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MEMORANDUM OF THE CHAIRMAN

To Members and Ex Officio Members of the National Fuels and 
Energy Policy Study (S. Res. J)5, 92d Congress), Com/mittee on 
Interior and Insular Affairs:

The advent of the energy crisis has brought a vastly expanded Fed­
eral role in energy policy. The creation of the Federal Energy 
Administration and the Energy Research and Development Adminis­
tration by the 93rd Congress symbolize this fact. The close relationship 
between energy, economic and foreign policy and the predominant 
Federal ownership of energy resources are among the factors which 
assure a greater Federal role in energy matters in the future.

As a new Federal role emerges it is inevitable that the traditional 
role of private industry must also change in response to new require­
ments and objectives of national energy policy. Dissatisfaction with 
the past performance of both industry and government in meeting 
national energy needs has led to a number of proposals that would 
change the relationship between public and private sectors on energy 
matters. These include Federal chartering of energy corporations and 
the creation of a Federal Oil and Gas Corporation to develop Fed­
erally-owned energy resources.

As Congress considers these and other proposals, it should be useful 
to consider the experience of other countries. With this in mind, the 
Congressional Research Service of the Library of Congress was asked 
to examine the relationships between government and the petroleum 
industry in selected foreign countries. In each case, these studies will 
attempt to describe the extent to which government has assumed tradi­
tional industry functions: the degree of regulation when such func­
tions are still performed bv industry; the institutional mechanisms 
used by government to regulate or control industry operations and the 
statutory basis for government action.

I have directed that the first study in the series dealing with the 
United Kingdom, by Edward Lampson, Analyst in European Affairs 
of the CRS, be published as a committee print for the use of Senators 
participating in the National Fuels and Energy Policy Study.

Henry M. Jackson, Chairman.
(in)





PREFACE

This study on the United Kingdom is the first in a projected series 
of country monographs intended to provide a brief narrative account 
of the relationships between Government and the petroleum industry 
in several industralized oil consuming countries.

While there are, of course, wide variations in the practices and ex­
periences of the various countries, each study will cover the following 
general topics:

Overall energy position.—As the framework for the more specific 
relationships with the petroleum industry, there is a brief summary 
of the country’s energy posture, including a description of overall 
energy policy, energy use patterns, and the degree of dependence on 
petroleum, particularly on imports.

General industry-Government relationships.—The extent to which 
the government has assumed traditional industry functions is briefly 
described, including nationalization and/or special government- 
industry relationships to the energy industries or to some of the energy 
industries.

Government relationships with the petroleum industry by sector.— 
With adjustments to allow for adaptation of each country’s individual 
patterns, the relationships are described in terms of policies and prac­
tices applied at each of the steps in the oil development process: Ex­
ploration; the production of crude oil; its transportation, both within 
country and importing arrangements; refining; marketing; and ex­
port-import policies.

As appropriate to each activity, the measures described may include 
regulations, tax policies, price controls, ownership or other forms of 
Government participation, and normal stockpiling practices. Where 
there are special legislative or other innovations that seem to provide 
interesting illustrative precedent for the United States, these may be 
described at somewhat greater length. . o

While every attempt is made to provide as up-to-date information 
as possible, the studies are not intended to cover recent developments 
in joint consumer country planning for emergency pooling of supplies, 
emergency stockpiling or financial balance of payments burden shar­
ing arrangements. The focus is intended to be on those aspects of 
foreign country experience which might prove useful in examining our 
own longer-term national policies vis-a-vis domestic oil production 
and domestic petroleum needs.

Similarly, although environmental policies and practices clearly 
are affected by problems of pollution from petroleum m many forms 
at many levels of activities in the production cycle, none of the studies 
will attempt to cover this aspect of government policy in so brief a

Appendices may include statistical and country data, key policy 
statements and/or selections from basic legislation affecting tne 
petroleum industry.

(V)





CONTENTS

II. The setting_____________________ __Z_ _Z
III. Industry-Government relationship: generall—2

A. General character________________________ „L__ 2
B. Industry-Government relations in the field of energy-———— 3

1. The coal industry_____________________________ _ 4
2. The electrical industry_________________________ 4
3. The gas industry______________________________ 4
4. The atomic energy industry______________________ 5
5. The petroleum industry_________________________ 5

IV. Petroleum industry-Government relations : sectoral______________ 8
A. Exploration and production___________________________ 8

1. The position of the British Crown_______________ 8
2. Licensing ____________________________________ 8
3. Financial arrangements________________________ 10
4. Government-industry partnership________________ 10
5. Taxation_____________________________________ 11

B. Refining___________________________________________ 14
C. Transportation _________________________________ 2___ 16
D. Marketing_________________________________________ 16
E. Imports-Exports ____________________________________ 16

V. Recent Developments in National Petroleum Policy Positions______  17

APPENDIXES
Appendix A

Minister of State for Energy Speech for Financial Times/Oil Daily Con­
ference “Oil and Governments,” November 13 and 14,1974, in New York— 19

Appendix B
Extracts from a Statement by Paymaster Edmund Dell on the Oil Taxation 

Bill in the House of Commons on November 13, 1974_____________

Appendix C
The Government Oil Taxation Bill and the Inland Revenue Press Release 

of November 19, 1974_______________________________________

27

33
(vn)



. -------------------------- -- ------- ......------------------------

SIM j’ . !

Iff' >rr . 1 - •' I - -
'■ < U TV! . 1 • .[ -I'M:; ' ... > • . (■ ■

bn fl . L :!I » f;z ,.n :•



BRITAIN AND PETROLEUM—GOVERNMENT-INDUSTRY RELATIONS
By Edward Lampson, Analyst in European Affairs, Library of Congress

I. Introduction

Among European countries Britain finds itself in an unusual posi­
tion. A highly developed industrial nation in the grip of a severe 
economic crisis, Britain relies heavily on imported oil to keep its in­
dustrial system running. Yet the cost of these imports contributes 
substantially to the large balance of payments deficit which is one 
of the major causes for its economic difficulties. At the same time 
increasingly successful exploration in the North Sea gives promise of 
total independence of foreign oil by 1980.

This unique combination of present famine and future plenty can 
hardly fail to influence the development of British petroleum policy. 
It explains the Government’s determination as a first priority “to 
bring production of oil in as rapidly as possible.” 1

II. The Setting

Britain is almost entirely dependent on imports to meet its pe­
troleum requirements, and these requirements have been rising sharply. 
In 1975 consumption of foreign oil products amounted to roughly 100 
million tons.2 In 1970, 59 percent of British petroleum imports came 
from the oil-producing countries of the Middle East. In the first nine 
months of 1974 oil imports cost Britain roughly £2 billion in foreign 
exchange.3 This was a situation which placed the country at a grievous 
disadvantage in dealing with Middle Eastern oil-producing countries.

The same was true to a lesser extent of natural gas requirements, 
which have also been rising. But here the situation has been allevi­
ated by the discovery of commercial fields of natural gas in the North 
Sea area which are already supplying gas in considerable quantities 
to the British Gas Corporation.

The prospects for oil in the North Sea in areas under British con­
trol are also promising. Oil from the North Sea is expected to flow 
in 1974-1975, and the British Government anticipates that “produc­
tion in 1980, allowing for discoveries not yet made, could be in the 
range of 100-140 million tons.” It believes that “there is therefore 
now a very good chance that in 1980, we can produce oil equivalent to 
our demand.” 4 The Minister of Energy estimates that “the total value 
of reserves on the U.K. Continental Shelf at present prices could with 
further probable discoveries amount to more than £100,000 million.”5

1 Balogh, Thomas, Minister of State for Energy, speech for Financial Times/011 Daily 
Conference, ‘Oil and Governments,’ November 13-14, 1974, in New York, Washington, 
British Embassy Press Release, 1974, p. 12. Full text is attached as Appendix A.

2 Ibid., p. 10.
3 Ibid., p. 11.
* Department of Energy. Production of Reserves of Oil and Gas In the United Kingdom: 

A Report to Parliament by the Secretary of State for Energy, May 1974, London, Her 
Majesty’s Stationery Office, 1974, p. 2.

8 Speech for Financial Times/011 Daily Conference, op. cit., p. 4.

(1)
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The situation of Britain as of 1970 in regard to petroleum and 
natural gas is set forth statistically in the two following tables: III.

UNITED KINGDOM, PRINCIPAL OIL STATISTICS >

1966 1967 1968 1969 1970

Crude and process oils: 
Indigenous production__ ______ 0.1

Imports........... ..........    7i 5
0.1

73.7
0.1

83.2
0.1

93.2
0.2

102.1
Total supply.............    71.6 73.8 83.3 93.3 102.3

Refinery intake........................ 717
Exports__________________________ _ 1

73.5 
.7

83.1 
.1

91.7
.3

101.9
1.2

Total disposals... .. 71 8 74.2 83.2 92.0 103.1
Petroleum products:

Refinery output__________________ 66.3
Output from other sources______________ . 4
Imports_________________________   21.7

68.0
.3

23.9

77.1 
.3

22.6

85.1 
.2

20.6

94.7
.2

20.1
Total supply.............   88.4 92.2 100.0 105.9 115.0

and Development. Oil: “The Present Situation and Future Prospects," a 
report of the OECP Oil Committee, Pans. Organization for Economic Cooperation and Development, 1973. p. 249^

[In millions of metric tons]

1966 1967 1968 1969 1970

Deliveries to inland consumption .. .. 69 1
Bunkers___________ 5 q
Exports..................... .............................. .. 12.6

74.6
5.1

11.9

79.0
5.3

14.5

85.1
5.6

14.3

90.8
5.5

17.4
Total disposal................ 86 7

Refinery capacity: Crude distillation 
capacity at end year____ __________ 83.8

91.6

86.1

98.8

97.6

105.0

109.4

113.7

114.7

UNITED KINGDOM, PRINCIPAL NATURAL GAS STATISTICS1

[In billion cubic metres at 15° C and 760 mm. Hg.J

1966 1967 1968 1969 1970

Indigenous production_____ 0 17 0. 62 
.81

2.19
1.08

5.23
1.08

11.21 
.91Imports.......... .........   .69

Total supply______________ _____ .86 1.43 3. 27 6.31 12.12
Inland consumption... 86 1.43 3. 27 6.29 

.02
12.08 

.04Losses...
Exports____________________________________

Total disposals_________ .86 1.43 3.27 6.31 12.12

i Ibid., p. 251.

III. Industry-Government Relationship : General

A. GENERAL CHARACTER

The British economy is in part privately owned and operated, and 
in part nationalized. Much the largest part of the system operates 
under private enterprise but the coal, electricity, gas, and steel in­
dustries are publicly owned. Large segments of the transportation 
system are also publicly owned in varying degrees. The railroads have
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been nationalized. British Airways is a public corporation. Twenty- 
five percent of the ports and 80 percent of the waterways are publicly 
owned. A National Freight Corporation operates a nationalized road 
haulage system, and a National Bus company runs bus lines through­
out Great Britain, while private companies also operate in these fields. 
The Bank of England, the Atomic Energy Authority, the British 
Broadcasting Corporation, and the Independent Broadcasting Au­
thority come close to being nationalized industries.6 Moreover, the 
British Government holds shares in private companies. For example, 
it owns 48.6 percent of the stock of the British Petroleum Company 
(BP). In addition to specific powers in certain industries, the British 
Government has special powers for regulating the whole economy, 
particularly by establishing tax levels.

The newly elected Labour Government, which has a majority of 3 
in the House of Commons, has included in its legislative program for 
1974—1975 proposals for an extension of state ownership to include 
the shipbuilding and aircraft industries and the formation of a new 
national oil corporation to insure a larger share of profits from North 
Sea oil and more control over its exploration. The Government also 
proposed a new board to oversee nationalization projects.7

Nationalized industries in Britain are public corporations subject 
to ministerial control in varying degrees. The responsible minister 
chooses (and may dismiss) the chairman of the board and may give 
general directions as to how the industry should be run but does not 
interfere in day-to-day management.8 The public corporations are 
expected to be commercial enterprises in the normal sense, but suc­
cessive governments have regarded it as important to keep energy 
costs down and therefore have made up losses from government funds; 
such subsidies have been regarded as social costs. The natural gas, 
coal, and electrical industries and the railroads and airways have been 
operating at losses totaling $2.3 billion annually. On November 12, 
1974, the Chancellor of the Exchequer announced that price increases 
in the industries were in store because the Government intended to 
phase out subsidies to most nationalized industries.9

B. INDUSTRY-GOVERNMENT RELATIONS IN THE FIELD OF ENERGY

As noted, Great Britain has nationalized the coal, electrical, and gas 
industries and holds a large block of stock in the leading private oil 
company, BP. The ownership of all petroleum reserves in territory 
under British jurisdiction is vested in the Crown, but the British Gov­
ernment itself neither explores for nor produces oil. Private companies 
handle production, refining, and marketing and explore for oil under 
Government license. The British Gas Corporation does participate in 
exploration and production and monopolizes marketing. The National 
Coal Board also participates in exploration as a member of a 
consortium.

8 Tivey, Leonard J. Nationalization in British Industry. London, Jonathan Cape, (re­
vised edition) 1973, p. 11, and Britain 1974: An official handbook. London, Her Majesty’s 
Stationery Office, 1974, p. 341-369.

7 The New York Times, October 30, 1974, p. 1.
8 Britain 1974, An official handbook, London, Her Majesty’s Stationery Office, 1974, p. 256.
8 The New York Times, November 13, 1974, p. 1.
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1. The Coal Industry
A 1946 statute vested the ownership of all the coal mines in Great 

Britain in the National Coal Board. It has a right to a monopoly of 
“working and getting the coal”, but small mines (amounting to about 1 
percent of the total) may be privately operated under license from the 
Board.10 Recent Government measures have assisted the coal industry 
in various ways. All coal imports are embargoed. The conversion of all 
coal-powered power stations to oil has been stopped. The manufac­
tured gas industry has been asked to use as much coal as possible, and 
the additional costs thus incurred by the two industries are financed by 
public funds. The British Government has approved a special expendi­
ture of some £60 million (at 1974 prices) over the period to 1985 for 
the coal industry. As a further protection for the coal industry Great 
Britain levies a tax of pence 2.2 per gallon on oil, which represents 
about 35 percent of the price of fuel oil to large users.11 A duty on 
heavy oil imports provides some protection for the coal companies.
2. The Electrical Industry

A 1926 statute established the Central Electricity Board, which 
began operation the following year. The Board built and owned trans­
mission lines, had full control of the main generating stations, and sold 
electricity to private and municipal distributors. Supervision was exer­
cised by the Electricity Commissioners, but the Board was very largely 
autonomous in practice. In 1947 the nationalization process was com­
pleted. The ownership and control of the entire electrical industry was 
vested in a newly established British Electrical Authority which di­
rects the distribution of electricity through a number of regional 
boards.12
3. The Gas Industry

The Gas Act of 1948 transferred the holdings and operations of 
all gas companies, whether owned privately or by municipalities, to 
twelve Area Gas Boards. The Labour Government, which introduced 
the legislation, argued that with the growth of demand larger units 
with clearly determined boundaries were required and that the only 
way to reorganize the industry quickly was to nationalize. The Liberal 
Party voted for the bill, and the Conservatives opposed it as establish­
ing a non-competitive bureaucratic monopoly.

The Act charged each Area Board with the sole manufacture and 
supplying of gas within its territory. The result was a highly decen­
tralized structure with some co-ordination supplied by a National Gas 
Council. Technological changes, however, in the 1960’s required new 
legislation. The importation of natural gas from the Sahara, the pro­
duction of gas from fuel oil or naphtha, and the discovery of large gas 
reserves in the North Sea necessitated the handling of gas in bulk on 
a national scale, including a system of trunk pipelines and a centralized 
administrative structure. Therefore, a new Gas Act was passed in 1972 
which established a British Gas Corporation and made it the owner 
and controller of the entire gas industry. The Gas Boards have been 
reduced to “administrative units concerned mainly with gas distribu­

10 Tivey, op. cit., p. 46.
11 The Petroleum Economist, July 1964, p. 267.
13 Tivey, op. cit., p. 56-57.
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tion,” and their personnel is appointed and reassigned by the 
Corporation.13

Under the complex provisions of Section 9 of the Continental Shelf 
Act of 1964, the Gas Act of 1965 and the Gas Act of 1972 the consent of 
the Minister of Power is required before licensees may sell gas to any­
one other than the Gas Councils (or their functional successor, the 
British Gas Corporation). The practical results of this arrangement 
are that the licensees must accept whatever price the corporation, act­
ing on behalf of the government, cares to pay, and that virtually all gas 
brought ashore is sold to the British Gas Corporation.14 It has also 
participated in exploration in the North Sea and through its wholly 
owned subsidiary Hydrocarbons Great Britain it plans to drill two 
exploratory wells in the Irish Sea.15
4- The Atomic Energy Industry

The Atomic Energy Authority Act of 1954, introduced by the Con­
servative Government, established an Atomic Energy Authority. As 
regards the possibilities of industrial use of atomic energy it is chiefly 
concerned with prototypes. Other nuclear power stations are built by 
consortia of private-enterprise firms.16
5. The Petroleum Industry

The British Government played an important part in the develop­
ment of the British petroleum industry from the early days of the 
industry. Mineral oil began to be used widely for lighting purposes 
well over a hundred years ago, but down to the end of the last century 
kerosene dominated the oil market. However, the situation changed 
with the invention of the internal combustion engine.

Naval requirements for petroleum products soon brought the British 
Government into the picture. “The extra speed and range of opera­
tions of oil-driven as compared with coal-driven vessels and the ease 
with which they could be refueled at sea . . . conferred tactical ad­
vantages which no Navy could afford to forego.” Although a little oil 
was produced from Scottish shale, and there were limited reserves 
within the British Empire in Burma and off Borneo, the British Navy 
appeared to be dependent “for by far the greater part of its war needs” 
on foreign sources. “Though British capital had been widely invested 
in overseas petroleum production, only in Burma and Mexico was a 
British company predominant in the early years of the century.” The 
major potential suppliers were the U.S. Standard Oil Company and 
Royal Dutch Petroleum Company “neither of them thought to be re­
liable when Britain was at war.”17

Accordingly in the early 1900’s the British Government took some 
basic policy decisions to improve the situation. First the Government 
sought to insure that any oil found within the British Empire would 
not fall into the hands of the foreign companies. In 1904 the Standard 
Oil Company was excluded from Burma. In the same year a joint 
Colonial Office-Admiralty committee drew up a set of principles to 

13 Ibid., p. 59.
14 Dam, Kenneth, "The Pricing of North Sea Gas in Britain,” 13 J. of Law and Economics 

11 (April, 1970).
15 Petroleum Economist, August 14, 1974, p. 312.
i«Tivey, op. cit., p. 67-68.
17 Payton-Smith, Derek J. Oil: A study of war-time policy and administration. London, 

Her Majesty’s Stationery Office, 1971, p. 5.
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apply throughout the Empire. They provided that: the concessionaire 
company had to be British with a specified number of British direc­
tors; as far as possible the senior staff employed were to be British; 
the company was to undertake to establish a local refinery capable of 
producing fuel oil to Admiralty specification; and the British Govern­
ment had a right of pre-emption in wartime.

The second method of meeting Admiralty demands was to give Gov­
ernment support to private British exploration for oil. In 1901 the 
British Government assisted William Knox D’Arcy in obtaining a 
license to prospect for oil through the whole of Iran except the five 
northern provinces. When Mr. D’Arcy’s funds were exhausted in 1906, 
the Government pressed the Burmah Oil Company to come to his as­
sistance. Oil was found in 1908; the Anglo-Persian Oil Company—the 
predecessor of the British Petroleum Company— was formed in 1909 
as a subsidiary of Burmah Oil, and a refinery was built in 1912. By 

^g^-E^an was under strong pressure to amalgamate 
with Royal/Dutch Shell because its resources were too small to meet the 
competition of the major firms. The Company appealed for Govern­
ment financial assistance. Payton-Smith described the Government 
response as follows:

The Government was very willing to see the Iranian oilfields developed by a 
company on which it could rely in time of war, but there was no precedent for 
giving a public subsidy to a commercial company—and the Admiralty made it 
clear that in return the Government would want a controlling interest [e.g. 51 
ESi^r1?18^^8 PM?.CUre?. by making a capital subscription [to the Anglo- 
Persian Co.] of £2 million (increased in 1919 to £5 million), with the Burmah 

.rei?ainiag A® a minority shareholder. This unprecedented venture 
F5Ie.Admiralty what it wanted: a Government-controlled company on which 
“ £Tt ^an that the British Government had decided 
to go into the oil business itself. The Government made it clear that it did not 
Propose to interfere in day-to-day business management. In the Agreement signed 

°P ?Ot? M&y 1914, i<: WaS agreed to limit government 
^^a?! ,on the board t0 tw0 ex W™0 directors representing the Treasury 

and the Admiralty. These representatives were to have a power of veto but it 
was not; ^tended that they should use it except when decisions of diplomatic or 
military significance, or affecting the British status of the company were under 
S^/t^Vh8 A^rt4°Vhe ^gr^™ent’ the company signed a contract to supply 
fuel oil to the Admiralty at well below the current market price . . In time of 
war the Admiralty was to have first call on the entire output.18

British, diplomacy and British governmental financial support con- 
M acti7 ,in oil Poli^ics in the Middle East from 

1918 to 1939. In the early 1920 s negotiations were undertaken to bring 
the Royal Dutch/Shell Group permanently under British financial 
control but were finally blocked by the Admiralty because under the 
terms of the plan the Government would have lost its position as 
majority stockholder m the Anglo-Persian Company. In 1928 the for- 
mation of the Iraq Petroleum Company, in which Anglo-Persian had 
a 23% percent share, and the rights acquired in Kuwait greatly in­
creased British access to Middle East oil.

During the same period the search for oil in Britain continued with 
only meager success. But the Government took steps which were to 
have an important result after World War II when oil was discovered

18 Ibid., p. 11-12. 



in the North Sea. In order to eliminate the problems which private 
companies faced in negotiating royalty agreements with a multitude 
of private landowners, Parliament passed a Petroleum Production Act 
in 1934. The Act “conferred rights to entry on licensed prospectors 
and at the same time vested all property rights over petroleum in the 
Crown.” It also renewed “a provision of a 1918 Act which had 
prohibited drilling without Government licence.” 19

The use of this licensing power in the exploration and development 
of petroleum reserves in the North Sea will be discussed in Section IV.

Up to the present the British Government has had a large part to 
play in the development of the British petroleum industry but has left 
the business management of the industry in private hands. However, 
the Labour Government has now drawn up plans for the extension of 
the Government’s role in this field.

On July 11, 1974, the Secretary of State for Energy presented a 
report to Parliament setting forth the Labour Government’s oil and 
gas policy. This calls for the establishment of a British National Oil 
Corporation (BNOC) which will represent the British Government 
in the North Sea consortia to which it now belongs or will belong. As 
a result of a new licensing policy the Minister expects that British 
Government participation in North Sea oil development will be 
greatly expanded.

No description of the relationship of the British Government to the 
oil industry would be complete without a brief description of its posi­
tion in BP and the ramifications of that company itself.

The Government now owns 48.6 percent of the ordinary stock of the 
company. It retains the right to nominate two members of the board 
with power to veto any resolution, but it has pledged itself not to 
interfere in the Company’s commercial affairs and not to exercise the 
right of veto except in regard to certain specific matters of general 
policy.20

Thus the Government has an important financial interest in one of 
the major international oil companies. BP itself does not trade but is a 
holding company with investments in numerous subsidiary and as­
sociated companies. The parent and its subsidiary companies comprise 
the BP group, which is one of the largest integrated oil groups in the 
world, engaged in all phases of the oil industry, exploring for, produc­
ing, transporting, refining, and marketing crude oil, products, chemi­
cals, and gas. In 1972 its total crude oil production and lifting 
amounted to 552 million metric tons. Its refining production in 1972 
totaled 120 million metric tons. It produced 157,710 million cubic feet 
of natural gas. It owned 311 tankers. The group is exploring for oil in 
many parts of the world, notably in Alaska and in the North Sea. 
The commercial production of the Forties Field, which the British 
Government licensed to the BP Company, is expected to begin produc­
tion by early 1975, rising to 250,000 barrels per day (12.5 million tons 
per annum) within 12 months and 400,000 barrels per day (20 million 
tons per annum) by one year later.21

19 Payton-Smith, op. cit., p. 17.
“Gray, Lionel F. and Jonathan Love (editors), Jane’s Major Companies of Europe 1974 

edition. London, Sampson Low, Marston & Co., 1974, p. F108. 1
21 Ibid., p. F108-F109.
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IV. Petroleum Industry-Government Relations: Sectoral

Given the relationship between Government and the oil industry 
outlined above, it seems logical to discuss questions of exploration and 
production in the same section.

A. EXPLORATION AND PRODUCTION

The British Government does not engage either in the exploration or 
production of crude petroleum. However, as the owner of 48.6 percent 
of BP stock it has a substantial interest in one of the seven largest pri­
vate international oil majors. Through the National Coal Board and 
the British Gas Corporation it also has additional shares in some ex­
ploration undertakings in the North Sea. In addition, it exercises broad 
powers over oil exploration and production through licensing, taxa­
tion, and other mechanisms. The Labour Government has plans for ex­
panding the role of Government in regard to North Sea oil which will 
be submitted in the new session of Parliament.

A good starting point for considering these matters is the position 
of the British Crown in regard to oil.
1. The Position of the British Crown

Section 1 (1) of the Petroleum Act of 1934 provided that:
The property in petroleum existing in its natural condition in strata in Great 

Britain is hereby vested in his Majesty, and His Majesty shall have the exclusive 
right of searching and boring for and getting such petroleum.

Section 2 (1) of the same Act reads:
The Board of Trade (now the Minister of State for Energy), in behalf of his 

Majesty, shall have the power to grant to such persons as they think fit, licences to 
search and bore for and get petroleum.22

The Continental Shelf Act of 1964 vested in the Crown all “rights 
exercisable by the United Kingdom outside territorial waters with 
respect to the sea bed and subsoil and their natural resources except as 
they are exercisable in relation to coal” and extended the provisions of 
the Petroleum Production Act of 1934 “which relate to the granting of 
licences to search and bore for, and get petroleum” to petroleum 
exploration and production on the Continental Shelf.23

In June 1964 the British Government ratified the Convention on the 
Continental Shelf of 1958, which guides the exercise of rights in these 
areas. Under the terms of the Convention. Great Britain and neighbor­
ing countries have established the boundaries between Great Britain 
and adjoining sectors.
2. Licensing 24

Pursuant to the above cited statutes of 1934 and 1964 as amended and 
ancillary regulations, the Secretary of State for Energy is authorized 
to prescribe how and by whom applications for licenses shall be made, 

“Public General Acts and Measures, 24 & 25 Geo V., 1933-34. London Eyre and 
Spottiswoode, 1935, p. 320.

23 Public and General Acts and Measures of 1964—Elizabeth II. London, Her Majesty’s 
Stationery Office, 1965, p. 385-386. 3

24 First Report from the Committee of Public Accounts together with the proceedings 
of the Committee, part of the minutes of evidence, part of the minutes of evidence of 
session 1971-1972 and appendices thereto. Session 1972-1973. North Sea Oil and Gas. 
London, Her Majesty’s Stationery Office, 1973, p. viii-ix.



