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1 Introduction

1.1 About this article

This article gives an overview of the Norwegian Petroleum Tax System – to a certain degree compared with tax​ation of other business activities income and financial income in Norway. 
Unless otherwise stated, the discussion in this article relates to the Norwegian tax laws as in effect and applicable to the tax year 2005.
The petroleum tax system is a part of a system where it is necessary to focus on the total burdens of the oil producing and pipeline transport companies – the somewhat imprecise expression «total government take» is often used in this respect. This article will deal with income taxes only. Other burdens, like the royalty and the CO2-tax will not be included.
The Norm Price is an important part of the Norwegian Petroleum Tax system.
 The admin​istration of this price evaluation system is split between the Norm Price authorities (Petro​leum Price Board) who stipulate the Norm Prices and the tax authorities who apply such prices in assessing taxable income. The rules for stipulation of the Norm Price will not be discussed in detail in this report. The practice of the Norm Price authorities in assessing the Norm Price will not be discussed in this report.
There have been several changes in the Petroleum Tax Act (”PTA”), based on the price changes in petroleum and changes in the development prospects in the industry. The oil exploitation activity on the Norwegian Continental Shelf is now in a harvesting phase in which the authorities specially focus on stimulating new exploration projects, enhanced production from smaller fields and tail production. 

It might be of help reading this article to know that acts or amendments to acts in Norway as a general rule are made this way: The responsible Ministry makes a proposal to «Odelstinget» («Odelsting​sproposisjon» or «Ot. prp.») which is a chamber of the parliament («Storting»). The «Odelsting» makes a report to the other chamber, the «Lagting («Innst. O.»). If accepted by the Lagting, the pro​posal will be an act when the King (Government) has given his (its) sanction. The resolution on national taxes, which has to be made every year, is stipulated by the united Storting.

1.2 The relationship between the Petroleum Tax Act and the     General Tax Act

Income from petroleum production on the Norwegian Continental Shelf and pipeline trans​portation of petroleum produced from the installations in this area, is taxed according to the Petroleum Tax Act of June 13, 1975 no. 35 (PTA). The PTA is, however, based on the Gen​eral Tax Act of 26 March 1999 (GTA) and other general tax legislation, and the regulations in this legislation (GTA included) apply to the taxation of income from «exploitation» and «pipeline transportation» unless otherwise is stated in the PTA, cf. Sec. 8, paragraph 1 which has the following wording:
«The provisions of the general tax legislation apply, except as otherwise provided in this Act.»

This principle is also expressed in PTA Sec. 2, paragraph 1, first sentence:
«The tax on capital connected with, and on income derived from, activities and work set forth in Section 1 above, shall be assessed according to the general legislation concerning the taxation of capital and income, though subject to the exceptions set forth in this Act and the resolutions of the Storting concerning national taxes.»

The expression «Petroleum Tax Regime» in this article means the rules in the PTA and gen​eral tax legislation which apply to income from «exploitation» and «pipeline transportation» off​shore. The expression «General Tax Regime» in this report means the rules in the general tax legislation which apply to other income subject to taxation in an onshore tax district, i.e., income from other business activities, capital gains (outside petroleum and pipeline activities) etc.
2 Scope of the Petroleum Tax Act

2.1 Introduction

By the PTA 1965,
 Noway expanded its tax jurisdiction to cover exploitation of subsea deposits on the Continental Shelf – such activities were for tax purposes to be regarded as activities performed in the territory of Norway.
 
By the PTA Norway expanded its tax jurisdiction further by including exploration, related activities (pipeline transportation included) and related work. It is a condition that the activity or work is performed within the geographical scope of the act, which is discussed in item 2.3 below.

2.2 The functional scope of the PTA

2.2.1 What kind of activities or income sources is covered by the PTA?

The PTA applies to taxation of the following activities:

1. exploration for sub sea petroleum deposits,

2. exploitation of sub sea petroleum deposits,

3. pipeline transportation of petroleum produced,

4. treatment of petroleum in facilities used for exploitation or transportation of petroleum within the geographical scope of the PTA
,

5. activities related thereto, and

6. work related thereto.

The functional scope of the PTA can be illustrated like this:
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Explanation: As shown in the illustration above, the scope of the PTA is broader than the scope of the Special Tax which only covers «exploitation» and «pipeline transport». Related activities might have a direct or indirect connection to exploration, exploitation, related activities or work. All workers employed by a taxpayer who conducts the above-mentioned activities, will be within the scope of the PTA.

Pipeline transportation may be conducted as a separate activity or be considered a part of exploitation activity, depending on the facts. If the licensee
 of the deposit acquires a pipe​line to transport its production only, the activity will be considered to be exploitation. If a pipeline is owned by a separate entity transporting petroleum produced by others, this is in the PTA defined as a separate transportation activity (which is a kind of «related» activity regarding the PTA Sec. 1). An example of the latter is Norpipe AS which owns the Ekofisk-Teesside and Ekofisk-Emden pipelines and transports oil/gas produced in the Ekofisk area.

Exploration may be conducted as a separate activity or be considered a part of exploitation activity, depending on the facts. A licensee will get a deduction for all exploration expenses from production income because these expenses are accrued in carrying out the production activities. If exploration activities are carried out by a separate company with no interest in the production of explored petroleum deposits, i.e. a company owning and operating a drill​ing rig, the income will be accrued from a separate exploration activity. However, such activities will also have the character of «related» activities, i.e. related to exploita​tion activities.

«Activities related thereto» covers all kinds of sub-contractors rendering various kinds of services to licensees during exploration, construction of offshore facilities or running such facilities. The same will be the case if a company renders service to a pipeline transportation company or a company carrying out exploration activities.

There is no limit in the chain of sub-contractors: The PTA covers a sub-contractor within the scope, their sub-contractors (sub-sub-contractors) etc.

«Work related thereto» covers all employees of a company carrying out any business men​tioned above, i.e. «exploration», «exploitation», «activities related thereto» includ​ing pipeline transport. – The PTA applies to work performed within the geographical scope of the act only.

2.2.2 Petroleum deposits

The term «petroleum deposits» means:
«…mineral oil resources and related hydrocarbons and gases found underground in a natural state, as well as other substances, including sulphur, which are obtained in connection with the exploitation of petroleum deposits».

2.2.3 Petroleum produced

It was previously assumed that the term [pipeline transportation of] «petroleum produced» meant petroleum produced within the geographical scope of the PTA (Norwegian Conti​nental Shelf).
 The PTA was later amended, and it is now clear that even pipeline transpor​tation of foreign-produced oil through a pipeline within the geographical scope of the PTA, will be subject to taxation according to the act.

2.2.4 Is there any difference between the various activities covered by the PTA?

There is a clear distinction between «exploitation of subsea petroleum deposits» and «pipe​line transportation of produced petroleum» on the one hand and «activities related thereto» and «work related thereto» on the other.
The special tax and most of the special rules in the PTA only apply to «exploitation» and «pipeline transport». In other words only income from these activities is subject to the spe​cial tax and the other rules in the PTA applicable to such activities.

The PTA might be characterized as part of an income sharing instrument with a clear pur​pose to secure the Norwegian state a reasonable share of the profit of exploitation of the sub sea petroleum deposits including pipeline transportation of produced petroleum.

For other kinds of activities, «related» work included, the main purpose of the act is to secure Norwegian tax jurisdiction of foreign companies and workers carrying out the above-mentioned activities or work.

2.3 The geographical scope of the PTA
As mentioned in 2.1 above, the activities have to be conducted and the work performed within the geographical scope of the PTA which is:
«a) within Norwegian internal waters, Norwegian territorial sea and on the Conti​nental Shelf, 

b) within adjacent sea areas to the degree the petroleum deposits in question extend beyond the median line between Norway and another state, but limited to the extent Norway has reserved the right to exploit such depos​its under an agreement with the other state»,

«c) outside Norway or the sea areas referred to in subsection a), above, as regards the transport of petroleum to land, and activities and employment related thereto, to the extent Norway has a right to impose such taxation according to international law or under an agreement with the other state involved»,

«d) within Norway when transport of petroleum by pipeline from areas men​tioned in subsections a), b) or c), above, is concerned and other activities within landing and shipping facilities connected to exploitation and pipe​line transport of such petroleum. »

The areas mentioned in b) refer to fields with a unitization agreement between Norwegian and foreign licensees, e.g., the Frigg-Field, Statfjord-Field and Murchison-Field.
The PTA has no definition of what connection the activity must have to the geographical areas mentioned in Sec. 1. Probably the same criteria would be applied as in the GTA when deciding whether an activity has been conducted in the «state» of Norway. Conducting an activity in the «state» of Norway is one condition for application of Norwegian tax jurisdic​tion to foreign entities.

3 Tax levied in the Shelf Tax District and the Onshore Tax District

3.1  Tax rates

The following illustration will give an overview of taxes levied on income subject to taxation in the Shelf Tax District and the Onshore Tax District:
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The Special Tax (50%) is a specific tax levied on petroleum production, etc., only, i.e. taxes on net income from «exploitation» and «pipeline transportation» (Shelf Tax District). The Special Tax rate as well as other tax rates are determined each year inn the SRNT.

The 28% state tax is levied on income from petroleum production, etc. (Shelf Tax District), but does also apply to other taxpayers with no activities offshore.

Ordinary income tax (28 %) is not deductible from income subject to Special Tax. The Special Tax is not deductible from the tax base subject to other income taxes.
3.2 Assessed taxes – 1998-2003

The oil taxation office reported total petroleum revenues on «exploitation» and «pipeline transport» in the period 1998-2003 as shown in the diagram below:
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As can be seen from the foregoing table, each of the taxes contributed significant revenues to the Norwegian State. 

