value at the point of 
p roduction for that oil o r  gas equals the prevail­
in g  value under 15 AAC 55.170 or 15 AAC 
55.172 less the reasonable costs o f  transporta­

tion under 15 AAC 55.180 and 15 AAC 55.190 
for that oil o r  gas from its point o f  production 
to  its sales delivery point (or, if different, to the 
po int where prevailing value is calculated under 
15 AAC 55.170 or 15 AAC 55.172) and also 
less the producer’s reasonable costs incurred 
downstream o f  the point o f  production for 
processing, conditioning and preparing gas and 
gas plant liquids for sale; or

(2) the gross value at the point o f  produc­
tion for the producer’s oil or gas would exceed 
the  applicable maximum lawful price (if any) 
set by the U.S. Department o f  Energy’, the 
Federal Energy Regulatory Commission, another 
governmental agency or a court o f  law (adjusted""* 
lo r  any changes in value due to  any processing, 
conditioning and transportation o f  that oil or 
gas occurring between its point o f  production 
and the point at which the applicable maximum 
lawful price is effective), in which case the gross,,, 
value at the po in t o f  production equals that 
applicable maximum lawful price as adjusted for 
these changes in value.
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(c) T he  prevailing value under 15 AAC 55.170 
or 15 AAC 55.172 must be used in determ ining 
the gross value at the pom l o f  production for a 
p roducer 's  oil o r  gas if

(1) the c ircum stances relating to the disposi­
tion o f  the p roducer’s oil or gas show fraud or an 
intent to  evade taxes: or

(2) the sales price for that oil or gas is substan­
tially lower (de te rm ined  by analyzing the cash 
value o f  the consideration received for that oil or 
gas and taking in to  accoun t the degree o f  dif­
ference between the prevailing value and  the 
sales price for tha t  oil o r  gas. the quanti ty  o f  oil or 
gas involved in the transaction , and the duration  
o f  the t ran sac tion )  th an  the prevailing value 
unde r  15 AAC 170 o r 15 AAC 55.172 for oil or 
gas and one  or m ore  o f  the following conditions 
exist:

(A) the con trac t  unde r  which the p ro ­
d u c e r’s oil o r  gas is sold o r exchanged is 
executed or renegotiated after December 31. 
1979 and  either sets a price for that oil or gas 
w ithou t ad ju s tm en ts  tied to m arke t cond i­
tions o r  does no t provide for later renegotia­
tion o f  prices at m arke t rates;

(B) the con trac t sets a price which does 
not reasonably reflect m arke t condit ions for 
p roduc tion  from that field o r  area prevailing at 
the t im e the con trac t is executed o r renegoti­
ated; o r

(C) the con trac t  price unde r  which the 
p roduce r’s oil o r  gas is sold o r exchanged 
reflects an unusually  weak bargaining position 
on th e  p roduce r’s part because o f  c i rcum ­
stances which the p roducer could reasonably 
have foreseen and taken steps to ameliorate or 
avoid.

(d) For valuation purposes, p roduc tion  o f  oil or 
gas does not include oil o r  gas

(1) used or unavoidably lost in production  
operat ions on the lease or property; or

(2) flared in am oun ts  au thorized  for safety bv 
the Alaska Oil and  Gas Conservation C om m is­
sion u nde r  AS 31.05.170( 11 )(H); or

(3) injected into a reservoir in the course o 
operations in the sam e field for purposes o 
repressuring o r conservation.

(e) In this section. 15 AAC 55.160. and 15 AA( 
55.210. the terms "exchange"  and "exchanged 
do not include a transfer o f  oil by a p roducer t o . 
third party at the Port o f  Valdez or at ano the r  por 
in the state for purposes o f  operational necessit; 
or convenience in what otherwise would be ; 
bona fide, arm 's-length exchange but for the fac 
that at the t im e o f  the particular transfer tht 
producer expects to later receive a like am oun t  o 
similar quality oil from that third party at tht 
same port. T h is  transfer to a third party and  tht 
later transfer from the third party will be dis 
regarded and the oil transferred will be treated a- 
if  it had remained in the possession o f  the trans 
ferring p roducer pending final disposition o f  tha 
oil. (Eft. 1/6/80. Reg. 73: am  5 /21/81 , Reg. 78 

Authority: AS 43.05.080
AS 43.55.020(e) and (f 
A S 43 .55 .1 I0  
AS 43.55.150

15 AAC 55.160. S A L E S  PR IC E , (a) The sales 
priTTfor purposes o f  15 AAC 55.010 —  15 AAC

55.210 for first sales o f  a p roducer’s oil or gas :< 
one or m ore  third parties is the cash value o f th 
full consideration being given in receipt for tha 
oil or gas in those sales.

(b) I f a p roducer’s oil or gas is sold to an affiliat' 
o f  that producer (as opposed to  being transferrei 
from one division to ano the r  within the sam 
corporate person), the sales price o f  that oil or ga 
for purposes o f  15 AAC 55.010 —  15 AA(
55.210 is the greater o f

(1) the cash value o f  the full consideratio: 
given in receipt for the oil o r  gas so sold: and

(2) the price attributable to  that sale which i 
entered on the p roducer’s books in accordanc 
with generally accepted accoun ting  principle; 
consistently applied.

(c) If a producer 's  oil or gas is retained by th 
producer or is transferred from  the productioi 
division to ano ther  division w ith in  the same cor 
porate person, Lhe sal^ j pnee  o f  that oil o r  gas fo 
pu rposeso f  15 A A C 5 5 .0 1 0 —  ISA A C  55.210 i 
the price attributable to  that oil or gas which i 
entered on the producer 's  books in accordanc
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generalh accepted  accoun ting  principles, 

^sistenlly applied.

(d) If a producer exchanges  oil or gas with a 
third party, the sales price o f  that oil or gas for 
purposes c f  15 AAC 5 5 .0 10 —  15 AAC 55.210 is

{1) the price prescribed in the exchange agree­
m en t for the p roducer 's  oil o r  gas for purposes o f  
s e t t l in g  a c co u n ts  a n d  c a s h in g  o u t  any  ne l 
exchange balances in the p roduce r 's  favor (to 
illustrate what is m ean t  by a nel exchange bal­
a n c e  in  th e  p r o d u c e r ’s f a v o r ,  s u p p o se  th e  
exchange is for oil on a barrel-for-barrel basis and 
the  p roducer’s vo lum e to  th e  third  party exceeds 
the vo lume received f rom  the  third party: the 
am o u n t  o f  that excess w ould  be the  net exchange 
balance in the p roducer 's  favor); o r

(2) i f  there is no such  price prescribed in the 
exchange agreement, the  price a ttributable to  the 
oil o r  gas received by  th e  p roduce r  which is 
en tered  on the p roduce r’s books  in accordance 
w ith generally accepted accoun t ing  principles, 

consistently applied. (EfT. 1 /6 /80 , Reg. 73) 
r  A utho ri ty :  AS 43.05.080

AS 43 .55 .020(0  
W  AS 43.55.110

15 AAC 55.165. E S T I M A T E D  PA Y M E N T  
O F  TAXES, (a) Beginning with th e  s ix-month 
period o f  July th rough D ecem ber  1984, and for 
each succeeding s ix -m on th  period  after that, the 
depa r tm en t  will com pu te  a n d  publish an in terim  
sales price for oil from each oil p roduc ing  field or 
area in Alaska for each  m o n th  o f  th a t  s ix-month 
period . The d ep a r tm en t  will publish  in te r im  
sales prices for the first six m o n th s  o f  a ca lendar  
year before August 31 o f  th a t  year and will p ub ­
lish interim  sales prices for th e  second six m on th s  
o f  the calendar year before M arch  1 o f  the follow­
ing year. The interim sales price will be based on 
the volume-weighted average sales price o f  all 
taxpayers ' sales in th e  s am e  m arke t for each 
m on th  as reported by the  taxpayers  on their p ro ­
duction  tax returns. T h e  volume-weighted aver­
ag e  r e p o r t e d  sa le s  p r i c e  is a n  a r i t h m e t i c  
calculation based on  re tu rn s  as filed a n . is no t a 
determ ination  o f  the prevailing  value ol ihe oil.