9

to charge application fees, to determine, with the consent of the Treas­
ury, the consideration which will be payable, whether by way of roy­
alty or otherwise, for these licenses, and to decide to whom licenses 
shall be granted.

A production license confers exclusive rights to search, bore and get 
oil in the specified area and covers all the operations of petroleum 
exploration and production. The license is granted for an initial period 
of six years and is renewable for not more than half of the original 
area for an additional 40 years. It may be terminated at any time on 
six months’ notice by the licensee.

An exploration license authorizes only geological and geophysical 
surveys and the drilling of shallow wells. It is nonexclusive and ap­
plies to any designated part of the U.K. continental shelf not subject 
to a production license. It runs for three years at a cost of £1,000 
per annum.

The Secretary of State is required to publish in the London, Edin­
burgh, and Belfast Gazettes the designation of a block (an area of 
roughly 100 square miles) for development and to invite applications. 
The applicant for a license is required to “be incorporated in the 
United Kingdom and the profits of the operation shall be taxed 
here.” 25 * The Secretary of State does not ask for competitive bids; 
licenses are granted on a discretionary basis. Foreign companies can 
receive licenses through branches incorporated in Great Britain.

That licenses are granted on a discretionary basis should not obscure 
the fact that more or less objective criteria are applied by the author­
ities in determining who shall obtain licenses over blocks receiving (as 
almost all do) multiple applications. Officially, these criteria have 
related to five factors:

. . . first, the need to encourage the most rapid and thorough exploration and 
economic exploitation of petroleum resources on the Continental Shelf. Second, 
the requirement that the applicant for a license shall be incorporated in the 
United Kingdom and the profits of the operations shall be taxable here. Thirdly, 
in cases where the applicant is a foreign-owned concern, how far British oil 
companies receive equitable treatment in that country. Fourthly, . . . the 
programme of work of the applicant and also at the ability and resources to 
implement it. Fifthly, . . . the contribution the applicant has already made or 
is making towards the development of resources of our Continental Shelf and 
the development of our fuel economy generally.28

Applicants have been aware from the outset, however, that it is the 
first and fourth criteria that will in most cases determine who will 
obtain a license over any blocks receiving more than one application. 
It will be noted that both of these relate to the amount of effort the 
potential licensee commits himself to expend in developing the re­
source.27

25 Ibid.. p. 26.
28 North Sea Oil and Gas: A Report to Parliament. (Reprinted from “Trade and Industry” 

Vol. 10, No. 4, January, 1973.) Department of Trade and Industry (London: H. M. Sta­
tioner Office, 1973).

27 See Also, Kenneth Dam, “Oil and Gas Licensing in the North Sea,” 8 J. of Law and 
Economics 51 (Oct., 1965), and “Pricing of North Sea Gas in Britain,” 13 J. of Law 
and Economics 11 (April 1970) ; Joseph W. Morris, “The North Sea Continental Shelf: 
Oil and Gas Legal Problems,” International Lawyer, Vol. 2, No. 2, pp. 191—214 (especially 
pp. 201, 202) ; White, D. Kash et al., North Sea Oil and Gas: Implications for Future 
United States Development, (Norman: University of Oklahoma Press, 1973) ; Report of 
the North Sea Study Group, by the Labour Party, Transport House Smith Square, Lon­
don, S.W. 1; and “Terms for North Sea Oil” in 40 Petroleum Press Service 122-124 
(April, 1974).

43-709—75------2
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As of 1973 the British Government had issued licenses to 227 com­
panies including British Petroleum, Royal Dutch Shell, Exxon, 
Texaco, Gulf, Mobil, and Standard Oil of California.28 The House 
of Commons Committee of Public Accounts figured that as of 1973 
the British public and private interest in the territory licensed 
amounted to 32 percent of the total shares. Of this 5 percent belonged 
to the Gas Council, 3 percent to the National Coal Board and 4 per­
cent to the Government as its portion of the holdings of British Petro­
leum.29
3. Financial Arrangements

The compensation required for a production license comprises a 
royalty rate of 12^ percent, plus an initial payment covering the first 
6 years of a license of about £6,250 per average year with annual added 
increments thereafter of £6,250 a year, to a maximum of £72,500 a 
year. These rates were developed in the early days of the development 
of North Sea exploration and before the quadrupling of oil prices in 
late 1973.30

As early as February 1973 the Committee of Public Accounts of the 
House of Commons was critical of existing arrangements and stressed 
that U.K. terms “have tended to lag behind those of others right from 
the start.” 31

The Report of the Secretary of State for Energy to Parliament of 
July 1974 took even stronger exception to the existing arrangements. 
It read in part as follows:

. . . During the past year, the world price of oil has more than quadrupled: 
the average f.o.b. price of Middle Eastern Oil, a year ago about $2.00 a barrel, 
is now $9-10. If prices remain high and with the high production now expected in 
the North Sea, profits on our offshore oil will be enormous. If the current price 
of oil continues, and on a realistic estimate of output, annual pre-tax profits 
would total some £64,000 million by 1980. Under present arrangements, tax and 
royalty would take a relatively small proportion of profits in the early years, and 
would never take more than half. The result is that North Sea licensees would 
reap enormous and uncovenanted profits on their investment. A half or more of 
the post-tax profits are likely to be remitted overseas; by 1980 the cost of such 
remittances to our balance of payments could under present arrangements reach, 
or even exceed, £61,000 million annually.32

The Secretary then outlined the Government’s proposals for cor­
rective action. These included proposals for greater Government par­
ticipation and increased taxation.
4. Government-Industry Partnership

As already noted, the total government participation in North Sea 
exploration and development amounts to only about 12 percent of total 
investment. The Secretary of State for Energy’s Report announced 
that the Government would take steps to increase Government par­

28 Ibid., p. 96-100.
29 Ibid., p. 89.
30 The package was thought to be as favorable to the Government as any in completely 

unproved areas throughout the world, while not providing ammunition to OPEC in their 
p 28nd for hlgher revenues from British oil companies operating in OPEC countries. Ibid.,

^Ibid., p. 25.
T>a^1°eparJniKnti^f ?ner&y- United Kingdom Offshore Oil and Gas Policy: A Report to 
Energ ei974y Secretary of state for Energy, July. 1974, London, Department of
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ticipation but would not move retroactively against existing licensees. 
The report stated:

It will be made a condition of future licences that the licensees shall, if the 
Government so require, grant majority participation to the State in all fields 
discovered under those licences. This will broadly follow the “carried interest” 
pattern successfully developed in Norway under wljch the State has the option 
to acquire ownership of a specified proportion of oil or profits, meeting the same 
proportion of costs.
... It is the Government’s belief that majority State participation in the 

existing licences for commercial fields provides the best means for the nation to 
share fully in the benefits of North Sea oil without unfairness to the licensees 
since the State contributes its share of the costs, including consent of the oil 
companies in almost every other major oil and gas producing country in the 
world, not only those in the Middle East. Indeed, public sector participation 
has worked successfully in the British Shelf without injury to oil company 
interests through the National Coal Board and British Gas—whose present 
shares will be accepted as a share in the total public participation. The Gov­
ernment hope that the companies continue to invest in the North Sea on prof­
itable terms. They will be very ready to listen to what the companies say and 
consider with them how the common interest can best be served. They are sure 
the industry will want to submit their views at the earliest possible moment and 
to enter into talks on this basis. The Government will be inviting them to do so 
shortly.33

Thus the British Government intends to discuss the renegotiation 
of existing licenses with the oil companies. The Minister for Energy 
has confirmed that “the Government would be inviting holders of cur­
rent licenses to negotiations to discuss majority participation in them 
also.”34

The Minister then stated the Labour Government view in the follow­
ing words:

Why do we think participation is the best way of achieving the interests of the 
State and the companies? For the State it has the enormous advantage of not 
only providing a fare share of profits, but also giving it direct knowledge and 
expertise in the operations of the oil industry. Regulation from without, by edict, 
can never be as satisfactory for us as direct participation, as a partner, in the 
licence. Virtually every other oil-producing country in the world has therefore 
adopted participation as the right way for the State to involve itself in the op­
erations of its oil industry. . . .

I said that participation is also the best way from the company’s point of 
view of involving the State in oil production. This is because the State contributes 
to costs, that is it increases the cash flow—a consideration of increasing impor­
tance in the North Sea today. Depending on the detailed terms agreed, the effect 
of participation on a company's rate of return can be much less than the effect 
of tax.35
5. Tfixation

The Report from the Committee of Public Accounts has described 
the British system of taxing the petroleum industry in the following 
terms:

1. Under the United Kingdom system of taxation there are no 
special rules applying only to oil companies.

2. Operations in the North Sea are carried out either by com­
panies which are resident in the United Kingdom for tax purposes, 

83 Ibid., p. 2.
31 Speech for Financial Times/Oil Dally Conference, op. cit. p. 735 Ibid., pp. 7-8.
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or by non-resident companies trading through branches in the 
United Kingdom. Companies which are resident in the United 
Kingdom (i.e. companies which have their central management 
and control here) are liable to United Kingdom corporation tax 
on their worldwide profits. Non-resident companies trading 
through branches in the United Kingdom are liable to corpora­
tion tax on any trading income arising through United Kingdom 
branches and on capital gains arising on the disposal of assets con­
nected with those branches.

3. The starting point in calculating the profit on which corpora­
tion tax is charged is the company’s commercial profit from its 
liable operations. Expenditure such as royalties and licence fees 
is thus generally allowed, when incurred, as a deduction in com­
puting taxable profits. Certain adjustments are, however, made 
to the commercial profit in arriving at the profits which are charge­
able to tax, the most important of which is that the depreciation 
charged in the accounts is disallowed (i.e. the profits are increased 
by the amount of the depreciation charged) and relief is given 
for capital expenditure by means of a statutory system of capital 
allowances. The effect of this system is broadly to provide uniform 
arrangements for all companies for the writing off of capital 
expenditure.

4. The rules governing capital allowances for the various types 
of expenditure most likely to be incurred by oil companies in Con­
tinental Shelf activities are:

(a) Machinery and Plant
Capital expenditure on the provision of machinery and plant 

(which covers such items as drilling rigs and oil pipelines) quali­
fies under the Finance Act 1972 for a 100 per cent deduction from 
profits the year in which it is incurred or, if the company is not 
then trading, for the first year after it begins to trade.

(&) Exploration
The cost of searching for, discovering and testing new deposits 

normally qualifies for a 100 per cent deduction from profits. The 
deduction covers such expenditure as that incurred on the acquisi­
tion of exploration rights, on surveys, on the drilling of test holes 
and appraisal wells, etc. The deduction is made for the year in 
which the expenditure is incurred, or if the company is not then 
trading, for the first year after it begins to trade.

(e) Extraction Work
Capital expenditure on extraction works not coming within the 

definition of machinery or plant, for example, on the drilling of 
production wells, qualifies for an initial allowance of 40 percent, 
followed by annual writing-down allowances depending on the 
annual output and reserves of the field, with a minimum annual 
allowance of 5 percent on the reducing-balance basis.

(d) Mineral Rights
Capital expenditure on the acquisition of production rights 

qualifies for annual writing-down allowances depending on the 
annual output and reserves of the field with a minimum allowance 
of 5 percent on the reducing-balance basis.
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5. The effect of the “posted price” system, which is in operation 
in most OPEC countries ... is that the production companies’ 
profits are increased because they sell their oil at “posted prices” 
rather than market prices, while the accounts of the group 
trading companies which purchase their oil are correspondingly 
reduced. The United Kingdom does not receive any tax on the 
?rofits of the production companies, because the credit for the 
oreign tax paid on those profits extinguishes any liability to 

United Kingdom tax there would otherwise have been.
6. When a United Kingdom company, or a United Kingdom 

branch of an overseas company, incurs a loss in its trading activi­
ties (which may be created or augmented by the capital allow­
ances due under the provisions described in paragraph 4) there 
are three main ways in which it may obtain relief. First, it may 
carry its loss forward against future trading profits; secondly, 
it may set the trading loss against other profits liable to corpo­
ration tax for the same accounting period; thirdly, it may carry 
its loss back against its profit liable to corporation tax in the 
preceding accounting periods, and obtain repayment of the 
appropriate part of the corporation tax it has paid. If the loss 
is sufficiently large, it may obtain relief in more than one of these 
ways e.g. the loss may be used to cover other profits of the same 
accounting period and the balance carried forward to set against 
the trading profits of future accounting periods.

7. For corporation tax purposes the position of each company 
is usually considered separately; but where a company is a mem­
ber of a group or consortium of companies which are resident in 
the United Kingdom, there is provision for the surrender of 
effective tax relief for losses of one member to another. For this 
purpose a group exists if one company is a subsidiary of another, 
or both are subsidiaries of a third, the parent-subsidiary relation­
ship being determined according to the test of 75 percent owner­
ship of the ordinary share capital. Relief can be given within a 
consortium if five or few’er companies own all the ordinary share 
capital of a trading company directly, or 90 percent indirectly, 
through a holding company. These provisions mean that where 
the North Sea operator is a part of a United Kingdom group or 
consortium, relief for its losses may be obtained against group 
or consortium profits; or conversely, group or consortium losses 
may be relieved against its profits.36

The Labour Government has decided to segregate North Sea 
operations of a company or consortium and only permit losses from 
North Sea operations to be deducted from North Sea profits. Thus a 
so-called ring fence is to be built around the North Sea. Measures are 
also being introduced to close the loophole arising from the practice 
of basing tax estimates on the artificial “posted price” figure which 
has been described above.37

Extracts from a statement by the Paymaster General Edmund Dell 
in the House of Commons on November 13, 1974, describing the 38 

38 First Report from the Committee of Public Accounts, op. cit., pp. 57-58. 
w Ibid., pp. 4—5.
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Government’s proposed oil tax legislation are attached at Appendix II. 
The text of the Government Oil Taxation Bill and an Inland Revenue 
Release regarding it of November 19, 1974, are attached at Appen­
dix III.

The Chancellor of the Exchequer announced on November 12,1974, 
the value-added tax on gasoline would be raised beginning November 
18, from 8 percent to 25 percent. “As a result the price will rise from 
roughly $1.06 to $1.20 for an American-sized gallon.”38

B. REFINING

The British Government does not operate oil refineries. Any con­
trols over private refineries, including taxation, are generally no 
different from those applying to other manufacturing concerns, with 
the exception of environmental controls which are outside the scope 
of this report.

The crude oil refinery capacity of the 22 private refineries in Britain 
as of 1972 is set forth in the following table:

88 The New York Times, November 13,1974, p. 1.
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Plans for additional refining capacity are set forth in the following 
table:

PROJECTS FOR NEW REFINERIES1

[Expected crude capacities in thousand metric tons per year]

Probable completion
Planned 
capacity

West Europe—United Kingdom:
Canvey Island, Essex (ENI/Murco)______________________ 1977
Canvey Island, Essex (Occidental)_____ _______........ ......... Mid-1975..............................
Gravesend, Kent (Burmah/CFP)..............  .............................. No date ..............................
Hunterston, Scotland (Chevron)______  do ..............
Hunterston, Scotland (ORSI)__________________ ---------------------------------------------------------------- -------- --
Kingsnorth, Kent (Berry Wiggins)______________ ”””” 1978
Milford Haven, Wales (Amoco)_______________ Late 1973
Nigg Bay, Cromarty Firth (National Bulk Carriers).. No date
Shetland Islands (Milford Argosy)___________ ""

4,000
6,000

12, 000
7,000

24, 000
5,000
4, 000

(2)
15, 000

i The London Times, Nov. 19,1973, p. 21.
2 Not known.

C. TRANSPORTATION

Almost all of the oil consumed in Great Britain today is trans­
ported by tankers which are privately owned. The tanker fleet under 
British flag amounts to 25.2 million deadweight tons, of which 200,000 
tons belongs to the Government.39 Three main crude oil pipelines are 
in operation in Britain between harbors capable of berthing very 
large tankers and refineries.40 Plans are being made for the construc­
tion of pipelines in the North Sea for the delivery of oil and natural 
gas.41 Discussions are going on about how and to what degree the con­
struction of the North Sea pipelines should be regulated by the 
Government.

D. MARKETING

The marketing and pricing of natural gas is handled entirely by 
the British Gas Corporation. The marketing and pricing of oil is 
handled by private companies. The British Government can of course 
exercise a strong influence on price levels by setting prices in the 
nationalized energy industries of gas, coal, and electricity and by its 
tax policy. The imposition of a new tax on gasoline has just raised the 
price per gallon by 14 cents. Parenthetically, the British Government 
did impose rationing in 1956 in the Suez crisis. In 1967 and 1973-1974 
it set up machinery for rationing but did not use it.

E. IMPORTS-EXPORTS

As noted in Section I, the United Kingdom is a heavy importer of 
oil. The Government does not participate in the negotiations con­
ducted betw’een private British oil companies and the governments 
of OPEC countries regarding petroleum prices.42

89 Oil: The Present Situation and Future Prospects, op. cit., p. 130.
40 Britain 1974, op. cit., p. 276.
41 Bexon, B. (General Manager, Exploration and Production, The British Petroleum 

Company Limited). The North Sea-Achievements and Prospects. Financial Times, Petro­
leum Times and Fairplay International Shipping Weekly. International Offshore Tech­
nology Conference, London, 9th and 10th October, 1974, p. 6-7.

42 However, a New York Times report of a delegation from the British Ministry of Trade 
signing a multi-million dollar agreement with Iran in January 1974 for 5 million tons 
of crude oil in return for textile fibres, steel, paper, petrochemicals, and other industrial 
goods, illustrates the role the Government can play In the oil picture, New York Times, 
January 28, 1974.
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Britain looks forward to the possibility that by 1980 the country 
can produce from North Sea and Celtic Sea fields oil equivalent to the 
British demand plus possibly a substantial margin for export. The 
expectation that North Sea crude will be of high quality with a low 
sulphur content which can be sold profitably on the export market 
presents the British Government and the oil companies with a policy 
problem. The Report of the Committee of Public Accounts stated the 
problem as follows:

Insisting that all North Sea crude should be refined and used 
here would have the advantage of reducing our dependence on 
imported oil supplies even further, but would mean that we were 
using higher quality oil than we need; foreign exchange earnings 
would suffer and the cost of oil products (and hence our in­
dustrial costs) would go up.43

V. Recent Developments in National Petroleum Policy Positions

It has been pointed out that in the past the British Government has 
not used its share holding to exercise control over the business man­
agement of private oil companies. The Labour Government indicated 
in July 1974 that it planned to introduce some controls but did not 
spell out in detail what it had in mind. The Report of the Depart­
ment of Energy to Parliament of July 1974 contains the following 
passage on this subject:

The Government will extend their powers to control physical 
production and pipelines. Experience has shown that there are 
many weaknesses in the current system. The Government will, 
therefore, for current as well as future licenses, take power to 
control the level of production in the national interest. This does 
not affect their determination to build up production as quickly 
as possible over the next few years. The question of reducing the 
rate of depletion is unlikely to arise for some years but the Gov­
ernment believes that they should take the necessary powers now. 
They will also take powers to receive royalty in kind, and to remit 
royalty in certain circumstances; to control the development of 
undersea pipelines, in the same way as on land; to introduce tighter 
control over exploration and development; and to require 
licensees to provide more information about their activities than 
is now obligatory.44 All these new proposed powers, together with 
existing powers, will enable the Government also to ensure that 
development is carried out with a proper care for the environ­
ment and for the planning of infrastructure. The detailed imple­
mentation of these and other changes will be discussed with the 
companies.45

The Labour Party plan also calls for the establishment of a na­
tional oil corporation along the following lines:

A British National Oil Corporation (BNOC) will be set up, 
through which the Government will exercise their participation 
rights. This Corporation will represent the Government in the 

43 First Report from the Committee of Public Accounts, op. cit., p. 88.
44 The Committee of Public Accounts had criticized the dearth of information from oil 

companies about their operations in 1973. Its report reads: “We consider that it is 
unsatisfactory that the Department should not have access to licensees’ costs: this Is an 
area where equality of information between the government and the licensee would 
be equitable.” First Report from the Committee of Public Accounts. Op. cit., p. xxxii.

45 United Kingdom Offshore Oil and Gas Policy, op. cit., p. 3.
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present consortia (and will take over the present interests of the 
National Coal Board) and also build up a powerful and expert 
supervisory staff that will enable it to play an active part in the 
future development, exploration and exploitation of the Con­
tinental Shelf. It will also have powers to extend its activities 
ultimately to the refining and distribution of oil. . . .46

The Conservative Party agreed with the Labour Government that 
under existing arrangements the private oil companies prospecting in 
the North Sea would be in a position to make an unjustified killing in 
profits when the oil began to flow. But they opposed the solutions 
which the Government proposed. They specifically rejected Labour’s 
plan for majority participation in North Sea operations as “both 
irrelevant and harmful.” The Conservative Party’s Shadow Minister 
for Energy has stated that the Party supports instead establishment 
of a state regulatory body to provide control over the amount of off­
shore oil produced. He proposed to recoup for the Treasury the wind­
fall profits of the oil companies by making “all offshore operations 
subject to special taxes in addition to normal Corporation Tax.” 47

The Labour and Conservative Parties share certain views regarding 
the relationship between Government and the petroleum industry. 
Both parties espouse policy changes to obtain greater benefits from a 
national resource for the people as a whole. Thus, both believe the 
Government must increase its share of North Sea profits although 
they differ on methods. The Labour Party prefers Government par­
ticipation in oil consortia; the Conservative Party wants to proceed 
by way of taxation. Both agree that development must be as fast as pos­
sible. Both want controls available at a later date to prevent an irre­
sponsible exhaustion of resources. The greatest point of difference 
arises over the issue of Government participation. The Conservatives 
oppose Labour plans for acquiring 51 percent ownership in North Sea 
oil enterprises and establishing a National Oil Corporation because 
they fear that Government meddling will drive private enterprise out 
of the North Sea. But both parties consider private companies essen­
tial to successful exploration. In the latest official statement of Labour 
Government policy in this field (which is attached at Appendix A) 
this point is emphatically made. Speaking in New York in November 
Minister of State Balogh said:48

... we intend to leave the companies a rate of return on their 
investment sufficient to keep them active in the North Sea. We do 
not want to do anything to discourage the companies ... we 
recognize and respect their considerable technical achievements 
in the North Sea and we hope we shall continue to have the benefit 
of their skill and expertise in developing it.

48Ibid., p. 2.
« The London Times, September 12,1974.
48 Speech for Financial Tlmes/Oll Daily Conference, op. clt., p. 6.
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Minister of State for Energy

Speech for Financial Times/Oil Daily Conference “Oil and 
Governments’’ November 13 and 14, 1974, in New York

Ladies and Gentlemen, it is an honour and a privilege to have been 
asked to deliver the Opening Address at the Financial Times and Oil 
Daily Conference.

Having been an obstreperous academic critic I have in my new 
incarnation acquired some first-hand knowledge of the subject of this 
conference from the Government side. The process of having become 
a junior Minister at a time when my advancing years would normally 
have called for me to become less rather than more responsible is a 
strange one. I apologize in advance to those whom my transformation 
to a model of reticence and circumspection will surprise.

The theme of the Conference “Oil and Governments” could hardly 
be more apposite or important at a time when producer countries, oil 
consuming countries, and not least those countries who are, or hope to 
be self-sufficient in energy, all face major problems.

Turning now to the “policy options open to new producers” their 
emergence reminds us of an important change taking place in the dis­
tribution of the oil-producing industry. Traditionally the consuming 
countries of Western Europe have drawn all or nearly all their oil sup­
plies from unstable areas, with very low oil demand of their own, 
mainly in the Middle East. Recent discoveries in and around the North 
Sea—which we owe to the enterprise and technological skill of the oil 
industry—have transformed this prospect. It now looks as if the 
United Kingdom can become, by any standards, a major oil producer.

It is exceptionally difficult to estimate our future reserves and we 
are confronted here with the limits of technology and unforeseen diffi­
culties may occur. On the other hand, we might have a breakthrough in 
being able to exploit more fully existing reserves and get access to new 
reserves at depth. This explains the very great discrepancies between 
estimates. My Department has been very conservative, and rightly so, 
as the plans must be founded on certainty rather than surmise. I my­
self have criticized this tendency when in opposition, but I quite under­
stood it then and I understand it now that I have been transferred into 
a more responsible position.

We hope that by the beginning of the next decade we shall be able 
to produce 2-3 million barrels a day. That is to become more than self- 
sufficient. It will raise our status as oil producers to the level of Iraq, 
Libya and Canada. Professor Odell, whose estimates in the past have 
been surprisingly accurate, predicates an output of 8-10 [million] bar­
rels a day for the whole of the shelf—that is including Norway and 
other countries. There is at the moment, however, no firm evidence that 
these estimates can in the foreseeable future be converted into reality. 
As I have said, the UK is not the only country in this newly discovered 

(21)
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territory. Norway will soon produce much more oil than she needs and 
has recently forecast production of 1 million barrels a day in the early 
1980’s; her ultimate potential is almost certainly much higher than 
this. The Netherlands have the biggest gas field in the world. As explo­
ration intensifies, other neighbouring countries, like France, Denmark 
and Ireland, may also find substantial quantities of oil or gas.

If this change is important to the oil industry, it is vitally im­
portant to the countries themselves. Perhaps the most striking thing 
about the oil industry is the vast size of the sums involved. We expect 
by the beginning of the next decade to be producing, if current prices 
continue, oil to the value of £5,000 million a year or even more. The 
total value of oil reserves on the UK Continental Shelf at present 
prices could with further probable discoveries amount to more than 
£100.000 million. The balance of payments advantage we get will 
also be measured in thousand of millions of pounds. There will be big 
new opportunities too for our offshore supplying industry and en­
couragement for the growth of technologically advanced industries, 
like the petrochemical industry, in the UK.

In short, the discovery of North Sea oil is perhaps the most im­
portant economic development in the UK since the Industrial Revo­
lution. It is something on which we must get our policies right. If 
we go too far one way or the other, the penalties we have to pay as a 
nation could be very great. Hence the intense public debate about it 
during the past two or three years and hence the high priority which 
the present Government has given to it.

The guiding principle of our policy is this. The nation as a whole 
must enjoy the participation in revenues furnished by the North 
Sea fields. There can be no doubt that at the moment there is con­
siderable economic rent, largly created by the quadrupling of oil 
prices in the past year, which neither the Government nor the li­
censees foresaw when the licences were issued. And this rent has 
accrued on a scarce and valuable resource, and one which by an act of 
Parliament going as far back as 1934, belongs to the nation. We wish 
to end the period of uncertainty as soon as possible. We regret that the 
complexity of the problem has prevented us acting as quickly as we 
would have wished. I can assure the companies however that we 
shall do our utmost to be fair and say to the Americans companies 
in particular that their interests will be safeguarded in strict equality 
with those in which British involvement is present.