The taxes levied should further be evaluated together with the rules for computation of income, the various deductions like depreciation, the uplift, etc. Both from a company and governmental view – it is the total economic effects of the system which is important. 
3.3  The reason for introducing the Special Tax

A central governmental view on the tasks of the Petroleum Tax System is expressed in the preambles to the PTA:

«In considering what share of the produced value should accrue to the public sec​tor, it is natural to start with the recognition that the petroleum production on the Continental Shelf is the exploitation of natural resources which are the property of the Norwegian State. Both the question concerning the exploitation and allocation of these resources and the formulation of a tax system must be based on this fact. »

The main purpose of the Special Tax – which increased the marginal tax rate on income derived from «exploitation» and «pipeline transportation» substantially, compared to onshore business income – was to secure the Norwegian State a reasonable share of the revenues from the exploitation of natural resources belonging to the State, cf. the following statement in the preambles:

«In the opinion of the Government, a greater part of these additional earnings should accrue to the Norwegian society than the share provided on the basis of current tax rules. It must also be taken into consideration that this relates to income from the exploitation of natural resources which are the property of the Norwegian State. The Government therefore proposes the introduction of a special tax on income from petroleum production and pipeline transport. »

As shown by the quotations above, there is no doubt that the introduction of a Special Tax had a close connection to the taxpayers’ license interests. The profitability of petroleum licenses increased substantially because of the increases of oil prices in the early seventies. By introducing the Special Tax, the Government made a redistribution of the revenues from the oil production offshore between the oil producing companies on the one hand, and the Norwegian State on the other. 
As the Special Tax is a tool for sharing the petroleum revenues between the owner of the deposit and the producer, it might be expected that the Special Tax rate will be changed when the profitability of the petroleum production offshore increases or decreases. This has been the case in Norway.

 The following has been expressed by the Finance Committee of the «Storting»: 

«The majority wishes at the same time to reiterate the view that has reigned so far, that substantial changes in the real price of petroleum – whether up or down – will mean that there may be a new need to make changes in the taxation rules. »
 

3.4  Special Tax base

The Special Tax is levied on net income derived from «exploitation» and «pipeline transportation» only. The income subject to this tax is calculated according to the PTA Sec. 5, paragraphs 2 & 3.
The special tax base is income from operations which constitutes the basis for assessment of ordinary income tax with the following corrections:

1) Add loss from onshore activities distributed to the Shelf District in accordance with PTA Sec. 3, c), second subsection.

2) Add deducted contributions according to GTA 6-42
 

3) Subtract deduction for uplift.

Received dividends are not mentioned in the PTA Sec. 5, paragraph 2, but such income will not be considered as income derived from «exploitation» and «pipeline transport» even if the shares have a close connection to the offshore activities, e.g., Phillips shares in Norpipe AS.
 After the Tax amendment in December 2004 dividends received are not taxed if the receiver is a company (the so called “tax exemption method”). 
 The distributing company will not get any deduction for the dividends, and the effect is that the dividend is taxed on the hands of the distributing company.

3.5  Tax Payment

3.5.1 Petroleum taxes
Taxes on income derived from «exploitation» and «pipeline transport» and the special tax 50 % has to be paid according to the PTA Sec. 7 – as instalment tax. These rules apply to all kinds of income taxes levied on such income, i.e. allocated to the Shelf District (28 % tax on ordinary income and the Special Tax included).
The instalment tax arrangement is to the effect that taxes expected for the whole income year are to be paid by instalments twice a year, being Oct. 1 of the income year and April 1 of the subsequent year.
 The instalments are determined by the Oil Taxation Office.
 If the income is earned equally through the year and the instalments are correctly estimated, the payment of taxes is deferred an average of 6 months from the time the income was earned.

The two instalments are to be equal
 and should, theoretically in sum, correspond to total taxes assessed. The estimate of the first instalment is often based on rather uncertain calcu​lations – the income earned in the subsequent period of the year – and it may be necessary to correct errors made in the first instalment. The second instalment may be increased or reduced.

Interest is to be paid – or an interest allowance is to be made – if the second instalment deviates from the first. These interest regulations are designed to ensure that it would not be profitable for the taxpayer, or for the authorities, to have a shift in the payment of the sec​ond instalment.
The instalment tax amounts are settled by a final assessment in the second half of the year following the income year (assessment year). The balance, if any, is due for payment three weeks after the assessment has been presented.29 The taxpayer is liable to pay interest on the balance from January 1 in the assessment year to the time of settlement.
 Correspond​ing interest rules apply if the assessed total tax is less than the instalment paid.
 
The Tax Collectors in Oslo [«Oslo Kemnerkontor»] administers the payment of taxes according to PTA Sec. 7, and payment should be made to a special account in the National Bank of Norway («Norges Bank»).

3.5.2 Ordinary income in the Onshore Tax District

Companies pay their taxes according to the Tax Payment Act [TPA] Sec. 27.
 The Local Tax Office determines a pre-tax («forhåndsskatt») in two instalments due to be paid February 15 and April 15 in the assessment year.33 Each pre-tax instalment should, as a general rule, be calculated as 1/4 of the assessed tax at the last assessment. After the assessment, the tax balance («resterende skatt»), as a main rule, is due to be paid Sept. 15 and Nov. 15 in the assessment year, i.e., the year after the income year. 
 If the assessed or paid pre-tax instalments exceed half of the total assessed taxes, the taxpayer has an interest claim on the difference.

If the pre-tax instalments equal 1/2 of the total assessed taxes, the tax payment would – as an average – take place 12 months after the income is accrued.
3.6 Competent authorities – Shelf Tax District and Onshore Tax District
3.6.1 Licensee – income in the Shelf Tax District and the Onshore Tax District
The tax jurisdiction in the Shelf District/onshore district(s) may be illustrated like this:
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Income derived from «exploitation» and «pipeline transportation» is allocated to the Shelf Dis​trict and taxed by the oil taxation authorities – Oil Tax Office (OTO) with the Oil Taxation and Appeal Boards.
 The assessment on onshore income is administered by the local assessment offices, assessment boards and assessment appeal boards according to the Assessment Procedure Act [APA].

The Oil Taxation Board/Special Board of Appeal has (after an amendment in 1984)
 the authority to decide the allocation between the shelf dis​trict and all onshore municipalities. The onshore tax authorities are bound by this alloca​tion.

The taxpayer has to file an appeal to the Oil Tax Appeal Board before a court case can be filed. If the appeal decision is not made within one year after the expiry of the appeal limitations period, the tax payer has the possibility to bring the case before the courts.

3.6.2 Sub-contractors and workers

Sub-contractors and workers are taxed in the tax district where the person is living
 or the company has its head office.
 If a company or a person is liable to tax according to the PTA only – i.e. that the taxpayer has no connection to Norway other than the activity/work performed in the Shelf District – there are special rules for a tax district in PTA.
 These rules have been changed, and these taxpayers – and all other taxpayers with no permanent con​nection to Norway – are now taxed by the Central Tax Office for Foreign Affairs [«Sentral​skattekontoret for utenlandssaker»].
 There is a special Tax Assessment Board and a special Appeal Board for such taxpayers. But these tax authorities have no connection to the Oil Taxation Office and their boards and the taxation of income derived from «exploitation» and «pipeline trans​port». The Central Tax Office for Foreign Affairs was earlier a branch of the Oil Taxation Office [«Oljeskattekontoret avd. Sandnes»] situated in Sandnes. From January 1, 1990, this office was separated from the Oil Taxation Office and is now a separate tax office under the authority of the Tax Directorate.
 The Oil Taxation Office is under the authority of the Ministry of Finance.

4 The Scope of the Special Tax – what kind of activities is covered by PTA section 5
4.1  General Remarks

The Special Tax liability
 covers the following activities/income sources:

1) «Exploitation» [of sub sea petroleum deposit within the geographical scope of the act],

2) «Pipeline transportation» [of petroleum produced – within the geographical scope of the act],

3) Participation in a licensee’s petroleum production etc. Normally this will be a taxpayer having delivered services to a licensee (most practical financing exploration or development of a petroleum deposit) with a part of the net profit of the licensee’s activity as compensation.

4) Net financial income which according to Sec. 3 first paragraph d) second sub​section is allocated to the Shelf District.

The scope of the Special Tax liability has later been extended to cover:
 5)  «Treatment» of petroleum within the geographical scope of the act.

The core income and expenses incurred in «exploitation» and «pipeline transportation» are gen​erally clear: Petroleum sales revenues and the costs connected to the development and run​ning the production and transportation facilities in the Shelf District. 
The oil production and pipeline transportation activities offshore are complex, and the PTA does not in detail define what kind of income and expenses will be considered as «derived from such activities».
 This has to be decided by the degree of connection between the specific income or expense items and the exploration or pipeline transportation activity. This question has a parallel in the GTA deciding what kind of income or expenses are considered as derived from a specific (business) activity.
 
Since the terms «exploitation» and «pipeline transportation » are quite imprecise, there can be doubt whether a specific income or expense item outside the «core of business», has the suf​ficient connection to the activities offshore or not. If the answer is no, the income or expense item must be regarded as incurred when conducting another activity – i.e. con​nected to an income source subject to taxation onshore (since the main office is situated in an onshore municipality) or alternatively in a foreign country.
4.2  «Exploitation» and «Pipeline transport» – Appeal Board deci​sions
 

The scope of the Special Tax and the intepretation of the terms «exploitation» and «pipeline transportation » have been subject to several appeals. A brief description of several important appeal board decisions follows.