/ "  ‘b) A taxpayer will reca lcu la te  its aggregate tax 
y  bility based on the in te r im  sales price u nde r  (a) 
- this section and it shall pay the differencem

be tw een  the r epo r ted  lax l iab i l i ty  a n d  the  
reca lcu la ted  tax liab ility  for the  s ix -m o n th  
period. If the am oun t o f  taxes paid by a taxpayer 
exceeds the recalculated tax liability for the six- 
m on th  period, then the taxpayer may treat the 
excess as a credit against future estimated pay­
ments. Notwithstanding 15 AAC 05.050. the 
d epa r tm en t  will defer ac tion  on  a c la im  for 
refund of the recalculated tax until the depart­
ment has made a final determ ination  o f taxe sdue  
under  15 AAC 55.

(c) A taxpayer shall file a report on a form 
prescribed by the depa rtm en t and  shall, as app ro ­
priate. either pay with m oney o r by applying a 
credit accrued under  (b) o f  this section, o r  claim a 
credit for, the difference between the recalcu­
lated tax liability under th is section and  the 
reported tax liability. The report and  the pay­
m en t of  claim of credit for the first six m on th s  o f  
the calendar year must be filed no  la ter than 
October 31 of that year, and  the report and  the 
paym ent or claim o f  credit for the second six 
m on ths  of the calendar year must be filed no  later 

than  April 30 o f the following year. (Eff. 9 /1 /84. 
Reg. 91)
Authority: AS 43.05.080 AS 43.55.040

AS 43.55.020 AS 43.55.110
AS 43.55.030

15 AAC55.170 PR E V A IL IN G  V A LU E FOR 
.--OIL. (a) For a producer 's  oil, the prevailing ' 'alue 

for purposes o f this chapter is the arithmetic 
average acquisition cost C.l.F. (at the refinery 
inlet in the same market in which the  producer 's  
Alaskan oil is refined) based on the saierjjfice o f  
like oil sold in up to three third-party , arm's- 
length transactions selected by the departm en t. 
In this subsection, “ like oil’’ means an  oil o f  
substantially sim ilar quality  p roduced  in the 
same general area o f  the state and subject to  the 
same federal price controls, if any. as the oil for 
which the prevailing value is to  be determined.

(b) ’fthe information unde r  (a) o f  this section is 
not available, then the prevailing value for pur­
poses of this chapter equals the ar ithm etic  aver­
age acquisition cost C.l.F. (at the refinery inlet in 
the same market in which the p roducer’s Alas­
kan oil is refined) o f  up to six oils selected by the 
department including

(1) up to three domestic oils o f  substantially 
s im ilar  quality w hich  are  sold in significant
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quan ti t ie s  in the same markel o r  near the same 
m arke t: a n d

(2) u p  to  three imported  oils o f  substantially 
s im ila r  q u a l i ty  which are sold in significant 
quan ti t ie s  in the same markel o r  near the same 
market.

(c) T he  respective acquisition cost C.l.F. at the 
refinery in let in ?. markel for each o f the oils used 
in this section equals the sum of

(1) th e  respective official gove rnm en t sales 
price o r  posted  price o f  the oil (with ad jus tm en ts  
for differentials and  surcharges) appearing in the 
latest P la t t’s Oilgram Price Report published on 
or before th e  last day o f  a m on lh ; plus

(2) the respective tanker transporta t ion  cost 
o f  the oil f rom  its port o f  origin to ship’s rail in the 
same m a rk e t  as that in which the p roducer’s 
Alaskan oil is refined, to be calculated

(A) by  multip ly ing the London  Tanker 
B ro k e r ’s ave rage  f re igh t r a te  a s se s sm en t  
(“ A F R A ” ) applicable to that voyage during 

tha t  m o n th  for AFRA LR 2 (Long Range 2) oil 
t a n k e r s ,  by  th e  m o s t  r e c en t ly  p u b l i s h e d  
Worldscale rate for th a t  voyage; or — —

(B) by  applying ano the r  applicable freight 
rate i f  foreign flag vessels are prohibited from 
tran spo r t ing  that oil; plus

(3) any  canal tolls and expenses no t included 
in the applicab le  freight rate for that voyage: plus

(4) p ipe line  or other carrying charges. (Eff. 
1 /6 /80 , Reg . 73; am  5 /2 1 /8 1 ,  Reg. 78; am  
9 /1 /84 , Reg. 91)

Authority: AS 43.05.080 

AS 43.55.020(0 
A S43 .55 .110

15 AAC 55 .172 PR E V A IL IN G  V ALUE FOR 
GAS. For a p roducer’s gas, the prevailing value 
for pu rposes  o f  this chapter is

(1) th e  volume-weighted average o f  the prices 
received u n d e r  the terms o f  sales contracts for 
significant quanti t ies  which have been entered 
into o r  th e  pricing  provisions o f  which have been 
am ended  d u r in g  the tax year or  the two preced­
ing years a t  th e  sales delivery po ints w ithin the

same m arke t for that p roduc tion  by the producei 
in arm 's-length sale< transactions for like kind 
character, and quality Alaskan gas p roduced  du r  
ing the m onth : or

(2) i f  the p roducer  makes no arm 's- leng ll 
sales o f  significant quantities at the sales d e l iv e r  
points within the sam e market for like kind 
character, and quality Alaskan gas p roduced  du r ­
ing the m onth , the volume-weighted average o 
the prices under the te rm s o f  arm 's-length sale: 
c o n t r a c t s  for s ig n i f ic a n t  q u a n t i t i e s  o f  ga: 
(whether between third parties o r  no t)  which 
were en tered  in to  or th e  pricing provis ions ol 
which were am ended du r ing  the tax year o r  the 
two preceding years from the sam e field as the 
p roducer’s gas (or if  there are no  contracts which 
com ply with this paragraph for that field, con ­
tracts w'hich comply with this paragraph in the 
nearest field to  that field), w ith app rop r ia te  
ad jus tm en ts  for differences, if  any. in k ind , char­
acter, and  quality between gas sold unde r  the 
reference sales contracts and the p roducer 's  gas. 

(EfT. 5 /21 /81 . Reg. 78)
Authoritv: AS 43 .05 .080 

AS 43 .55 .020 (0  
A S43 .55 .110

15 AAC 55.180. C H O IC E  O F  M E T H O D S  
FO R D E T E R M IN IN G  R E A S O N A B L E  C O ST  
O F  T R A N S P O R T A T IO N , (a) Except as p ro ­
vided in (b) o f  this section, the reasonable cost of 
transporta t ion  is the actual cost o f  transporta t ion  
as dete rm ined  in 15 AAC 55.190(a) and  (b).

(b) T he  reasonable cost o f  transpo r ta t ion  is the 
fair m arke t value as defined in 15 AAC 5 5 .190(c) 
when all o f  the following conditions exist:

(1) th e  parties to  the transporta t ion  o f  oil or 
gas are affiliated;

(2) the contract for the transporta t ion  o f  oil or 
gac is no t an a rm ’s-length transaction o r  is not 
representative o f the market value o f  the trans­
portation; and

(3) th e  m ethod  o f  transportation o f  oil o r  gas 
is not reasonable in view o f  existing alternative 
methods o f  transporta tion . (EfT. 1/6/80. Reg. 73) 
Authority: AS 43.05.080 AS 43.55.110

AS 43 .55 .020 (0  AS 43 .55 .150
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AAC 55.190. C A L C U L A T IO N  O F  REA- 
N A B L E  C O S T S  O F T R A N S P O R T A T IO N .

(a) Reasonable costs o f  transporta tion  arc to be 
calculated from the point o f  p roduction  to  the 

sales deliver)' point.