From this guiding principle two consequences flow. The first is that 
there must be a substantial increase in Government take. The Chan­
cellor of the Exchequer will introduce into the House of Commons 
later this month a Bill to give effect to the new profits tax foreshadowed 
in the White Paper we piiblished in July and in his Budget speech. The 
Secretary of State is inviting the companies to talks on participation, 
a subject I shall deal with separately. As to the rate of the tax. which 
has not yet been announced, it will be designed to get a fair share of 
benefits for the nation—while also giving the companies a fair deal. 
I hope that this assurance will be taken in the spirit it is given.

The second consequence—and this is one I want to emphasize now— 
is that we intend to leave the companies a rate of return on their in­
vestment sufficient to keep them active in the North Sea. We do not 
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want to do anything to discourage the companies. As I said earlier, 
we recognize and respect their considerable technical achievements 
in the North Sea and we hope we shall continue to have the benefit of 
their skill and expertise in developing it. Prospective profits even in 
the most conservative basis are such that this is, I am sure, consistent 
with a big increase in Government take and I would mislead you if I 
implied anything else. But we do not intend the increase to be so 
big that it will leave the companies with insufficient profits to retain 
their interest. Anything else would be against the interests of the 
United Kingdom. For the fact is that we and the companies have 
considerable identity of interest. We both, at least over the next years, 
want to see the North Sea developed as fast as is reasonably possible. 
In short, we intend to give a fair deal both to the nation and to the 
companies.

Our chosen method for doing so is participation. The White Paper 
issued in July said that it would be a condition of all future licences 
that the State should have an option of majority participation, and 
that the Government would be inviting holders of current licences to 
negotiations to discuss majority participation in them also. The 
Prime Minister announced when the new Parliament met that Mr. 
Harold Lever would be in charge of the detailed negotiations as­
sisted by Mr. Edmund Dell, who chaired the Public Accounts Com­
mittee whose report on oil has become one of the classics of Govern­
ment papers, and myself. I can now tell you that Eric Varley, the 
Secretary of State for Energy, wrote yesterday to each of the li­
censees for the oilfields so far declared commercial to invite them 
to such talks with Mr. Lever over the next few weeks. We naturally 
hope that the negotations will be quick and successful.
. Why do we think participation is the best way of achieving the 
interests of the State and the companies? For the State it has the 
enormous advantage of not only providing a fair share of profits, 
but also giving it direct knowledge and expertise in the operations 
of the oil nidustry. Regulation from without, by edict, can never be 
as satisfactory for us as direct participation, as a partner, in the 
licence. Virtually every other oil-producing country in the world 
has therefore adopted participation as the right way for the State to 

r °Perations of its oil industry. I can mention, out- 
side OPEC, such countries as Norway, the Netherlands, Denmark, 
Australia, New Zealand, and the Canadian provinces. All the oil- 
and gas-producing members of the European Economic Community 
have participation in oil and gas in one form or another. So we are 
examples °r radiCaL We are followin^ not ^ting,

I said that participation is also the best way from the company’s 
pomt of view in involving the State in oil production. This is because 
the State contributes to costs, that is it increases the cash flow—a con­
sideration of increasing importance in the North Sea today. Depend­
ing on the detailed terms agreed, the effect of participation on a com­
pany s rate of return can be much less than the effect of tax. Indeed 
we would really like to regard participation as a form of partnership 
between public and private sectors to which each has something to 
contribute and from which each has something to gain. Perhaps I can 
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emphasize one or two things about participation as we see it to dispel 
any possible misunderstandings. First we hope to establish successful 
cooperation with the companies on participation. Secondly, we shall 
not discriminate between companies. Thirdly, we shall be very willing 
to listen to any proposals the companies put forward designed to make 
participation work on a fair and equitable basis. Finally it must not 
be forgotten that capital depreciation which will be handled in an 
equitable way is perhaps the most important factor in determining 
internal rate of return.

This brings me to another topic which all new producers have to 
face: the problem of Depletion Policy. This is a subject which can 
raise a good deal of public interest because it is closely linked to that 
rather emotive word conservation. I do not wish to in any way under­
estimate the importance of conservation, but question whether it can 
ever be seen separately from broad aspects of economics. Oil and gas 
can only be used once. The objective of a depletion strategy is to ensure 
that they are used when they give the most benefit—this means bal­
ancing a high level of benefit over a shorter period against a lower 
level of benefit over a longer period. To do this, it is necessary to try 
to visualise the time when production of hydrocarbons is declining or 
has ceased, as well as the time when a high rate of production is 
possible.

But having stated the broad objective, it is essential to underline the 
importance of the problem of uncertainty. There is uncertainty about 
the sizes of the reserves: this is very well illustrated by a glance at 
the bottom row of figures in a table1 produced by my Department for 
a report to Parliament in May of this year. It showed estimated 
United Kingdom reserves in the areas already licensed running from 
a proven total of 895 million tons through probable and possible fig­
ures to a total for the three categories of roughly 3000 million tons. 
We now know that we can count on much more than the lowest of 
these figures. But we are faced with great uncertainties in the range 
of reserves, as Professor Odell’s recent calculations show, and the 
choices facing us could vary enormously between the extremes. More­
over there is uncertainty about medium and long-term trends in world 
oil and gas supplies and their prices. The events of the last couple of 
years make it unnecessary to elaborate this point further.

But whilst it is necessary to consider the objectives of depletion 
policy and to emphasize the problem of uncertainty, we must be real­
istic. That we need oil is undisputed; the industrialised countries used 
oil for 57% of their energy needs in 1973 and it accounted for 46% of 
Britain’s energy consumption in the same year. Whilst some degree of 
substitution as between fuels can be undertaken, this tends to be a 
long term process. For example, one can decide to build more coal-fired 
or nuclear power stations in the future, to reduce dependence on oil 
for electricity generation. Such decisions have no effect on oil con­
sumption now. One can also endeavour to save all forms of energy, oil 
amongst them by improving the efficiency with which it is used. That 
is why the Government has set up the Advisory Council on Energy 
Conservation, which held its first meeting recently.

1 Department of Energy—Production and Reserves of Oil and Gas In the United King­
dom. Page 15.
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None of this alters the fact that there is no alternative for us at 
present but to rely very heavily on oil for our energy needs. Last year 
we used around 100 million tons all of it imported. This dependence 
on imported oil puts the well-being of our industrialised society at risk 
in two ways-----

First, as we found out last winter, a shortfall in supplies can cause 
very great difficulties; any prolonged shortfall poses a serious threat to 
the entire functioning of our society. But, as we also found out last 
winter, and have been finding out ever since, even assured supplies 
(and our present supplies are not assured even at the huge price we now 
have to pay) are a heavy burden on the balance of payments and thus 
on the standard of living of each and everyone of us. In the first 
9 months of this year the cost of net oil imports was £2000 million.

Against this background, our first priority is to bring production of 
oil in as rapidly as possible. We reaffirm the Government’s determina­
tion as expressed in our White Paper to ensure that oil production from 
the Continental Shelf is built up to a substantial level as quickly as 
possible. The reality is that we must have this build up to indigenous 
production to ease our balance of payments problem and to increase 
our security of supplies. But within this constraint we must be careful 
that we do not over prejudice our ability to control depletion rates later 
in the 1980’s should we be fortunate enough to prove to have very 
large reserves, and should a conservation policy involving control over 
rates of depletion appear to be advantageous to Britain and her trad­
ing partners..

But all this is on the widest national and international plane, and 
I should now turn to another dimension which has a strong bearing on 
the options facing us or any other new producer of oil. If we are to 
contemplate the ability to control rates of depletion of oil and gas, this 
means taking powers to do so—every producing country does this.

At the moment our principal method of exercising choice has been in 
the timing and extent of licensing rounds. To this we must add the 
ability to control development and production. But the exercise of 
these powers must be harmonized both with the interests of the com­
panies and the technical needs of maintaining and increasing recovery 
ratios. They will not be used in an arbitrary fashion. We are about to 
announce publicly how these powers will be used so that firms can plan 
sensibly and banks lend in the knowledge that their security will be 
safeguarded. We intend to minimize uncertainty about the Govern­
ment’s policy towards a great asset. We want to assure the maximum 
possible confidence about our intentions to those directly involved in 
the North Sea, to their creditors and our trading partners, but above 
all to the British people. We shall, therefore have regard to the interest 
of companies who have invested or who are contemplating investment 
in offshore oil. We must have regard to the interests of banks, who may 
be called upon to finance development. We must have regard to the 
industries supplying equipment. As I have said earlier, we intend to 
leave the companies a rate of return on their investment sufficient to 
keep them active in the North Sea and commensurate with the risks 
involved in these operations.

I should now like to make some brief reference to the International 
Energy Agreement—to be signed in a few days’ time—in which most 

43-709—75------3
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of the major oil consuming countries will now be participating. We 
^Ye^omed the initiative of Dr. Kissinger last year which resulted in 
the Washington Energy Conference being held. We welcomed too, the 
setting up at that Conference of the Energy Co-ordinating Group 
which has now resulted in this Agreement. We can derive some comfort 
that an Agreement of such complexity and detail should have been 
worked out m the space of nine short months and adhered to by so 
many countries.

. T^.e arrangements provide participants with equal ability to with­
stand the effects of major oil shortages for a very long period with the 
mnnmum of economic sacrifice. As you know, the Agreement provides 
a framework for further co-operation on energy conservation, the de­
velopment of alternative sources of energy and related matters. And 
there are arrangements too for promoting co-operation between con­
sumer and producer countries. We shall be looking for opportunities 
tor purposeful discussions as well as for other forms of co-operation.

rhe British Government has always supported strongly the concept 
of international co-operation to deal with world energy problems, be­
cause it is clear that these can only be effectively tackled on a multina­
tional basis. Even though we shall be self-sufficient in oil by the end of 
the decade, this co-operation is just as important for the UK as for 
other participants in the Agreement. It is vital to our economic inter­
ests that our trading partners should be strong. The A greement gives 
powerful protection to the economies of all participants and that is 
why the Agreement is important to us.

May I sum up what was-—because of the complexities of the prob­
lems—an unavoidably longish exposition.

We are determined—following the Manifesto on which we fought 
and won the recent election—to secure a large share for the nation of 
the discovery of British Shelf oil and gas. We shall, however, within 
this framework encourage oil companies to continue, indeed increase 
their activities in our waters, the excellence and inventiveness of whose 
activities we are the first to acknowledge. We have chosen participa­
tion as the main vehicle of a closer involvement in the work of explora­
tion and development in order to secure knowhow and enable us to get 
automatic first hand information on production costs and financial 
results. To fashion the means of implementation of this policy we shall 
form a British National Oil Corporation which will administer the 
public share in the great licensee consortia. Our tax and depreciation 
policy will be conceived so as to enable the oil companies to face the fu­
ture with confidence and benefit fairly from past and future effort.

We shall in this way contribute to the restoration of the balance of 
the international energy market which has been disturbed, indeed 
shaken, by the sudden price-hike of OPEC. In the meantime we are 
eager to participate in international physical and financial monetary 
arrangements to mitigate the immediate and unprecedented problems 
which have arisen as a result of that policy.

If my contribution to this expert forum has helped to a greater un­
derstanding and confidence in my Government’s intentions and policies 
I shall be gratified.
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Extracts From a Statement by Paymaster General Edmund Dell 
on the Oil Taxation Bill in the House of Commons on 
November 13, 1974
There are a number of matters about which I have to inform the 

House. I want to tell the House about the Oil Taxation Bill.
The Bill is intended to achieve two main purposes. First, it makes 

certain amendments to the corporation tax treatment of the profits of 
oil companies. Second, it introduces a new tax on North Sea profits— 
the petroleum revenue tax. I discuss the corporation tax amendments 
first.

The corporation tax amendments are again of two kinds. There are 
those primarily concerned with the profits of the oil companies in their 
trade outside the North Sea and there are those concerned directly 
with North Sea profits. Both kinds of amendments follow directly 
from the report of the Public Accounts Committee on North Sea Oil 
and Gas.

I deal first with those primarily concerned with the profits of the 
oil companies in their trade outside the North Sea.

The Finance Bill will amend the general transfer pricing legislation 
in Section 485 of the Income and Corporation Taxes Act 1970 so as to 
increase its effectiveness. Experience has shown that it is not difficult 
for a group to construct arrangements under which buying and selling 
companies, though not in fact at arm’s length, are not “controlled” for 
the purpose of the section. A broader definition of “control” will there­
fore be introduced, together with adequate information powers for the 
operation and enforcement of the rules. That will be in the Finance 
Bill.

The Oil Taxation Bill will extend the scope of the transfer pricing 
legislation in relation to the petroleum industry to cover transactions 
between a United Kingdom resident company and an associate com­
pany wherever resident. At the moment Section 485 specifically does 
not apply to sales between two associates both resident in the United 
Kingdom and liable to tax on the profits from dealing in the property 
sold. It does not, therefore, apply to the situation where Middle East 
oil is sold at posted prices by a production company to a marketing 
company both of which are resident in the United Kingdom, and sub­
ject to tax on their profits.

Under the new legislation, if any such transactions take place at 
artificial transfer prices a realistic arms length price will be substi­
tuted. The concept of “arms length” price will also be clarified to meet 
the special circumstances of the oil industry. Following an announce­
ment to that effect in the Budget introduced in March 1973 by the then 
Chancellor, the oil companies are expecting that strengthened transfer 
price provisions will apply from 1st January 1973, and this will be 
the effective date of the legislation that will be introduced.

(29)
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The White Paper of 11th July introduced by the Secretary of State 
for Energy referred to the artificial losses which the oil companies had 
accumulated up to 31st December 1972 when the new transfer pricing 
rules take effect. It was proposed that these losses should be cancelled 
and that corresponding limitations should be imposed on the use of 
capital allowances for expenditure already incurred outside the Con­
tinental Shelf. This proposal raises particularly complex technical 
questions and we have decided to postpone the legislation until the 
spring Finance Bill so as to allow time to consider the problems 
further and to produce a workable solution.

I turn now to the Corporation Tax amendments concerned with 
profits from North Sea oil. It has already been announced that there 
will be a ring fence for corporation tax purposes round the profits 
from the United Kingdom, territorial waters and the Continental 
Shelf, so that they will not be reduced by allowances and losses from 
extraneous activities. These measures will apply to group relief and 
to similar set-offs within a single company and a company with losses 
or excess allowances will not be able to use them to claim payment of 
the imputation tax credit on dividends received from a company 
within its group and paid out of North Sea profits. The ring fence 
will apply to accounting periods ending after 11th July 1974.

I hope that it will generally be agreed that the corporation tax yield 
from the North Sea, which will be substantial in amount, should not be 
at risk of companies bringing all sorts of activities and expenditure 
into the United Kingdom tax net merely so as to get relief against 
North Sea profits. However, the ring fence will face only one-way: 
losses and allowances resulting from activities on the Continental 
Shelf will still be able to be set against profits from activities elsewhere.

The then Financial Secretary to the Treasury, the hon. Member for 
Worthing (Mr. Higgins), in reply to a debate on a report from the 
Public Accounts Committee in December 1973, said that it was not the 
intention of the then Government to take the action that I have just 
described, but we intend to take it.

I now turn to the petroleum revenue tax. It has been clear for some 
time, perhaps since the Public Accounts Committee Report, that the 
oil companies themselves, for the most part, accept the need for an ad­
ditional tax on North Sea profits if the United Kingdom is to secure 
a fairer share of the benefits from the Continental Shelf and to maxi­
mise the gain to the balance of payments. I do not think anyone will 
have any difficulty in agreeing with this view. It is indeed necessary. 
The rules and structure of the tax will be set out in the Bill. As the Bill 
will be published next week, I think it is reasonable to ask the House 
to wait for publication for the details of this tax, but I will now set out 
the general scheme.

The tax will apply to the winning of hydrocarbons under licence in 
the United Kingdom and under the United Kingdom territorial waters 
and Continental Shelf. It will not apply to refining or other processing 
of oil and gas. For the purpose of the tax, allowable expenditure in a 
field will be available to be set against receipts from that field when it 
is incurred, subject to the procedures for claiming relief, and there 
will be relief for abortive expenditure. Certain capital expenditure, in­
cluding capital expenditure on production and transportation will 
qualify for an unlift of 50 percent, but no allowance will be made for 
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interest. This allowance of 150 percent of capital expenditure is a 
substantial benefit to company cash flows. The tax will be a taxation 
prior charge on the profits—in other words, it will stand in front 
of corporation tax and will be deductible in computing profits for 
corporation tax purposes.

1 he tax will apply to oil and gas, but there will be special provisions 
for fields already in production, including the Southern Basin gas 
fields. Allowance will be made for past costs, but no account will be 
taken of pre-Budget day receipts from oil or gas.

The oil companies may have objections to aspects or details of the 
structure of the tax. The Government will certainly listen to and con­
sider anything that they have to say. But I must make clear that the 
prior charge aspect and the field-by-field basis are fundamental ele­
ments in the conception of the tax.

The Bill will not state the rate of tax. The House will be asked to 
approve the rate in the Finance Bill next spring. But that does not 
mean that the announcement of the rate will necessarily have to wait 
till then. On the contrary, from the point of view of the oil companies, 
the sooner the uncertainties about the new tax can be resolved, the 
better. But this is new ground for all of us. Here we have an important 
new tax on profits, of which we have as yet no experience to guide us. 
It is designed to ensure that a proper share of the profits comes to the 
community as a whole, and also that the balance of payments benefits 
fully from the development of the major national resource represented 
by North Sea oil.

However, it is a tax which does not exist in isolation. The Govern­
ment “take” from the revenues of the oil companies will now have 
four components: the existing royalties; corporation tax, computed in 
the normal way, but modified by the changes which I have indicated; 
the new petroleum revenue tax; and where applicable, the proceeds of 
direct State participation in oil licences, to be freely negotiated with 
the oil companies in the next few months.

Clearly, the oil companies are concerned as soon as possible to know 
their net position after all these different factors have been taken into 
account. The Government have already made their own calculations. 
We therefore have our own ideas about the appropriate rate. But there 
are still uncertainties in the picture. These arise, not from the nature of 
the tax system or of the other related changes, but from the physical 
facts of exploration in the North Sea and from the nature of the oil 
business.

There has been a good deal of comment recently, in the Press and 
elsewhere, about the increasing costs of North Sea development. Some 
of this simply reflects the increase in the level of prices generally. 
Some of it may represent an increase in real or constant price terms, 
due to previous over-optimism about the sheer technical difficulty of 
winning oil in such inhospitable waters.

We need to take into account the likely range of the various esti­
mates in fixing the initial rate for the new tax. So, before the rate is 
finally settled, I intend to have further early and detailed discussions 
with the oil companies about their present and future level of costs, 
and about the effect of the tax proposals on the future profitability of 
North Sea operations.





Appendix C
Text of the British Government’s proposed oil taxation bill and an 

Inland Revenue Press Release summarizing its provisions, as pub­
lished November 19,1974
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OIL TAXATION
A Bill to impose a new tax in respect of profits from substances won 

or capable of being won under the authority of licences granted 
under the Petroleum (Production) Act 1934 or the Petroleum (Pro­
duction) Act (Northern Ireland) 1964; to make in the law relating 
to income tax and corporation tax amendments connected with such 
substances or with petroleum companies; and for connected 
purposes.

ARRANGEMENT OF CLAUSES

Part I

Petroleum Revenue Tax
Clause

1. Petroleum revenue tax.
2. Assessable profits and allowable losses.
3. Allowance of expenditure (other than expenditure on long-term 

assets and abortive exploration or development expenditure).
4. Allowance of expediture on long-term assets.
5. Allowance of abortive exploration expenditure.
6. Allowance of abortive development expenditure.
7. Relief for allowable losses.
8. Interpretation of Part I.

Part II

Provisions Relating to the Extraction of Petroleum 
in the United Kingdom or a Designated Area

9. Treatment of oil extraction activities etc. for purposes of income 
tax and corporation tax.

10. Valuation of oil disposed of or appropriated to refining or other 
processing in certain circumstances.

11. Oil extraction activities etc.: charges on income.
12. Oil extraction activities etc.: restriction on setting advance corpo­

ration tax against income therefrom.
13. Corporation tax: deduction of petroleum revenue tax in comput­

ing income.
14. Interpretation of Part II.

Part III

Miscellaneous and General

15. Modification of certain provisions in relation to petroleum 
companies.

16. Citation, interpretation and construction.
(35)
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Schedules

Schedule 1—Determination of oil fields.
Schedule 2—Management and collection of petroleum revenue tax.
Schedule 3—Petroleum revenue tax: miscellaneous provisions.
Schedule 4—Provisions supplementary to sections 3 and 4.
Schedule 5—Allowance of expenditure (other than abortive ex­

ploration or development expenditure).
Schedule 6—Allowance of abortive exploration expenditure.
Schedule 7—Allowance of abortive development expenditure.
Schedule 8 Extension of section 485 of Taxes Act in relation to 

petroleum companies.
Most Gracious Sovereign,
We, Your Majesty’s most dutiful and loyal subjects, the Commons 

of the United Kingdom in Parliament assembled, towards raising the 
necessary supplies to defray Your Majesty’s public expenses, and mak­
ing an addition to the public revenue, have freely and voluntarily re­
solved to give and grant unto Your Majesty the new tax hereinafter 
mentioned and to make such other provision as is hereinafter con­
tained ; and do therefore most humbly beseech Your Majesty that it 
may be enacted, and be it enacted by the Queen’s most Excellent 
Majesty, by and with the advice and consent of the Lords Spiritual and 
Temporal, and Commons, in this present Parliament assembled, and 
by the authority of the same, as follows:—

Part I

Petroleum Revenue Tax

!•— (1) to be known as petroleum revenue tax, shall be
charged in accordance with this Part of this Act in respect of profits 
from oil won under the authority of a license granted under either the 
Petroleum (Production) Act 1934 or the Petroleum (Production) Act 
(Northern Ireland) 1964; and in this Part of this Act “oil” means any 
substance so won or capable of being so won other than methane gas 
won in the course of operations for making and keeping mines safe.

(2) For each oil field the tax shall, in the case of each participator, 
be charged at such rate as Parliament may hereafter determine on the 
assessable profit accruing to him in any chargeable period from that 
field, as reduced under section 7 of this Act by any allowable losses.

(3) In relation to any oil field—
(a) the first chargeable period is the period ending at the end 

of the critical half year (including an unlimited time prior to the 
beginning of that half year); and

(I) each subsequent half year is a chargeable period.
(4) In this section—

“the critical year”, in relation to an oil field, means the first 
half year ending after 12th November 1974 at the end of which the 
total amount of oil ever won and saved from the field exceeds 1,000 
long tons (counting 40,000 cubic feet of gas at a temperature of 
15 degrees centigrade and pressure of one atmosphere as equiva­
lent to one long ton);

“half year” means a period of six months ending at the end of 
June or December.
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(5) Schedule 1 to this Act shall have effect with respect to the de­
termination of oil fields, and Schedule 2 to this Act shall have effect 
with respect to the management and collection of the tax; and this 
Part of this Act shall have effect subject to the further provisions in 
Schedule 3 to this Act.

2.— (1) For the purposes of the tax the assessable profit or allowable 
loss accruing to a participator in any chargeable period from an oil 
field shall be computed in accordance with the following provisions 
of this section.

(2) The assessable profit or allowable loss so accruing in the period 
is the difference (if any) between the sum of the positive amounts for 
the period and the sum of the negative amounts for the period; and 
that difference (if any) is an assessable profit if the sum of the positive 
amounts is greater than the sum of the negative amounts, and is other­
wise an allowable loss.

(3) For the period—
positive amounts for the purposes of this section are 

the following (as defined in this section), namely the gross profit 
(if any) accruing to the participator in the period, his license 
credit (if any) for the period, and any amount to be credited to 
him for the period in respect of expenditure; and

(5) the negative amounts for those purposes are the following 
(as so defined) namely the gross loss (if any) so accruing, his 
license debit (if any) for the period, and any amount to be debited 
to him for the period in respect of expenditure.

• it? gross profit or loss (if any) accruing to the participator 
in the period is the difference (if any) between—

(a) the aggregate of the amounts mentioned in subsection (5) 
below; and v 7

(&) two-thirds of the market value, at the end of the preceding 
chargeable period, of so much of his share of oil won from the 
field as he had then either—

(i) not disposed of and not appropriated to refining or 
other processing; or

(ii) disposed of but not delivered, 
and the difference (if any) is a gross profit if the said aggregate is 
greater than two-thirds of the said market value, and is otherwise a 
gross loss.

(5) The amounts referred to in subsection (4) (a) above are—
(a) the price received or receivable for so much of any oil won 

^rom the field and disposed of by him crude in sales at arm’s 
length as was delivered by him in the period (excluding oil de­
livered before 13th November 1974);

(&) the market value, three months before the end of the period, 
of so much of any oil so won and disposed of by him crude other­
wise than m sales at arm’s length as was delivered by him in the 
period (excluding oil delivered before 13th November 1974) •

(c) the market value, three months before the end of the period, 
of so much of any oil so won as was appropriated by him in the 
period to refining or other processing without being disposed of 
(excluding oil so appropriated before 13th November 1974); and

(d) two-thirds of the market value, at the end of the period, 
of so much of his share of oil so won as he had then either—
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(i) not disposed of and not appropriated to refining or 
other processing; or

(ii) disposed of but not delivered.
(6) The participator’s licence debit or credit (if any) for the period 

is the difference (if any) between—
(a) the sum of the amounts mentioned in subsection (7) below; 

and
(&) the sum of—

(i) the amount taken into account under paragraph (a) 
of that subsection in computing his licence debit or credit for 
the preceding chargeable period; and

(ii) the amount of any royalty repaid to the participator 
in the period in respect of the field;

and the difference (if any) is a licence debit if the sum mentioned 
in paragraph (a) above is greater than the sum mentioned in para­
graph (&) above, and is otherwise a licence credit.

(7) The amounts referred to in subsection (6) (a) above are—
(a) the amount shown in the return for the period made under 

paragraph 2 of Schedule 2 to this Act as the amount of royalty 
payable for the period in respect of the participator’s share of 
oil won from the field;

(&) the amount of royalty paid in the period in respect of that 
share; and

(c) any amount paid in the period in respect of any periodic 
payment payable to the Secretary of State under any relevant 
licence otherwise than by way of royalty.

(8) The amount (if any) to be debited or credited to the participa­
tor for the period in respect of expenditure is the difference (if any) 
between—

(a) the sum of the amounts mentioned in subsection (9) below; 
and

(Z>) subject to subsection (10) below, any amount taken into 
account under paragraph (a) of the said subsection (9) in com­
puting the assessable profit or allowable loss accruing to the par­
ticipator in the last but one preceding chargeable period;

and that difference (if any) is an amount to be debited as aforesaid 
if the sum mentioned in paragraph (a) above is greater than the 
amount mentioned in paragraph (&) above, and is otherwise an 
amount to be credited as aforesaid.