4.2.1 Transportation of foreign petroleum case

A satellite field in the Ekofisk area was owned by two groups of licensees (unitization agreement). The oil from the field was transported by pipeline to the Ekofisk-centre and treated there before transportation through the Norpipe-system to Teesside. One of the license-groups owned the pipeline between the satellite field and the Ekofisk-centre and charged the other group a tariff for the transportation and initial treatment. The taxpayer claimed that the owners of the facilities were sub-contractors for the other group of licensees, and that this income was derived from a separate business not connected to its petroleum production.
The Board of Appeal stated that several reasons were in favor of establishing less extensive limits deciding what kind of income which should be regarded as derived from «exploita​tion» and «pipeline transportation », than what follows from general tax practice regarding the «activity» criteria in the GTA Sec. 42, paragraph 1. In that particular case the Board found that the income from transportation and initial treatment of foreign petroleum, had a suffi​cient connection to the «sub-contractors´» own oil production. The income was therefore considered as derived from «exploitation» and «pipeline transportation » i.e. within the scope of the Special Tax.
4.2.2 Slop Oil case

Tankers arriving at Teesside were forced to load ballast water which was stored in tanks there. The oil was separated from the water and mixed with the Norwegian-produced oil. The facilities were owned by a separate UK company (Norpipe UK) which had no interest in the slop oil other than an entitlement to a handling fee. The Norwegian oil producer main​tained that the revenues from sales of the slop oil were a separate business outside the scope of the Special Tax.
The majority (3 members) reasoned that the slop oil sale was an integrated part of the land​ing of oil in Teesside, and regarded the income as a reduction of the producer’s costs of land​ing, storage, and exportation from the Teesside terminal. These costs were deductible from the Norwegian production income. The stated rationale was that when the Teesside costs were reduced, the consequence must be an increased profit in Norway. The income was regarded as inside the scope of the Special Tax.
The minority (2 members) argued that the income did not have a sufficient connection to the activities offshore.
4.2.3 Cash management case

An oil producer selling gas from the Emden terminal made short term loans or deposits in Germany to obtain the most appropriate handling of cash flow in connection with the pay​ment of various expenses in Germany/German currency. These expenses were deductible from production income in Norway. The company had a total net currency gain on these loans or deposits and maintained that this profit was derived from a separate «cash manage​ment» business.
The Special Appeal Board reached the conclusion that the income did not have sufficient connection to the company’s petroleum producing business. The income did not derive from «exploitation» and «pipeline transportation », and therefore had to be allocated to the main office municipality (outside the scope of the special tax). In my opinion, this ruling is a clear deviation from practice according to the «activity» criteria in the GTA. The term «exploitation and pipeline transportation » has, in other words, been interpretated in a more nar​row sense than the term «activity».
4.2.4 Gas Trading

A group of companies running production and transportation facilities on Ekofisk bought Valhall gas. The gas was delivered at the Ekofisk field and transported through the Norpipe system to Emden. The buyer acquired the gas at a price that was stipulated as a percentage of resale prices in Emden. The buyer maintained that it was conducting gas trading business outside his petroleum production activities.
The majority of the Special Board of Appeal stated that an ordinary gas trading business conducted by a non-producing company was outside the scope of the Special Tax. In this case, the gas trading business had in many respects a close connection to the buyer’s pro​duction activities and its control over the facilities offshore. The Board concluded that the activity was within the scope of Special Tax. One member stated that the gas trading busi​ness was subject to special tax because of the fact that the increase in value of the gas did take place within production and transportation facilities governed by the PTA-regime. According to this view, even a gas trader with no production activities offshore, would have been subject to Special Tax if he had bought the gas under similar circumstances. 
4.2.5 Shrinkage after the «Norm Price Point» – two cases

For oil shipped from the field, the Norm Price was stipulated «fob field». That meant that the Norm Price stipulated the value of the oil as if it had been sold «fob field». In two Appeal Board cases, a company sold oil with a free delivery at a North Sea port. For Norm Price purposes, the quantities were measured at the loading-point on the field. In these cases, the invoiced quantity was oil delivered to the buyer at the destination port. The com​pany claimed that the Norm Price rules in PTA Sec. 4 did not authorize taxation of a higher quantity of oil than that actually delivered. The company argued, alternatively, in the event the Board rejected this argument, that if it had to pay Special Tax on the quantities loaded at the field, it should get a deduction for a loss caused by the shrinkage during the transportation. This loss had to be regarded as derived from a separate (onshore) business.

The majority of the Oil Tax Appeal Board held that the Norm Price was to be calculated from the quantities passing the «Norm Price point», i.e. the point which is stated as delivery point in the relevant Norm Price resolution.

In the first case – regarding the taxpayer’s alternative argument – the Board held that the delivery of oil at a North Sea port could not be regarded as a separate activity. Therefore, the shrinkage could not constitute a deductible loss.   
The minority (one member) found that selling oil at another delivery point than what the Norm Price was based on should be regarded as a separate business. The differ​ence between the invoiced price and the Norm Price less expenses and shrinkage accrued after the Norm Price Point and the actual delivery point should be regarded as accrued by a business activity onshore.
The result of the second case was the same. The majority’s opinion was that since the Norm Price was stipulated «fob field», such price did take into consideration a normal shrinkage during transportation.
4.2.6 Shrinkage in storage tank in Rotterdam

Such shrinkage – which had occurred after the Norm Price Point (fob Teesside) – was assumed by the Oil Taxation Office to be non-deductible according to the regula​tions.
 The company accepted the result. In that case it could be questioned if the com​pany incurred such losses according to the established agreements.
4.2.7 Allocation of income between tax districts – The Statpipe case

Gas from the Statfjord and Heimdal field is transported in a pipeline system – Statpipe – to Kårstø in Norway (zone 1 and 6).  In a special onshore plant the NGL is separated from the gas (Statpipe zone 2 which is regarded as production facilities offshore for the owners, cf. PTA sec. 1 first paragraph d). The gas is transported to Emden by pipeline (Statpipe zone 4).  The NGL is fractionated at Kårstå (Statpipe zone 3), and this activity is regarded as an onshore production. The NGL fractions are exported from Kårstø by ship.
The Statpipe system is a separate entity owned by licensees, but the ownership does not reflect the use of the system – also third party petroleum is transported and processed in the system. There is a special tariff for the use of Statpipe which is cal​culated in the same manner for all zones. The purpose of the tariff system is to compensate the owners for all costs running the Statpipe system including depreciation of the facilities and a reasonable profit. The tariff system was proposed by the owners of Statpipe and later approved by the Ministry of Oil and Energy. Because of various reasons – mainly that the proposal was based on the fact that also income in zone 3 should be subject to taxation in the Shelf Tax District which was changed before approval – the tariff was extremely favorable for the owners. They allocated the revenues from the sale of NGL fractions to the Shelf Tax District with a deduction of the tariff in the various zones including zone 3. The tariff in zone 3 was allocated to the Onshore Tax District. The tariff income of Statpipe Zone 3 covered nearly all the profit from the sale of NGL fractions. 

The Oil Tax Appeal Board reallocated the profit of the NGL-sales regarding quantities transported within the producers ownership in the Statpipe system.  The tariff-system is dis​regarded in this respect, but the income was calculated by a cost distribution-method. For quantities in excess of the producer’s ownership in the system, and for producers with no ownership in the Statpipe system, the tariff was accepted as a deduction in the petroleum production income. 
Before the Supreme Court the government claimed that the sales revenues of NGL fractions should be allocated to zone 3 (Onshore Tax District) with a deduction of the estimated value of the petroleum when passing from zone 2 to zone 3 and the fraction costs. The valuation of the NGL passing into zone 3 should be based on a cost distributing method – like the Appeal Board did – which had as a result that approximately one half of the profit from the NGL sales was allocated to the Shelf Tax District.

The Supreme Court found that the tariff could be disregarded according to GTA Sec. 13-1 (arm’s length principle), and accepted the view of the government that the estimated value of the NGL at the border line between zone 2 and 3 should be allocated to the Shelf Tax District. The assessment was disregarded because of the fact that finding the value of the NGL between the two zones could not be based on a cost distribution – it should be based on a kind of tariff for the fraction in zone 3.
 – One producer was, however, allowed to use the Statpipe tariff. This producer had bought an ownership interest in a part of the Statpipe system after negotiations with the original owners. 
4.3  Participation
The special tax liability is not only limited to licensees. Any taxpayer who participates in an activity subject to special tax according to PTA Sec. 5, will be subject to such taxation – i.e.  taxation according to the rules and rates applicable for exploitation, pipeline transportation etc. If the remuneration is stipulated as a part of the producer’s net income from production, pipeline transportation etc., this would be deemed to be participation in such activities according to general tax practice. It is not quite clear according to general tax practice if remuneration defined as a part of gross income or production from such activities, shall be regarded as participation. As a main rule this would not be regarded as participation unless the taxpayer had a special control with the activity of the licensee.

Before the amendment by act Dec. 10, 2004 no. 78, PTA Sec. 5, paragraph 1, had a second sentence which stated that:

«[c]ompensation provided as a share of production or results is treated as income from exploitation and pipeline transportation. »
This clause clarifies that petroleum taxes should be levied on remuneration, even if it was defined as a part of gross income or production. This clause was introduced with the Petroleum Tax Reform 1980.
 The purpose of this clause is to prevent erosion of the Special Tax if a company renders services to a petroleum producer (or pipeline company) and gets its revenue as a part of production or result. From a governmental point of view, such agreements should not have any influence on the total petroleum taxes paid. In one case a licensee had financed a project by a loan of which a part of the interest was stipulated as a specific part of production (floating interest). The Minis​try of Finance assumed – before the amendment in 1980 – that a financing company having a floating interest defined as part of production in addition to an ordinary interest, must pay Special Tax on the floating interest.

4.4  Gains or losses when realising operating asset
Gains or losses arising from disposal of assets being used in the production or pipeline transport activities will be relevant when calculating the net income subject to petroleum taxes (28 % and 50 % Special Tax). This applies to both facilities subject to depreciation according to PTA Sec. 3 b) – facilities offshore – as well as facilities onshore which is subject to depreciation according to the general rules in the GTA.

Gains from realising facilities offshore – i.e. facilities subject to depreciation according to PTA 3 b) – shall be entered as income with at least 16 2/3 % each year from the year of disposal.
 Corresponding losses might be deducted with maximum the same percentage from the same time. That means that such gains or losses – as a main rule – will be taxed or deducted over a six year period – straight line – which is similar to the depreciation method of such facilities.

5 Sales revenues – the Norm Price System

5.1  Income tax base according to general principles in the GTA

Generally speaking, Norwegian income tax from business enterprises is basically connected with the result shown in the accounts (profit or loss). Sales revenues are recognized in the accounts at the time of delivery. The same applies to taxation.