(b) Actual costs o f  transportation for purposes 

o f  15 AAC 5 5 .180(a) are

(1) when the transporta tion  o f  oil or gas is by a 
regulated carrier, the tariff on file with FER C or  
o th e r  regulatory agency having jurisd iction  that  
is applicable to  tha t  transporta tion  o f the oil o r  
gas by the carrier, from the point where that oil o r  
gas is' tendered in to  the facilities o f  the carrier to  
the po in t where it is delivered from  the facilities 

o f  the carrier:

(2) when transportation o f oil is by a tanke r  o r  
o th e r  vessel tha t  is not owned o r  effectively 
ow ned  by the producer o f  that oil

(A) for a single voyage charter, the charte r  
fee for tha t  vessel, plus any voyage and port 
co s ts  n o t  in c luded  in th a t  fee w hich  a re

-  incurred  with respect to  that transpo r ta t ion  
du r ing  the te rm  o f  the charter and  which are 
bo rne  by the  producer, plus the positioning 
cost, if  any. borne by the p roducer  for th a t  

vessel: or

(B) for a consecutive voyage charter  o r  a 
t im e  charter, the  charter fee for that vessel, 
p lus any voyage and port costs no t included in 
th a t  fee which are incurred with respect to tha t  
t ranspor ta t ion  during the te rm  of the charter  
and  which are bom e by the producer, g .us the 
positioning cost (amortized over  the lesser o f  
36 m on th s  o r the term of the charter  in the 
case o f  a t im e charter, and am ortized  on the 
basis o f  the num be r  o f voyages in the case o f  a 
consecutive voyage charter), i f  any, b o m e  by 
the p roducer for that vessel; o r

(C) for a contract o f  affreightment, the 
affre ightment fee specified in tha t  contract, 
p lus any voyage and port costs and any  posi­
t ion ing  costs no t included in th a t  fee which are 
incurred with respect to  tha t  t ranspor ta t ion  
during  the te rm  o f  the con trac t o f  affreight­
m en t  and  which are bom e  by the  producer,

(3) when transportation o f oil is by a tanke r  o r  
o th e r  vessel that is owned o r effectively owned by

the producer o f  that oil. the p roducer’s actual 
cost Tor that transportation, which is the sum  of

(A) voyage and port costs incurred with 
respect to that transportation;

(B) the positioning cost, am ortized  over 
36 months, for mat vessel:

(C) depreciation of the vessel; if the vessel 
is actually owned by the producer, deprecia­
tion must be calculated in accordance with the 
applicable FASB Financial Accounting  S tan ­
dards for this asset; if the v<. »el is effectively 
owned by the producer, depreciation m ust be 
calculated in accordance w ith  FASB-13 from 
the standpoint o f  a lessee unde r  a capital lease; 
and

(D) an am oun t,  which when added to  the 
am o u n t  of depreciation allowed unde r  (C) o f  
th is  pa rag raph , will p rov id e  a reasonab le  
return on the acquisition cost o f th e  vessel over 
its expected life; for purposes o f  this sub- 
paragraph

(i) “ acquisition cost" m eans  the cost o f  
the vessel which may be capitalized by its 
ac tual ow ner  under genera lly  accepted 
accounting principles, includ ing  costs o f  
im provem ents  made after the date  the ves­
sel is placed in service by  o r  on  behalf  o f  
the producer; and

(ii) “ expected life" m ean s  the period o f  
time used to calculate depreciation under
(C) o f  this paragraph:

(4) in the case o f  transportation o f  gas as LN G

(A) where not all of the L N G  transporta ­
tion facilities are subject to  ta riff  regulations 
(by FE R C  o r  other agencies o f  th e  United 
States, state or territory or a possession o f  the 
U nited  States or a foreign na tion) and  when
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the p roducer does not have or effectively have 
any ownership interest in the LNG transporta­
tion facility, the amount charged to the pro­
ducer for that LNG transportation;

(B) when the producer has or effectively 
has an ownership interest in the LNG trans­
porta tion  facility, the producer’s actual cost 
for that transportation which is the sum of

(i) the direct operating costs of the LNG 
transporta tion  facility (in the case of an 
LNG tanker, its respective voyage and 
port costs) incurred with respect to the 

p roducer’s gas;

(ii) ihe positioning cost, amortized over 
36 months , for that vessel;

(iii) depreciation o f  the LNG transpor­
tation facility; if  the facility is actually 
owned by the producer, depreciation 
must be calculated in accordance with the 
applicable FASB Financial Accounting 
Standards for the owner o f  this asset; 
if  the LNG transportation facility is effec­
tively owned by the producer, deprecia­
tion must be calculated in accordance 
with FASB-13 from the standpoint o f  a 
lessee under a capital lease; and

(iv) an amount which, when added to 
the am ount o f  depreciation allowed under 
(iii) o f  this subparagraph, will provide a 
reasonable return on  the acquisition 
cost o f  the LNG transporta tion  facility 
over its expected life; for purposes o f  
this subsubparagraph, “ acquisition cost”  
means the cost o f  the LNG transportation 
facility which may be capitalized by its 
actual owner under  generally accepted 
accounting principles, including costs o f  
improvements made after the date the 
LNG transportation facility is placed in 
service by or on behalf o f  the producer, 
and “ expected life”  means the period o f 
time used to calculate depreciation under
(iii) o f  this subparagraph;

(5) when the transportation o f  oil or gas is by 
a nonregulated pipeline facility that is not 
owned o r effectively owned by the producer o f  
that oil or gas, the transporta tion  fee specified 
in the contract plus any o the r  costs not included

in the lee with respect to that transportation 
which are b o rn t  by the producer;

(6) when the transportation o r  oil or gas 
is by a nonregulated pipeline facility that is 
owned or effectively owned by the producer o f  
that oil or gas, an am ount equal to  that which 
would have been reported to  the FERC or other 
regulatory agency having jurisdiction applicable 
to  the transportation o f  oil or gas under (1) o f  
this subsection, had the transportation been, in 
fact, under the jurisdiction o f  FERC or other 
regulatory agency for the tax reporting period.

(c) Reasonable cost o f  transportation under 

15 AAC 55 .180(b) is fair market value. Fair 
market value o f  transportation is to  be deter­

mined

(1) for shipments o f  oil, on the basis o f  third- 
party charters ( that is, time charters in which 
the producer does no t  own or effectively own 
the vessel) o f  one year o r  more, plus regulated 
transportation costs determined under (b)(1) o f  
this section; tw o  vessels will be considered like 
vessels for purposes o f  comparing like transpor­
tation under this chapter i f  the difference 
between them in tonnage is less than 10,000 
dead-weight tons  and i f  they are bo th  Jones Act 
vessels, or are bo th  CDS vessels, o r  are bo th  ODS 
vessels o r  are bo th  CDS/ODS vessels; or

(2) for shipments o f  gas as LNG, on the basis 
o f  third-party charters or leases ( that is, charters 

or leases in which the producer does no t own or 
effectively own the LNG transportation facility 
in question) o f  three years o r  more wiuch are 
reported to  the departm ent for like LNG trans­
portation facilities, plus regulated transporta­
t ion costs determined under (b)(1) o f  this 

section.

(d) If a producer sells its oil o r  gas to  a third 
party in what would otherwise be a bona Fide, 
a rm ’s-length sale but at the time o f  this parti­
cular sale the p roducer expects to  repurchase 
that oil o r  gas at a subsequent time and place, 
then that sale to  the third party and the repur­
chase from the third party , when it occurs, must 
be disregarded and the oil or gas subject to  that 
sale must be regarded as if  it had remained the 
p roducer’s own oil o r  gas th roughout the time 
between that sale and repurchase. In determin­
ing the value at the point o f  production in such
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d case, the reasonable cost o f  transportation be­
tween the point o f  sale for that sale and the 
point o f  repurchase must be determined as if 
the producer were the shipper. This subsection 
does not apply if  the producer’s expected re­
purchase does not in fact occur.

(e) Fo r  purposes o f this section, “ voyage and 
port costs”  for a vessel are costs actually in­
curred for fuel for the vessel while in port and at 
sea. stores and provisions for the vessel and her 
captain and crew, wages and benefits o f  the 
vessel’s captain and crew, routine maintenance, 
port and dock fees, storage costs, demurrage, 
tug and pilotage fees, marine agents’ fees in port, 
lightering, transshipment charges, customs fees 

and duties, regular and customary gratuities that 
are also legal, insurance premiums actually paid 
to third-party insurers, m inor cargo losses or 
measuring differentials, loading and unloading 
inspection fees, Panama Canal transit fees, a 
reasonable management fee ( to  be prorated 
equally among vessels) for coordinating arrivals 
and departures in to  and out o f  ports for vessels 
owned, effectively owned o r chartered by the 

r  producer, and o ther reasonable costs associated 
A t -  with th e  operation or maintenance (or both) 
1,5CT of the vessel.