(9) The amounts referred to in subsection (8) (a) above are— 
(a) subject to subsection (11) below, an amount equal to 5 per 

cent of the aggregate of—
(i) the sum of the amounts which, in the participator’s re­

turn under paragraph 2 of Schedule 2 to this Act for the 
period, are, in the case of deliveries falling within sub-para­
graph (2) (a) of that paragraph, stated to be the price re­
ceived or receivable for the oil or, as the case may be, its 
market value three months before the end of the period; and 

(ii) the sum of the amounts which, in that return, are, in 
the case of appropriations falling within sub-paragraph (2) 
(b) of that paragraph, stated to be the market value of the 
oil three months before the end of the period;
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(S) the participator’s share, as determined on a claim under 
Schedule 5 to this Act, of the aggregate of—

(i) any expenditure allowable under section 3 or 4 of this 
Act for the field which has been allowed on such a claim 
before the Board have made an assessment to tax or a deter­
mination on or in relation to him for the period in respect 
of the field; and

(ii) an amount equal to 50 per cent, of so much of that 
expenditure as has been so allowed on such a claim as qualify­
ing for supplement under this sub-paragraph by virtue of 
subsection (4) of the said section 3.

so far as that share has not been taken into account in any pre­
vious assessment to tax or determination;

(c) any abortive exploration expenditure allowable in the case 
of the participator under section 5 of this Act which on a claim 
made by him under Schedule 7 to this Act has been allowed under 
that Schedule before the Board have made an assessment to tax or 
a determination on or in relation to him for the period in respect 
of the field, so far as that expenditure has not been taken into 
account in any previous assessment to tax or determination; and

(d) any abortive development expenditure allowable in the case 
of the participator under section 6 of this Act which on a claim 
made by him under Schedule 7 to this Act has been allowed under 
that Schedule before the Board have made an assessment to tax or 
a determination on or in relation to him for the period in respect 
of the field, so far as that expenditure has not been taken into 
account in any previous assessment to tax or determination; and 

(10) If, for the period, the expenditure falling within paragraph 
(&) (i) of subsection (9) above includes an amount of expenditure 
(“the relevant amount”) incurred in the preceding chargeable period, 
then—

(a) the amount which would otherwise be taken into account 
under subsection (8) (&) above for the first-mentioned period 
shall be increased by the smaller of the following amounts, name­
ly the relevant amount and the amount (if any) taken into ac­
count under paragraph (a) of subsection (9) above in computing 
the assessable profit or allowable loss accruing to the participator 
in the preceding chargeable period; and

(&) the amount which would otherwise be taken into account 
under subsection (8) (ft) above for the chargeable period follow­
ing the first-mentioned chargeable period shall be reduced by an 
amount equal to that increase.

(1 1) If, for the period, the expenditure falling within paragraph 
(&) (i) of subsection (9) above includes an amount of expenditure 
incurred in the period, the amount mentioned in paragraph (a) of 
that subsection shall be reduced by that amount.

3 .—(1) Subject to the provisions of this section and Schedules 4 and 
5 in this Act, the expenditure allowable under this section for any oil 
field is any expenditure (whether or not of a capital nature) which, 
not being expenditure to which section 4 of this Act applies, is in­
curred by a person at or before the time when he is a participator in 
the field to the extent that it is incurred for one or more of the follow­
ing purposes, namely—
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(a) searching for oil anywhere within the area of the field as 
subsequently determined under Schedule 1 to this Act or not more 
than 1,000 metres beyond the boundary of that area;

(&) making to the Secretary of State any payment under or 
for the purpose of obtaining a relevant licence, not being a pay­
ment by way of royalty or other periodic payment;

(c) ascertaining (whether before or after the determination of 
the field under Schedule 1 to this Act) the extent or characteristics 
of any oil-bearing area wholly or partly included in the field, or 
what reserves of oil of any such oil-bearing area are;

(d) winning oil from the field;
(e) measuring the quantity of oil won or to be won from the 

field;
(/) in the case of oil won from strata in the sea bed and subsoil 

of either, the territorial sea of the United Kingdom or a designated 
area, transporting it to the place where it is first landed in the 
United Kingdom;

(g) closing down the field or any part of it, but only if and to 
the extent that the expenditure is incurred for the purpose of com­
plying with a requirement imposed by or under any relevant 
licence or any enactment, being a requirement relating to safety or 
the prevention of pollution.

(2) Expenditure is not allowable under this section for any oil field 
if, or to the extent that, it has been allowed under Schedule 5 to this 
Act for any other oil field.

(3) The expenditure allowable under this section for any oil field 
does not include—

(a) expenditure in respect of interest or any other pecuniary 
obligation incurred in obtaining a loan or any other form of 
credit; or

(d) the cost of acquiring any land or interest in land, other than 
the cost of making to the Secretary of State any payment falling 
within subsection (1) (&) above; or

(c) the cost of acquiring or erecting any building or structure 
on land, except—

(i) a structure to be subsequently placed on the sea bed of 
either the territorial sea of the United Kingdom or a desig­
nated area; or

(ii) a building or structure used or to be used wholly in the 
process of winning oil from strata in or under land or of 
measuring quantity of oil won or to be won from such strata; 
or

(d) any expenditure wholly or partly depending on or deter­
mined by reference to the quantity, value or proceeds of, or the 
profits from, oil won from the field; or
. (?) any payment made for the purpose of obtaining a direct or 
indirect interest in oil won or to be won from the field, other than 
a payment made to the Secretary of State.

(4) Expenditure allowable under this section for an oil field quali­
fies for supplement under section 2(9) (&) (ii) of this Act if and to the 
extent that it is incurred for one or more of the following purposes
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(a) bringing about the commencement of the winning of oil 
from the field or the commencement of the transporting of oil won 
from it to the United Kingdom;

(&) ascertaining (whether before or after the determination of 
the field under Schedule 1 to this Act) any of the matters men­
tioned in subsection (1) (c) above; or

(c) carrying out works for substantially improving the rate at 
which oil can be won or transported to the United Kingdom from 
the field, or for preventing or substantially reducing a decline in 
that rate:

Provided that expenditure incurred in hiring any asset shall not so 
qualify.

(5) For the purposes of subsections (1) and (4) above expenditure 
incurred partly for one or more of the purposes there mentioned and 
partly not shall be apportioned in such manner as is just and 
reasonable.

(6) In this section “enactment” includes an enactment of the Parlia­
ment of Northern Ireland and any provision of a Measure of the 
Northern Ireland Assembly, and also includes any provision of any 
regulations, order, scheme, bye-laws or similar instrument made under 
an enactment.

4.— (1) This section applies to expenditure (whether or not of a 
capital nature) which is incurred by a person at or before the time 
when he is a participator in an oil field, being expenditure incurred in 
acquiring an asset which, or any interest in an asset which, is to be or 
is subsequently used in connection with the field and whose useful life 
continues after the end of the claim period in which it is first so used:

Provided that this section shall not apply to expenditure incurred 
in acquiring an asset or interest in any case where the Board consider 
that its application to that expenditure would have only a negligible 
effect on the total expenditure allowable under this Part of this Act for 
the field and so notify the responsible person.

(2) The following provisions of this section are subject to Schedules 
4 and 5 to this Act.

(3) In the case of an asset other than a brought-in asset, the whole 
of the expenditure shall (subject to the following provisions of this 
section) be allowable under this section on a claim under Schedule 5 
to this Act for the first relevant claim period if, but only if—

(a) after the acquisition of the asset or interest, the asset was 
in that period used (if at all) only in connection with the field; 
and

(&) at the end of that period it was reasonable to assume that 
the asset would from then until the end of its useful life be used 
only in connection with the field; and

(c) the asset is not a mobile asset.
J^) asset is a brought-in asset or if, in the case of an asset 

other than a brought-in asset, the whole of the expenditure is not by 
vntue of subsection (3) above allowable on a claim for the first rele­
vant claim period, subsections (5) and (6) below shall apply as re­
gards that claim period.

43-709—75------ 4
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(5) Subject to the following provisions of this section, a proportion 
of the expenditure shall be allowable under this section on a claim for 
the first relevant claim period, and that proportion is—

(a) if at the end of that period, a reasonable estimate can be 
made of the proportion which the time during which the asset will 
eventually have been used in connection with the field in the 
period between its first use in that connection and the date on 
which its useful life is reasonably likely to end bears to the time 
between the acquisition of the asset or interest and that date, the 
same proportion as that estimated proportion;

(&) in any other case, the proportion which the time during 
which the asset has been used in that connection in the period be­
tween its first use in that connection and the end of the first rele­
vant claim period bears to the time between the acquisition of the 
asset or interest and the date when the asset's useful life is 
reasonably likely to end.

(6) In the case of a mobile asset the proportion of the expenditure 
allowable by virtue of subsection (5) above on a claim for the first 
relevant claim period shall not exceed the proportion which the time 
during which the asset was used in connection with the field in the 
period between its first use in that connection and the end of that 
claim period bears to the time between the acquisition of the asset or 
interest and the end of that claim period.

(7) Whether or not. the whole of the expenditure is by virtue of 
subsection (3) above allowable under this section on a claim for the 
first relevant claim period, for each subsequent claim period up to and 
including that in which use of the asset in connection with the field 
permanently ceases, the proportion of the expenditure allowable under 
this section for the relevant period shall be computed by applying the 
provisions of subsection (5) and (6) above with the omission of the 
words “on a claim” (wherever occurring) and the substitution of 
references to the relevant period for references to the first relevant 
claim period.

For the purposes of this subsection “the relevant period”, in relation 
to a claim period, means the period consisting of that claim period and 
each earlier claim period back to and including that in which the 
expenditure was incurred.

(8) If, as computed under subsection (7) above for any claim period, 
the proportion of the expenditure allowable for the relevant period ex­
ceeds the amount thereof which (taking into account any previous ad­
justments made under the following subsection) has been allowed on 
claims made for earlier claim periods falling within the relevant pe­
riod, the excess shall be allowable under this section on a claim for that 
claim period.

(9) If, as computed under subsection (7) above for any claim period, 
the proportion of the expenditure allowable for the relevant period is 
exceeded by the amount thereof which (taking into account any previ­
ous adjustments made under this subsection) has been allowed on 
claims made for earlier claim periods falling within the revelant 
period, the total amount of expenditure allowable under this and the 
preceding section on a claim for the first-mentioned claim period shall 
be reduced by an amount equal to the excess.
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(10) Subsections (2) to (4) of section 3 of this Act shall apply for 
the purposes of this section as they apply for the purposes of that sec­
tion; and where in accordance with subsection (9) above the total 
amount of the expenditure allowable under this and the preceding sec­
tion on a claim for any claim period is reduced, the amount failing to be 
taken into account under section 2(9) (>&) (ii) of this Act by reference 
to that expenditure shall be reduced by a proportion equal to the pro­
portion by which the total amount of that expenditure is so reduced.

(11) For the purposes of subsections (5) and (6) above (including 
those subsections as they apply under subsection (7) above) an asset 
which is throughout any period of time simultaneously used partly in 
connection with the field and partly otherwise shall be treated as being 
in connection with the field for a proportion of that period equal to the 
proportion which the extent of its use in the period in that connection 
bears to the extent of its use in the period in that connection and other­
wise.

(12) For the purposes of this section—
(a) the asset is a brought-in asset if, between the time when the 

expenditure was incurred and the first use of the asset in connec­
tion with the field, the asset was used otherwise than in connection 
with the field; and

(&) “the first relevant claim period”—
(i) in the case of a brought-in asset, means the claim period 

in which the asset was first used in connection with the field; 
and

(ii) in the case of an asset other than a brought-in asset, 
means the claim period in which the expenditure was in­
curred.

5.—(1) Subject to the following provisions of this section and 
Schedule 6 to this Act, the abortive exploration expenditure allowable 
in the case of a person who is a participator in an oil field is any ex­
penditure (whether or not of a capital nature) incurred on or after 1st 
January 1960 which—

(a) was incurred by that person or, if that person is a company, 
by that company or a company associated with it in respect of the 
expenditure; and

(ft) was incurred wholly and exclusively for the purpose of 
searching for oil in the United Kingdom, the territorial sea thereof 
or a designated area; and

(c) is not and cannot become allowable under section 3 or 4 of 
this Act for any oil field,

but so that any expenditure to which subsection (2) below applies shall 
not be allowable under this section except to the extent that it falls by 
virtue of that subsection to be treated as incurred wholly and exclu­
sively for the purpose mentioned in paragraph (&) above.

(2) Where any person has incurred expenditure in acquiring an 
asset which, or any interest in an asset which, is subsequently used by 
him for the purpose mentioned in paragraph (Z>) of subsection (1) 
above, then, if the useful life of the asset continues after the end of the 
twelve months beginning with the day on which he acquired the asset 
or interest, he shall be treated for the purposes of that subsection as 
having incurred wholly and exclusively for that purpose a fraction of 
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that expenditure on each day on which the asset is used by him wholly 
and exclusively for that purpose, and that fraction is the fraction of 
which the numerator is 1 and the denominator is the greater of the 
following numbers, namely 3650 or the number of days in the period 
beginning with the day on which he acquired the asset or interest and 
tc) °n th® asset’s useful life is reasonably likely

(3) Subsection (3) of section 3 of this Act, shall apply for the pur­
poses of this section with the following modifications, that is to say—

(a) in paragraph (c) the words from “except” to “such strata” 
shall be omitted;

(6) paragraph (d) shall be omitted; and
(c) in paragraph (e), the reference to oil won or to be won 

from the field shall be read as a reference to oil won or to be won 
from any area whatsoever.

(4) Paragraph 2 of Schedule 4 to this Act shall, with the omission 
of sub-paragraph (2) (&) and (c), apply in relation to this section 
as it applies in relation to sections 3 and 4 of this Act.

(5) Where any expenditure which would otherwise be allowable 
under this section gives rise to the receipt of any sum (whether or not 
of a capital nature) by the person who incurred the expenditure or 
any person connected with him, the expenditure allowable under this 
section shall be reduced by an amount equal to that sum.

(6) For the purposes of this section—
(a) “company” means any body corporate;
(&) section 533 of the Taxes Act (connected persons) shall ap­

ply; and
(c) a company which is a participator in an oil field is associated 

with another company in respect to expenditure incurred by the 
other company if—

(i) throughout that part of the relevant period in which 
both were in existence one was a 75 per cent subsidiary ol 
the other and the other was not a 51 per cent subsidiary of 
any company; or

(ii) each of them was, throughout that part of the relevant 
period in which it was in existence, a 75 per cent subsidiary 
of a third company which was not itself a 51 per cent sub­
sidiary of any company.

(7) For the purposes of subsection (6) (c) above—
(a) “the relevant period” is the period beginning immediately 

before the expenditure was incurred and ending with the end of 
the first chargeable period for the oil field in question; and

(ft) section 532 of the Taxes Act (subsidiaries) shall apply.
—(1) Subject to Schedule 7 to this Act, the abortive development 

expenditure allowable in the case of a person who is a participator in 
an oil field is the relevant part of the expenditure mentioned in the 
following subsection.

(2) The expenditure referred to in subsection (1) above is—
(a) any expenditure which has been allowed under Schedule

5 to this Act on a claim for another oil field, being a field from 
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which the winning of oil permanently ceased before the total 
amount of oil ever won and saved from it reached the amount 
by reference to which the critical half year is defined in section 
1(4) of this Act;

increased by—
(5) an amount equal to the relevant percentage of so much (if 

any) of that expenditure as was allowed on that claim as qualify­
ing for supplement under section 2(9) (6) (ii) of this Act.

(3) For the purposes of this section—
(?) the revelant part of the expenditure referred to in sub­

section (1) above is the sum of—
(i) the participator’s share, if any, of that expenditure (as 

determined under Schedule 5 to this Act) being a share to 
which he became entitled as a participator in the other field • 
and

(ii) if the participator is a company, the share, if any, of 
that expenditure (as so determined) which is the share'of a 
company associated with it in respect of that expenditure, 
being a share to which the company so associated became en­
titled as a participator in the other field;

(5) “the relevant percentage” means the percentage mentioned 
in section 2(9) (5) (ii) of this Act;

(c) “company” means any body corporate;
W subsections (6) (c) and (7) of section 5 of this Act shall 

aPPly Wr the purposes of this section (the reference in the said 
subsection (7) to the oil field in question being read for this pur­
pose as a reference to the oil field first mentioned in subsection 
(1) above).

Where the Board have determined under Schedule 2 to this 
Act that an allowable loss has accrued to a participator in a charge- 
able penod from an oil field, then, subject to the following provisions 
or this section, the assessable profit accruing to him from the field in 
any succeeding chargeable period shall be treated as reduced by the 
amount of that allowable loss, or by so much of that amount as can- 
zovt i r i 1S subsection or on a claim (if made) under subsection 
(2) below, be relieved against the assessable profit accruing to him 
from the field m any earlier chargeable period.
a (2) Where the ?oard have determined under Schedule 2 to this 
Act that an allowable loss has accrued to a participator in a charge­
able period from an oil field, the participator may make a claim re­
quiring that the loss be in the first instance set against any assessable 
profit which accrued to him from the field in the two preceding charge­
able periods; and the assessable profit which so accrued to him in 
xfur i ^ose periods shall then be treated as reduced by the amount 

or the loss, or by so much of that amount as cannot be relieved under 
this subsection against any assessable profit accruing to him from the 
field in the later of those periods.

(3) Where—
(a) the Board have determined under Schedule 2 to this Act 

that an allowable loss has accrued to a participator in a charge­
able period from an oil field; and
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(6) the winning of oil from that field has permanently ceased, 
then so much of that allowable loss as cannot under subsection (1) or 
(2) above be relieved against assessable profits accruing to the par­
ticipator from the field shall be relieved under this subsection by 
treating the assessable profit accruing to him from the field in any 
chargeable period as reduced by the amount of the loss, or by so much 
of that amount as cannot be relieved under this section against the 
assessable profit so accruing to him in a later chargeable period.

8.— (1) In this Part of this Act—
“chargeable period”, in relation to an oil field, has the meaning 

given by section 1 (3) of this Act;
“claim period”, in relation to an oil field, has the meaning given 

by paragraph 1 of Schedule 5 to this Act;
“determination”, in a context relating to an assessment or de­

termination on or in relation to a participator, means a deter­
mination under Schedule 2 to this Act that a loss is allowable 
to him or that neither an assessable profit nor an allowable loss 
has accrued to him;

“land” includes land in the United Kingdom covered with 
water;

“licence” means a licence under the Petroleum (Production) 
Act 1934 or the Petroleum (Production) Act (Northern Ireland) 
1964 authorising the winning of oil, and “licensee” and “licensed 
area” shall be construed accordingly;

“oil” has the meaning given by section 1(1) of this Act;
“oil field” shall be construed in accordance with Schedule 1 to 

this Act;
“participator” (except in paragraph 4 of Schedule 2 to this 

Act) means, in relation to an oil field and any chargeable period— 
(a) a person who is or was at any time in that chargeable 

period a licensee in respect of any licensed area then wholly 
or partly included in the field; and

(&) a person who is no longer a licensee in respect of any 
licensed area wholly or partly included in the field, but who 
was such a licensee at any time in either of the two chargeable 
periods preceding that chargeable period; and

(c) a person who is no longer a licensee in respect of any 
licensed area wholly or partly included in the field (and who 
does not fall within paragraph (6) of this definition), but 
who has or had at any time in that chargeable period a share 
of oil won (whether or not in that period) from the field, 
being a share with respect to any part of which either of the 
following conditions is or was satisfied at that time, that is 
to say—

(i) he has or had neither disposed of that part nor 
appropriated it to refining or other processing; or

(ii) he has or had disposed of, but not delivered, that 
part;

“relevant licence”, in relation to a participator in an oil field, 
means any licence held or previously held by him in respect of 
a licensed area wholly or partly included in the field;
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“the responsible person”, in relation to an oil field, has the 
meaning given by paragraph 4 of Schedule 2 to this Act;

royalty”, in relation to a participator in an oil field, means 
royalty payable to the Secretary of State under any relevant 
licence;

“tax” or “the tax” means petroleum revenue tax.
(2) In this Part of this Act any reference to the use of an asset 

m connection with an oil field is a reference to its use in connection 
yAx ."eld for one or more of the purposes mentioned in section 
3 (1) of this Act (excluding section 3 (1) (b)).

($) 4n this Part of this Act any reference (however worded) to 
d°t anything in a chargeable period in connection with an 

oil held or with oil won from an oil field shall, as regards the first 
chargeable period for any oil field, be construed as including the doing 
or that thing in connection with the area of the field as subsequently 
determined under Schedule 1 to this Act or, as the case may be, with 
oil won from that area.

(4) In so far as a person is a participator in an oil field by virtue 
?* un,der the Petroleum (Production) Act (Northern Ire­
land) 1964, references in this Part of this Act to the Secretary of 
state (except references in Schedule 1 or paragraph 3 of Schedule 3) 
shall be construed in his case as references to the Department of Com­
merce for Northern Ireland.

Part II
Provisions Relating to the Extraction of Petroleum in the 

United Kingdom or a Designated Area

—CO Where a person carries on as part of a trade—
(a) any oil extraction activities; or

any of the following activities, namely the acquisition, 
enjoyment or exploitation of oil rights; or

(c) activities of both those descriptions, 
those activities shall be treated for all purposes of income tax, and 
tor the purposes of the charge of corporation tax on income, as a 
separate trade, distinct from all other activities carried on by him a* 
part of the trade.

(2) Relief in respect of a loss incurred by a person shall not be 
given under section 168 or 177(2) of the Taxes Act against income 
arising from oil extraction activities or from oil rights except to the 
extent that the loss arises from such activities or rights.
. (3) Subject to the following subsection, a capital allowance which 
is to be given by discharge or repayment of tax shall not to any extent 
w ?ndeI section 71 or 74 of the Capital Allowances Act

« 8 by deduction from or set off against income arising from oil 
extraction activities or from oil rights.

(4) The preceding subsection snail not apply to a capital allowance 
such as is there mentioned which falls to be made to a company for 
any accounting period in respect of an asset used in the relevant 
accounting period by a company associated with it and so used in 
carrying on oil extraction activities.
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For the purposes of this subsection the relevant accounting period 
is that in which the allowance in question first falls to be made, to the 
company (whether or not it can to any extent be given effect in that 
period under section 74(1) of the Capital Allowances Act 1968).

(5) On a claim for group relief made by a claimant company in 
relation to a surrendering company, group relief shall not be allowed 
against income of the claimant corhpany arising from oil extraction 
activities or from oil rights except to the extent that the claim relates 
to losses incurred by the surrendering company that arose from such 
activities or rights.

(6) Subsection (1) above shall have effect as regards chargeable 
periods ending after 11th July 1974; subsections (2) and (5) above 
shall have effect as regards claims for relief in respect of chargeable 
periods so ending; and subsection (3) above, with subsection (4), shall 
have effect as regards capital allowances falling to be made for charge­
able periods so ending.

10.— (1) Where a person disposes of any oil in circumstances such 
that the market value of that oil at a particular time falls to be taken 
into account under section 2 of this Act in computing for the purposes 
of petroleum revenue tax the assessable profit or allowable loss accru­
ing to him in any chargeable period from an oil field, then for all pur­
poses of income tax, and for the purposes of the charge of corporation 
tax on income, the disposal of the oil and its acquisition by the person 
to whom it was disposed of shall be treated as having been for a con­
sideration equal to the market value of the oil as so taken into account 
under section 2 of this Act.

(2) Where a person appropriates any oil to refining or other proc­
essing without disposing of it and does so in circumstances such that 
the market value of that oil at a particular time falls to be taken into 
account under section 2 of this Act in computing for the purposes of 
petroleum revenue tax the assessable profit or allowable loss accruing 
to him in any chargeable period from an oil field, then for all purposes 
of income tax, and for the purposes of the charge of corporation tax on 
income, he shall be treated as having, at the time of the appropriation ■

(i) sold the oil in the course of the separate trade consisting of 
activities falling within section 9(1) (a) or (3) of this Act; and

(ii) bought it in the course of the separate trade consisting of 
activities not so falling,

and as having so sold and bought it at a price equal to its market value 
as so taken into account under section 2 of this Act.

(3) Where a person disposes otherwise than in a sale at arm’s length 
(as defined in paragraph 1 of Schedule 3 to this Act) of oil acquired 
by him in the course of oil extraction activities carried on by him or by 
virtue of oil rights held by him, then, if subsection (1) above does not 
apply in relation to the disposal, the following subsection shall apply 
in relation to it.

(4) For all purposes of income tax. and for the purposes of the 
charge of corporation tax on income, the disposal of the oil, and its 
acquisition by the person to whom it was disposed of shall be treated 
as having been for a consideration equal to the market value of the oil 
at the end of the first half of the accounting period in which the dis­
posal was made.
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(5) For the purposes of the preceding subsection “accounting pe­
riod” means, in the case of a company, an accounting period of the com­
pany or, in the case of a person other than a company, a period for 
which his accounts have been made up; and paragraph 2 of Schedule 3 
to this Act (definition of market value of oil) shall apply for the pur­
poses of Part I of this Act, but with the following modifications, that 
is to say—

(a) for sub-paragraph (2)(&) there shall be substituted—
“ (&) the contract is for the sale of the whole quantity of oil 

whose market value falls to be ascertained for the purposes of 
section 10 (4) of this Act, and of no other oil.”; and

(5) sub-paragraphs (3) and (4) shall be omitted.
(6) Section 485 of the Taxes Act (sales, etc. at undervalue or over­

value) shall not apply in relation to any transaction in relation to 
which subsection (1) or (4) above applies.

11.—(1) Section 248 of the Taxes Act (allowance of charges on in­
come) shall, as regards accounting periods ending after 11th July 
1974, have effect subject to the following provisions of this section.

(2) Interest paid by a company shall not be allowable under the said 
section 248 as a deduction against that part of the profits of the com­
pany which consists of income arising from oil extraction activities or 
from oil rights except to the extent that it was payable in respect of 
money borrowed by the company otherwise than from a company as­
sociated with it and shown—

(a) to have been borrowed for the specific purpose of meeting 
expenditure incurred or to be incurred by the company in carry­
ing on oil extraction activities or acquiring oil rights; and

(S) to be secured on assets used in or to be produced by such 
activities carried on by the company.

(3) If, as regards any interest paid by a company (“the paying 
company”) to a company associated with it, it is shown—

(a) that the interest was paid by way of reimbursement of in­
terest on money borrowed by that or any other company associated 
with the paying company otherwise than from a company so as­
sociated ; and

(&) that the conditions mentioned in paragraphs (a) and (&) 
of subsection (2) above are satisfied as regards the money so bor­
rowed in relation to the paying company,

that subsection shall have effect as regards the first-mentioned interest 
as if the money in respect of which it was paid had been borrowed from 
the lender directly by the paying company.

(4) Where a company pays to a company associated with it a charge 
on income not consisting of a payment of interest, the charge shall not 
be allowable to any extent under the said section 248 against that part 
of the profits of the first-mentioned company which consists of income 
arising from oil extraction activities or from oil rights.

12.— (1) Section 85 of the Finance Act 1972 (payments of advance 
corporation tax to be set against company’s liability to corporation tax 
on its income) shall, as regards any distribution made by a company 
after 19th November 1974, have effect subject to the following pro­
visions of this section.
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(2) Where advance corporation tax is paid by a company (“the dis­
tributing company”) in respect of any distribution made by it to a 
company associated with it—

(a) that advance corporation tax shall not be set against the 
distributing company’s liability to corporation tax on any income 
of the distributing company arising from oil extraction activities 
or from oil rights; and

(5) if the benefit of any amount of that advance corporation tax 
is surrendered under section 92 of the Finance Act 1972 to a sub­
sidiary of the distributing company, the corresponding amount of 
advance corporation tax which under that section the subsidiary 
is treated for the purposes of the said section 85 as having paid 
shall not be set against the subsidiary’s liability to corporation 
tax on any income of the subsidiary arising from such activities 
or from oil rights.