Correction of this result must be made for non-deductible items that are to be taken into consideration in determining the taxable income, e.g., fiscal payments, expense accounts, gifts etc.

5.2  The Norm Price System of the PTA

5.2.1 The purpose of the rules

As regards the production of petroleum on the Norwegian Continental Shelf, the principle is the same - the taxation is based on the profit shown in the accounts. Nevertheless, there is an important exception: the corporation's gross income is in some cases not determined on the basis of invoiced prices, but the authorities determine reference prices on which the tax​ation is to be based (Norm Prices).

The reason for the Norm Price system is the common interest that often exists between pro​ducer and purchaser and the special market structure. A great deal of the production activity on the Norwegian Continental Shelf is conducted by foreign companies and a large part of the petroleum produced is sold to affiliated corporations abroad. Experience shows that the question of deciding whether a transfer price is determined at an arm's length basis often gives rise to difficult problems of proof in such cases. The price determination of the petro​leum produced is therefore left to a public body (The Petroleum Price Board).

The Norm Price shall
«correspond to the price at the petroleum could have been sold for between inde​pendent parties in a free market. »

In making the estimation, due regard must be paid to a number of factors, such as: 
«the realized and quoted prices of petroleum of the same or comparable types with necessary adjustments for quality variations, transportation costs and similar to the North Sea area or other possible markets, delivery time, payment time and other terms of payment; realized and quoted prices for petroleum products, with necessary adjustments for processing, and so forth; and other comparable prices or valuations which might exist. »

The stated purpose of the Norm Price system is to get a valuation of petroleum that reflects the market price without being affected by an affiliation between seller and buyer. It follows from the main valuation criteria and it is expressly stated in the preambles that the Norm Price is not intended to yield extra tax revenue to the State,
 cf. the following state​ment in the preambles:

«In the work related to the formulation of general guidelines for the norm price, particularly with regard to the guidelines for valuation and procedure for the determination (cf. Section 4.2), the Ministry has emphasized that the companies´ interests must be taken into consideration in a responsible manner. This has been the Ministry’s natural approach inasmuch as the norm price is not being intro​duced to give the Norwegian State additional tax revenues based on an artificially high price, but rather to solve the problems of administration and control which would otherwise arise. It is thus envisaged that there will be a close contact with the companies prior to the stipulation. These discussions will also reduce the need for an exemption scheme. » 

A stipulated reference price for a certain period of time will be an average price and the Norm Price will not necessarily be identical to the invoiced price of an individual sale – even if the sale is to an unrelated buyer.

In a traditional arm’s length case, the tax authorities have to attack the taxpayer’s prices, and they have to establish some kind of proof that the prices are affected by a relationship between the seller and buyer (not at arm’s length). In the case of the Norm Price, the tax​payer has to attack the stipulation of this price – either by an administrative appeal or by bringing this before the courts. If the taxpayer is to succeed, he must establish that the Norm Price stipulation is not in accordance with the law or that the stipulation exceeds the market price.

5.2.2 Relevant acts and regulations

As mentioned before the Norm Price rules are laid down in PTA Sec. 4, cf. sec. 3.
Regulations regarding the determination of the Norm Price were laid down by Royal Decree of June 25, 1976 (Norm Price Regulations – NPR). 

The rules regarding Norm Prices in the PTA are quite incomplete and do not deal with sev​eral important features which are necessary in a Norm Price System. In order to make the Norm Price system effective a number of supplementary provisions were made by Royal Decree of December 17, 1976 (Regulations relating to the use of Norm Prices for tax assessment – Norm Price Tax Regulations – NPTR). 

5.2.3 What kind of cases?

The Norm Price is primarily applicable to the assessment of income
 of the PTA.   Further, the Norm Price is used as a basis for determination of royalty. Norm Prices are also used in some other cases.

5.2.4 Competent authorities

As mentioned before, the Norm Price stipulation is not made by the Assessment authorities. It is made by the King, i.e. the Government. The stipulation has for a long time been dele​gated to the Ministry and further to a separate board (The Petroleum Price Board). 

The taxpayer is allowed to give his opinion before the Norm Price is stipulated.
The board's decision can be appealed to the Royal Ministry of Petroleum and Energy.
 In connection with such an appeal, the parties can demand that the price stipulation be submit​ted to an Expert Board which has the right to express whether the stipulated prices are «obviously unreasonable».
5.2.5 The object – petroleum

Norm Prices might be stipulated for all kinds of petroleum, but the Norm Price authorities are not forced to stipulate such prices. No such common interest is assumed to exist between producer and purchaser with regard to natural gas; neither are marketing conditions such that a Norm Price valuation is considered to be necessary. Such prices have therefore so far not been stipulated for gas. This is also the case for NGL even if this kind of petro​leum frequently is sold between related companies.
Separate Norm Prices have been stipulated for each separate shipping area (Teesside, Statf​jord, Sullom Voe etc.). 
There has been two separate Norm Prices for Statfjord Blend because of the fact that various groups of producers have different transportation cost to North Sea Port (separate Norm Prices for Snorre-producers). The Norm Price for the Heidrun-field for oil transported to Mongstad is FOB Mong​stad. A part of the oil is transported directly to a producers refinery in Tetney and the Norm Price for this oil is “delivered in Tetney”, which is the lifting point for this oil.

The Norm Price is limited to petroleum produced within the geographical scope of the act (PTA Sec. 1, paragraph 1 a) and b)). In the «Slop oil case» (item 4.2.2 above), the gross rev​enue was taxed at the actual invoiced prices.

5.2.6 Norm Price Period

Until 1986, the Norm Price was stipulated for each quarter. From 1986, such prices have been stipulated every month in most cases.
5.2.7 The tax authorities will automatically apply the Norm Price

The tax authorities apply the Norm Prices stated for the relevant income year without any evaluation. The tax authorities are not authorized to set a Norm Price resolution aside. In one case, the Special Appeal Board rejected an appeal in which the taxpayer argued that the Norm Prices were too high (income year 1975) because of the fact that the Board had no authority in these cases.
5.2.8 Realization of Norm Price Income

The sales revenues are, as a main rule, recognized for income tax purposes when the oil passes the «Norm Price Point», i.e., the place of delivery presupposed in the relevant Norm Price resolution.
 If the Norm Price is stipulated «fob Statfjord», this means that the income is subject to taxation in the income year (and in the Norm Price period) when the oil is loaded at Statfjord. If the oil is sold at «Norm Price conditions», i.e., fob Statfjord, this also follows from the general rules. However, this will be the case even if the actual sale is agreed with another place of delivery, i.e., free delivery at North Sea port.

In the case of ship loading, the regulations state that the petroleum will be regarded as hav​ing passed the «Norm Price Point» when the loading is terminated.
 In one specific case, a ship-loading was nearly completed on December 31, at which point the operation was interrupted by stormy weather. The rest of the loading could not take place until early January the following year. The Special Board of Appeal decided that the entire loading should be taxed at the relevant Norm Price for the latter year.

Passing the «Norm Price Point» is sufficient to establish a tax liability, i.e. that even oil disposed of otherwise than by a sale is subject to taxation.
 This is expressed in more detail below.

5.2.9 Norm Price Quantity

The Norm Price provision will also have an effect on the quantity subject to taxation. It is the quantities of oil passing the «Norm Price Point» that will be subject to taxation. Shrink​age after this point will not be deductible when calculating the Norm Price income.

5.2.10 Norm Price valuation of Stocks of Petroleum Produced

The valuation of stocks of petroleum produced will affect the profit from petroleum sold. According to general accounting principles, stocks of goods produced are to be capitalized at the production cost value. If this valuation is higher than the expected sales price, the lower value must be used in valuing such goods in the accounts. It is possible to write down the year end value of stocks further because of the risk for prices dropping.
The PTA expressly states that petroleum produced must be valued at the stipulated Norm Price.

The NPTR states that only stocks of petroleum which have passed the point assumed to be the point of delivery according to the relevant Norm Price resolution without being accounted as sold are subject to Norm Price valuation.
 Furthermore, it is expressly stated in the regulations that stocks of other petroleum produced (i.e., petroleum in the facil​ities offshore and the pipeline system before the «Norm Price Point») could be valued at zero. The same rule applies to stocks of gas within the pipeline system (and probably also in the facilities offshore). These rules give the producing companies a more favorable valua​tion of stocks of petroleum produced than what follows from the general accounting princi​ples.

5.2.11 Surplus or deficit in lifting of oil

If a company in a specific year lifts more oil than its share of the production, the excess has to be recognized as a debt (to the other parties) evaluated at the production costs. This applies if the licensees distribute the production costs in proportion to the ownership inter​est without recognizing the (minor) differences in lifting. The other companies will recog​nize a corresponding receivable.
5.2.12 Deviation from the payment time stated in the Norm Price Resolution

An addition to or a deduction from the Norm Price is made if the period of credit agreed upon deviates from the terms of the Norm Price resolution.
 The Norm Price is calculated with a 30 day payment time. If the agreed payment time exceed this period, the Norm Price would be increased by 0.025% each exceeding day. If the payment time is shorter, the Norm Price is subject to a corresponding deduction. In case the oil is disposed of otherwise than sold, the payment period is considered to be 30 days.
5.2.13 Cost not assumed deductible

If the terms of payment deviate from the Norm Price provision, deducted costs which the provision does not consider deductible, are to be added to the income.

If, for example, the taxpayer sells c.i.f. Rotterdam, whereas the Norm Price provision stipu​lated f.o.b. Teesside (the Ekofisk terminal in the U.K.), the transportation and insurance costs between the shipping port and Rotterdam, which will be deducted in the accounts, will be added to the taxpayer's income. If, however, the taxpayer has incurred lower costs than those stipulated in the Norm Price provision, he has no right to any deduction.