(f) A  producer “ effectively owns,”  has 
“ effective ownership”  or “ effectively has an 
ownership in te res t"  in a vessel, LNG transpor­
tation facility, or nonregulated pipeline facility 
for purposes o f  this section, if

(1) the vessel, L N u transportation facility, 
or nonregulated pipeline facility is owned by 
another person comprising part o f  a consoli­
dated business in which the producer is also a 
part; or

(?.) * the vessel, LNG transportation facility, 
or nonregulated pipeline facility is the subject 
o f  a capital lease in which the producer or 
another person comprising part o f  a consoli­
dated business in which the producer is also a 
part, is the lessee;or

(3) the vessel, LNG transportation facility, 
or nonregulated pipeline facility was built to the 

, - account o f  the producer (or another person
Y  comprising part of the consolidated business in

jSSgk- which the producer is also a part), was sold and
was chartered back by the producer (o r  another

person comprising part o f  the consolidated bus­
iness in which the producer is also a part) all in 
a simultaneous transaction and the vessel or 
LNG transportation facility is on a term charter 
or least to the producer (o r  another person com­
prising part o f  the consolidated business in 
which the producer is also a part) for a period o f  
15 years or longer.

(g) For purposes o f  this chapter, the “ position­
ing cost" for a vessel includes the costs not in­
cluded in the charter for that vessel which are 
bom e by the producer for placing that vessel 
in to  position before the first voyage under that 
charter or the estimated costs to  be bome by the 
producer for delivering it up  at a specified loca­
tion after the last voyage under that charter, or 
bo th  if the producer is obligated under the terms 
o f  the charter or contract o f  affreightment to  
bear them bo th .

(h) A reasonable return under (b)(3)(D) or
(b)(4)(B) o f  this section is presumed to  be that 
amount which yields an internal rate o f  return 
(after federal income tax) on an investment 
which equals tw o percent plus the average 
annual national inflation rate (measured by the 

GNP deflator) during

(1) the period between the time the commit­
ment is made to  construct c r  acquire the vessel 

or LNG transportation facility and the time 
when the vessel or LNG transportation facility 
has been received (or delivered) and is ready to  
be placed in to  service; or

(2) if the period in (1) o f  this subsection falls 
entirely within a calendar year, that entire 
calendar year.

(i) At the request of a producer or on its own 
motion, the department will, in its discretion, 
replace the return under (h) o f  this section with 
one based on the rate o f  return imputed to  that 
investment or similar ones by the person owning 
or effectively owning the vessel or LNG trans­

portation facility.

(j) The third-party nature o f  an agreement be­
tween a producer and a third-party carrier re­
garding transportation costs is no t affected dur­
ing the term o f  that agreement by a subsequent 
consolidation o f  that producer and carrier into a
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consolidated business, if, at the time they enter­
ed into that agreement, neither the producer nor 
the carrier exercised, directly or indirectly, any 
control over the business affairs o f  the other as 
the result of, or in anticipation of. their subse­
quent consolidation in to  that same consolidated 
business.

(k) For purposes o f  this section, a "pipeline 
facility" includes all facilities incident to the 
pipeline transportation o f oil or gas downstream 
from the point o f  production as defined in 15 
AAC 55.210. (Eff. 1/6/80, Reg. 73; am 
5 /21 /81 , Reg. 78)
A uthority : AS 43 .05 .080  AS 43.55.1 10

AS 43 .55 .020 (0  AS 43.55.150

15 AAC 55.200. RETROACTIVE ADJUST­
MENTS. Retroactive adjustments in costs of 
transportation o r sales price resulting from deci­
sions o f regulatory agencies, courts, or any other 
preemptive au thority  have a corresponding 
effect (increase or decrease) on the gross value 
at point o f  production  as determined under this 
chapter, and  the producer shall, within 90 days 
after those adjustments are made, file amended 
returns covering the entire period o f an adjust­
ment unless the producer h js obtained a stay 
on such Filing o r  paym ent, regardless o f  the 
pendency o f  appeals o f  those decisions. (Eff. 
1/6/80, Reg. 73)
A uthority: AS 43 .05 .080  AS 43.55.020

AS 43 .05 .280  AS 43.55.110

15 AAC 55.210. DEFINITIONS. Unless the 
context otherwise requires, as used in 15 AAC 
5 5 . 0 1 0 -  15 AAC 55.210

(1) “ area”  means a geographic region or 
geologic province such as, but not limited to, 
the Cook Inlet basin or the North Slope;

(2) “ FASB”  means the Fimncia l Account­
ing Standards Board;

(3) “ FASB-13”  means FASB’s Statement of 
Financial Accounting Standards No. 13, “ Ac­
counting for Leases”  (November 1976), as 
amended o r in te rpreted by FASB’s Statement of 
Financial Accounting Standards No. 17, “ Ac­
counting for Leases -  Initial Direct Costs”  
(November 1977); FASB’s Statement o f  Finan­
cial Accounting Standards No. 22, “ Changes in 
the Provisions o f  Lease Agreements Resulting

from Refundings o f  Tax-Exempt D eb t"  (June 

1978); FASB's S tatement o f  Financial Account­
ing Standards No. 23. “ Inception o f  the Lease" 
(August 1978); FASB Interpretation No. 19. 
“ Lessee Guarantee o f  the Residual Value of 
Leased P roper ty”  (October 1977); and FASB 
Interpretation No. 21, "Accounting for Leases 
in a Business C om bina tion"  (April 1978):

(4) “ field”  means that part o f  an area under­
lain by one or more overlapping, contiguous, or 
superimposed pools such as. but not limited to. 
Prudhoe Bay field or Middle Ground Shoal 
field;

(5) “ LNG transportation facility” means 
any or all o f  the following: the LNG liquefac­
tion plant, gathering lines to  that plant, loading 
and unloading facilities for LNG tankers, and 
LNG tankers themselves;

(6) “ point o f  p roduc tion”  means

(A) for oil, the automatic custody trans­
fer meter o r  unit through which the oil enters 
in to  the facilities o f  a carrier pipeline or other 
transportation carrier; and in the absence o f 
an autom atic custody transfer meter or unit, 
the “ point o f  p roduc tion”  for oil is the ou t­
let flange o f  the tank gauge (or in the absence 
o f an au tom atic  transfer meter or a tank 
gauge, ano ther  mechanism or device to 
measure the quantity  o f  oil that has been 
approved by the department for this purpose) 
through which the oil is tendered and ac­
cepted in to  the facilities o f  a carrier pipeline 
or o ther transportation carrier;

(B) for gas recovered in association with 
oil, the  meter  on, or nearest (measured along 
the course taken by the gas) to, the lease or 
property  from which the gas is recovered, at 
which meter  the sales stream of gas is mea­
sured with sufficient accuracy and at appro­
priate tem perature, pressure and other 
condition for purposes o f sale, regardless of 
whether th e  particular gas in question is 
actually sold at that meter;

(C) for gas no t recovered from or in 
association with oil, the point where it is 
accurately metered or measured, or i f  the 
gas is sold on the premises o f the lease or

15-46.47
(corrected)



Register 78, July 1981 REVENUE 15 AAC 55.210 
15 AAC 55.9700

property  from which it is recovered, then the 
point o f  such sale;

(7) “ sales deliver)' p o in t”  means

(A) for a p roducer’s oil and gas sold in 
a bona fide, a rm ’s-length sale to  a third party, 
the point o f  delivery specified under the 
terms o f  the contract o r  agreement for that 
sale, except in the case o f  a sale to  which (C) 

of this paragraph applies;

(B) for a producer 's  oil not sold in a 
bona fide, a rm ’s-length sale to  a third party , 
the inlet o f  the refinery or comparable facil­
ity to  which that oil is ultimately transported; 

and

(C) for a p roducer’s gas not sold in a 
bona fide, a rm ’s-length sale to  a third party, 
the po in t o f  delivery under the terms of the 
sales contract being used as the reference 
for the  calculation o f  sales price o f  the p ro­
ducer’s gas under 15 AAC 55.160(b):

(8) “ same m a rke t”  means

(A) w ith respect to  a producer’s oil re­
fined in Alaska, the AJaskan market;

(B) with respect to  a producer’s oil land­
ed on the U.S. West Coast (including Hawaii), 
the West Coast market or, if appropriate, the 
submarkets on the West Coast (i.e., Puget 
Sound, San Francisco Bay, the Long Beach 
and Los Angeles area, and Hawaii);

(.C) with respect to  a producer’s oil land­
ed on the U.S. Gulf Coast, the Gulf Coast 
marke t;

(D) with respect to  a producer's oil land­
ed On the U.S. East Coast, the East Coast 
marke t;

(E) with respect to a producer’s oil 
landed in Puerto Rico or the U.S. Virgin 
Islands, the Puerto Rican and Virgin Island 
marke t;

(F )  with respect to  a producer’s gas 
marketed in Alaska, the Alaskan market or 
portion o f  it served by gas from the same field 
or area as the p roducer’s gas;

(G) with respect to a producer’s gas 
marketed in the Lower 48. the Lower 48 
market;

(H) with respect to a producer’s gas 
marketed in a foreign country , the market 
in that foreign country. (Eff. 1/6 /80. Reg. 73)

A uthority : AS 43.05.080 AS 43.55.110

AS 43 .55 .020 (0  AS 43.55.150

15 AAC 55.9660. NUMBER OF OIL WELLS. 

Repealed 7/1 /77.