(3) Where in the case of any accounting period of a company there 
is an amount of advance corporation tax which because of subsection 
(2) above is not available to be set against the company’s liability to 
corporation tax for that period on income of the company arising from 
oil extraction activities or from oil rights, subsection (2) of the said 
section 85 (limit on amount of advance corporation to be set against 
liability to corporation tax under subsection (1) of that section) shall 
as regards that period have effect as if the reference to the company’s 
income charged to corporation tax for that period were a reference to 
the company’s income so charged exclusive of income so arising.

13.— (1) Where a participator in an oil field has paid any petroleum 
revenue tax with which he was chargeable for a chargeable period, then, 
in computing for corporation tax the amount of his income arising in 
the relevant accounting period from oil extraction activities or oil 
rights, there shall be deducted an amount equal to that petroleum 
revenue tax; and there shall be made all such adjustments of assess­
ments to corporation tax as are required in order to give effect to this 
subsection.

For the purposes of this subsection the relevant accounting period, 
in relation to any petroleum revenue tax paid by a company, is the 
accounting period of the company in or at the end of which the charge­
able period for which that tax was charged ends.

(2) If some or all of the petroleum revenue tax in respect of which a 
deduction has been made under subsection (1) above is subsequently 
repaid, that deduction shall be reduced or extinguished accordingly; 
and any additional assessment to corporation tax required in order to 
give effect to this subsection may bemade at any time not later than six 
years after the end of the accounting period in which the first-men­
tioned tax was repaid.

(3) Where, because of a deduction made under subsection (1) above 
in computing for corporation tax the amount of a company’s income of 
any kind, the amount of advance corporation tax which can be set 
against the company’s liability to corporation tax for an accounting 
period is less than the amount of advance corporation tax which could 
have been set against that liability if the deduction had not been made, 
then, if a claim in that behalf is made by the company not later than 
two years after the end of that accounting period, an amount of ad­
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vance corporation tax equal to the difference shall be repaid to the 
company.

(4) In this section the expressions “chargeable period,” “oil field” 
and “participator” have the same meaning as in Part I of this Act.

14.— (1) In this Part of this Act—
“oil” means any substance won or capable of being won under 

the authority of a licence granted under either the Petroleum 
(Production) Act 1934 or the Petroleum (Production) Act 
Northern Ireland) 1964, other than methane gas won in the course 
of operations for making and keeping mines safe;

“oil extraction activities” means any activities of a person— 
(a) in extracting or causing to be extracted for him oil at 

any place in the United Kingdom or a designated area under 
rights held by him authorising the extraction; or

(Z>) in transporting or causing to be transported for him as 
far as dry land in the United Kingdom oil extracted at any 
such place not on dry land under rights held by him authoris­
ing the extraction;

“oil rights” means rights to oil to be extracted at any place 
in the United Kingdom or a designated area, or to interests in or to 
the benefit of such oil.

(2) For the purposes of this Part of this Act two companies are as­
sociated with one another if—

(a) one is a 51 percent, subsidiary of the other;
(&) each is a 51 percent, subsidiary of a third company; or
(c) one is owned by a consortium of which the other is a 

member;
and section 258(8) of the Taxes Act shall apply for the purposes of 
paragraph (c) above.

Part III

Miscellaneous and General

15.—(1) Schedule 8 to this Act shall have effect for the purpose of 
extending section 485 of the Taxes Act (sales, etc. at undervalue or 
overvalue) in its application to transactions by petroleum companies 
and shall apply in relation to—

(a) any transaction entered into after 31st December 1972; 
and

(5) any transaction entered into on or before that date and 
carried out wholly or partly after that date, unless carried out 
within the twelve months beginning with the date on which it was 
entered into.

(2) If and so far as the question in dispute on an appeal to the 
General Commissioners or, in Northern Ireland, to a county court 
against an assessment to tax made on a petroleum company as defined 
in the said Schedule 8 arises from a direction of the Board under the 
said section 485 and the assessment is for a chargeable period begin­
ning after 31st December 1972, the question shall be referred to and 
determined by the Special Commissioners.

(3) Subsection (2) above is without prejudice to any other pro­
vision requiring questions in dispute on appeals to the General 
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Commissioners to be referred to and determined by the Special Com­
missioners.

16.—(1) This Act may be cited as the Oil Taxation Act 1974.
(2) In this Act—

“the Board” means the Commissioners of Inland Revenue;
“designated area” means an area designated by Order in Coun­

cil under section 1(7) of the Continental Shelf Act 1964;
“the Taxes Act” means the Income and Corporation Taxes Act 

1970.
(3) Parts II and III of this Act, so far as they relate to income 

tax, shall be construed as one with the Income Tax Acts and, so far 
as they relate to corporation tax, shall be construed as one with the 
Corporation Tax Acts.

(4) Except so far as the context otherwise requires, any reference in 
this Act to any enactment shall be construed as a reference to that 
enactment as amended, and as including a reference to that enactment 
as or unde.r any other enactment, including this Act.

(5) Without prejudice to the generality of the preceding subsection, 
a??y je^er.ence in ^is Act to a licence granted under the Petroleum 
(Production) Act 1934 includes a reference to a licence granted under 
section 2 of that Act as applied by section 1(3) of the Continental 
oneli Act 1964.

SCHEDULES
SCHEDULE 1

Determination of Oil Fields

For the purposes of this Part of this Act an oil field is any 
area which the appropriate authority may determine to be an oil field, 

I? every part is, or is part of, a licensed area.
(2) For the purposes of this Schedule the appropriate authority, in 

relation to any area—
(a) is the Secretary of State if the area is such that licenses can 

^°r under the Petroleum (Production) Act
(5^ is the Department of Commerce for Northern Ireland if the 

area is such that licenses can be granted for all of it under the 
Petroleum (Production) Act (Northern Ireland) 1964; and

(c) is the Secretary of State and that Department acting 
jointly if the area is such that licenses can be granted for part of it 
under one and for part of it under the other of those Acts;

and any reference in this Schedule to the making of representations to 
the appropriate authority is, in a case falling within (c\ above, a refer­
ence to the making of them to either the Secretary of State or the said 
Department.

2. Before determining an area to be an oil field the appropriate 
authority—

(a) shall give notice in writing of the proposed determination 
to every person who is a licensee in respect of a licensed area 
wholly or partly included in that area and to any other licensee 
whose interests appear to the authority to be affected; and
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(5) shall consider any representations in writing which a per­
son to whom a notice under this paragraph has been given may 
make to the authority within sixty days of receiving the notice, 

an 4etermination may be made either as proposed or with such 
mod incations as appear to the authority to be appropriate after con­
sidering any representations made to the authority in accordance with 
this paragraph.

3. A determination under this Schedule shall be in such form as 
the appropriate authority thinks fit and shall for purposes of identifi­
cation assign to the field to which it relates a distinguishing number 
or other designation.

4. The appropriate authority shall give notice of any determination 
made by the authority under this Schedule to each of the persons to 
whom notice of the proposed determination was given.

determination under this Schedule may from time to time be 
varied by a new determination thereunder made by the appropriate 
authority, and paragraphs 2 to 4 above shall apply to any such new 
determination.

SCHEDULE 2
Management and Collection of Petroleum Revenue Tax 

Management of tax
T-—(1) The tax shall be under the care and management of the 

Board; and the provisions of the Taxes Management Act 1970 specified 
in the first column of the following Table shall apply in relation to the 
tax as they apply in relation to a tax within the meaning of that Act, 
subject to any modifications specified in the second column of that 
Table and with the substitution, for references to Part IX of that Act 
or to the Taxes Acts, of references to this Part of this Act and, for 
references to chargeable periods within the meaning of that Act, of 
references to chargeable periods within the meaning of this Part of 
this Act.

table.—Provisions applied and modifications section
1 (3)---------------
4--------------------- In subsection (1), for the words from “year of assessment”
33-------------------- to “in” substitute “chargeable period for”.

In subsection (3), after “assessments made on” insert “or 
determinations made in relation to”.

In subsection (5), for the words following “profits” substi­
tute “means assessable profits within the meaning of Part 
I of the Oil Taxation Act 1974”.34_____________

36-------------------- Omit the reference to section 41, after “default”, wherever
occurring, insert “or any neglect” and at the end add the 
following paragraph—

“For the purposes of this section any fraud, wilful 
default or neglect committed at any time by a responsi­
ble person for an oil field in connection with or in rela­
tion to the tax shall be treated as having been committed 
on behalf of each of the participators in that field at that time.”

48--------------------
49 (1)--------------
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Table.—Provisions applied and modifications—Continued
Section

50 (l)-(5)_____  Omit the proviso to subsection (5).
51_____________
52_____________
53_____________
56_____________
58 (2)_________(3)_________  Omit the references to section 59 and, for paragraphs (a)

and (6), substitute “‘proceedings in Northern Ireland 
means proceedings in respect of an oil field (within the 
meaning of Part I of the Oil Taxation Act 1974) which is 
wholly situated in an area for which licences can be 
granted under the Petroleum (Production) Act (Northern 
Ireland) 1964)”.

60 _ _ __  In subsection (1), omit the words following “charged there­
with”.

68_____________
69_____________ In paragraph (a), substitute a reference to section 68 as

applied by this paragraph for the reference to the sections 
there specified.

70 (1)--------------
(2)_________  For the reference to section 86 or 87 substitute a reference

to paragraph 15 of this Schedule.
89 (2)_________  For the reference to the rate or rates of interest prescribed

by subsection (1) of that section substitute a reference 
to the rate of interest mentioned in paragraph 15 of this 
Schedule.

(3)--------------
90_____________
98_____________ Omit the Table, and for references to any of the provisions

specified in the Table substitute references to section 51 
as applied by this paragraph or to paragraph 7 of this 
Schedule.

99_____________
100 (1)________  Omit the words from the beginning to “this section”.

(2)-------------
(3)________  Omit the reference to the General Commissioners.

(6)-(9)---------
101____________  For the reference to income or chargeable gains substitute

a reference to assessable profits.
102____________
103 (l)-(3)_____ Omit the proviso to subsection (2).
104____________
105____________
107 (l)-(3)-------
108____________  In subsection (2), for the words from the beginning to

“Acts” substitute “The tax chargeable”.
112____________  In subsection (1), after “assessment to tax” and “the assess­

ment” insert “or determination” and after “duplicate of 
assessment to tax” and “duplicate of assessment” insert 
“or of determination”.

113 (1A)_______
(3)________  After “assessment” insert “determination” and after “notice

of assessment” insert “notice of determination”.
114____________  After “assessment” wherever occurring insert “or determi­

nation”.
115 (l)-(3)-------
118 (1)-------------

(2)-------------
(2) Any expression to which a meaning is given in this Part of this 

Act which is used in a provision of the Taxes Management Act 1970 
applied by this paragraph shall, in that provision as so applied, have 
the same meaning as in this Part of this Act.
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Returns by participators
2.— (1) Every participator in an oil field shall, for each chargeable 

period, prepare and, within two months after the end of the period, 
deliver to the Board a return complying with the following provisions 
of this paragraph; but nothing in this sub-paragraph shall require a 
participator to deliver a return under this paragraph before 31st 
August 1975.

(2) A return under this paragraph for a chargeable period shall 
give the following information in relation to oil which is or was in­
cluded in the participator’s share of any oil won from the oil field 
(whether or not in that period), that is to say—

(a) in the case of each delivery (other than one made before 
13th November 1974) in the period of crude oil disposed of by 
him, the return shall—

(i) state the quantity of oil delivered;
(ii) state the person to whom the oil was disposed of;
(iii) in the case of oil disposed of in a sale at arm’s length, 

state the price received or receivable for the oil or, in the case 
of oil disposed of otherwise than in a sale at arm’s length, 
state the market value of the oil three months before the end 
of the period; and

(iv) contain such other particulars of or relating to the 
disposal as the Board may prescribe;

(&) in the case of each appropriation of crude oil (other than 
one made before 13th November 1974) in the period to refining 
or other processing (not being oil disposed of by him), the return 
shall—

(i) state the quantity of oil appropriated;
(ii) state the market value of the oil three months before 

the end of the period; and
(iii) contain such other particulars of or relating to the 

appropriation as the Board may prescribe;
(c) in the case of crude oil which, at the end of the period, has 

either not been disposed of and not so appropriated or has been 
disposed of but not delivered, the return shall—

(i) state the quantity of the oil;
(ii) state the market value of the oil at the end of the 

period; and
(iii) contain such other particulars relating to the oil as 

the Board may prescribe.
(3) A return under this paragraph for a chargeable period shall 

state—
(a) the amount of royalty payable by the participator for that 

period in respect of his share of oil won from the field as shown 
in the return or returns made by him to the Secretary of State 
under the relevant licence or licences;

(?) the amount of royalty paid by the participator in that 
period in respect of that share;

(c) the amount of any royalty paid under any relevant licence 
in respect of the field which was repaid to the participator in that 
period; and
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(d) the amount of any periodic payment made by the partici­
pator to the Secretary of State in that period under each relevant 
licence otherwise than by way of royalty.

(4) A return under this paragraph shall be in such form as the 
Board may prescribe and shall include a declaration that the return 
is correct and complete.

3.— (1) If a participator fails to deliver a return within the time 
allowed for doing so under paragraph 2(1) above he shall be liable, 
subject to sub-paragraph (3) below—

(a) to a penalty not exceeding, except in the case mentioned in 
sub-paragraph (2) below, £500, and

(5) if the failure continues after it has been declared by the 
court or the Commissioners before whom proceedings for the 
penalty have been commenced, to a further penalty not exceeding 
£100 for each day on which the failure so continues.

(2) If the failure continues after the end of six months from the 
time by which the return ought to have been delivered, the penalty 
under sub-paragraph (1) (a) above shall be an amount not exceeding 
the aggregate of £500 and the total amount of the tax with which the 
participator is charged for the chargeable period in question.

(3) Except in the case centioned in sub-paragraph (2) above, the 
participator shall not be liable to any penalty incurred under this 
paragraph for failure to deliver a return if the failure is remedied 
before proceedings for the recovery of the penalty are commenced.

Appointment of responsible person for each oil field
4.— (1) For each oil field a body corporate or partnership shall 

be appointed in accordance with this paragraph as the responsible 
person for that field to perform, in relation to the field, any functions 
conferred on it as such by this Part of this Act; and the body or 
partnership which for the time being holds that appointment is in 
this Part of this Act referred to as “the responsible person”.

(2) No body corporate shall be eligible for appointment as the 
responsible person for an oil field unless it is resident in the United 
Kingdom, and no partnership shall be so eligible unless all its mem­
bers are resident there.

(3) The participators in an oil field shall, by notice in writing to 
the Board within the initial period, nominate a body corporate or a 
partnership for appointment as the responsible person for that oil 
field and, if the Board approve the nomination, the Board shall ap­
point that body or partnership as the responsible person and give it 
notice that it has been so appointed.

(4) If— ......
(d) the participators have made no nomination within the 

initial period; or
(&) the Board do not appoint the body or partnership nomi­

nated under sub-paragraph (3) above,
the Board shall appoint one of the participators in the oil field as the 
responsible person for the field and shall give notice to that participa­
tor that he has been so appointed.
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(5) For the purposes of the preceding provisions of this paragraph, 
the initial period of thirty days beginning with the latest date on 
which notice of determination of the oil field is given to any of the 
participators under paragraph 4 of Schedule 1 to this Act.

(6) The Board may, at any time, on the application of all the par­
ticipators in an oil field, appoint a body corporate or partnership 
nominated by the participators as the responsible person for that field 
in place of the body corporate or partnership which is the responsible 
person at that time and shall give the body or partnership so ap­
pointed notice that it has been so appointed.

(7) The Board may, by notice in writing to the body corporate or 
partnership which is for the time being the responsible person for an 
oil field, revoke the appointment of that body or partnership as the 
responsible person for that field; and where they do so the Board shall 
appoint one of the participators in the oil field as the responsible per­
son for that field and shall give notice to the participator that he has 
been so appointed.

(8) In this paragraph “participator”, in relation to an oil field, 
means a person who is a licensee in respect of any licensed area wholly 
or partly included in the field.

Returns by the responsible person
5.— (1) The responsible person for an oil field shall, for each 

chargeable period, prepare and, within one month after the end of the 
period, deliver to the Board a return for that period complying with 
sub-paragraphs (2) and (3) below; but nothing in this subparagraph 
shall require the responsible person to deliver a return under this 
paragraph before 31st July 1975.

(2) A return under this paragraph for a chargeable period shall—
(a) state the quantity of oil won and saved from the oil field 

during the pediod;
(6) state the respective interests of the participators in the 

field in that oil;
(c) state what, in accordance with those interests, is each par­

ticipator’s share of that oil; and
(d) contain such other particulars of or relating to the field as 

the Board may require.
(3) A return under this paragraph shall be in such form as the 

Board may prescribe and shall include a declaration that the return 
is correct and complete.

6.— (1) If the responsible person fails to deliver a return within the 
time allowed for doing so under paragraph 5(1) above he shall be 
liable—

(a) to a penalty not exceeding £500, and
(&) if the failure continues after it has been declared by the 

court or Commissioners before whom proceedings for the penalty 
have been commenced, to a further penalty not exceeding £100 
for each day on which the failure so continues.

(2) The responsible person shall not be liable to any penalty in­
curred under sub-paragraph (1) above for failure to deliver a return 
if the failure is remedied before proceedings for the recovery of the 
penalty are commenced.

43-709—75------5
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Production of accounts, looks and other information
7-—(1) Where a participator in or the responsible person for an 

oil field fails to deliver a return as required by paragraph 2 or, as the 
case may be, 5 above or the Board are not satisfied with a return 
delivered in pursuance of either of those paragraphs, the Board may, 
by notice in writing, require the participator or, as the case may be, 
the responsible person to do any of the following things, that is to 
say—

(a) to deliver to the Board copies of such accounts (including 
balance sheets) relating to the field or to oil won therefrom as 
may be specified or described in the notice within such period as 
may be so specified, including, where the accounts have been 
audited, a copy of the auditor’s certificate;

(6) to make available, within such time as may be specified in 
the notice, for inspection by an officer authorised by the Board 
all such books, accounts and documents in his possession or power 
as may be specified or described in the notice, being books, ac­
counts and documents which contain information about transac­
tions relating to the oil field or to oil won therefrom.

(2) An authorised officer of the Board may take copies of, or make 
extracts from, any books, accounts or documents made available for 
his inspection under this paragraph.

Incorrect returns, accounts, etc.
8.—(1) Where a participator in an oil field fraudulently or 

negligently—
(«) delivers an incorrect return under paragraph 2 above; or
(&) makes any incorrect statement or declaration in connection 

with any claim under this Part of this Act for the allowance of 
any expenditure or for any relief in respect of the tax; or

(c) submits to the Board or the Special Commissioners any 
incorrect accounts in connection with the ascertainment of the 
participator’s liability to the tax,

the participator shall be liable to a penalty not exceeding the 
aggregate of—

(i) £50, and
(w) the amount or, in the case of fraud, twice the amount, of 

the difference specified in sub-paragraph (2) below.
(2) The difference is that between—

(a) the amount of tax payable by the participator—
(?) for the chargeable period to which the return relates; or 
(w) for the next chargeable period ending after the allow­

ance of the claim; or
(m) for the chargeable period or periods against which the 

relief is claimed; or
(w) for the chargeable period or periods for which the 

accounts are relevant;
as the case may be; and

(J) the amount which would have been the amount so payable 
if the return, statement, declaration or accounts as made or sub­
mitted by him had been correct.
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(3) Where the responsible person for an oil field fraudulently or 
negligently—

(a) delivers an incorrect return under paragraph 5 above; or
(b) makes any incorrect statement or declaration in connection 

with any claim under this Part of this Act for the allowance of 
any expenditure.

the responsible person shall be liable to a penalty not exceeding £2,500 
or, in the case of fraud on his part, £5,000.

9.— (1) Where any such return, statement, declaration or accounts 
as are mentioned in paragraph 8 above were made or submitted by 
any person neither fraudulently nor negligently and it comes to his 
notice that they were incorrect, then, unless the error is remedied 
without unreasonable delay, the return, statement, declaration or 
accounts shall be treated as having been negligently made or sub­
mitted by the first-mentioned person.

(2) Where any such return, statement, declaration or accounts 
were made or submitted by the responsible person for an oil field 
neither fradulently nor negligently and it comes to the notice of any 
person who subsequently becomes the responsible person for that field 
that they were incorrect, then, unless the error is remedied without 
unreasonable delay, the return, statement, declaration or accounts 
shall be treated as having been negligently made or submitted by 
the responsible person to whose notice the incorrectness came.

(3) For the purposes of paragraph 8 above, any accounts submitted 
on behalf of any person shall be deemed to have been submitted by 
that person unless he proves that they -were submitted without his 
consent or connivance.

Assessments to tax and determinations of loss, etc.
10.— (1) Where it appears to the Board that, in accordance w’ith the 

provisions of this Part of this Act, an assessable profit has accrued 
to a participator in a chargeable period from an oil field, they shall 
make an assessment to tax on the participator and shall give him 
notice of the assessment.

(2) Where it appears to the Board that, in accordance with those 
provisions, an allowable loss has accrued to a participator in a 
chargeable period from an oil field, they shall make a determination 
that the loss is allowable to the participator and shall give him notice 
of the determination.

(3) Where it appears to the Board that, in accordance with those 
provisions, neither an assessable profit nor an allowable loss has 
accrued to a participator in a chargeable period, they shall make a 
determination to that effect and shall give him notice of the 
determination.

(4) A notice of assessment for a chargeable period shall state the 
amount of any allowable losses which, in accordance with those 
provisions, have been set against the assessable profit for that period.

(5) A notice of assessment or determination shall state that the 
participator may appeal against the assessment or determination in 
accordance with paragraph 14 below.
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(6) After the service of the notice of assessment or the notice of 
determination the assessment or determination, as the case may be, 
shah pot be altered except in accordance with the express provisions 
ot this I art of this Act (including the provisions applied by para­
graph 1 above).

Where a participator has under paragraph 2 above de­
livered to the Board a return for a chargeable period and the Board 
are satisfied that the information given in the return is correct in 
so far as it is material for the purpose of computing his assessable 
profit or allowable loss (if any) for that period, the Board shall (in 
so tar as the computation falls to be made by reference to the matters 
dealt with m the return) make the assessment or determination under 
paragraph 10 above m accordance with the return.

(2) Where the Board are not so satisfied in relation to a partici­
pator s return or a participator fails to deliver to the Board a return 
tor a chargeable period as required by paragraph 2 above, the Board 
shall m so far as the computation of his assessable profit or allow-

(lf f°r tbat Period falls t0 be made by reference to 
the matters which were dealt with in the return or, as the case may 
be, ought to have been dealt with in a return, make the assessment 
or determination under paragraph 10 above to the best of their 
judgment.

Sub-Paragraph (2) above or in paragraph 5 above 
tn wh pMI1’ n a Te Whefe th? participator bas delivered a return 
\ 1 h R°ard ar^ not satisfied as mentioned in sub-paragraph 

determiner ° PrXerd Board from basing their assessment or 
and on the participator s having had an interest in oil won
r^tnrn f the fie d dlfferent from that on which he based his i “mi n.

12-— (1) Where it appears to the Board—
(a) that the assessable profit charged to tax by or stated in 

ought to be or to have been larger or smaller: or 
* i al1owable oss stated in an assessment or a deter­

mination of loss ought to be or to have been larger or smaller; or 
spin bln nr they a determination that neither an as- 
nerTod thpv allowable loss accrued in a chargeable

™ ^de an assessment to tax or a deter­mination of loss for that period:
•imendmlnt^V make SU? asscssments or determinations or such 

Hof assessments or determinations as may be necessary;
granh ex?rC1S<' of -their P°wers ™der P*^
HL?. 71 a chargeable P6™!- may make such ad- 
period^ n n as®essments or. determinations for other chargeable 
nowpl 7 be necessar-v ln consequence of the exercise of those

’mw<‘r Suh-Paragraph (1) above it appears to the Board 
f°r a .chargeable period ought to have been 

soonent ne^77 °-f allowable loss accruing in a sub-
KXav the Profit for that period, the

oard may (notwithstanding anything in section 34 of the Taxes 
; anagement Act 1970 (ordinary time limit for assessments) make a 
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further assessment by virtue of sub-paragraph (1) above at any time 
not later than six years after the end of the chargeable period in 
which the allowable loss accrued.

Payment of tax
13. Subject to paragraph 14 below, the tax charged in an assess­

ment made on a participator for any chargeable period shall be pay­
able by him four months after the end of that chargeable period or, if 
later, thirty days after the date of issue of the notice of assessment; 
hut no tax shall be payable by virtue of this paragraph before 30th

Appeals
14.— (1) A participator may appeal to the Special Commissioners 

against an assessment or determination made on or in relation to 
him by notice of appeal in writing given to the Board within thirty 
days after the date of issue of the notice of assessment of determina­
tion.

(2) The notice of appeal shall specify the grounds of appeal, but 
on the hearing of the appeal the Commissioners may allow the ap­
pellant to put forward any ground not specified in the notice, and may 
take it into consideration if satisfied that the omission was not wilful 
or unreasonable.

(3) A participator who has given notice of appeal under sub­
paragraph (1) above against an assessment charging him with any tax 
for a chargeable period may, if he delivered a return for that period 
as required by paragraph 2 above, withhold, until the determination 
or abandonment of the appeal, so much of the tax charged in the 
assessment as is the smaller of—

(a) the amount of the tax so charged: and
(&) tax on the difference between—

(i) the aggregate of the consideration received or receiv­
able for oil as stated in the participator’s return in pursuance 
of sub-paragraph (2) of that paragraph and, subject to sub­
paragraph (4) below, the market value of oil as so stated; and

(ii) the aggregate of the corresponding consideration and 
value as included in the assessment.

(4) Subject to sub-paragraph (5) below, where the market value of 
all the oil for which a market value is stated in the participator’s return 
is, as stated in that return, less than the value which is produced for 
that oil by applying it to the average price mentioned in sub-paragraph 
(6) below, sub-paragraph (3) above shall have effect as if. for the ref­
erence to the market value of oil as so stated, there were substituted a 
reference to the value which is so produced for that oil.

(5) The comparison of values and the substitution required by sub­
paragraph (4) above shall, in the case of an appeal by a participator 
whose return relates both to natural gas and to other oil. be made sep­
arately for the gas and for the other oil.

(6) The average price referred to in sub-paragraph (4) above is the 
average price at which all oil included in the relevant returns as oil de­
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livered in the period covered by the returns and disposed of in sales at 
arm s length was so disposed of.

(7) The relevant returns for the purposes of sub-paragraph (6) 
above are all the returns of all the participators in all oil fields which— 

(a) were made for the chargeable period preceding that to which 
the appeal relates, and

(&) were delivered before the end of the chargeable period to 
which the appeal relates.