The profit from oil sales in excess of the Norm Price will be tax free. This income cannot be taxed as onshore income. This will be the case even if the profit element can be allocated to a part of the sales price which is on conditions in excess of the Norm Price resolution, i.e. a profit of the cf. element in case of a Norm Price fob-field. In an appeal board decision from 1993 the majority of the board regarded such income as a profit from an onshore busi​ness activity, but in my opinion this decision is not correct.
5.2.14 Currency gain, double taxation 

The Norm Price provision will be in NOK even if the relevant price information which is the basis for the Norm Price is given in USD. It is therefore necessary to convert these prices into NOK on the basis of the average currency exchange rate of the Norm Price period.

It might happen that a currency gain on receivables also might be included in the Norm Price. Quantity oil is delivered at USD 1. The Norm Price is NOK 7.25 which is assumed to be based on USD 1 for the mentioned quantity at an average exchange rate in the period at 7.25 NOK per USD. The actual oil is delivered at a time when the exchange rate is 7 NOK per USD and paid in the same Norm Price period at a rate of 7.25 NOK per USD. If the delivery is recognized in the accounts at NOK 7, the sales revenues will be assessed to 7.25 (a «Norm Price addition» at NOK 0.25). In the accounts there will also be a currency gain at NOK 0.25. If this is assessed in addition to the Norm Price there will be double tax​ation. 

A similar case has been subject to a court case with a verdict from Oslo Byrett (district court)
 and an appeal verdict from Eidsivating Lagmannsrett (province court).
 The tax authorities assessed both the Norm Price and the currency gains on receivables. In the latest verdict, the court held that the taxation was a violation of the prohibition against double tax​ation in GTA Sec. 17, paragraph 1.

6 Deductible costs

6.1  Depreciation, PTA Sec. 3 b)

6.1.1 Depreciation of production facilities and pipelines within the geo​graphical scope of the PTA
Production and pipeline transportation facilities within the geographical scope of the PTA may be depreciated at a maximum rate of 16 2/3% per annum – i.e. over a minimum of 6 years. This is a maximum rate, and the company might change depreciation rates from one year to another. 
According to the «straight line» depreciation method which was in force when the PTA passed, the taxpayer had to choose a depreciation plan. If deviating from the plan, the less depreciated amount in a specific year could not be compensated by increased depreciation later years.
 This rule did not apply to depreciation according to the rules in the PTA. 

The purpose of the short depreciation period was to meet, inter alias, financing and risk fac​tors.

The special depreciation rules apply to fixed assets within the Shelf District.
 Other oper​ating equipment used in the production activity, i.e. business equipment in the office onshore, are to be depreciated and deducted from production income, but the GTA-depreci​ation rules apply.

It is the owner of the facilities which as a main rule might claim deduction for depreciations. According to special rules also a licensee who rents a floating production facility might claim deduction for depreciation as if he was the owner according to special provisions in the PTA.

6.1.2 What costs are capitalized and depreciated according to the rules in the PTA?

The costs of acquiring production facilities must be capitalized and depreciated.
 As a general rule, the practice in the GTA regarding capitalization or expending costs will apply for acquisition of facilities offshore. However, in some respects the regulations provide a more strict capitalization than what follows from the rules in the GTA.

Interest expenses on loans acquired for the purpose of financing fixed assets offshore accrued before the start of depreciation, may be capitalized and depreciated according to the PTA rules (this will give uplift for the capitalized interest), or expended according to the taxpayer’s choice.

Exploration costs are not required to be capitalized and may be expended when incurred. Capitalized exploration costs will not be subject to depreciation according to PTA Sec. 3 b) and will give no uplift. Neither is such costs regarded as an investment.

6.1.3 Commencing of depreciation

According to PTA Sec. 3, b) depreciation might be claimed at a rate of 16 2/3% «from and including the year in which the expenses [for the acquisition of operating assets] are incurred». That means that there is no condition that the asset must be taken into ordinary use in order to be depreciated. Capitalized development costs might be depreciated when incurred.
Before the amendment in 1986 depreciation commenced «from the date the asset is taken into ordinary use».
 According to the regulations, a production plant, together with all installations being a part of or being in connection with such a plant, should be considered put into use at the moment ordinary petroleum production is commenced.
It was therefore not possible to start any depreciation of fixed assets offshore during the development period even if several operat​ing assets were put into use during the development phase. This was in contradiction to the rules in the GTA. The background for this rule was to prevent companies from reducing income from producing fields by deficits from other fields under development (a kind of ring-fence rule). If platforms or other technical installations serve more than one production facility, they are classified as «joint installations» which are depreciated separately as one unit. Full depreci​ation of such joint installations may be charged from the time depreciation has commenced on the first relevant production facility.

6.1.4 Posting of costs on remaining value for operating assets with a short lifetime

The general rules for handling profits/losses from realisation of operating assets comprised by the PTA section 3 (offshore installations) are not adapted to fields with a short production time. In order to meet a need for increased depreciation of facilities of such fields there is a provision effective as from 2005 to the effect that the remaining cost price (taxable depreciated value) for operating asset losing its utility value when closing production in a field may be deducted in the year of closing.
 

6.2  Onshore facilities – depreciation according to GTA chapter 14-40
Onshore facilities and equipment are depreciated according to the rules in the GTA – declining balance method –a lot of assets are subject to group depreciation. The tax rates are stipulated in Sec. 14-43 (e.g. 20 % for machinery, 4 % for production facilities and 2 % for office buildings. There are special rules for the treatment of capital gains or losses from disposal of assets.

6.3  Exploration costs
6.3.1 Immediate deduction – no capitalization requirement

It is stated in the PTR that exploration costs are not required to be capitalized. That means that such costs might be expensed when incurred. If a company capitalize such costs (if this is accepted according good accounting to practice), it will not be regarded as acquiring costs for the production facilities, and will not give uplift deduction in the Special Tax base.  Such capitalized costs might be expensed when the taxpayer has income.
Exploration costs include all costs incurred with the purpose of finding a profitable petroleum deposit, i.e. costs incurred by acquisition and evaluation of seismic data, drilling exploration wells, drilling delineation wells with the purpose of finding if the petroleum deposit is commercial. For practical reasons delineation wells drilled before the licensees have filed an application for development and production of the petroleum deposit (so called PUD), are regarded as exploration costs. Delineation wells drilled later are regarded as development costs which have to be capitalized and depreciated according to the rules in the PTA. 

6.3.2 State contribution of the tax value of exploration costs

Oil exploitation companies that are not in a tax position may request an annual payment from the State of the tax value – i.e. 78 % - of exploration costs incurred in 2005 or later.
 The compensation is limited to the taxable loss for the relevant year. The basis of the compensation is stipulated separately for ordinary income (28%) and for the special tax base (50%). Companies not in a tax position will thus actually have the same risk and achieve the same net burden by taking part in exploration projects on the Norwegian Continental Shelf as companies that have special tax liable income from which such costs can be deducted. 

Refund of exploration costs shall be stipulated by the tax authorities (the Oil Taxation Office) in connection with the assessment for the relevant income year. This arrangement will be an alternative to the existing provisions regarding losses carry forward with interest. Exploration costs which have been subject to a state refund of the tax value cannot be deducted in the assessment and will neither be included in losses carry forward with the addition of interest. 
6.4   Removal cost etc.

Costs derived from the removal of installations used in exploitation or pipeline transportation are of course deductible when assessing the net income from such activities. Deductions to cover future expenses for removal of such installations are, however, not allowed when assessing the net petroleum exploitation income. Such deduction is only allowed when the removal of the installations takes place.

If the licensee has a deficit when the removal of the facilities takes place, he might get a tax refund of the loss, cf. item 6.6.7 below.
The rule in the PTA for removal costs does not cover the costs of closing down production wells. Such costs are of course deductible when assessing the income from petroleum production etc. when the work takes place, but the licensee might also elect to distribute such cost over the production period according to good accounting practice.

6.5  Sales commissions etc. – PTA Sec. 3 e).

According to PTA Sec. 3 e) deductions are not allowed for “sales commissions, discounts or costs in connection with transfers of petroleum between or among associated enterprises”. This rule also contains a definition of «associ​ated enterprises».
 This amendment entered into force in 1981 with effect from and including the income year 1980.
The background for this rule was some cases where Norwegian subsidiaries had been charged a sales commission which is to be paid to an affiliated company. In some cases the commission has been set to 1% of the invoiced price. The companies have tried to make this deduction legitimate by calculating the costs that supposedly were necessary for handling and selling the crude oil. The calculations have var​ied from 3 cents/bbls. to 8 cents/bbls. The assessment authorities had not sufficient informa​tion to estimate whether the costs incurred when selling the oil to an affiliated company were connected with activities in Norway in such a way that they should warrant a deduc​tion when assessed in Norway. In one Special Appeal Board case, a deduction was denied. In a later decision, a deduction was granted for a less amount than claimed (4.5 cents/bbls in 1977 and 5 cents/bbls. in 1978).
 A proper decision regarding this question would require a very time-consuming review of comprehensive material.   The Ministry of Finance, however, assumed that the companies would not have appreciable sales costs, discounts, or costs incurred when selling petroleum to an affiliated company. 

6.6   Loss carry forward

6.6.1 General rules of the GTA
A loss may, in principle, be transferable between different businesses conducted by the same taxpayer. 
If a taxpayer has chosen to conduct a particular business by means of a separate company, a loss accrued by the company, as a general rule, cannot be transferred to the owner. It is, however, possible to transfer losses between certain groups of companies according to the GTA by means of a special «group contribution» («konsernbidrag»).
 A deduction for group contributions is not allowed from income subject to taxation according to the PTA Sec. 3 and Sec. 5.

Norwegian companies may claim deduction for losses incurred from activities abroad. If a corresponding profit is fully taxed in another country under a double taxation agreement, the loss will not be deductible at all in Norway.

If a taxpayer has a profit in several municipalities and a loss in one, the loss is to be allo​cated proportionally together with the interest on debt according to the net income.
A loss may be carried forward for 10 years against subsequent income received.