15 AAC 55.9670. DAILY PER WELL OIL 
PRODUCTION. Repealed 7 /1 /77 .

15 AAC 55.9690. SALES PRODUCTION 
RATIO. Repealed 3 /7 /74.

15 AAC 55.9694. TAX RATE CHANGES 
BASED ON WHOLESALE PRICE INDEX.
Repealed 7 /1 /77.

15 AAC 55.9699. POINT OF VALUATION 
OF OIL. Repealed 1/6/80.

15 AAC 55.9700. DEFINITIONS. Repealed 
1/6/80.
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N o t e s

1. Particulars are only required in respect of arm's length sales.

2. 'Oil' has the meaning given to it by Section 1(1) Oil Taxation Act 1975. A relevant sale is a contract for sale to 
which the participator, or any UK resident company which is associated with the participator, is a party as 
seller, buyer or otherwise, and which provides for delivery al any time within the chargeable period to which 
the return relates. Details of contracts which do not lead to physical delivery (bookouts) should be included.

3. The following contracts for sale are excluded -

a. Those which have been included in the participator's return (form PRT 1) made under paragraph 2 
Schedule 2 Oil Taxation Act 1975.

b. Those which require delivery of less than 500 metric tonnes of oil.

c. Those which relate to the sale of gas consisting mainly of methane or ethane (or a combination of them).

4. A participator who is required to submit returns on forms PRT 1 in respect of more than one oil field is required 
to submit only one additional return for a chargeable period.

5. Where twc or more participators in an oil field are members of the same group of companies only one
participator is required to make a return of 'relevant sales'. (For this purpose two companies are members of a 
group of companies if one is the 75% subsidiary of the other or both are 75% subsidiaries of a third company.) 
In such a Cv.se the name(s) of the other participator(s) on whose behalf the return is being made must be 
entered in the space provided on the front page.

6. In any instances where the details contained in more than one return would be identical, eg where two or 
more participators who are members of the same group have interests in more than one field, only one such 
return need contain all of the details.

The name(s) of the other participator(s) should be entered on the front page of the complete return, and the 
other participator(s) should, in making his/their return(s), include a reference to the complete one.

7. It will assist processing of the return if the information about 'relevant sales' is presented so that contracts 
relating to various types of crude - eg Brent blend, Forties blend, Ninian blend etc, and of LPG - eg butane, 
propane etc - are grouped together, and so that sales are separated from purchases,

8. Where a transaction did not lead to a physical delivery specify undei 'Date of delivery' the latest date for 
delivery under the contract, and under 'Quantity sold' the quantity of oil contracted to be sold. Enter 'B' 
(bookout) in the 'Notes' column.

9. Please use the 'Notes' column to identify any 'relevant sales' made underTerm contracts (T); and to identify 
any contracts made on other than FOB and/or 30 days credit terms by stating the relevant particulars.

10. Where the price of oil is determined by reference to other prices, eg the average of specified published prices 
or of prices realised, please provide details on a separate sheet of the calculation of the contract price, 
together with a copy of the contract. If a copy of the contract has already been submitted to the Oil Taxation 
Office it will be sufficient to state the fact.

11. The price and the amount receivable should be stated in the currency used in the contract which will usually 
be US dollars. Please specify the currency where it is other tnan US dollars.

Page 4

Inland Revenue 
Petroleum Revenue Tax

Oil Taxation Office 
Melbourne House 
Aldwych 
London 
WC2B 4LL
Tel: 01-438 6525

Participator's additional return

Under the provisions of Section 62(4) Finance Act 1987 you are required to complete this return and deliver it to me within two 
months after the end of the chargeable period. The notes on page 4 will help you to complete the return. It must contain a 
complete statement of all 'relevant sales' of oil (see notes 1,2 and 3), as defined in Section 62(6) Finance Act 1987.

If you need further information please apply to this office.

When the return has been completed please ensure that the Declaration below is signed.

RMEIIiss
Controller

This return is made b y _______________________________________________
Full name o f  participator

and is a return of my own relevant sales and those of the following participators

Declaration Penalties The Finance Act 1987 provides penalties for
•  failure to complete the return within the statutory period Section 62(7)
•  fraudulent or negligent delivery of an incorrect return Section 62(8)

I declare that this return is correct and complete

Signed___________________________    Date

Status of signatory___________

UK registered office address 
of participator making the return

PRT 1A (1987)
Postcode________________

SHR 12/87
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® C r u d e  oilfO

Date of 
delivery 
see note 8

Date of
Name Type

of
crude

see note 7

Quantity sold 
[or contracted 

to be sold] 
(barrels)

Price 
per barrel 

US $
see notes 10 & 11

Notes
see notes 8  and 9contract Seller Buyer

y*8

O t h e r  oil

Date of 
delivery
see note 8

Date of 
contract

Name Type of 
condensate 

or LPG
see note 7

Quantity sold 
[or contracted 

to be sold] 
(barrels*/tonnes*)

Price 
per barrel*/ 

tonne* 
see notes 10 & 11

Notes
see notes 8  and 9Seller Buyer

* del <te as appropriate



Notes

Part A

General

Quantities of oil should be stated in the following units -

a. Crude oil: Barrels measured at60°F

b. Condensates (and other hydrocarbons in a liquid state at a temperature of 153C and at a pressure of one 
atmosphere (1.0132 bar)): Tonnes

c. Butane, propane and ethane (LPG): Cubic metres at 15CC and a pressure of one atmosphere

d. Ethane (gaseous) and other gaseous hydrocarbons: Cubic metres at 15°C and a pressure of one 
atmosphere.

The Oil Taxation Office may ask for a copy of the full assay and distillation analysis, or other appropriate 
analysis, af the oil shown in the return.

Item 1. Please state the range of API0 in the form of extreme readings - eg 35° - 35.5°. In the case of LPGs (butane, 
propane and ethane (sold in liqu;d form)) the factor required is to convert cubic metres (measured at 
atmospheric pressure and 15°C) into metric tonnes, For ethane sold in gaseous form and other gaseous 
hydrocarbons please state the factor required to convert .>om cubic metres (measured at atmospheric 
pressure arid 15°C) into megajoules or therms as appropriate (state which).

Item 3. State the interests of the participators in the field in the quantities of oil stated in the return. If those
interests have changed during the period plecse state the date(s) of change and the interests before and 
from that (those) date(s).

Item 4. Please state here the total quantities of oil, defined as in 6. below, at the commencement of the chargeable 
period. It is not necessary to shew the allocation between participators.

Item 5. Please state the total quantities of oil delivered or relevantly appropriated during the period, and the 
allocation between participators.

Item 6. 'Closing stock' is the quantity of oil won from the field which har not been disposed of and not relevantly 
appropriated, or which has been disposed of but not delivered, at the end of the chargeable period. Please 
state the total quantities and the allocation between participators.

Part B

Please state in metric tonnes each participator's share of oil (exclusive of excluded oil) won and saved from the 
field during the period. For this purpose 1100 cubic metres of oil which is gaseous al atmospiieric pressure and at 
a temperature of 15°C is counted as equivalent to one metric tonne.

P a r t C

Notes relating to the tariff receipts allowance are printed at the head of Part C.

Penalties

The Act makes provision for penalties if you fail to submit the return within the statutory period (Schedule 2 
paragraph 6), and if the return is fraudulently or negligently completed (Schedule 2 paragraph 8(3)),

Page 4

^  p ushc n

Inland Revenue ^  1 f t  va/v
Petroleum Revenue Tax

Oil Taxation Office 
Melbourne House 
Aldwych 
LONDON 
WC2B4LL
Tel: 01-438 6525

R e t u r n  b y  R e s p o n s i b l e  P e r s o n

Under the provisions of paragraph 5, Schedule 2 Oil Taxation Act 1975 you are required to complete this form and deliver it to 
me within one month after the end of the chargeable period.