(8) The participator may at any time, if the Board do not object to 
his doing so. abandon an appeal instituted by him; and for this pur­
pose he shall notify his desire to do so to the Board who may within 
thirty days after being so notified, object by notice in writing to the 
participator.

(?) Where, at any time between the giving of a notice of appeal 
against the assessment or determination or from a decision of the 
Board on a claim under section 33 of the Taxes Management Act of 
1970 as applied by paragraph 1 above and the determination of the 
appeal by the Special Commissioners, the Board and the participator 
agree on the adjustments that should be made in the assessment or 
determination and on any consequential adjustments to other assess­
ments or determinations, the Board may make the adjustments agreed 
on and thereupon the appeal shall be deemed to be abandoned.

(10) If. on the appeal, it appears to a majority of the Commissioners 
present at the hearing that the assessable profit charged to tax by or 
stated in the assessment ought to have been larger or smaller, they 
shall amend the assessment according!v or substitute for the assess­
ment any determination which could have been made by the Board 
under paragraph 10 above, but otherwise the assessment shall stand 
good.

(11) Save as otherwise provided by this Schedule (including the 
provisions applied by paragraph I above), the determination of the 
Special Commissioners in any proceedings under this Part of this Act 
shall be final and conclusive.

Interest on tax due
15.—(1) Subject to sub-paragraph (2) below, tax charged in an 

assessment for a chargeable period shall carry interest at the rate of 
9 per cent from four months after the end of the period until payment.

(2) Nothing in snb-paragraph (1) above shall authorise or require 
interest to be charged from any time before 30th April 1976.

(3) Where, under paragraph 14(3) above, tax may be withheld until 
the determination or abandonment of an appeal, the interest on the 
tax may also be withheld until the determination or abandonment of 
the appeal.

SCHEDULE 3

Petroleum Revenue Tax: Miscellaneous Provisions 

Definition of sale of oil at arm's length
. (1) For the purposes of this Part of this Act a sale of any oil
is a sale at arm’s length if. but only if. the following conditions are 
satisfied with respect to the contract of sale, that is to say—
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(?) 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 itself) 
between the seller or any person associated with the seller and the 
buyer or any person associated with the buyer; and

(c) neither the seller nor any person associated with him has, 
directly or indirectly, any interest in the subsequent resale or dis­
posal of the oil or any product derived therefrom.

(2) For the purposes of the preceding sub-paragraph two persons 
are associated with one another if—

(a) one has, directly or indirectly, an interest in any business or 
property in which the other has, directly or indirectly, an interest: 
or

(&) a third person has, directly or indirectly, both an interest in 
any business or property of one and an interest in any business or 
property of the other.

Definition of market value of oil
2.— (1) 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”.

(2) Subject 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 made at that time and satisfying 
the following conditions, that is to say—

(a) the contract requires the oil to be delivered—
(i) in the case of oil extracted in the United Kingdom, at 

the jplace of extraction; or
(li) in the case of oil extracted from strata in the sea 

bed and subsoil of the territorial sea of the United Kingdom 
or of a designated area, at the place in the United Kingdom 
at which the seller could reasonably be expected, to deliver it 
or, if there is more than one such place, the one nearest to the 
place of extraction;

(&) in the case of oil whose market value falls to be ascertained 
for the purposes of paragraph (5) of section 2(4) of this Act 
or, subject to sub-paragraph (3) below, of paragraph (&), (c) or 
(d) of section 2(5) of this Act, the contract is for the sale of the 
whole quantity of oil whose market value falls to be ascertained 
for the purposes of the paragraph in question, and of no other oil.

(3) If oil whose market value falls to be ascertained for the purposes 
of paragraph (Z>) of the said section 2(5) was not all disposed of to the 
same person then the market value, three months before the end of the 
period mentioned in that paragraph, of so much of that oil as was dis­
posed of to any one person shall be ascertained in accordance with sub­
paragraphs (1) and (2) above as if that were the only oil whose 
market value fell to be ascertained for those purposes (with sub-para­
graph (2) (Z>) above applying accordingly).

(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 
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in paragraph 2(2) of Schedule 2 of this Act as they apply in relation 
to the corresponding case mentioned in those provisions.

Disputes as to source of oil won
3.—(1) Any dispute arising under this Part of this Act as to which 

of two or more oil fields any oil was won from shall be referred to 
and determined by the appropriate authority; and where the appro­
priate authority determines any such dispute, the authority’s deter­
mination shall not be questioned in any legal proceedings whatsoever.

(2) For the purposes of this paragraph the appropriate authority, 
in relation to any such dispute as to which of two or more oil fields 
any oil was won from—

fa} is the Secretary of State if each of those fields was deter­
mined by him under Schedule 1 to this Act;

(&) is the Department of Commerce for Northern Ireland if 
each of those fields was determined by that Department under 
that Schedule; and

(c) is, in any other case, the Secretary of State and that Depart­
ment acting jointly.

Effect of transfer to an associated company of participator's rights 
etc. in connection with an oil field or relevant licence

4.—(1) This paragraph applies to any agreement or other arrange­
ment between a participator in an oil field and a company associated 
with the participator whereby-—

(a) ownership of all or any of the participator’s share of the oil 
won and saved from the field is transferred to the company; and

(&) the company obtains or assumes all or any of the partici­
pator’s other rights, interests and obligations in connection with 
the field or any relevant licence.

(2) As regards any chargeable period in which a participator in 
an oil field is a party to an arrangement to which this paragraph 
applies, the other party to the arrangement shall be treated for all 
purposes of this Part of this Act (except this paragraph) and for the 
purposes of section 13 of this Act as having been a participator in 
the field at all times when the actual participator was such a partici­
pator (including times before the arrangement was made), and shall 
be assessable and chargeable to tax and entitled to make any claim 
under this Part of this Act, and any deduction or claim under the 
said section 13, accordingly.

(3) Where a participator in an oil field is or has been a party to an 
arrangement to which this paragraph applies then for all purposes of 
this Part of this Act—-

(a) anything done by or in relation to the participator in con­
nection with the field or any relevant licence shall be treated as 
being or having been done by or, as the case may be, in relation 
to the other party to the arrangement; and

(&) all rights, interests or obligations of the participator in 
connection with the field or any relevant licence shall be treated 
as being or having been rights, interests or obligations of the 
other party.
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(4) Where a participator in an oil field is or has been a party to 
Para^raPh applies, then, if any tax or 

interest payable under this Part of this Act by the other party to the 
arrangement is not paid within thirty days after the date on which 
it becomes payable, the Board may by notice in writing require the 
participator to pay that tax or interest; and where such a notice is 
served on the participator, the tax or interest in question shall be 
payable by him forthwith, but without prejudice to the Board’s right 
to recover it from the other party. 6

(5) For the purposes of this paragraph “company” means any 
body corporate, and a participator in an oil field and another com- 
pany are associated with one another if—

participator has control over or is under the control of 
the other company; or

(?) .the participator and the other company are both under the 
control ot the same person or persons;

534 oTtheTaxes^ct*^ “contro1” has the meaning given by section

OU owned by a person other. than a participator in the oil field from, 
which it was won

5—(1) Where a proportion of a participator’s share in the oil won 
and saved from an oil field (as distinct from a specific quantity of 
oil comprised in that share) is owned by another person (in this para­
graph referred to as the owner”) who acquired it (whether directly 

??1der an ^^ment to which paragraph 4 above does 
not apply, the following provisions of this paragraph shall have effect.

(2) For the purposes of this Part of this Act the oil acquired by 
the owner under the agreement shall be treated in every case as having 
been disposed of to him by the participator otherwise than in a sale 
at arm s length.

Which th! °Wner in ri^ht of the agreement 
is in pursuance of the agreement—

( Vered to the 0wner by the participator; or
r u to a third person by the participator acting onbehalf of the owner, &

the delivery shall for the purposes of this Part of this Act be regarded 
as * > T”7 bZ the Participator although he does not own the oil

<4> v s subParag<'aph applies to all such oil (if any) as, being 
owned by the owner in right of the agreement, is in any chargeable 
period delivered by the participator as mentioned in the precedino- 
sub-paragraph and would accordingly, apart from the following sub* 
paragraph, fall to be brought into account under section 2(5)(6) of 
this Act in computing the assessable profit or allowable loss accruing 
to the participator in that period (in the following sub-paragraph 
referred to as “the relevant period”). »gi»pn

(®) M “I1 a claim made by the participator within two months after 
the end of the relevant period—

(a) it is shown that some or all of the oil to which sub-para- 
paragraph (4) above applies has been disposed of by or on behalf 
of the owner crude m sales at arm’s length; and

43-709—75------6



66

(6) the Board are satisfied that the oil with respect to which it 
is so shown includes the whole of so much of the oil to which that 
sub-paragraph applies as has been so disposed of,

then, in computing the assessable profit or allowable loss accruing to 
the participator in the relevant period, the oil with respect to which 
it is shown shall be brought into account by reference to the price 
received or receivable for it by the owner instead of by reference to 
its market value.

Exclusion from section £(4)(&) and (5) (d) of offshore oil in transit 
to place of first landing in United Kingdom

6. In computing the assessable profit or allowable loss accruing to a 
participator in a chargeable period from an oil field, the market value 
of any oil won as mentioned in section 3 (1) (/) of this Act—

(a) shall not be taken into account under section 2(4) (&) of 
this Act if and to the extent that at the end of the preceding 
chargeable period the oil was in the course of being transported 
to the place where it was first landed in the United Kingdom; and

(&) shall not be taken into account under section 2(5) (d) of 
this Act if and to the extent that at the end of the first-mentioned 
chargeable period the oil was in the course of being so transported.

Certain subsidised expenditure to be disregarded
1 .—(1) Expenditure shall not be regarded for any of the purposes 

of this Part of this Act as having been incurred by any person in so 
far as it has been or is to be met directly or indirectly by the Crown 
or by the government or public or local authority, whether in the 
United Kingdom or elsewhere, or by any person other than the first- 
mentioned person, unless it is so met by a grant made under Part I 
of the Industry Act 1972 or a grant made under an enactment of the 
Parliament of Northern Ireland or Measure of the Northern Ireland 
Assembly and declared by order of the Treasury under section 84 of 
the Capital Allowances Act 1968 to correspond to a grant made under 
the said Part I.

( 2) In considering, for the purposes of this paragraph, how far 
any expenditure has been or is to be met directly or indirectly by the 
Crown or by any authority or person other than the person incurring 
the expenditure, there shall be left out of account any insurance or 
compensation payable in respect of the loss or destruction of any asset.

SCHEDULE 4

Provisions Supplementary to Sections 3 and 4
Restrictions on expenditure allowable vmder section 3 or

1.—(1) Expenditure incurred by any person in the acquisition of, 
or of any interest in, an asset is not allowable under section 3 or 4 of this 
Act for an oil field if expenditure previously incurred by another per­
son in the acquisition of that asset or interest is allowable under that 
section for that field.
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(1) above shall, with any necessary modifica­
tions, have effect in relation to expenditure incurred by a person—

(a) in renting or hiring an asset or any interest in an asset; or 
tor the provision of services or other business facilities of whatever kind; or

(<?) for the grant or transfer to him of any right, licence or in­
terest (other than an interest in an asset),

as it has effect in relation to expenditure incurred in the acquisition of, 
or of an interest in, an asset. 4 ’

2-~ (1) Where a person has incurred expenditure in the acquisition 
a?y an asset in a transaction to which this para­

graph applies, he shall be treated for the purposes of sections 3 and 4 of 
this Act as having incurred that expenditure only to the extent that it 
does not exceed expenditure (other than expenditure in respect of in­
terest or any other pecuniary obligation incurred in obtaining a loan 
or any other form of credit) incurred by another person in the acqui­
sition of that asset or interest in a transaction to which this paragraph 
does not apply (or, if there has been more than one such transaction, 
the later or latest of them). ’

(2) This paragraph applies to any transaction between connected 
persons and to any transaction made otherwise than at arm’s length- 
and for the purposes of this paragraph a person is connected with 
another person if—

(a) they are connected within the meaning of section 533 of the 
1 axes Act; or

(5) they are both participators in the oil field in question: or 
(c) one of them is a participator in that field and the other is 

connected (within the meaning of the said section 533) with 
another participator in that field.

(3) Sub-paragraph (2) of paragraph 1 above shall apply in relation 
sub-paragraph (1) above as it applies in relation to sub-paragraph 

(1) of that paragraph. 1
Av^v™8 Para^raPh applies in the case of any oil field from 

v be^an t0 be won in commercial quantities before 13th Novem­ber 1974.
(2) Expenditure incurred before that date which, apart from this 

paragraph, would be allowable under section 3 or 4 of this Act for an 
oil field shall be so allowable only to the extent that it was incurred— 

(a} in connection with that field for one or more of the purposes
mentioned in paragraphs (a) to (c) of section 3(1) of this Act­
or

(6) in acquiring or bringing into existence, or enhancing the 
value of, an asset used on or after that date in connection with the 
field.

Disposal of long-term asset formerly used in connection with an oil 
field

4.—(1) Where an asset is used in connection with an oil field in 
circumstances such that section 4 of this Act applies to any expenditure 
incurred in acquiring that asset or any interest therein, then if—
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(a) the asset or interest is disposed of for valuable considera­
tion within two years after use of the asset in that connection has 
permanently ceased; and

(6) the person making the disposal is either a participator in the 
field or a person connected with a participator,

the total amount of the expenditure allowable under sections 3 and 4 of 
this Act on a claim for the claim period in which the consideration 
is received or receivable shall be reduced by the appropriate amount.

(2) For the purposes of sub-paragraph (1) above—
(a) if the proportion of the expenditure allowable under sec­

tion 4 of this Act for the relevant period, as computed under sub­
section (7) of that section for the claim period in which use of 
the asset in connection with the field permanently ceased, is less 
than 100 per cent, the appropriate amount is that proportion of 
the amount mentioned in sub-paragraph (3) below;

(6) in any case, the appropriate amount is the full amount 
so mentioned.

(3) The amount referred to in sub-paragraph (2) above is the 
smaller of the following amounts, that is to say—

(a) the amount or value of the consideration received or receiv­
able for the disposition; and

(6) the amount of the expenditure incurred in acquiring the 
asset or interest which would have been allowable under section 
4(7) of this Act for the relevant period in relation to the claim 
period in which the use of the asset in connection with the field 
permanently ceased, if the useful life of the asset had ended when 
its use in that connection permanently ceased and it had been used 
in that connection throughout its useful life.

(4) Section 533 of the Taxes Act (connected persons) shall apply 
for the purposes of this paragraph.

Long-term assets used in connection with more than one oil -field
5.— (1) Where in any claim period of long-term asset is used to a 

substantial extent in connection with an oil field (in this paragraph 
referred to as “the relevant field”) and is in that period also used in 
connection with one or more other oil fields,, then, if any payments 
for the hire of that asset are receivable by all or any of the persons 
mentioned in sub-paragraph (3) below in respect of its use in the 
period in connection with the other field or fields, the following sub­
paragraph shall apply.

(2) The use of the asset in the claim period in question in connection 
with the other field or fields shall be treated for the purposes of this 
Part of this Act as use in connection with the relevant field; but the 
total amount of expenditure allowable under sections 3 and 4 of this 
Act on a claim for that period in respect of the relevant field shall be 
reduced by an amount equal to the aggregate of the payments for the 
hire of the asset which are receivable in the period by all or any of the 
persons mentioned in sub-paragraph (3) below in respect of its use in 
connection with the other field or fields.

(3) The persons referred to in sub-paragraphs (1) and (2) above 
are the participators in the relevant field and every other person con-
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nected with any of them; and section 533 of the Taxes Act (con­
nected persons) shall apply for the purposes of this sub-paragraph.

(4) For the purpose of this paragraph an asset used in connection 
with an oil field is a long-term asset if its useful life continues after 
the end of the claim period in which it is first used in connection 
with the field.

Provisions supplementary to section 4(5) of this and paragraphs 
4(1) and 5(2) above

6.— (1) Where in the case of an oil field, the total amount of the 
expenditure allowable under sections 3 and 4 of this Act on a claim 
for a claim period—

(a) is, under one or more of the relevant provisions, reduced 
to nil; and

(b) would, under one or more of those provisions, have fallen 
to be reduced by a further amount if the total amount of that ex­
penditure had been sufficient to enable the maximum reduction 
thereunder to be made,

that further amount shall be apportioned between the participators 
in proportions corresponding to what for that claim period would be 
their respective shares of any expenditure falling within section 2(9) 
(b) (i) of this Act; and in computing the assessable profit or allow­
able loss accruing to any participator in the earliest chargeable period 
which ends after the end of that claim period, the aggregate men­
tioned in section 2(4) (a) of this Act shall be increased by an amount 
equal to the amount apportioned to him under this paragraph.

(2) In this paragraph “the relevant provisions” means section 4(9) 
of this Act and paragraphs 4(1) and 5(2) above.

Insurance or compensation in respect of loss or destruction of long­
term asset formerly used in connection with oil field

7 — (1) Where, in consequence of the loss or destruction at any time 
within the period mentioned in sub-paragraph (1) of paragraph 4 
above of such an asset as is mentioned in that sub-paragraph, any 
insurance or compensation in respect of the loss or destruction is re­
ceivable by a participator in the field or a person connected with a 
participator, paragraphs 4 and 6 above shall apply as if at that time 
the person by whom the insurance or compensation is receivable had 
disposed of the asset or his interest in it for an amount equal to the 
insurance or compensation.

(2) Section 533 of the Taxes Act (connected persons) shall apply 
for the purposes of this paragraph.

Assets acquired jointly by participators in different oil fields
8. Where an asset was acquired jointly by persons who are participa­

tors in two or more different oil fields (whether or not any one of 
those persons is a participator in more than one of those fields), then 
in determining for the purposes of section 4 of this Act, in the case 
of any one of those fields, the use which has been, or which it is rea­
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sonable to assume will be, made of the asset otherwise than in connec­
tion with that field, no regard shall be had to its use or possible use 
in connection with any other of those fields.

SCHEDULE 5
Allowance of Expenditure other than Abortive Exploration 

or Development Expenditure

Claim periods and claims
1 .— (1) In relation to any oil field—

(a) the first claim period is whichever of the following periods 
the responsible person elects, namely the period ending at the end 
of June following the determination of the field or the period 
ending at the end of December following that determination (in­
cluding, m either case, an unlimited time prior to that determi­
nation) ;

(^) each subsequent claim period is whichever of the following 
periods the responsible person elects, namely the period of six 
months or the period of twelve months from the end of the pre­
ceding claim period:

Provided that unless and until the responsible person elects the 
period of six months from the end of any particular claim period, the 
claim period next after that claim period shall be taken to be the 
period of twelve months from the end of it.

(2) An election under this paragraph must be made by notice in 
writing to the Board.

2;—(!) A c^aim for the allowance of any expenditure allowable 
under section 3 or 4 of this Act for an oil field must be made by the 
responsible person to the Board and, subject to the provisions of this 
Part of this Act, must be made in a claim or claims for the claim 
period in which the expenditure is incurred, but may not be made 
before the determination of the field or more than six years after the 
end of the claim period in which the expenditure is incurred.

(2) A claim for the allowance of any expenditure allowable under 
section 3 or 4 of this Act for an oil field which was incurred by a 
person before he became a participator in the field must be made in 
a claim for the claim period in which he became a participator.

(3) A claim must state—
(a) what part (if any) of the expenditure is claimed as qualify­

ing for supplement under section 2(9) (6) (ii) of this Act; and
(&) the shares in which, in accordance with their respective 

interests in the oil field, the participators propose to divide be­
tween them, for the purposes of paragraph (5) of section 2(9) 
of this Act, the expenditure allowed on the claim and the amount 
which will arise under sub-paragraph (ii) of that paragraph if 
some or all of that expenditure is allowed on the claim as so 
qualifying.

. (4) Where a claim for the allowance of any expenditure under sec­
tion 4 of this Act for an oil field was made in relation to any asset for 
the claim period which, in the case of that asset, is the first relevant 
claim period (as defined in that section), then any claim with respect 
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to that field made under this Schedule for any subsequent claim period 
must give all such information as is relevant for the purpose of en­
abling the Board to carry into effect the provisions of that section in 
relation to that asset.

( 5) A claim must be in such form as the Board may prescribe and 
must include a declaration that all statements contained in it are 
correct to the best of the knowledge and belief of the person making 
the claim.

3 .—(1) The Board shall by notice in writing to the responsible per­
son inform him of their decision on the claim, stating in the notice—

(a) the amount of the expenditure allowed by them on the 
claim;

(&) the amount, if any, of the expenditure allowed by them on 
the claim as qualifying tor supplement under section 2(9) (Z>) (ii) 
of this Act; and

(c) the shares determined by the Board to be the shares in 
which, in the opinion of the Board, the amount stated under (a) 
above or, as the case may be, the aggregate of that amount and an 
amount equal to the relevant percentage of the amount stated 
under (5) above, is divisible between the participators for the 
purposes of section 2 (9) (b) of this Act;

and where the decision relates to part only of the expenditure claimed, 
or claimed as so qualifying, the Board shall give a further notice or 
notices in relation to the remainder.

(2) In this paragraph “the relevant percentage” means the percent­
age mentioned in the said section 2(9) (b) (ii).

4 . If, in a case where sub-paragraph (4) of paragraph 2 above 
requires a claim made for a particular claim period to give all such 
information as is relevant for the purpose there mentioned in relation 
to an asset, a claim satisfying the requirements of that sub-paragraph 
is not made within twelve months after the end of that period, then, 
in, carrying into effect the provisions of section 4 of this Act in relation 
to that asset for that claim period, the Board may proceed according 
to the best of their judgment, and may make any adjustments under 
any of the provisions mentioned in paragraph 6(2) of Schedule 4 of 
this Act accordingly.

Appeals
5 .-(l) If-

(a) the amount or total of the amounts stated under sub-para­
graph (1) (a) of paragraph 3 above in the notice or notices given 
by the Board under the paragraph on a claim, or the amount or 
total of the amounts so stated under sub-paragraph (1) (&) of 
that paragraph, is less than the amount claimed; or

(&) the shares so stated under sub-paragraph (1) (c) of that 
paragraph in the notice or latest of the notices so given differ 
from the shares stated under paragraph 2(3) (b) above in the 
claim,

the responsible person may by notice in writing given to the Board 
not less than six months or more than three years after the making 
of the claim appeal to the Special Commissioners; but the bringing 
of an appeal under this paragraph shall not affect the operation of 
any notice so given by the Board.
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(2) On an appeal against a decision on a claim brought on the 
? sab-PtragraPh (W) above, and in any pro- 

fl®^ ?g Arof 8ucb an appeal, any participator in theP oil 
field to which the claim relates shall be entitled to appear and be heard.

An appeal against a decision on a claim may at any time be 
abandoned by a notice m writing given to the Board by the responsible

(4) On an appeal against a decision on a claim, the Special Com- 
I*6018’0? appealed against whether or not the 

oilTX °f ParticiPatOTS “the

6.— (1) Where the responsible person gives notice of appeal against 
^ranT??! W 7? °H £°th the gr0Unds "^oned in para- 
^raph 5(l)(a) above and, before the appeal is determined by the 
Special Commissioners, the Board and the responsible person agree

(a) the amount of the expenditure that ought to be allowed on 
the claim; or
mmhr Ith n amouJ}t’ if, any> expenditure claimed which 

r? for supplement under sec-tion 2(9) (6) (n) of this Act,
the appropriate amount (if any) of the expenditure claimed or, as 

qualifying shall be treated for the 
purposes of this Part of this Act as having been allowed by the Board 
on the claim, and as having been so allowed on the date on which the 
notice of appeal was given.

F?r Bie PurPoses of this sub-paragraph the appropriate amount (if 
any) the expenditure claimed or, as the case may be, claimed as so 
qualifying, is an amount thereof equal to the excess, if any, of the 
amount so agreed on over the corresponding amount or the total 
of the corresponding amounts allowed by the notice or notices pre­
viously given by the Board under paragraph 3 above.

(2) Where the responsible person gives notice of appeal against a 
decision on a claim on the ground mentioned in paragraph 5(1)(J) 
above and, before the appeal is determined by the Special Commis- 
smners, the Board and the responsible person agree on the shares in 
which the amount of any expenditure allowed on the claim, or so 
allowed as qualifying for supplement under section 2(9)(&) (ii) of 
this Act, ought to be divided between the participators for the pur­
poses of section 2(9)(5) of this Act, the shares so agreed on shall be 
deemed to be the shares stated in any notice previously given by the 
Board under paragraph 3 above on the claim, and shall apply in the 
case of any part of the expenditure claimed, or claimed as so qualify­
ing, which is by virtue of this or the following paragraph treated as 
having been allowed on the claim.

(3) Where the Board and the responsible person agree on the 
matter mentioned in sub-paragraph (1) (a), sub-paragraph (1) (&) or 
sub-paragraph (2) above in the circumstances there mentioned the 
corresponding ground of appeal shall be treated as having been aban­
doned; and where by virtue of this sub-paragraph all the grounds of 
the appeal fall to be so treated, the appeal itself shall be treated as 
having been abandoned.
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—(1). Where on an appeal under paragraph 5 above the Special 
Commissioners determine that any amount or part of an amount in 
dispute is allowable under section 3 or 4 of this Act or qualifies for 
supplement under section 2(9) (&) (ii) of this Act, the following pro­
visions of this paragraph shall apply.

(2) Subject to paragraph 8(2) below, the said amount or part shall 
be treated for the purposes of this Part of this Act as having been 
allowed on the claim to which the appeal relates, and as having been 
so allowed on the date on which the notice of appeal was given.

(3) There shall be made in any computation made under section 2 
of this Act, and in any assessment to tax or determination, all such 
adjustments as are necessary in consequence of the determination of 
the Special Commissioners.

(4) Where, on an adjustment made under sub-paragraph (3) above 
m any assessment, any amount of tax previously charged by the assess­
ment is required to be repaid, that amount shall carry interest at the 
rate of 9 per cent, from four months after the end of the chargeable 
period for which the assessment was made to the date of repayment.

8.—(1) Where—
(a) a case for the opinion of the court is stated under section 56 

of the Taxes Management Act 1970 (as applied by paragraph 1 
of Schedule 2 to this Act) in respect of a determination by the 
Special Commissioners on an appeal under paragraph 5 above; 
and

($) in the proceedings on the case so stated, or in any proceed­
ings arising out of those proceedings, any matter which was deter­
mined by the Special Commissioners on that appeal is finally 
determined otherwise than in accordance with their determination 
on that appeal,

the following provisions of this paragraph shall apply.
(2) Any expenditure allowable under section 3 or 4 of this Act, 

which, if the decision of the Board on the claim to which the appeal 
under paragraph 5 above related had been in accordance with the 
final determination of that matter, would have been allowed by that 
decision, or allowed by it as qualifying for supplement under section 
2(9) (&) (ii) of this Act, shall be treated for the purposes of this Part 
of this Act as having been allowed by the Board on the claim to 
the extent that it has not been previously allowed on the claim, and 
as having been so allowed to that extent on the date on which the 
original notice of appeal was given under paragraph 5 above.

(3) There shall be made in any computation made under section 2 
of this Act and in any assessment to tax or determination all such 
adjustments or further adjustments as are necessary in consequence 
of the final determination.