6.6.2 Carry forward of offshore losses

6.6.2.1 Separate loss carry forward for each tax base

Loss carry forward is determined separately for the two tax bases on petroleum income – ordinary income (27,8 %) and the Special Tax income  (50 %). Since the two tax bases might be different the two kinds of losses are supposed to be carried forward separately.
 It is stated in the PTA that excess uplift – i.e. uplift exceeding the Special Tax income – shall be carried forward separately.

6.6.2.2 Carry forward period: No time limit
Losses carry forward in the Shelf Tax District – i.e. loss from petroleum exploitation, pipeline transportation etc. – may be carried forward with no time limit.
 This rule also applies to losses from petroleum producing activities which are deducted against onshore income.

6.6.2.3 Interest addition on loss carry forward

In an amendment in 2001 provisions were given that losses from petroleum exploitation activity as from 2002 may be carried forward with the addition of an annual interest stipulated by the Ministry of Finance.
 For 2002, the additional interest was stipulated to 5,1%. 

The purpose of the above provisions was to treat companies that take part in exploration projects equally (neutrality) regardless of whether they are in a tax position or not.
The interest addition is determined separately for loss carry forward in ordinary income (27,8 %) and loss carry forward in Special Tax income (50 %).
  

6.6.3 Offshore losses – deduction against onshore income source
A loss arising from petroleum production, etc., offshore – i.e. a loss in the Shelf Tax Dis​trict – may be set off against any other income earned onshore (Onshore Tax District) without any limitations. If a petroleum loss carry forward in ordinary income (27,8 %) is deducted against corresponding onshore income, this will have no consequences for the loss carry forward against future Special Tax income.
 
6.6.4 Onshore deficit set off against offshore income 
A loss arising from onshore business activities may only be deducted against profits from «exploitation» and «pipeline transport» to a maximum extent of 50%.
  This rule applies to income subject to 28 % tax, but not income subject to Special Tax, cf. item 3.4 above.
6.6.5 Loss on foreign activities

A loss incurred on business abroad may not be deducted from such income at all.

6.6.6 State refund of tax value of offshore losses when cessation of special tax liable activity
As from 2005 taxes for uncovered losses and uncovered uplift carry forward incurred as from 2002 may be requested refunded (i.e. losses carry forward with the addition of interest).
 This right is conditional on the taxpayer closing the special tax liable activity on the Norwegian Continental Shelf and the closing must take place in 2005 or later. The right to tax refund is stipulated by the tax authorities separately for losses carry forward in ordinary income (28%) and in the special tax base (50%). The refund arrangement also comprises losses incurred when removing offshore installations in connection with the cessation of production.
 

The tax authorities stipulate the amount giving right to refund for the income year in which the activity on the continental shelf ceases. Taxpayers that withdraw from the shelf having uncovered losses will by this amendment be secured that the tax value of uncovered losses at the time of cessation will be covered (which implies that the State has taken over a significant part of the financial risk for exploration projects on the Norwegian Continental Shelf). 

6.6.7 Transfer of offshore losses to another taxpayer 
The right to tax refund for uncovered losses when closing an exploitation activity is in addition to and a supplement to the provisions that losses can be transferred to the buyer of the taxpayer’s total activities on the continental shelf.
 In case of closing an activity taxpayer may also request that uncovered losses are re-allocated against income for the preceding two years.
 
7 Special rules for calculating the Special Tax

7.1  PTA Sec. 5, paragraph 2

See item 3.4 above.
7.2  The Special Investment Allowance - The Uplift

7.2.1 Introduction
A special deduction in the base for Special Tax only, the uplift, was allowed to reduce the income that was subject to the Special Tax. The uplift made the Special Tax «progressive»
 and this deduction could increase the profit of smaller fields. 
The system was abolished with the Petroleum Tax reform of 1986 and replaced by a special “production allowance” (produksjonsgodt​gjørelse).
 With the Petroleum Tax reform in 1992 the “production allowance” was abol​ished and the uplift was reintroduced, but the rules were changed in several important ways.
 The uplift rate was increased and the period decreased in 2004.
7.2.2 What kind of assets are subject to the uplift?

This deduction is calculated as a percentage of the cost price of permanent installations off​shore which are employed in petroleum exploitation and pipeline transportation in the Shelf Dis​trict – i.e. installations subject to depreciation according to PTA Sec. 3 b). Other plants and equipment (e.g., onshore office and warehouse buildings and equipment, vehicles, etc.) did not qualify for this deduction.
 
7.2.3 Uplift rate, base and period

The uplift period is 4 years and the rate is 7,5 % of the cost price of the relevant assets.
 That means that the uplift in total will be 30 % of the cost price of these assets, which gives a tax reduction of 15 %. In total an investment in production facilities and pipelines offshore will give 93 % of the cost price in tax reduction (depreciation 78 % and uplift 15 %).
In the period 1975-80, the uplift was set at 10% for 15 years. This gave a total uplift base of 150% of the investment (capitalized acquiring costs).
The increase in the development costs of the oil fields in the North Sea had, how​ever, especially at the end of the seventies, been so strong that it caused the Norwe​gian authorities some concern. The regulations concerning uplift could hardly be said to contribute to cost consciousness. As a consequence of previous tax provi​sions, the cost of developing would - in total - give a tax deduction of 113.3%. Of this figure, 75.8% was due to ordinary depreciation (= 100 x 75.8%) and 37.5% was due to uplift (= 150 x 25%). Although unnecessary investments would hardly prove profitable to the companies considering the time elapsing between the investment and the actual deduction for taxes, as well as the interest factor, the reg​ulations relating to uplift entail that the financial disadvantages arising from unfa​vorable investments would not be too severely felt by the companies. An increase in the marginal taxes would further augment the total tax deduction for developing costs and might further weaken the cost-consciousness of the companies. 
This is the reason why the rate of uplift from the income year 1980 was reduced to 6 2/3% a year. 
  The uplift period continued to be 15 years, - which gave a total uplift base amounting to 100% of the investments which gave a total tax deduction of 120.8% of an invest​ment. Of this figure 35% was due to uplift (= 100 x 35%) and 85.8% was due to depreciation (100 x 85.8%).
After the reintroduction of the uplift system from the income year 1992, the uplift rate was 5% and the uplift period is 6 years which gives a total 30% uplift until the amendment with accelerated uplift deduction which entered into force from the income year 2005.  – Swifter uplift means deferment on payment of special tax, which increases the profitability of an investment, which is especially important for tail production, among other things. 

7.2.4 The distribution of the uplift

It is the owner that may claim uplift and it is distributed proportionally according to the ownership interest in the facility.
There are no special rules for distribution of uplift on pipelines even if the actual use of such facilities often will not correspond with the ownership interest.

7.2.5 Commencing of uplift

Originally the uplift period commenced the year after commencing of depreciation accord​ing to PTA Sec. 3 b). After the reintroduction of the system in 1992, the uplift period commence from and including the year the depreciation of the asset has commenced. 

7.2.6 Uplift Carry Forward

If the uplift exceeded the owner's regular taxable income, the excess could be carried for​ward indefinitely and applied against future years' income.
 A pipeline company could not carry forward uplift because of the fact that the excess was transferred to the users each year, see below.
Excess uplift shall be carried forward with an interest adjustment according to the same rule as losses carry forward.
 It is possible to transfer the excess uplift to another taxpayer in connection with a joint transfer of all activities on the Norwegian Continental Shelf.
 In case of cessation of the petroleum producing activities on the Norwegian Continental Shelf a taxpayer might claim a state refund of the tax value of the excess uplift.
 
7.2.7 Uplift/negative uplift when realising operating asset

When realising operating assets as mentioned in the PTA section 3 b, the provisions applicable in 2004 gave a special uplift on taxable losses (5% in six years). In the same way a similar negative uplift on profits (in addition to the special tax base). 

As from 2005 the uplift/the negative uplift is stipulated with basis in a special calculation of the basis, which is equivalent to the difference between the sales amount and the historical cost price multiplied by an adjusting factor.
 The factor is the remaining uplift period divided by the total uplift period. If the operating asset is realised during the four year remaining period, the total historical cost price is deductible. If the remaining period is two years, the deduction will be the half. If the total period has expired there will be no deduction in the historical cost price. The new provisions are illustrated in the following example: 
	Operating asset purchased in year 1 (cost price)
	
	100

	
	
	

	Taxable profit (loss)
	
	

	Sold in year 4 – sales amount
	
	 40

	Taxable input value (cost price less depreciation in 3 years)
	
	-50

	Taxable loss
	
	-10

	
	
	

	Correction of uplift:
	
	

	Sales of amount
	
	 40

	Deductions
	
	

	Historical cost price
	100
	

	Adjusting factor: remaining uplift period / total uplift period
	x ¼
	

	Adjusting amount (deduction) cost price x adjustment factor (100 x ¼ =)
	= 25
	-25

	Basis for correction – positive (profit)
	
	15

	
	
	

	Negative uplift 7,5 % - i.e. annual addition in the special tax base as from year 4
	
	1,125

	Total posted income in the special tax base
	
	4,5


The same effective date and transition rules have been stipulated for the new provisions on uplift/negative uplift on realisation as for the other amendments in the provisions of uplift (rate and period). 
8 Allocation of net financial income or loss between the Shelf Tax District and the Onshore Tax District  
8.1  Introduction: The continental shelf as a tax district
In many ways the continental shelf has the character of a production municipality. The situ​ation for an oil company – even if the company is involved in oil exploitation offshore only – is in many ways parallel to an industrial company onshore with production and main office situated in different tax districts. It is expressly stated in the PTA that the Norwegian Continental Shelf – or more precise, the areas mentioned in PTA Sec. 1 – shall be regarded as one tax district – called the Shelf Tax District in the following.
 The other tax district of a petroleum producing company will be the Onshore Tax District. Since companies in Norway only pay state taxes, this district will comprise all activities conducted by the company that shall not be allocated to the Shelf Tax District regardless of in which municipality such activities takes place.
Before an amendment in GTA Sec. 3-2 of 17 December 1999 no. 94 income from production was subject to taxation in the municipality where production occurs («local» taxes only, i.e., municipal tax, province tax and tax to the Tax Equalization Fund),
 but other income is taxed in the municipality where the main office is located.
  After this amendment companies only pay taxes to the State. 
The GTA has no detailed rules for allocating income items and expenses between a produc​tion municipality and the main office municipality, but practice has developed according to the previous rules regarding allocation of income between production and the (main) office municipalities. As a general rule, this practice has been accepted as relevant for the allocation of income/expenses between the Shelf Tax District and the Onshore Tax District (main office municipality or other municipalities onshore).
 