The notes on page 4 of the form will help you to complete the return. If there is not enough space in any part of this form 
please continue on separate sheets which will become part of the return. If you want further information please apply to this 
office. Unless otherwise stated statutory references are to the Oil Taxation Act 1975.

When the return has been completed please ensure that the Declaration on page 3 is signed.

R M Flliss
Controller

Part A
S t a t e m e n t  of oil w o n  a n d  s a v e d  d u r i n g  t h e  c h a r g e a b l e  period

Crude oil Condensates

1a. Please state the range of API0 during the period

b. State the average factor(s) to convert cubic 
metres into metric tonnes

Butane Propane Ethane*

c. State the average factor(s) to convert cubic 
metres into megajoules or therms

Ethane* Other gas

‘see Note on item 1

PRT 2 (1987) SHR 12/87
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P a r tC
Tariff receipts a l l o w a n c e

The particulars required for determination of the amounts of tariff receipts allowance (Section 9, Oil Taxtion Act 1983) are 
described in paragraph 1 (2) of Schedule 3 to that Act. The quantity of the oil should be stated in metric tonnes. If there is more 
than one user field and/or more than one tariff producing asset show the quantities attributable to each separately. Distinguish 
between quantities of oil attributable to contracts made before 8 May 1S82 and those made on or after that date.

D e c l a r a t i o n

I declare that the return is correct and complete

Signed____________________________________________________________ Date

Status of signatory______________________________________________________

Full name of the Responsible Person______________________________ ____ _

Registered office address______________________________________________

Postcode

Page 3



Notes on completion

Expenditure incurred after 30 June 1982
unless alternative date under 
S13(1)(b)OTA 1983 applies

Brought-in assets Sch 1 para 7 OTA 1983

Apportionment 

Supplement S7(6) OTA 1983

Please give the following information in a supporting schedule

•  the nature of the asset
o the date on which the expenditure was incurred
• the original cost, restricted as appropriate by Schedule 4, paragraph 2, 

OTA 1975

For dedicated mobile assets S2 and S3 OTA 1983
• the date of first use in connection with the field 
® details of prior use and any previous relief
• details of any cessation of use Sch 1 para 8 OTA 1983

For non-dedicated mobile assets SI OTA 1983andS4 OTA 1975
•  the date of first use in connection with the field
® the date on which its useful life is likely to end and details of any 

disposal S5I7/OTA 1983

Indicate in the supporting schedule(s) any brought-in assets for which 
information is supplied.

State the basis of any apportionment.

Where supplement has been restricted by reference to a disposal receipt, 
give details in a supporting schedule.

Penalties Penalties are exigible under Paragraph 8 Schedule 2 OTA 1975 where an 
incorrect statement or declaration in connection with any claim is made 
fraudulently or negligently.

4 SHR 11/87

Inland Revenue 
Petroleum Revenue Tax

Reference

Consecutive 
number o f 
claim

Oil Taxation Office 
Melbourne House 
Aldwych 
LONDON 
WC2B 4LL

E x p e n d i t u r e  c l a i m  b y  R e s p o n s i b l e  P e r s o n

Use this form to claim expenditure allowable under Sections 3 and 4, Schedule 5, Oil Taxation Act 1975, and 
Section 3, Oil Taxation Act 1983.

The form must be completed by the Responsible Person appointed by the Board of Inland Revenue, for the oil field 
to which the claim relates, and should be sent with the accompanying schedules to the Oil Taxation Office at the 
address above. P'ease refer to the notes on page 4 when completing this form.

Field _______________________________

Full name of Responsible P e r s o n ________________________________

Claim period from ____ to

Declaration

I declare that to the best of my knowledge and belief
• all the statements made in this claim and its supporting schedules are correct
® none of the expenditure which is the subject of this claim has been allowed on a claim under Schedules 5 or 6 of the 

Oil Taxation Act 1975 forthis or any other oil field
® none o* the expenditure claimed is of a type for which an allowance is prohibited by Section 3(4) of the Oil Taxation 

Act 1975.

Signature of Secretary or other propei
officer of the Responsible Person      ... _

Status of signatory    . Date __ ________

UK Registered Office address _ __ ______ __

Postcode

PRT 30 (1987 )



E x p e n d i t u r e  a n d  s u p p l e m e n t

C l a i m  u n d e r  S e c tion 3, Oil T a x a t i o n  A c t  1 9 7 5

Expenditure on-
Amount of 
expenditure

r

Amount qualifying Rate of
for supplement supple- Supplement
S2i9)ib)Hi) & S3I5) ment claimed

Total claim
cols. 1 + 4 

5

searching for oil S3(1)(a)

relevant licences S3(1)tb)
ascertaining the extent, characteristics 
or reserves of the field S3(1)lc)

winning oil ^3(1)(d)

measuring the quantity ot oil 
S3(1)(e)

transporting oil a. tai iff payment-?
S3(1)(f)

b. other expenditure
initial treatment or initial storage 

S3(1)(g)

disposing of oil crude S3(1)(h)

closing down the field S3(1)(i)
statutory redundancy payments less 
recoverable rebates $3(2)

Total expenditure; nd supplement £ , 
claimed

C l a i m  for l ong t e r m  assets

Enter below the total amount(s) claimed and attach supporting schedules. For associated and remote associated assets, please 
state on the schedule: a. the asset with which it is associated and b. the name of any person paying consideration for sharing field 
assets. Assets no longer in use for the principal field are to be identified with supporting information.

See Schedule 7, paragraphs 1-3, Oil Taxation Act 1983

Expenditure on:
Amount of 
expenditure

;

Amount qualifying Rate of
for supplement supple- Supplement
S2l9)(b)iii' & S3I5) ment claimed

Total claim
cols. 1 +  4

5

non mobile assets S3, OTA 1983
dedicated mobile assets 

S2, S3, OTA 1983
non dedicated mobile assets 
S4, OTA 1975. SI, OTA 1983

Total claim for long term assets

2

Summary
Total claim under Section 3, OTA 1975 Part 2, column 5 

Total claim for long term assets Part 3, column 5

Total expenditure and supplement claimed

E x c e s s  a l l o w a n c e s  for earlier periods S4(9),S4(10),OTA 1975

Participator

Total of excess allowances for earlier periods i

Participators' s h a r e s  in e x p e n d i t u r e  a n d  s u p p l e m e n t

Participator

Interest
infield
(%) Amount of expenditure Amount of supplement

Share

Share of expenditure 
and supplement
Sch 5 para 2141(b)

Total claimed £

3



Petroleum Revenue Tax

-

Reference

Consecutive 
number o f 
claim

E x p e n d i t u r e  c l a i m  b y  Participator

Use this form to claim expenditure allowable under Sections 3 and 4 and Schedule 6, 
Oil Taxation Act 1975, and Section 3, Oil Taxation Act 1983. The participator making 
the claim should complete and send it with accompanying schedules to the Oil 
Taxation Office at the address above.

Oil Taxation Office 
Melbourne House 
Aldwych 
LONDON 
WC2B 4LL

Fie ld__________________________________

Full name of Participator__________________________________

Claim period from  ______________________________ to

N o t e s  o n  c o m p l e t i o n

Longterm assets

Expenditure incurred after 30 June 1982
unless alternative date under 
Sl3(1)(b)OTA 1983 applies

Brought-in assets (Sch 1 para 7 OTA 1983)

Apportionment 

Supplement (S7(6) OTA 1983)

Please give the following information in a supporting schedule

•  the nature of the asset
•  tne date on which the expenditure was incurred
• the original cost, restricted as appropriate by Schedule 4, 

paragraph 2, OTA 1975

For dedicated mobile assets (S2 and S3 OTA 1983)
• the date of first use in connection with the field
•  details of prior use and any previous relief
• details of any cessation of use (Sch 1 para 8 OTA 1983)

For non-dedicated mobile assets (S1 OTA 1983 and S4 OTA 1975)
• the date of first use in connection with the field
• the date cn which its useful life is likely to end and details of any 

disposal (S5(7)OTA 1983)

Indicate in the supporting schedule(s) any brought-in assets for 
which information is supplied.

State the basis of any appor ionment.

Where supplement has been restricted by reference to a disposal 
receipt, give details in a supporting schedule.

Penalties Penalties are exigible under Paragraph 8 Schedule 2 OTA 1975
where an incorrect statement or declaration in connection with any 
claim is made fraudulently or negligently.