(4) Sub-paragraph (4) of paragraph 7 above shall apply in relation 
to any adjustment made under sub-paragraph (3) above and any such 
final determination as is mentioned in sub-paragraph (1) (&) above 
as it applies in relation to such an adjustment and determination as 
are mentioned in the said sub-paragraph (4).

(5) Any tax which becomes payable in consequence of any adjust­
ment made under sub-paragraph (3) above in an assessment for a 
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chargeable period shall carry interest at the rate of 9 per cent, from 
tour months after the end of that period to the date of payment.

(6) For the purposes of this paragraph a matter shall not be deemed 
to be finally determined in any such proceedings as are mentioned 
in sub-paragraph (1) (&) above until a determination thereof made in 
any such proceedings can no longer be varied or overruled by the order 
of any court.

SCHEDULE 6

Allowance of Abortive Exploration Expenditure

Claims

—(1) A claim for the allowance, in connection with an oil field, 
of any abortive exploration expenditure allowable under section 5 
of this Act in the case of a participator in that field must be made 
by the participator to the Board, but may not be made after the end of 
the period of six years beginning with the later of the following dates, 
that is to say the date on which the expenditure was incurred and the 
date of the determination of the field under Schedule 1 to this Act.

(2) Where a claim under this Schedule has been made and the 
participator by whom it was made subsequently discovers that an error 
or mistake has been made in the claim, he may make a supplementary 
claim within the time allowed for making the original claim.

(3) The provisions of Schedule 5 to this Act specified in the first 
column of the following Table shall apply in relation to a claim under 
this Schedule as they apply in relation to a claim under that Schedule, 
subject to any modifications specified in the second column of that 
Table and with the substitution, for references to the responsible 
person, of references to the participator by whom the claim under this 
Schedule is made and, for references to section 3 or 4 of this Act, of 
references to section 5 of this Act.

Provisions applied and modifications
Paragraph: 

2(5)____  
3(1)____  Omit paragraphs (&) and (c).
5(1)________ Omit the words from “or the amount” to “(1) (&) of that

paragraph” and paragraph (&), and for “six months” 
substitute “one year”.

(3)------------
(4)________ For the reference to all or any of the participators substitute

a reference to the participator by whom the claim is made.
6(1)________ For “one or both of the grounds’ substitute “the ground”,

and omit paragraph (&) and the words “or, as the case 
may be, claimed as so qualifying” (wherever occurring).

(3)________ Omit “sub-paragraph(1) (6) or sub-paragraph (2)”, and for
the words from “the corresponding to “itself” substitute 
“the appeal”.

7__________  In sub-paragraph (1), omit the words from “or qualities”
to “2(9) (6) (ii) of this Act”.

8---------------- In sub-paragraph (2), omit the words from “or allowed by
it” to “section 2(9) (6) (ii) of this Act”.
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SCHEDULE 7

Allowance of Abortive Development Expenditure

Reference and determination of question of abandonment of oil field

1. Where it appears to the responsible person for an oil field that the 
winning of oil from the field nas permanently ceased and that the 
cessation occurred before the total amount of oil ever won and saved 
from it reached the amount by reference to which the critical half year 
is defined in section 1(4) of this Act, he may, by notice in writing given 
to the Board refer to them for their decision the question whether the 
winning of oil from that field has ceased permanently and in those 
circumstances.

(1) The Board shall, by notice in writing given to the responsi­
ble person, inform him of their decision on the question and, if their 
decision is that the winning of oil has so ceased, shall state the date 
which they are satisfied is that on which the winning of oil from the 
field m question ceased.

(2) An oil field which the Board have under this paragraph decided 
is one from which the winning of oil has so ceased is in this Schedule 
referred to as an “abandoned oil field”.

(3) The responsible person shall, within one month of his receiv- 
\,no^c® Pnder sub-paragraph (1) above informing him of the 

Board s decision, furnish a copy of that notice to every person who 
was at any time a participator in the abandoned oil field.

. (1) The responsible person may appeal to the Special Commis­
sioners against the Board’s decision by notice in writing given to the 
Board within three months of his receiving the notice under paragraph 
2(1) above informing him thereof.

(2) An appeal under sub-paragraph (1) above may at any time be 
abandoned by notice in writing given to the Board by the responsible 
person.

Claims by participators for allowance of abortive development 
expenditure

4- (1) A claim for the allowance, in connection with an oil field, 
?Aany ab^ive development expenditure allowable under section 6 of 
this Act in the case of a participator in that field must be made by 
the participator to the Board and must be made within six years of the 
later of the following dates, that is to say, the date of the Board’s 
deeision on the claim under Schedule 5 to this Act for the abandoned 
oil held and the date of the determination under Schedule 1 to this Act 
of the oil field for which the claim is made under this Schedule.

(2) Where a claim under this Schedule has been made and the par­
ticipator by whom it was made subsequently discovers that an error or 
mistake has been made in the claim, he may make a supplementary 
claim within the time allowed for making the original claim.
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p of Sch.edule 5 to this Act specified in the first
A n^nf th? Tabl© se.t out m paragraph 1(3) of Schedule 6 to this 
Act shall apply in relation to a claim under this Schedule as they apply 
n relation to a claim under the said Schedule 5, subject to any modifi­

cations specified in the second column of that Table and with the sub- 
stitution, for referencesto the responsible person, of references to the 
participator by whom the claim under this Schedule is made and, for 
references to section 3 or 4 of this Act, of references to section 6 of this

SCHEDULE 8
Extension of Section 485 of Taxes Act in Relation to Petroleum 

Companies

Definition of petroleum company
1. For the purposes of this Schedule a company is a petroleum 

company if— 17 1
(a) its activities include those specified in any of sub- 

paragraphs (a) to (e) of paragraph 2 below; or
(^) rt is associated with a company whose activities include 

those specified in any of those sub-paragraphs and its own activ- 
belownC1UdG th°Se specified in sub-paragrah (/) of paragraph 2 

2. The activities referred to in paragraph 1 above are—
(a) the acquisition or disposal of petroleum or of rights to ac­

quire or dispose of petroleum;
(&) the importation into or exportation from the United King­

dom of petroleum products or the acquisition or disposal of rights 
to such importation or exportation;
tt a^Hisition otherwise than for importation into the 
United Kingdom of petroleum products outside the United King- 
doin or the disposal outside the United Kingdom of petroleum 
products not exported from the United Kingdom by the company 
making the disposal;

(d) the refining or processing of crude petroleum;
. (e) the extraction of petroleum, either under rights authorizing 

or under contractural or other arrangements with persons by 
whom such rights are exercisable; and

(/) the ownership, operation or management of ships or pipe­
lines (as defined in section 65 of the Pipe-lines Act 1962) used 
for transporting or conveying petroleum or petroleum products.

Petroleum company as resident "buyer or resident seller
3* (1) The applicatoin to a transaction of subsection (1) or (2) 

of section 485 of the Taxes Act shall not be excluded by the proviso 
thereto (resident buyer or resident seller) if—

(a) either party to the transaction is a petroleum company or 
both are petroleum companies; and

(ft) the activities of either or both are or include activities with 
respect to which the conditions stated in sub-paragraph (2) (a) or 
(2) (J) below are satisfied; and
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(c) the transaction is part of such activities or is connected with 
them.

(2) The conditions referred to in sub-paragraph (1) above are— 
(a) that profits from the activities are or would be chargeable 

to overseas tax for which credit could be given under section 498 
of the Taxes Act or in pursuance of arrangements having effect 
by virtue of section 497 of that Act; and

(&) that the activities are exploration or exploitation activities 
within the meaning of section 38 of the Finance Act 1973.

4. Where both the buyer and the seller are resident in the United 
Kingdom and the Board, in pursuance of the preceding paragraphs, 
direct that subsection (1) or subsection (2) of section 485 of the Taxes 
Act is to apply to the computation of the income, profits or losses of 
the one, the direction may extend the application of that subsection to 
the computation of the income, profits or losses of the other, and where 
it does so adjustments shall be made under subsection (3) of that 
section accordingly.

Modification of section 1^5 of Taxes Act in relation to certain 
sales to or by petroleum companies

5. Where any property is sold and either the buyer or the seller is 
a petroleum company or both are petroleum companies, then if—

(a) the sale is part of a transaction or series of transactions 
(whether or not between the same persons) and its terms are 
affected by those of the remainder of the transaction or trans­
actions ; or

(&) what is sold is petroleum extracted under rights exercisable 
by a company other than the buyer, and not less than 20 percent 
of that company’s ordinary share capital was at'the time of the 
sale owned directly or indirectly by one or more of the following, 
that is to say the buyer and any companies associated with the 
buyer,

section 485 of the Taxes Act shall apply in relation to the sale as if 
{a) were omitted.

Determination of arm's length price

6.—(1) Where a petroleum company was a party to a sale of prop­
erty consisting of petroleum or petroleum products, then, in determin­
ing for the purposes of section 485 of the Taxes Act what price the 
property might have been expected to fetch had the parties to the 
transaction been independent persons dealing at arm’s length and 
what consequences would have ensued in computing the income, profits 
or losses of the seller or the buyer for tax purposes if the property 
had been sold for that price, it shall be assumed—

(a) that the terms of the transaction would have been such as 
might have been expected to secure both to the buyer and to the 
seller a reasonable profit from transactions of the same kind 
carried out on similar terms over a reasonable period; and

(&) that the seller would not have been compelled by law or by 
executive action of any government to demand a price fixed by 
law or such action or a price not less than one so fixed; and
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(c) that, if the transaction was part of a transaction or series 
of transactions (whether or not between the same persons), its 
terms would not have been affected by those of the remainder of 
the transaction or transactions; and

(d) in a case where the whole of the property sold is not de­
livered by the seller within twelve months after the date of the 
sale, that such part of the property as is delivered during any 
accounting period of the seller would have fetched a price equal 
to that which it might have been expected to fetch if sold under a 
contract for the sale of that part and of no other property, being 
a contract made at the end of the first half of that accounting 
period;

and no regard shall be had to the terms of similar transactions which 
were capable of being varied.

(2) If, in a case falling within paragraph (d) of the preceding 
sub-paragraph, the seller is not within the charge to corporation tax, 
that paragraph shall apply as if for the words “any accounting period 
of the seller” there were substituted the words “any accounting period 
of the buyer”.

Supplementary
7 .—(1) In this Schedule—

“petroleum” includes a mineral oil or relative hydrocarbon, 
and, except in the expression “crude petroleum”, includes natural 
gas;

“petroleum products” means products derived from petroleum 
and wholly or substantially of a hydrocarbon nature.

( 2) For the purposes of this Schedule—
(a) two companies are associated with one another if one is 

under the control of the other or both are under the control of the 
same person or persons, and “control” has the meaning given by 
section 534 of the Taxes Act;

(5) any question whether ordinary share capital is owned by a 
company directly or indirectly shall be determined as for the 
purposes of section 532 of the Taxes Act;

(c) rights are exercisable by a company if they are exercisable 
by that company alone or jointly with another company or 
companies;

(d) subsection (6) of section 485 of the Taxes Act (which ex­
tends the provisions of that section to transactions which are not 
sales) shall apply for the purposes of this schedule except those of* 
paragraph 5(d).
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OIL TAXATION BILL
The Oil Taxation Bill, published today, gives effect to the Gov­

ernment’s proposals for the taxation of the oil industry, as outlined 
in the Chancellor’s Budget Statement (Hansard, 12 November 1974 
col. 270) and in the Paymaster General’s speech in the Budget De­
bate (Hansard, 13 November 1974 cols. 539/546). Parts I and II 
of the Bill apply to oil (including natural gas) production in the 
United Kingdom and the territorial sea and continental shelf of 
the United Kingdom; part I imposes a new tax, petroleum revenue 
tax (PRT) on the profits from such production; part II puts a ring 
fence round the profits from such production for corporation tax 
purposes. Part III strengthens the corporation tax transfer-pricing 
rules in their application to transactions in oil produced overseas, oil 
transportation and certain transactions in oil products. A brief de­
scription of the provisions Of the Bill is given below; more detailed 
notes are attached.

Part I: Petroleum Revenue Tax

Clause 1 imposes the tax on profits from winning oil (including 
natural gas) in the United Kingdom and the territorial sea and con­
tinental shelf of the United Kingdom. Each participator (licensee) 
for an oil field is charged on his profits from the field, computed for 
half-yearly periods.

Clause 2 sets out the rules for computing profits and losses. Briefly, 
there are deducted from the gross profit (receipts for arm’s-length 
sales, plus the market of other disposals and of appropriations lor 
refining, plus or minus two-thirds of any increase or decrease in 
stocks) the following outgoings: i. license royalties, ii. the participa­
tor’s share of expediture for the field, plus a 50 percent uplift for 
certain expenditure (broadly, capital expenditure) and iii. abortive 
exploration or development expenditure (Clauses 5 and 6) incurred 
by the participator or an associated company. Deliveries of oil before 
13 November 1974 are exempt.

Clause 3 defines the allowable expenditure for a field, beginning 
with exploration in the field area and ending with certain closing 
down expenditure, and the expenditure which qualifies for uplift. 
Certain types of expenditure, including interest, are specifically 
disallowed.

Clause 4 provides modified rules for expenditure on assets with a 
life of more than 12 months. The allowance to be given at the outset 
will be based on the expected use of the asset, over its life, for the 
field; this allowance will be revised (up or down) in successive years 
if the facts change.

(79)
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Clause 5 defines abortive exploration expenditure (which a nar- 
qualify profits from any field)- “penditure

(which a par-
Clause 7 provides for the carry-forward of losses; and to a limited 

extent for carry-back.
Clause 8 is an interpretation clause.

Part II: Ring Fence

The ring fence ensures that the corporation tax on profits from oil 
production in the United Kingdom (including the territorial sea and 
continental shelf) is not reduced by reliefs for losses and extraneous 
allowances on other activities. In general, these rules are to applv for 
accounting periods ending after 11 July 1974 (the date of the Govern­
ment’s White Paper on North Sea Oil and Gas Cmnd 5696).

Clause 9 treats United Kingdom oil production as a separate trade 
from any other activities (including refining), and prevents relief 
including group relief, arising from such other activities from being 
set against the production profits.

Clause 10 affects the measurement of the profit within the ring 
fence by providing, in effect, that when oil crosses the ring fence the 
PRT rules for valuing it are to apply (in-substitution for the normal 
corporation tax transfer-pricing rules).

Clause 11 covers charges on income. The main provision is that 
interest paid is not to be allowed against profits within the ring fence 
unless paid on money borrowed specifically for activities within the 
ring fence.

Clause 12 provides that advance corporation tax paid by a company 
in respect of a distribution to an associated company is not to be set 
against the paying company’s mainstream corporation tax liability 
in respect of income within the ring fence. Without such a provision 
the principle of the ring fence could be substantially breached if the 
associated company had extraneous losses or allowances which it could 
claim against the distribution made to it. The clause applies to dis­
tributions after 19 November 1974.

Clause 13 provides for PRT paid by a company to be deducted in 
computing its ring fence income for corporation tax purposes.

Clause is an interpretation clause.

Part III: Overseas Oil

Clause 15 strengthens the existing corporation tax transfer-pricing 
legislation, from 1 January 1973, in its application to petroleum com­
panies. The mam changes are set out in Schedule 8.

Clause 16 is an interpretation clause.

SCHEDULES

Schedules 1 to 7 are concerned with PRT; Schedule 8 applies to 
corporation tax. 11

I provides for oil fields to be determined by the Secretary 
C m Northern Ireland, by the Department of
Commerce; and lays down the procedure for determinations.
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Schedule 2 provides for the management and collection of PRT. 
In general, the corporation tax administration provisions are applied, 
with appropriate modifications (many of them under the Table in 
paragraph 1(1)). Provision is also made for the appointment of a 

responsible person” for each oil field (paragraph 4) to make returns 
0 Prodnc^on (paragraph 5) and also to make expenditure claims 
under Schedule 5. PRT is payable four months after the end of the 
half-yearly chargeable period to which it relates (paragraph 13) and 
arrears of tax carry interest at 9 per cent (paragraph 15). Partici­
pators have a right of appeal to the Special Commissioners (para­
graph 14(1)) and to the Courts (Taxes Management Act 1970 Section 
56 as applied in the Table in paragraph 1(1)).

Schedule 3 provides miscellaneous special rules for PRT including 
definitions of arm’s-length sales and the market value of oil (para­
graphs 1 and 2). Special provision is also made for arrangements 
under which a person other than a participator acquires an interest 
in the participator’s right to oil (paragraphs 4 and 5).

Schedule 4 provides supplementary rules regarding allowable 
expenditure.

Schedule^ sets out the procedure for claiming allowable expendi­
ture for a field: in cases of dispute, the responsible person (by whom 
the claim is made) has a right of appeal to the Special Commissioners 
(paragraph 5(1)) and to the Courts (see paragraph 8).

Schedules 6 and 7 set out the procedure for claiming abortive explo­
ration or development expenditure.

Schedule 8 strengthens the existing corporation tax transfer-pric­
ing rules in relation to petroleum companies. Paragraph 3 enables 
those rules to be applied in certain circumstances even though both 
parties to a transaction are resident in the United Kingdom; and 
paragraph 5 enables them to be applied in certain cases even though 
the two parties are not under common control. Special provision is 
also made for determining the arm’s-length price of oil (paragraph

• The provisions of the schedule will not normally apply to United 
Kingdom oil, however, since this is provided for in Clause 10.

OIL TAXATION BILI^-EXPLANATORY NOTES 

Part I: Petroleum Revenue Tax

Clause 7 imposes PRT, and defines the scope of the tax and the gen­
eral basis of charge. ®

Subsection (7) provides for the tax to be charged on profits from 
muierai oil or related hydrocarbons, and natural gas, won in the 

5^doni a£d the territorial sea and continental shelf of the 
P^UT These substances—comprehensively referred to in
Part I of the Bill as oil —are defined by reference to the statutory 
provisions which vest the property in them in the Crown, and provide 
tor them to be won under license.

Subsection (2) provides for each participator, normally a licensee 
n ^eld btchar£ed t0 the tax on his assessable

K t^<?1 HeIdin each chargeable period, less any loss from 
?°™aFd backward under Clause 7. The rate of tax 

is left to be fixed m a later bill.

43-709—75------7
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/Subsections (5) and (4) provide that chargeable periods (except 
tne first) for an oil field shall be the half years ending 30 June and 31 
December. The first chargeable period for a field is defined in such a 
way that it will not come into being—and therefore the machinery for 
charging the tax will not start to operate—until the total accumulated 
production of oil (including gas) from the field exceeds 1,000 long 
tons (or the gas equivalent). Once that point is reached the 30th June 
or 31st December (whichever comes first) next following it will be the 
terminal date for the first chargeable period. That period, however, 
will have no fixed starting date so that all past disposals and appropri­
ations (see Clause 2) of oil from the field will fall within it. For an oil 
field where the total oil won and saved exceeded 1,000 long tons before 
30 June 1974 the first chargeable period will end on 31 December 1974.

Subsection (5) provides for Schedules 1, 2 and 3 to have effect.
Clause 2 lays down the rules for computing a participator’s assessa­

ble profit or loss from an oil field in any chargeable period (subsec­
tion (1)).

Subsections (0) and (^) provide for the computation to comprise a 
number of components; these components, positive or negative, are 
aggregated to arrive at the assessable profit or allowable loss. The com­
ponents can be summarized as follows:

(i) Gross profit or gross loss, ie, the amounts receivable for de­
liveries, the value of appropriations, and two-thirds of the value of 
the closing stock, less two-thirds of the value of the opening stock;

(ii) A deduction for royalty and other periodic payments under 
the licence (with a corrective adjustment for preceding charge­
able periods); and

(iii) A deduction for expenditure (plus a 50 per cent uplift for 
certain capital expenditure) together with a provisional deduc­
tion of 5 per cent of the amount of the receipts and appropriations 
for the chargeable period, and an adjustment for the provisional 
allowance given in preceding periods.

Subsections (4) and (5) provide for the computation of the first 
component—the gross profit or loss. First, the following are to be 
aggregated:

(a) The price for oil delivered in the chargeable period under 
arm’s-length sales made by the participator;

(b) The market value at the mid-point of the chargeable period 
of oil delivered in the chargeable period under disposals made by 
the participator other than arm’s-length sales;

(c) The market value, at the mid-point of the chargeable period, 
of oil appropriated by the participator to refining or other process­
ing during the chargeable period; and

(d) Two-thirds of the market value, at the end of the charge­
able period, of the participator’s oil not disposed of or appropri­
ated, or disposed of but not delivered.

(Deliveries and appropriations before 13 November 1974 are, how­
ever, excluded from the computation).

Subsections (6) and (7) provide for the computation of the second 
component—the deduction for royalties and other periodic payments 
under licences. Royalties for oil won in any 6 months period are pay­
able 2 months after the period. The clause provides for the royalty 



83

payable in respect of ie, due 2 months after) a chargeable period, 
as included in the participator’s statement to the Department of 
Knergy, to be deducted in the PUT computation for that chargeable 
Pei7od Ha))• This amount will then be added back ((6)(b)(i)), 
and the actual amount paid in the following chargeable period will 
be deducted ((7) (b)), m the computation for the following period. 
In addition, the periodic payments under the licence, other than roy- 
alty, will be deducted for the chargeable period in which they are paid 
((7) (c)); and any repayments of royalty will be added back for the 
period m which they are made ((6) (b) (ii)).

Subsections (8) to (77) deal with the third component of the compu­
tation——the allowance for expenditure. The procedure for claiming 
expenditure for a field is set out in Schedule 5. Briefly, the expenditure 
is claimed by the “responsible person” nominated to act for the partici­
pators as a body. As and when it is allowed (by agreement or on 
appeal)—together with any 50 per cent uplift attributable to it—each 
participator’s share becomes allowable against the next assessment on 
him in respect of the field ((9) (b)). Each participator can claim sepa­
rately for abortive exploration expenditure (Clause 5) or abortive 
development expenditure (Clause 6) under the procedure in Schedules 
6 and 7; but the procedure for allowing these two types of expenditure 
in the PRT computation is similar to that for expenditure of the field 
((9) (c) and (d)).

In addition to the deduction for expenditure claimed and allowed, 
there is a provisional deduction for each chargeable period, equal to 
5 per cent of the amounts under headings (a) (b) and (c) of sub­
section 5, as shown in the participator’s return for the period ((9) (a)). 
This provisional deduction will be reduced, however, by the amount 
of any field expenditure incurred in the chargeable period which has 
been allowed on a claim (as described in the preceding paragraph) in 
time to be deducted in the computation for the period ((11)).

The provisional allowance deducted in the computation for a period 
(period 1) is subsequently withdrawn by being added back in the 
computation for the next period but one (period 3) ((8)(b)).

Clause 3, supplemented by Schedule 4, lays down the rules for the 
expenditure (other than expenditure on long-term assets—see Clause 
4) which is allowable for an oil field; Schedule 5 sets out the procedure 
for claiming the expenditure.

Subsection (1) sets out the categories of allowable expenditure 
(subject to the specific disallowance rules in (3) and in Schedules 3 
and 4). In category (b), royalty and other periodic payments to the 
Secretary of State are excluded because they are separately deductible 
as described under Clause 2 (6) and (7) above.

Subsection (0) disallows any expenditure so far as it has been 
allowed for another oil field.

Subsection (3) specifically disallows certain types of expenditure, 
as follows:

(a) Interest and similar expenditure;
(b) The cost of land (but not so as to disallow the cost of a 

licence deductible under (1) (b));
(c) The cost of buildings or structures on land, other than those 

used in onshore production, or to be used offshore;
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(d) Any expenditure depending on the quantity, value or pro­
ceeds of production, or on the profits, of the field; and

(e) Any payment to obtain an interest in the field (other than 
a payment to the Secretary of State).

Subsection (4) lays down the types of allowable expenditure which 
are to qualify for the 50 per cent uplift (Clause 2(9) (b) (ii)) in com­
puting assessable profits. Category (a) will in general cover expendi­
ture falling within (1) (a) and (b), together with the cost of all the 
facilities to enable commercial production from the field to begin— 
for example, production platforms and offshore pipelines. Category 
(b) covers expenditure within (l)(c). Category (c) covers, for ex­
ample, the cost of additional platforms or additional offshore pipelines, 
or booster installations. No payments for hiring assets will qualify for 
uplift.

Subsection (5) provides for appropriate apportionments of expen­
diture incurred for mixed purposes; and subsection (6) extends the 
meaning of “enactment” in (1) (g).

Clause 4 lays down general rules for expenditure on long-term assets; 
that is, expenditure on an asset used or to be used in connection with 
the field, whose useful life continues after the claim period in which it 
is first used for the field. “Claim periods” are periods of 6 or 12 months 
ending on 30 June or 31 December, at the option of the responsible 
person for the field; expenditure claims are to be made for claim 
periods (Schedule 5 paragraphs 1 and 2); and “use in connection with 
the field” means use in connection with the field for one or more of the 
purposes in Clause 3(1), except (b) (Clause 8(2)).

The general principle is that at the end of the claim period in which 
expenditure on a long-term asset is incurred an estimate is to be made, 
if possible, of its future use for the field and for other purposes; the 
whole of the cost, or an appropriate proportion of it, will then be 
allowable at the outset. Similar estimates will be made at the end of 
each successive claim period, and where necessary an adjustment will 
be made. Thus if an asset costing £ml was acquired in claim period 1, 
and the estimated use (over the life of the asset) at the end of that 
period was % for the field and *4 for other purposes, £750,000 will be 
allowable on that claim. If the estimate remains the same for claim 
periods 2 and 3, no adjustment will be required; but if, at the end of 
claim period 4, the estimated overall use for the field (from the outset) 
is revised to the allowance will be adjusted to £500,000, and the 
total expenditure claim for the field for claim period 4 will be reduced 
by £250,000. This procedure continues up to and including the claim 
period in which the asset permanently ceases to be used for the field 
(paragraph 4 of Schedule 4 deals with subsequent disposals for valu­
able consideration).

Subsection (7) defines the expenditure to which the clause is to apply. 
The proviso enables the Board to dispense with its application (so that 
Clause 3 applies instead) where the effect of applying it would be 
negligible.

Subsection {2) provides for the clause to have effect subject to the 
supplementary rules in Schedule 4, and to Schedule 5 (claims 
procedure).

Subsection (J) applies these principles to an asset which is not a 
brought-in asset; a brought-in asset is an asset which, since acquisition, 
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has been used otherwise than in connection with the field (12(a)). 
Provided that, in the claim period in which it is acquired, it is not used 
otherwise than for the field, that it is not a mobile asset, and that at the 
end of that period it is reasonable to assume that throughout its useful 
life it will be used only for the field, the whole cost will be allowable on 
the claim for that claim period. If these conditions are not all met, 
or if the asset is a brought-in asset, subsection (4) provides that sub­
sections (5) and (6) shall apply.

Subsection (5) provides that for the claim period in which the 
expenditure was incurred (or, in the case of a brought-in asset, in 
which the asset was first used for the field) a full or proportionate 
allowance for the cost shall be given; if no reasonable estimate can be 
made of the future use, it is in effect assumed that the future use will 
be otherwise than for the field (paragraph (b)).