8.2  Allocation of income and cost items between the Shelf Tax District and the Onshore Tax District – general principles
A company only conducting oil production from the Norwegian Continental Shelf has a main office in the Onshore Tax District and a base for offshore operations in the Shelf Tax District. The income and costs might be divided in the following categories:
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(1) First, it has to be decided what income and expense items are directly attrib​utable to the Shelf District or an onshore tax district (1). 
(2) Several expenses might be com​mon for more than one activity, i.e., central management, accounting, etc. These expenses have to be allocated between the tax districts according to reasonable criteria (2).
 
(3) According to GTA some expenses have to be apportioned proportionally between the tax dis​tricts proportionally according to specified criteria – normally according to the net income in the various tax districts (3). This is the case for financial income or expenses or items which has no specific connection to any income source. According to petroleum tax practice such items will be apportioned in the following order:

1. current year deficits in specific tax districts,

2. current year net financial income or expense,

3. loss carry forward and undistributed interest expenses from earlier years («interest carry forward»).

8.3  Allocation of net financial income or loss
Originally interest expenses and costs with no special connection to any specific income source were allocated between the tax districts according to the net income in the various tax districts.
 Interest income was not necessarily allocated according to this principle. In 1980 the system changed was and the allocation according to the net income became applicable to net financial income.
 The net income allocation principle had as a result that an unreasonable part of the interest expenses was allocated to the Shelf Tax District and the principle was substantially changed in 2001.
 After this amendment the allocation of net financial income is still made proportionally between the tax districts, but now based on a completely different criteria; the tax depreciated values as per 31 December in the income year of specified capital objects allocated to the Shelf Tax District and the Onshore Tax District. This allocation might be illustrated as follows:
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Net financial items consist of the following costs and income items: Debts interest, currency losses and payments which have no specific connection to any income source (costs) and interest income, currency gains and other financial income.

Comments to the allocation principles: 
The first step is to identify capital assets that are not relevant for the allocation. These assets are listed in PTA Sec. 3 d), forth subsection.
The second step is to identify capital assets which shall be allocated to the Shelf Tax District. These assets are listed in PTA Sec. 3 d), third subsection and cover facilities used in the petroleum production as well as offshore and onshore (base, office buildings etc).

The use of fixed assets onshore as office building or base has been regarded as a separate business offshore which means that the rent value and the costs running these premises have been allocated to the Onshore Tax District which give as a result that the net profit is taxed onshore.
 The rent value of such premises has been deducted in the Shelf Tax District as offshore costs. Because of this such capital objects cannot be allocated to the Shelf Tax District, but will have to be taken into consideration assessing the allocation base in the Onshore Tax District.
The third step is to assess the base for the allocation of the net financial income to the Onshore Tax District. According to PTA Sec. 3 d) fifth subsection any other capital assets not covered by the third and fourth subsections, shall be distributed to the Onshore Tax District.
The net financial income or loss will then be distributed proportionally according to the aggregated asset allocation base offshore and onshore.

9 Other important tax aspects

9.1  Thin capitalization

According to practice established by the Petroleum Appeal Board, deduction for interest of loan will be denied if the Norwegian petroleum producer – a subsidiary or branch of a foreign company – is not supplied with a sufficient equity.
 As a main rule minimum 20% of development costs must be financed by equity and a 100% of exploration costs. The equity claims must be regarded according to cash-flow formulae in which you have to take into consideration the accumulated equity claims men​tioned above, the accumulated production expenses, the accumulated production income and the accumulated net interest costs distributed between equity and debt.
According to the PTA Sec 3 h) a petroleum producing company must have a minimum of 20% equity of the sum of equity and debt according to the balance sheet for the actual year. If the equity is less, the interest deduction is reduced proportionally. 
9.2  Transfer of license interest, PTA Sec. 10

The transfer of a license interest might give a serious tax burden for the seller. In order to encourage transfer of license interests, the parties must apply for a consent from the Minis​try of Finance (also the Ministry of Oil and Energy must give their consent to such transfers according to the Petroleum Act). The Ministry of Finance will set forth conditions to secure so called “tax neutrality”, which means that the transaction shall have no negative tax effect for the state or for the companies compared with the situation if no such transaction existed.   These rules are fairly complicated and the Ministry is required to make an individual “tax act” (rulings) for each transfer of a license interest. Normally the seller will be exempted for tax on gains, but the buyer will – on the other hand – not be allowed any deduction on the acquiring sum in excess of the depreciated value of the seller.
�  The author was in 1975-1982 employed at the Oil Tax Department of the Tax Directorate – from 1980 the Oil Tax Office – and part time at OTO in 1985-1990 when he was a research fellow at the University of Oslo. He finished a doctor degree in 1991: Tax on Petroleum Exploitation. He is now a lawyer at the law firm Simonsen Føyen advokatfirma DA.


�  See item 5 below.





� Act June 11, 1965 no. 3.


� Companies domiciled in Norway will – as a general rule – be taxed in Norway based on their world-wide income, including income from the Shelf. Activities on the Shelf conducted by a foreign entity are not conducted in the «state» of Norway which is a criterion for Norwegian taxation of foreign entities (GTA Sec. 2-3, paragraph 1, b). The PTA 1965 established Norwegian tax juris�diction of foreign oil producing companies with activities on the Norwegian Continental Shelf.


� PTA Sec. 1, paragraph 1.


� PTA Sec. 1, paragraph 2, added by law March 20, 1993 no 26.


� With the term licensee, I refer to all companies with a license to exploit subsea petroleum deposits within the geographical scope of the PTA issued by Norwegian license authorities.





� PTA Sec. 1, paragraph 4. The term «petroleum» is defined in Petroleum Act of March 22, 1985 no. 11 [PA] Sec. 4 a and «petro�leum deposit» in Sec. 4 b, which is assumed to be more or less parallel to the above mentioned definition in PTA, Syversen 1991, p. 136-138.


� Syversen, 1991, p. 138.


� PTA Sec. 1 paragraph 2, amended by act of March 20, 1992 no. 26 –. This amend�ment is explained in Ot. prp. no. 12 (1991-92) pp. 49-50 item 8.4.2.


� The special tax liability is stated in PTA Sec. 5. Other special rules in this act for exploitation and pipeline transport are: Sec. 2:2 (Additional Provisions Regarding the Tax Liability), Sec. 3 (Special Rules Relating to Assessment of Capital and Income), Sec. 4 (Norm Price), Sec. 6 nos. 1, 3 and 4 (Place of Assessment, Administrative Appeals and Legal Proceedings), Sec. 7 (Instalment Tax) Sec. 8:2 (Miscellaneous Provi�sions), Section 9 (tax relief in connection with a reorganization of petroleum production business), Sec. 10 (tax consent from MFIN regarding transfer of license interest).


� See item 3.3 below.


� Ot. prp. no. 26 (1974-75) p. 34; cf. p. 24 and item 5.7.3.


� PTA Sec. 1, paragraph 1 a). There has been some uncertainty about the earlier expression «sea areas» cf. Syversen, 1991, p. 129-133. The PTA was amended by act March 20, 1992 no. 26 and this clause has been clarified, and the existing term is the same as used in the PA Sec. 1, paragraph 1.


� PTA Sec. 1, paragraph 1 b).


� PTA Sec.1, paragraph 1 c). This clause was amended by act March 20, 1992 no. 26 and the scope of the act was extended to govern such pipeline transportation if the Norwegian tax jurisdiction follows from international law. – Norway has entered into several treaties with for�eign states regarding the transportation and landing of petroleum abroad, including the tax treatment of these activities.


� PTA Sec. 1, paragraph 1d) – Introduced by act May 14, 1982 no. 15.


� GTA Sec. 2-3 b. – Syversen, 1991, p. 148-153. In many tax treaties there is a con�dition that the activity be conducted through a permanent establishment in Norway or at the Norwegian Continental Shelf if the tax treaty covers this area.


� SRNT 2004 sec. 4-2 regarding the Special Tax.


� Ot. prp. no. 26 (1974-75) p. 11.


� Ot. prp. no. 26 (1974-75) p. 21.


� The Special Tax was increased from 25 to 35 % in 1980 due to increased value of crude oil, but was reduced to 30 % in 1986 because of a substantial decrease in world market oil prices in 1985.


� Inst. O. no. 64 (1979-80) p. 7 cf. Ot. prp no. 3 (1986-87) p. 4 [unofficial translation].


� PTA Sec. 5, paragraph 3 and 4


�  Contribution to scientific research and vocational training.


�  See item 7.2 below.


� Enclosure to Innst. O. no 60+ (1974-75) p. 94.


� GTA Sec. 2-38.


� PTA Sec. 7, no. 2.


� Instalment Payment Regulation (IPR) of Sept. 5, 1980 no. 4.


� PTA Sec. 7 no. 3, IPR Sec. 1, no. 2.


� PTA Sec. 7, no. 3, IPR Sec. 1, no. 2


� PTA Sec. 7, no. 5, IPR Sec. 5.


� IPR Sec. 6.


� IPR Sec. 8.


� Act 21 November 1952 no. 2.


� TPA Sec. 27, no. 6 (taxpayer’s interest liability) and no. 9 (taxpayers interest claim).


� TPA Sec. 29, no 9.


� PTA Sec. 6, nos. 1, 3 (court cases) and 4 (reassessment before income year 1980).


� Act June 13, 1980 no. 24 – «Lov om ligningsforvaltning (ligningsloven)».