Declaration

I declare that to the best of my knowledge and belief
• all the statements made in this claim and its supporting schedules are correct
• none of the expenditure which is the subject of this claim has been allowed on a claim under Schedules 5,6 and 7 of the Oil 

Taxation Act 1975 for this or any other oil field
•  none of the expenditure claimed is of a type for which an allowance is prohibited by Section 3(4) of the Oil Taxation Act 1975. 

Signature of Secretary or other proper
officer of the P a r t i c i p a t o r _________________________________________________________

Status of s i g n a t o r y ______________ _____________________________Date_____________________ ___

UK Registered Office address ______________________________________________________________________

------------------------------------------------------------------ Postcode  ________

PRT40 (1987) SHR 12/87



PS?

E x p e n d i tu r e  a n d  s u p p le m e n t
* p p p p

P a r t  2 C l a i m  u n d e r  S e c t i o n  3, Oil T a x a t i o n  A c t  1 9 7 5

Expenditure on:
Amount of 
expenditure

j

Amount qualifying Rate of
for supplement supple- Supplement Total claim
S2i9libl(ni& S3I5) ment claimed «/s i - <i

2 3 4 5

searching for oil S3(1)(a)

relevant licences S3(l)(b)
ascertaining the extent, characteristics 
or reserves of the field S3(1)(c)

winning oil S3(1)(d)

measuring the quantity of oil 
S3(1)(e)
transporting oil a. tariff payments 
S3(l)(f)

b. other expenditure
initial treatment or initial storage 
S5(1)(g)

disposing of oil crude S3(1)(h)

closing down the field S3(1)(i)
statutory redundancy payments less 
recoverable rebates S3(2)

Total expenditure and supplement 
claimed

C l a i m  for lon g  t e r m  assets

Enter below the total amount(s) claimed and attach supporting schedules. For associated and remote associated assets, please 
state on the schedule: a. the asset with which it is associated and b. the name of any person paying consideration for sharing field 
assets. Assets no longer in use for the principal field are to be ident.iied with supporting information.
See Schedule 7, paragraphs 1-3, Oil Taxation Act 1983 

Expenditure on:
Amount of 
expenditure

Amount qualifying Rate of
for supplement supple- Supplement
S2(9)tb)(ii)&S3(S) ment claimed

Total claim
cols 1 -  4  

5

non mobile assets S3, OTA 1983
dedicated mobile assets 
S2, S3. OTA 1983
non dedicated mobile assets 
S4, OTA 1975. SI, OTA 1983

Total claim for long term assets £ ________________  _______________  _____

S u m m a r y

Total claim under Section 3, OTA 1975 Part 2, column 5 

Total claim for long term assets Part 3, column 5

P a r t 5

Total expenditure and supplement claimed £

E x c e s s  a l l o w a n c e s  f o r  earlier p e r i o d s  Section 4(9) and Section 4(10) OTA 1975 £

2



4

Inland Revenue 
Petroleum Revenue Tax

/

Oil Taxation Office 
Melbourne House 
Aldwych 
London 
WC2B4LL
Tel. 01-4~d 6325

Cross-Field A l l o w a n c e

Election u n d e r  S e c t i o n  6 5  F i n a n c e  A c t  1 9 8 7

Full name of participator
in receiving f i e l d ( s ) _______________________________________________________________________

Field of o r i g i n _______________________________________________________________________

Receiving field(s) 1 . _______________________________________________________________________

2 . _____________________________________________________________________________

The participator in the receiving field(s) should complete this form.

The statutory requirements are set out in Section 65 and Schedule 14 Finance Act 1987 and all references are to 
this Act unless otherwise stated.

If there is not enough space to enter all the required details please set them out on a separate sheet which will 
form part of this election.

An election is irrevocable.

Please read the enclosed notes before completing this election form.

Election

I elect that the amount(s) shown in Part A column 7 (in each case not exceeding 10 per cent of the expenditure 
specified in Part A column 5) shall be allowable in accordance with Section 65 and Schedule 14 Finance Act 1987 
in respect of the receiving field(s) shown above.

Signature of Secretary or other
proper officer of the participator----------------------------------------------------------------------------------------------------

Status of signatory___________________________________________________________ Date--------------------

UK registered office address_____________________________________________________________________

_____________ Postcode

PRT 65 1/88



Enter details of the claims and final decisions as to supplement giving rise to each elected amount shown in column 7 

Field of origin---------------------------- 1------------------ --------------------------------------------------------------------------------------

Full name of participator in field of origin

Date of 
claim

Schedule 
of claim

Claim
no.

Date of final decision 
as to supplement- 
para 2(2) Schedule 14

Total amount of 
expenditure allowed as 
qualifying for 
supplement (excluding 
expenditure falling 
within S5A(1) OTA 
1975) in the decision in 
column 4

Has there been a previous 
election in respect of the amount 
in column 5?

If 'Yes' see Part C

Elected amount 
allowable in respect 
of the receiving 
field(s) and to be 
disregarded in the 
field of origin- 
S65(1) and (5)

Supplement to be 
disregarded in the 
field of origin as a 
result of the CFA 
election

10

Total

If more than one receiving field is shown on the front page complete Part B to show the apportionment between the 
receiving fields of each elected amount shown in Part A column 7 - par a 1(2)(d) Schedule 14

Repeat amount shown at 
corresponding line 
number in Part A column 7

£

Name of field Name of field Name of field

Amount apportioned to field 

£

Amount apportioned to field 

£
Amount apportioned to field 

£

10

Total



Notes on completion

1. Complete Part A in all cases. Complete Part B if more than one receiving field is shown on the front page of this form. 
Complete Part C if there has been a previous election in respect of any of the expenditure in Part A column 5.

2. An election may be made in respect of expenditure incurred on or after 17 March 1987 by the participator making the 
election or, if that participator is a body corporate, by an associated company in connection with a relevant new field 
(the field of origin) if, in relation to that field the expenditure is allowable under Section 3 or Section 4 Oil Taxation Act 
1975 or Section 3 Oil Taxation Act 1983, has been allowed as qualifying for supplement, and is not expenditure falling 
within Section 5A(1) Oil Taxation Act 1975 [exploration and appraisal expenditure! - Section 65(1) and (2).

3. No election may be made in respect of an amount of expenditure until a final decision as to supplement has been 
made on a claim in respect of that amount under Schedule 5 or 6 Oil Taxation Act 1975 - para 2(1) Schedule 14.

4. A participator may not make an election in respect of expenditure incurred before the date which is his qualifying
date (Section 113 Finance Act 1984) in relation to a receiving field unless that date falls before the end of the first
chargeable period in relation to the receiving field - Section 65(3).

5. Certain of the terms used in this form are defined by the statutory provisions listed below -

associated company ..................... para 10 Schedule 14
elected amount ..............................  para 1 (2)(a) Schedule 14
final decision as to supplement ... para 2(2) Schedule 14
field of origin, receiving field  Section 65(1)
relevant new field ..................... para 8 Schedule 14

6. The time limits fcr making an election are set out in paragraphs 2 and 3 of Schedule 14.

PRT 65 (Ins)



N O T E S  O N  C O M P L E T I O N

1. All statutory references on this form relate to the Oil Taxation Act 1975, unless otherwise indicated.

2. The details given in Parts 2 and 3 should provide full particulars of the amounts claimed including —
(a) the blocks to which each item of expenditure relates;
(b) details of any expenditure claimed which was incurred jointly with other persons including a 

description of the basis on which such expenditure has been apportioned;
(c) whether the whole or any part of the licence covering the blocks mentioned under (a) has been 

disposed of or surrendered and the extent and circumstances of any such disposal;
(d) any restriction required under Schedule 4, paragraph 2.

3. Where any expenditure claimed represents only a part of the total abortive exploration expenditure 
incurred in the calendar year in question this should be indicated and cross references made to any other 
claims for expenditure incurred in the same year.

4. Details should be given in Part 2 of the nature of the connection between the parson incurring any 
expenditure claimed in B and the participator.

5. Separate details should be given in Part 3 for each asset included in the claim.

6. Where any qualifying receipts arise under S.5(6), which have been included in form PRT 1, reference 
should be made to these in completing Parts 2 and 3.

7. Where it has been necessary to apportion any item of expenditure full particulars of the basis on which 
the apportionment has been made should be included.

8. Details should be provided in a separate schedule of any asset which has been the subject of an allowance 
(computed under Section 5(2)) in any previous claims under Schedule 7, and which has since been 
disposed of.