Subsection (6) provides that in the case of a mobile asset, the 
allowance shall be based on the proportion which use for the field up 
to the end of the claim period bears to the total use up to that date, if 
this produces a smaller allowance than the proportion based on past 
use and estimated future use.

Subsection (7) provides for a recomputation of the allowance in 
each succeeding claim period, using the same principles as (5) and (6). 
If in any claim period this produces a larger allowance than the net 
allowance so far made for the asset subsection (5) provides for the 
excess to be allowable on the claim for that claim period; if it produces 
a smaller allowance, subsection (P) provides for the difference to be 
deducted from the other expenditure allowable on that claim.

Subsection (10) provides for the disallowances in Clause 3(2) and 
(3) to apply also for Clause 4; and for the definition of expenditure 
qualifying for uplift (Clause 3(4)) also to apply. It also provides that 
where the past allowance for a long-term asset is reduced under (9), 
there is to be a corresponding adjustment in the uplift allowed.

Subsection (11) provides a special rule for any period of time in 
which an asset is used simultaneously for the field and for other 
purposes; in such a period the asset is to be treated as used for the 
field for so much of the period as the extent of its use for the field in 
that period bears to its total use in that period.

Clause 5 provides an allowance for abortive exploration expenditure. 
This allowance is unlike the allowance for expenditure on the field— 
it has to be claimed separately by each participator, under the proce­
dure laid down in Schedule 6.

Subsection (1) defines abortive exploration expenditure as expendi­
ture which has been incurred on or after 1 January 1960 by a participa­
tor in a field (or by an associated company) on searching for oil in 
the United Kingdom or the territorial sea or continental shelf of the 
United Kingdom and which cannot qualify as allowable expenditure 
for an oil field under Clauses 3 and 4. The effect of this, broadly, is that 
abortive exploration expenditure incurred by a group can be allowed 
(see above) in the subsequent PRT computation of any member of the 
group which is a participator in an oil field.

Subsection (2) limits the allowance for expenditure on the acquisi­
tion of an asset with a life of more than 12 months. For each day on 
which the asset was used wholly and exclusively for the purpose in
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subsection (1) a fraction of the cost will be deductible; the numerator 
1 be denominator 3,650, or, if greater, the

expected life of the asset (in days) from the date of acquisition.
W1? certain of the restrictions on expendi­

ture allowable for a field to abortive exploration expenditure; with 
appropriate modifications. ’

Provides that if any expenditure which would 
otherwise be allowable under Clause 5 gives rise to any receipt by 
the person who incurred it or by any person connected with him, the 
allowable expenditure shall be reduced by that receipt.

Subsections (6) and (7) define, inter alia, an asociated company for 
the purpose of subsection (1). A company which incurred any ex­
penditure is connected with a participator in an oil field in respect of 
that expenditure if, throughout that part of the relevant period in 
wnicn the two companies were in existence, one was the ultimate 75 
per cent parent of the other; or if each of them, throughout that part 
of the relevant period in which it was in existence, had the same ulti­
mate 75 per cent parent. The relevant period begins immediately be- 
fore the expenditure was incurred, and ends at the end of the first 
chargeable period for the field against which the expenditure is 
claimed.

Clause 6 provides (subsection (1)) an allowance for abortive de­
velopment expenditure; as in Clause 5 this has to be claimed separately 

each Participator under the procedure laid down in Schedule 7.
Subsection (2) defines abortive development expenditure as expendi­

ture which has been allowed (with the 50 per cent uplift, where ap­
plicable) on a claim under Schedule 5, as allowable expenditure for 
another oil held where the winning of oil has been abandoned without 
reaching the cumulative quantity in Clause 1 (4).

Subsection (3), inter alia, enables the participator who claims the 
relief against his profits from an oil field to claim both for his own 
share of expenditure on an abandoned field in which he was a partici­
pator, and for the share of an associated company which was a par­
ticipator in such a field; the definition of associated company in Clause 
5(6) and (7) is applied.

Clause 7 enables a loss accruing to a participator in a chargeable 
period to be carried forward against profits in subsequent periods, or, 
m some cases, to be carried back.

Subsection (7) enables a participator’s losses to be carried forward 
without time limit against his subsequent profits from the field.

Subsection (2) allows a participator to elect to carry a loss back 
against his profits from the field in the two chargeable periods pre­
ceding the one in which the loss was incurred.

Subsection (3) provides that where production from a field ceases 
permanently, any allowable losses of a participator which have not 
been relieved under (1) and (2) shall be carried back against his 
profits from the field, without time limit.
u Clause 8.—Subsection (7) provides definitions. In the definition of 
participator” in relation to an oil field, paragraph (a) lays down 

the general rule that a participator, for a chargeable period, is any 
person who in that period was licensed to win oil in the oil field. Para­
graphs (b) and (c) extend the definition, in certain circumstances, to 



include a person who has ceased to be a licensee; this enables the PRT 
charge to continue in respect of the former licensee’s final disposals 
and appropriations of his share of oil from the field, and for the re­
covery of the last provisional expenditure allowance made to him.

Subsection (2) explains references to the use of an asset in connec­
tion with an oil field.

Subsection (3) provides that anything done in connection with an 
area which is subsequently determined as an oil field, or in connection 
with oil won from that area, shall be construed, as regards the first 
chargeable period, as having been done in connection with the oil field 
or with oil won from the oil field.

Subsection (4) provides that, in general, references to the Secre­
tary of State (who is responsible for licensing in Great Britain and 
on the continental shelf) shall be construed, in relation to licences in 
Northern Ireland, as references to the Department of Commerce 
(which is responsible for licensing there).

Part II: Provisions Relating to the Extraction of Petroleum in 
the United Kingdom or a Designated Area

Part II of the Bill contains the provisions for the corporation tax 
“ring fence”, which will apply to accounting periods ending after 
11 July 1974 (except for Clause 12, which will apply to distributions 
after 19 November 1974); and for the deduction of PRT in computing 
profits for corporation tax.

the ring fence

The purpose of the ring fence is to prevent the corporation tax yield 
on United Kingdom oil production profits from being reduced by the 
set-off of losses and capital allowances from extraneous activities. The 
ring fence will operate in one direction only; it will not prevent any 
losses and capital allowances attributable to United Kingdom oil and 
gas production from being set off against non-North Sea profits where 
the normal corporation tax rules provide for this. Clause 9 deals with 
the set-off of losses and capital allowances; Clause 10 applies the PRT 
market value rules in computing ring fence income. Clause 11 deals 
with interest paid, and Clause 12 with advance corporation tax.

. Clause 9 introduces the “ring fence” for “North Sea” profits. It pro­
vides that profits from oil extraction in the United Kingdom, its ter­
ritorial waters and its continental shelf are to be treated as arising 
from a separate trade (see Clause 14(1) for definitions of “oil” and 
related terms). These profits will not be eligible for the set-off of re­
liefs (including group relief) and allowances from other activities. 
The clause is effective for accounting periods ending after 11 July

Subsection (I), read in conjunction with the definitions in Clause 
14(1), treats as a separate trade the activities of a person, who has 
rights to win United Kingdom oil, in extracting the oil and trans­
porting it (in the case of offshore oil) to the United Kingdom, or of 
having it extracted and transported on his behalf (ring fence activi­
ties) . Income from oil rights, for example overriding royalties, is also 
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included in the fence. Contractors, however, are not within the scope 
of the clause.

Subsection (2) provides that trading losses (including losses attrib­
utable to trading capital allowances) may not be set against ring fence 
income unless the losses arise from ring fence activities.

Subsection (3) similarly provides that no relief is to be allowed 
against ring fence income for non-trading capital allowances, except 
(subsection (4)) capital allowances used by an associated company in 
its ring fence activities.

Subsection (5) provides that no group relief (Section 258 of the 
Taxes Act) is to be allowed against ring fence income of the claimant 
company, except to the extent that the relief consists of a loss incurred 
by the surrendering comapny in ring fence activities.

Subsection (6) provides for subsection (1) to apply to the computa­
tion of profits for accounting periods ending after 11 July 1974; the 
remaining rules apply to any claims for relief for accounting periods 
ending after that date.

Clause 10 supplements Clause 9 by providing that the special provi­
sions in the PRT code for defining arm’s-length transactions and for 
determining market value are also to apply as regards the ring fence; 
so that, for example, oil appropriated to refining by a licensee will be 
valued on the same basis for PRT and for the nng fence.

Subsection (7) provides for this as regards oil disposed of by li­
censees otherwise than at arm’s-length, and subsection (£) as regards 
appropriations.

Subsections (3) to (5) make similar provision for oil disposed of 
otherwise than at arm’s-length by persons other than licensees.

Subsection (6) excludes transactions to which the clause applies 
from the operation of Section 485 of the Taxes Act (sales etc. at under­
value or overvalue).

Clause 11 is concerned with charges on income (interest etc.); under 
the normal corporation tax rules these are allowable against a com­
pany’s profits from all sources.

Subsection (1} applies the clause to accounting periods ending after 
11 July 1974.

Subsection (2) provides that no interest shall be allowable against 
ring fence income except to the extent that it is payable in respect of 
money which:

(i) Can be shown to have been borrowed from a lender (who 
is not an associated company) specifically for expenditure in­
curred in ring fence activities; and

(ii) Is secured on assets used in or to be produced by such 
activities.

Subsection (J) provides, however, that where interest is paid to an 
associated company to reimburse the interest which the associate pays 
on money borrowed as described in (2), the interest paid to the associ­
ated company can be allowed against the paying company’s ring fence 
income.

Subsection (4) provides that charges on income other than interest 
(e.g. annuities or other annual payments) paid to an associated com­
pany shall not be allowed against ring fence income.
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/ aPP^es the ring fence principle to advance corporation tax
(ACT). The clause provides that where a company makes a distribu­
tion to an associated company, it shall not be able to set off ACT on 
that distribution against the corporation tax on its own ring fence 
income. (It will.be free to make the distribution to the associated 
company, without accounting for ACT at all, under the normal corpo­
ration tax rules.). ACT on distributions made otherwise than to an 
associated company will remain eligible for set-off against corporation 
tax on ring fence income (or any other income) under the normal 
corporation tax rules.

Subsection (7) applies the restrictions imposed by this clause to all 
distributions payable after 19 November 1974.

Subsection (2) provides that ACT paid in respect of a distribution 
made by a company to an associated company shall not be set against 
any liability to corporation tax on ring fence income. This rule is to 
aPPv both as regards a set-off against corporation tax on income of 
the company making the distribution, and as regards a set-off against 
corporation tax on the income of any company to whom the distributing 
company may surrender its ACT under the corporation tax rules.

Subsection (3). Under the general corporation tax rules there is a 
unit on the amount of ACT which may be set off any accounting 

period; the limit is the amount which, with the dividend to which it 
relates, equals the whole of the taxable income of the accounting 
penod The same principle is applied by subsection (3) to the new 
rule m the clause. The following examples illustrate this:

(i) The normal corporation tax rule:
A Ltd. has income----------------------------------£100 000
Corporation tax_____________________ __ §2 qqq

Net------------------------------------------------- 48,000
The maximum ACT that may be set off is £33,000, i.e., the ACT 
on a gross" distribution of £100,000, so that if A, drawing on 

of more than £^,000 (on whichApT is the ACT on the excess will be surplus.
(n) Application to the new rule as provided in Clause 12: A has 

ring fence income, £60,000; other income, £40,000; and 
corporation tax, £31,200; corporation tax, £20,800.

Ihe maximum corporation tax against which ACT on a distribu- 
ti°n to an associate is to be set, under Clause 12, will not be £20,800 
but £ 13P00 (applying the normal corporation tax rule), taking 
a distribution of £40,000 on which ACT is £13,200.

Clause 13 provides for the PRT payable by a participator in an oil 
held to be deducted in computing, for corporation tax, his profits 
from United Kingdom oil production.

Subsection (1) provides for the PRT for a chargeable period to be 
deducted in computing, for corporation tax, the profits of the account- 

period in which (or at the end of which) that chargeable period 
ends.

Subsection (2) provides for appropriate adjustments of the corpo­
ration tax liability if any of the PRT is subsequently repaid.

will.be
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(ty provides a further relief, to take account o.f the fact 
tnat the reduction m the corporation tax payable, as a result of the 
deduction of PKT in computing profits, will in some cases diminish 
the amount of advance corporation tax (ACT) which the company 
can set against its mainstream corporation tax. In such a case, the 
company is to be allowed to claim repayment of the Act which, because 
of the deduction of PRT, it is unable to set against corporation tax, 
instead of having that amount of ACT carried forward under the 
normal corporation tax rules.

Clause 14 defines certain terms for the purposes of Part II.

Part III: Miscellaneous and General

Clause 15 provides for changes in the existing corporation tax rules 
in respect of transfer-pricing, so far as they affect petroleum com­
panies.

Subsection (1) provides for the changes set out in Schedule 8 to 
apply to transactions entered into after 31 December 1972; and also 
to any earlier transaction carried out wholly or partly after that date, 
unless carried out within 12 months of the date on which it was en­
tered into.

Subsections (£) and (3) provide that any question on transfer­
pricing arising on an appeal by a petroleum company for a chargeable 
period beginning after 31 December 1972 is to be determined by the 
Special Commissioners.

Clause 16 provides for interpretation and construction of the Bill. 
Schedule 1 provides machinery for the determination of oil fields. 
Paragraph 1 defines an oil field as an area determined as such by the 

appropriate authority; the appropriate authority is the Secretary of 
State for Energy, or the Department of Commerce for Northern Ire­
land, or both, as appropriate.

Paragraph 2 provides for the appropriate authority to give notice 
of a proposed determination to the licensees concerned, and to make 
a conclusive determination after considering any representations re­
ceived.

Paragraphs 3 and 4 provide for the form of the determination and 
for notice of it to be given.

Paragraph 5 provides that amended determination can be made 
under the same procedure.

Schedule 2 sets out the machinery for the management and collection 
of PRT.

Paragraph 1 applies to the tax certain provisions of the Taxes Man­
agement Act, modified where necessary.

Paragraph 2 requires each participator in a field to make a return 
within two months of the end of each chargeable period (half-year), 
giving details of his disposals and appropriations of oil, and of roy­
alty and other payments under his license.

Paragraph 3 provides for penalties where the participator’s return 
is not made within the time allowed.

Paragraph 4 provides for the appointment of a responsible person 
for each oil field, principally to make expenditure claims for the field 
under Schedule 5, and {paragraph 5) to make a return within one 
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month of the end of each chargeable period giving details of the oil 
won from the field and its allocation to the participators.

Paragraph 6 provides for penalties where this return is not made 
within the time allowed.

Paragraph 7 enables the Board to obtain further information about 
the oil field, or the oil produced from it, from a participator or from 
the responsible person.

Paragraph 8 provides for penalties where the participator, or the 
responsible person, makes an incorrect return or gives other incorrect 
information, either fraudulently or negligently.

Paragraph 9 provides that where a person makes an incorrect return 
neither fraudulently nor negligently, and subsequently discovers the 
error, the return shall be treated as negligently made unless he reme­
dies the error.

Paragraph 10 provides for the Board to make assessments to tax, 
determinations of losses, and determinations that neither taxable prof­
its nor allowable losses have arisen, and notify the participator.

Paragraph 11 requires the Board, where they are satisfied with a 
participator’s return, to assess in accordance with it, and enables esti­
mated assessments to be made in other cases.

Paragraph 12 enables the Board to make amending assessments or 
determinations.

Paragraph 13 provides for PRT to be payable four months after 
the end of the chargeable period to which it relates, or 30 days after 
the issue of the notice of assessment if that is later. No PRT, how­
ever, is to be payable before 30 April 1976.

Paragraph !!> provides for appeals to the Special Commissioners 
against assessments or determinations (there is a further right of ap­
peal to the Courts under Section 56 of the Table in paragraph 1); 
and for the amount of tax which can be withheld pending determina­
tion of an appeal. The basic rule is that the participator may with­
hold tax on the amount by which the amounts included in the assess­
ment exceed the amounts shown in his return (subparagraph (3)). In 
making this calculation, however, there is to be substituted for any 
market values shown in the participator’s return the average price 
(if higher) for all arm’s-length disposals by all licensees in the pre­
ceding chargeable period (subparagraphs (4) to (7)).

Paragraph 15 provides for interest at 9 per cent to be charged on 
PRT from four months after the chargeable period to which the tax 
relates up to the date of payment.

Schedule 3 contains miscellaneous provisions for PRT.
Paragraph 1 defines a sale of oil at arm’s-length; if oil is disposed 

of by a participator otherwise than in such a sale, the market value 
of th^oil, instead of the price receivable, is brought into his profit

Paragraph 2 lays down rules for determining the market value of 
oil. Under subparagraph (2) the oil is assumed to be sold under a 
contract with a willing buyer, covering (subject to the modification 
below) the whole of the oil which has to be valued at that time; and 
providing, in the case of onshore oil,, for delivery at the wellhead, 
and in the case of offshore oil, for delivery at the nearest reasonable 
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place onshore. The rule in subparagraph (2) is modified where not all 
of the oil disposed of by the participator in a chargeable period, 
otherwise than in sales at arm’s-length, was disposed of to the same 
person. In such a case, the assumption that the contract covers the 
whole of the oil which has to be valued at that time is to be applied 
separately to the whole of the oil disposed of to any one person (sub­
paragraph (3)).

Paragraph 3 provides for disputes as to the field from which oil has 
been won to be determined, as appropriate, by the Secretary of State, 
or the Department of Commerce (Northern Ireland), or both jointly.

Paragraph 4 provides for certain cases where a licensee’s interest in 
a field is in effect assumed by an associated company. In such cases 
the associated company will be treated as a participator, and will be 
chargeable to PRT accordingly, as though he were the licensee; but 
if he fails to pay the tax (or any interest) it can be collected from the 
licensee.

Paragraph 5 provides for cases (other than those falling within 
paragraph 4) where a proportion of a licensee’s share in a field has 
been acquired by some other person. In such cases, the licensee (the 
participator) is to be treated as having disposed of that part of the 
oil to the other person otherwise than in a sale at arm’s-length, so that 
the market value of that oil will be included (under Clause 2(5) (b)) 
in the computation of the participator’s assessable profit for the 
chargeable period in which it is delivered, whether delivered to that 
other person, or to some third person (subparagraphs (2) and (3)). 
Under subparagraphs (4) and (5), however, the participator may 
claim that there shall be substituted for the market value of the oil, in 
the computation of his assessable profit, the amount realised by the 
other person in sales of the oil, crude, at arm’s-length, provided that 
the claim extends to all the oil sold by the other person at arm’s length.

Paragraph 6 provides that oil won offshore shall be excluded from 
opening and closing stocks, in the computation of assessable profit, 
while in transit to the point of first landing in the United Kingdom.

Paragraph 7 provides that for the purposes of PRT expenditure 
shall be left out of account so far as it is met by the Government or by 
any other contributor, except as regards Government grants for devel­
opment areas.

Schedule 4 contains provisions supplementary to the expenditure 
rules in Clauses 3 and 4.

Paragraph 1 provides that a person’s expenditure on an asset is not 
allowable for an oil field if expenditure previously incurred by another 
person in the acquisition of an asset is allowable for that field. If, for 
example, one participator in a field acquires the asset, and the cost to 
him is allowable, any amount paid to him by another participator in 
the field for the asset (or an interest in it) will not be allowable. The 
same rule is to apply, with the necessary modifications, to other pay­
ments, such as payments for hiring or for services.

Paragraph 2 provides that where a person has incurred expenditure 
in acquiring an asset from a connected person, the amount of his ex­
penditure is to be regarded, for Clauses 3 and 4, as not exceeding the 
cost of the asset to the connected person—or, where the asset has been 
transferred, through a series of connected persons, the cost in an ac-
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quisition otherwise than from a connected person. This rule, like para­
graph 1, is to apply, with the necessary modifications, for other kinds 
of payment.

Paragraph 3 restricts the expenditure which would otherwise be 
allowable for an oil field which was producing oil in commercial quan­
tities before 13 November 1974 (deliveries of oil before that date are 
excluded from PUT—Clause 2(5)). Expenditure incurred before that 
date is to be allowable only to, the extent that:

(a) It falls within Clause 3(1) (a) to (c) ;or
(b) It was incurred on an asset which was used for the field 

on or after that date.
Paragraph 4 provides that where a long-term asset is disposed of 

for valuable consideration, within two years of permanently ceasing 
to be used for the field, by a participator or a person connected with 
him, a deduction shall be made from the expenditure allowable for the 
field on the claim for the claim period in which the consideration is 
receivable. The amount of the deduction is in proportion to the amount 
of the cost which was allowable for the field.

Paragraph 5 deals with receipts from the hiring-out of surplus fa­
cilities. Where a long-term asset is used to a substantial extent for an 
oil field in a claim period, and the participators (or persons connected 
with them) receive hire payments for the use of the asset for other oil 
fields (that is, oil fields within the scope of PRT), the use for the other 
fields is to be treated as use for the first field (so that the cost will be 
wholly allowable for that field); but the total allowable expenditure 
for that field will be reduced by the amount of the hire receipts.

Paragraph 6 provides for the case where the total expenditure allow­
able for a field in a claim period is insufficient to cover all the amounts 
that have to be deducted from that expenditure under any of the fol- 
lowinng provisions:

Cla use 4(9) (reduction of previous allowance for long-term 
asset);

Paragraph 4(1) (disposal of long-term asset for valuable con-* 
sideration); and

Paragraph 5(2) (hire receipts).
The excess amount is to be apportioned between the participators, and 
included in the computations of their assessable profit for the first 
chargeable period ending after the end of the claim period in question.

Paragraph 7 provides that insurance or compensation receivable for 
the loss or destruction of a long-term asset shall be treated in the same 
way as valuable consideration receivable on the disposal of such an 
asset (see paragraph 4).

Paragraph 8 provides that where a long-term asset is acquired 
jointly by the participators in two or more oil fields, Clause 4 shall 
be applied to each of those fields without regard to the use of the 
asset for the other oil fields; thus the participators in each of the 
oil fields will be able to obtain a full allowance for the cost of their 
share in the asset.

Schedule 5 sets out the machinery for claiming expenditure allow­
able for an oil field. The responsible person for the field makes a 
claim for the expenditure for the whole field; each participator’s share 
of the expenditure is then deducted in his own PRT computation.
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Paragraphs 1 and 2 provide for expenditure to be claimed for claim 
periods of six or twelve months (at the option of the responsible 
person). Each claim must state how much of the expenditure is claimed 
to qualify for the 50 per cent uplift, and how the expenditure is al­
located between the participators (paragraph 2(3)); and must also 
give information for the recomputation, under Clause 4, of the allow­
ance for long-term assets previously acquired (paragraph 2(4)). 
Expenditure incurred by a, person before he became a participator 
must be included in the claim for the period in which he became one 
(paragraph 2 (2)).

Paragraph 3 provides for the Board to notify the responsible per­
son of the amount agreed as allowable on the claim (and of the amount 
qualifying for uplift); successive notifications may be issued on a 
claim.

Paragraph 4 provides that where the information needed for re-
•mputing the allowance for long-term assets is not given within thecomputing______

• —' _ ■ । ■ ■_rr_rA ¥ VyAX __  ,

time allowed, the Board can make estimated adjustments.
Paragraph 5 enables the responsible person to appeal to the Special 

Commissioners against the Board’s decision or decisions on a claim, 
but not earlier than six months, or later than three years, after the 
claim was made; and paragraph 6 enables an appeal to be settled by 
agreement.

Paragraph 7 provides the machinery for the adjustment of an as­
sessment or a determination, and for the repayment of tax with 
interest, where the Special Commissioners determine that part or all 
of the expenditure in dispute is allowable.

Paragraph 8 provides similar machinery as regards a subsequent 
determination by the Courts; and also provides for the payment, 
with interest, of any additional tax resulting from the Court’s 
cictormination.

Schedule 6 provides the machinery for a participator to claim for 
abortive exploration expenditure incurred by him, or a company in 
his group, against any subsequent PRT assessment or determination 
made on him.

Paragraph 1(3} applies parts (including appeals) of the claim 
procedure for the allowance of field expenditure to abortive explora­
tion expenditure, modified where necessarv (for example, the claim 
!S to be made by the participator and not the responsible person).

< chedule 7 provides the machinery for a participator to claim for 
abortive development expenditure incurred by him, or a companv 
in his group, against any subsequent PRT assessment or determina­
tion made on him.

1 provides that the responsible person for a field mav 
refer to the Board a claim for the field to be classified as an abandoned 
oil held where production of oil has permanently ceased without 
reaching a significant amount (i.e., the amount in Clause 1(4))

“ •w“i *" St-
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Paragraph, 4 provides the machinery for a participator to claim his 
share of the expenditure on an abandoned oil field, against his profits 
from another field; and, like Schedule 6, applies (in subparagraph 
(3)) parts of the claim procedure for the allowance of field expendi­
ture to abortive development expenditure, with any necessary 
modifications. J

Schedule 8 strengthens the corporation tax rules governing transfer­
pricing (Taxes Act Section 485) in their application to petroleum 
companies.

Under paragraphs 1 and 2 a company is a petroleum company if it 
carries on any of the specified types of activity; these include (1(b) 
and 2(f)) the transportation of petroleum for an associated company.

Paragraph 3 widens the scope of Section 485, for petroleum com­
panies, by removing the normal requirement that one of the parties to 
a transaction must be resident outside the United Kingdom if the sec­
tion is to apply. The paragraph will apply if, as regards at least one 
of the parties, the transaction is part of an activity which (a) gives 
rise to tax credit relief for overseas tax, or (b) is an activity of explor­
ing or exploiting the United Kingdom territorial sea and continental 
shelf. In practice, the application of (b) will be limited, in view of 
the special corporation tax transfer-pricing rules for United Kingdom 
oil production which are set out in Clause 10, and which override Sec­
tion 485.

Paragraph provides that where both parties to a transaction are 
resident in the United Kingdom (that is, a case within paragraph 3), 
and the Board direct that Section 485 is to apply so as to correct the 
price of the transaction in the tax computation of one party, the direc­
tion may extend the correction to the computation of the other party.

Paragraph 5 further widens the scope of Section 485 by removing, 
in certain cases, the requirement that the two parties to a transaction 
must be under common control if the section is to apply. The cases in 
question are those where at least one of the parties is a petroleum com­
pany, and either (a) the sale is part of a series of transactions which 
affect the terms of the sale, or (b) the buyer of petroleum, and any as­
sociated companies, own 20 per cent or more of the ordinary share 
capital of the company owning the extraction rights.

Paragraph 6 lays down special rules for determining the arm’s- 
length price of petroleum or petroleum products, for Section 485, on a 
sale where at least one of the parties is a petroleum company.

(a) It is to be assumed that the terms would have been such as to 
yield a reasonable profit from such transactions over a reasonable 
period;

(b) Artificial pricing rules laid down by foreign governments are to 
be ignored;

(c) If the transaction was part of a series, that the other transac­
tions in the series would not have affected it; and

(d) In the case of a long-term contract, that the sale was only for 
property delivered in the accounting period.

Paragraph 7 provides definitions; inter alia ((2)(c)) it extends 
certain of the preceding rules to transactions other than sales of 
property. o
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