DO 8392960 7/83 500 384 MPC

Oil T a x a t i o n  Office 

Inland R e v e n u e  

M e l b o u r n e  H o u s e  

A l d w y c h

L O N D O N  W C 2 B  4 L L

S C H E D U L E  7 ,  O I L  T A X A T I O N  A C T  1 9 7 5

C l a i m  b y  a  Participator in a n  Oil Field for e x p e n d i t u r e  to b e  a l l o w e d  u n d e r  

S e c t i o n  5  Oil T a x a t i o n  A c t  1 9 7 5

Abortive exploration expenditure incurred before 16 March 1983

This form should be completed by the Participator making the claim and sent with any accompanying Schedules to the Oil Taxation Office at 
the above address.

P A R T  1

Field for which claim 
is to be made

Full name of participator

D E C L A R A T I O N

I declare that to the best of my knowledge and belief: 
la) all the statements made in this claim and its supporting schedules are correct;
(b) the expenditure which is the subject of this claim has not been allowed and is unlikely to become allowable on a claim under Schedules 5

or 6 or any other claim under Schedule 7 of the Oil Taxation Act 1975 for this or any other field;
(cl none of the expenditure claimed is of a typo for which an allowance is prohibited by Section 3(4) as modified by Section 5(4) o f the Oil

Taxation Act 1975;
(d) all the expenditure claimed has been incurred wholly and exclusively for the purpose of searching for oil in the United Kingdom, the 

territorial sea thereof or a designated area and is not and is unlikely to become allowable under Section 3 or 4 for any oil field.

Signature of secretary or other proper 
officer of the participator .....................

Status of signatory.........................................................................................................................................................Date  198

U.K. Registered...............................................................................................................................................................................
Office address

............................................................................................................................................................... Postcode

PRT 6 0  ( 1 9 8 3 )



P A R T  2

C L A I M  F O R  A B O R T I V E  E X P L O R A T I O N  E X P E N D I T U R E  O T H E R  T H A N  

E X P E N D I T U R E  O N  A S S E T S  W I T H  A  U S E F U L  L I F E  O F  

M O R E  T H A N  1 2  M O N T H S

A

E x p e n d i t u r e  

i n c u r r e d  b y  t h e  

Participator

Description o f expenditure
Date
incurred Amount

£

B

E x p e n d i t u r e  

i n c u r r e d  b y  a  

c o m p a n y  

a s s o c i a t e d  w i t h  

t h e  Participator 

in r e s p e c t  of 

t h e  e x p e n d i t u r e  

for t h e  

p u r p o s e s  of 

S e c t i o n  5 ( 7 )  (c)

T O T A L  E X P E N D I T U R E  C L A I M E D

p a g e  2

C L A I M  F O R  A B O R T J V E  E X P L O R A T I O N  E X P E N D I T U R E  O N  A S S E T S  W I T H  A  

P A R T  3  U S E F U L  L I F E  O F  M O R E  T H A N  1 2  M O N T H S

Description 
of asset Cost

Date expenditure 
incurred on 
Requiring the 
asset

Expected or 
actual useful 
life from date 
of acquisition

Dates between 
which asset was 
used for abortive 
exploration

Expenditure
claimed

i

Nole
Please ensure that if an asset for which a claim has b e n  made in this or any previous claim has been sold, details are 
included on form PRT 1 in accordance with Paragraphs 11 Et 12 Schedule 8 Finance Act 1983.

p a g o  3



Notes on completion

1. All statutory references on this form are to the Oil Taxation Act 1975 as amended by Finance Acts 1983 and 
1985, except where otherwise shown.

2. The details given in Parts 2 and 3 should provide full particulars of the amounts claimed including -

a. the licence and block numbers to which each item of expenditure relates and the percentage interest in each 
block held by the participator or the associated company incurring the expenditure

b. details of any expenditure claimed which was incurred jointly with other persons including a description 
of the basis on which such expenditure has been apportioned, showing separately operator's and 
participator's costs

c. any restriction required under Schedule 4 Paragraph 2

d. in the case of a claim under Section 5A(2)(d) details regarding the expiry, determination, revocation or 
surrender of the licensed area in respect of which the expenditure is claimed.

3. Details should be given in Part 2 of the nature of the connection between the participator and the person 
incurring any expenditure claimed, if other than the participator.

4. Separate details should be given in Part 3 for each asset included in the claim.

5. a. Where any expenditure has been reduced by the receipt of any sums under Section 5(6) details of the
receipts should be separately identified in Parts 2 and 3.

b. Receipts from the disposal of oil won in the course of operations should be distinguished. W1 're a market 
value was necessary ur.Jer Section 5A (5B) the claim should be noted accordingly.

c. Where any qualifying receipts arise under'“action 5(6) which have been included in fo m PRT 1, reference 
should be made to these in completing Pans 2 and 3 (Part III Schedule 8 Finance Act 1S83).

6. Where it has been necessary to apportion any item of expenditure full particulars of the basis on which the 
apportionment has been made should be included.

7. Where a notice of a proposed field determination has been given (Schedule 1 Paragraph 2 (a)) the area
proposed is treated, for the purposes of claims under Section 5A, as having become a field when the notice was 
given. However expenditure may bo claimed in respect of an area which was comprised within a notice of 
proposed determination, but which was subseqently not covced by the final determination.

8. In connection with item c. of the declaration on page 1, f  ction 5A(2) was amended by Section 90(2)
Finance Act 1985 which introduced a territorial restriction. For expenditure incurred on or after I April 1986 the 
qualifying area of exploration and appraisal is restricted to the territorial sea of the United Kingdom or a 
designated area.

9. No relief is available for exploration and appraisal expenditure incurred before the participator's qualifying date 
in relation to afield. See Section 113 Finance Act 1984.

10. Penalties are exigible under Paragraph 8 Schedule 2 where an incorrect statementor declaration in connection 
with any claim is made fraudulently or negligently.

4

Inland Revenue 
Petroleum Revenue Tax

Exploration a n d  appraisal e x p e n d i t u r e  

S c h e d u l e  7, Oil T a x a t i o n  A c t  1 9 7 5

Reference

Contecutive
number o f
cleim

Oil Taxation Office 
Melbourne House 
Aldwych 
LONDON 
WC2B4LL

C l a i m  b y  a participator in a n  oil field for e x p e n d i t u r e  to b e  a l l o w e d  

u n d e r  S e c t i o n  5 A  Oil T a x a t i o n  A c t  1 9 7 5

Use this form only for claims for expenditure incurred after 15 March 1983. The participator making the claim 
should complete and send it with any accompanying schedules to the Oil Taxation Office at the above address. 
Please refer to the notes on page 4 when completing this form.

Field for which claim is made 

Full name of participator

Declaration

I declare that to the best of my knowledge and belief -

a. All the statements made in this claim and supporting schedules are correct.

b. None of the expenditure when incurred related to a field in respect of any part of which consent for 
development had been granted, or a programme of development had been seived on the licensees, by the 
Secretary of State for Energy.

c. All the expenditure claimed has been incurred wholly and exclusively for one or more of the purposes specified 
in Section 5A(2) Oil Taxation Act 1975.

d. None of the expenditure claimed is of a type for which an allowance is prohibited by Section 3(4) as modified by 
Section 5(4) Oil Taxation Act 1975.

e. None ot the expenditure has been allowed under Schedules 5,6 or 7, Oil Taxation Act 1975 for this or any other 
oil field.

f. Any expenditure claimed which has given rise to the receipt of any sum at the date of the claim has been 
reduced by the receipt in accordance with Section 5(6) as applied and amended by Section 5A(4)-(5C)
Oil Taxation Act 1975.

Signature of Secretary or other
proper officer of participator ____________________________ _______________________

Status of s i g n a t o r y _________________________________________________ Date

UK Registered Office address ______________________________________________

Postcode
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Claim for exploration and appraisal expenditure on assets with a useful life of more than 12 months

Description of acset Cost Date expenditure 
incurred on 
acquiring the 
asset

Expected or 
actual useful 
life from date 
of acquisition

Dates between 
which asset was 
used for exploration 
or appraisal

Blocks and licence 
numbers of areas in 
which asset used

Expenditure
claimed

Please note that if an asset for which a claim has been made in this or in any previous 
claim, has been sold, details are to be included on form PRT 1 in accordance with 
Paragraphs 11 and 12 Schedule 8 Finance Act 1983.

T o ta l 
c la im ed  £

J