� PTA Sec. 6, no. 1e) – amendment by act. Nov. 16, 1984 no. 76. Prior to 1984, the Oil Taxation Board/Special Board of Appeal had only the power to allo�cate income to the Shelf District. A disagreement between the oil taxation and the onshore taxation authorities regarding the allocation rules might have led to double taxation. Prior to 1984, such double taxation could have been appealed to the National Tax Board which would have decided the allocation.


� The wording of PTA Sec. 6, no. 1 e) is not quite clear, but this understanding is supported by the preambles, Ot. prp. nr. 60 (1983-84) p. 6-7. 


� PTA Sec. 6, no 3


� GTA Sec. 3-1 cf. APA Sec. 8-6.


� GTA Sec. 3-2.


� Sec. 6, no. 2, second subsection. 


� APA Sec. 2-4, no. 1a. This section was added in the act by amendment Dec. 18, 1987 no. 82 with effect from the income year 1987.


� Guide for foreign employers and employees, 1988 with addendum 1990, p. 3. – The Tax Directorate is a separate body under the jurisdiction of the Ministry of Finance. The Tax Direc�torate is superior to the local assessment offices and the province tax offices.


� See item 2.2.4 above.


� PTA Sec. 5, paragraph 1.


� PTA Sec. 5 paragraph 1 second sentence had a special definition of the term “participation” before it was deleted by amendment by act of 10 December 2004 no. 78, se item 4.3 below.


� Id. – Amendment by act March 20, 1992 no. 26.


� Id., ftn. 97


� GTA Sec. 5-1, paragraph 1 (activity) and Sec. 44, paragraph 1, and paragraph 1 d).


� Some of these Appeal Board decisions are from earlier periods, but regards the intepretation of the term «exploitation» and «pipeline transport» and are therefore assumed to be relevant now.


� Appeal Board decision June 17 1981, Utv. 1981 p. 676, Syversen, 1991, p. 340.





� Appeal Board decision June 17 1981, Utv. 1981 p. 681, Syversen, 1991, p. 343.


� Appeal Board decision August 19, 1982, Utv. 1982 p. 828, Syversen, 1991 p. 346.


� Appeal Board decision February 19, 1990, Utv. 1992 s. 152 (A. Magnus), Syversen, 1991 p. 351.


� Special Appeal Board decisions of July 27, 1988 and Dec. 4, 1989, Syversen 1991, p. 357.


� The company’s view might lead to a deficit onshore, which again shall be distributed propor�tionally between districts. A maximum of 1/2 of the deficit may be deducted in offshore income in assessing the 23% state tax and the 27.8% state tax (no deduction in the Special Tax).


� See item 5 below, especially 5.2.8 and 5.2.9.


� Utv. 1979 p. 541, Syversen 1991 p. 260.


� NPTR Sec. 2.





� It is not easy to understand the view of the Supreme Court – that the sales revenues should be divided between Onshore Tax District (zone 3) and the Shelf Tax District – and that this allocation should be based on a tariff system. According to Ot. prp. no. 42 (1981-82) p. 2 it was the fractioning facilities in zone 3 which should be subject to onshore taxation. It is reasonable to understand the preambles that the taxation in zone 3 was meant to be limited to the fractioning process which is remunerated with a tariff and not a part of the sales revenues,  see Syversen’s commentary in the tax magazine “SkatteNytt” 2004 p. 1. 


� Act June 13, 1980 no. 29.


� Ot. prp. no. 37 (1979-80), p. 30. The reason for the deletion of the special participation clause in PTA Sec. 5 was to encourage different forms of incentive contracts between the various companies on the Norwegian Continental Shelf, see Innst. O. no. 10 (2004-2005) p. 78.


� This is expressly stated in PTA Sec. 3 f).


� PTA Sec. 3 f), second subsection.


� Gains or losses allocated to the Shelf Tax District derived from disposal of assets subject to depreciation according to the rules in GTA, shall be entered as income or loss according to the rules in GTA Sec. 14-44 and Sec. 14-45.


� GTA Sec. 14-4, paragraph 2.


� For further details see Ot. prp. no. 26 (1974-75) chapter 4, p. 14.


� PTA Sec. 4, paragraph 2.


� Id.


� Whether the Norm Price authorities have succeeded in achieving the intentions of the system in stipulating the Norm Prices, is outside my expertise, and I will therefore not express any opinion in this matter.


� Ot. prp. no. 26 (1974-75) p. 15 second column, last paragraph (italicized by me).


� Ot. prp. no. 26 (1974-75) p. 15, first column, second paragraph. 


� The courts may only set aside a Norm Price resolution if it is based on error in facts, if it is not in accordance with the law or if the stipulation is arbitrary or obviously unreasonable.


� The capital tax for companies was abolished by the Tax Reform 1992.


� For example, delivery of petroleum for «national demand» according to PA Sec. 27, delivery in war times, PA Sec. 28, transfer of petroleum according to special clauses in the State Partic�ipating Agreement, when Statoil is selling the royalty oil, etc., see Syversen 1991, p. 226.


� Both «parties» have the right to make an appeal, cf. PTA Sec. 4, paragraph 4.


� NPTR Sec. 2.


� Id.


� NPTR Sec. 6 cf. Sec. 1. 


� See item 5.2.5 above.


� NPTR Sec. 3 a).


� NPTR Sec. 6.


� The zero valuation of stocks has been added to Section 6 of the NPTR by a Royal Decree of November 26, 1982.


� NPTR Sec. 4.


� NPTR Sec. 5.


� June 23, 1987.


� Feb. 24, 1989, Utv. 1989 p. 372 (Mobil Exploration).


� If an asset was depreciated over a 10 year period according to the straight line method and the taxpayer one year did not depreciate the asset, 1/10 of the asset would not be depreciated at the expiry of the depreciation period. This amount could not be depreciated later, but would have effect in calculating a profit or loss when the asset was sold, etc.


� PTR Sec. 1.


� PTR Sec. 3 i) and regulations of 18 August 1998 no. 819.


� PTR Sec. 2, paragraph 1.


� This is assumed to be the case regarding indirect costs which can be allocated to the acquisi�tion of the asset. See the remarks to the PTR Sec. 2 by the Ministry, Utv. 1976 p. 462, Syversen 1991, p. 486, Woldseth 1981, p. 665.


� PTR Sec. 2, paragraph 2.


� PTA Sec. 3 b). Before 1977 full depreciation could be claimed from and including the year the asset was taken into ordinary use. 


� PTR Sec. 5, paragraph 2.


� PTR Sec. 5, paragraph 3.


� PTA Sec. 3 f), fifth subsection 


� GTA Sec. 14-43.


� PTA Sec. 3 c) fifth paragraph


� PTA Sec. 3 g)


� Supreme Court decision of 14. Dec. 2004 (Shell). The MFIN has decided to bring another such case before the Supreme Court. The authorities are of the opinion that deduction before the work of closing down the well is done is not allowed according to GTA Sec. 14-4, paragraph 3 which denies tax deduction for “allocations according to good accounting practice”.


� Amendment by act  13 June 1980 no. 29. Preambles: Ot. prp. no. 37 (1979-80), p. 30 item 5.6.


� Utv. 1979, p. 542, Utv. 1980, p. 748 and Utv. 1981, p. 689.


� GTA Sec. 10-2, 10-3 and 10-4. It is a condition for the application of these rules that the parent company owns directly or indirectly more than 90% of shares in the subsidiary and has a corresponding share of the votes at the Shareholders General Assembly. The «group contri�bution» is deductible for the contributing company and is taxable income for the receiving company. It is not necessary to make the «group contribution» in cash; it is sufficient that the receiving company register a claim against the distributing company.


� GTA 10-2, paragraph 2


� This is stated in PTA Sec. 3, c), second subsection regarding the interest adjustment which shall be calculated separately for the two kinds of losses.


� PTA Sec. 5, paragraph 6, cf. item 7.2 below.


� PTA Sec. 3 c), first subsection. Before the amendment of June 15, 2001 the loss may be carried forward for 15 years, but the authorities might extend this time limit.


� PTA Sec. 3 c), second subsection.


� Cf. Ot. prp. No. 86 (2000-2001) p. 38.


� Before the amendment in the loss carry forward rules of June 15, 2001 no. 39 the rules were different. If an offshore loss was deducted from onshore income, it was not possible to claim a further deduction in the Special Tax. This meant that an offshore deficit would only give a maximum of 28 % tax deduction if set off against onshore income. If set off against offshore income the tax deduction would 78 % because such a set off also would affect income subject to the Special Tax. Normally a loss must be carried forward as soon as surplus income has been obtained; oth�erwise the right to carry it forward is lost (for the amount which could have been used). In order to avoid a tax loss, petroleum producing or transportation companies etc. could reserve the offshore losses to be carried forward against future offshore income, even if the company had positive onshore income. These rules are still applicable for petroleum losses, but have no economic consequence after the interest adjustment of loss carry forward.


.


� PTA Sec. 3 c), sixth subsection.


� Id.


� PTA Sec. 3 c), forth subsection


� PTA had a special provisions for a state refund of the tax value of losses from removal, cf. section 3 c) sixth subsection before the amendment by act of December 10, 2004 no. 78. This rule was superfluous and repealed because of the amendment in PTA Sec. 3 c) forth subsection.


� PTA Sec. 3 c), third subsection.


� GTA Sec. 14-7.


� The uplift will in fact be a zero-tax level of the Special Tax stipulated as a percentage of some of the licensee’s investments (production facilities offshore) and the Special Tax will, there�fore, be progressive with two rates: Zero tax (= the uplift for the actual income year) and 50 % of the exceeding income. 


� Act December 19 1986 no 73.


� Act 20 March 1992 no. 26 – see PTA Sec. 5, paragraph 4 and 5.


� PTA Sec. 5, paragraph 4. 


� The uplift rate and period was amended by act 10 December 2004 no. 78 for investments from 1 January 2005.


� Ot. prp. no. 37 (1979-80).


� Until 1987 there were the following special rules for pipelines: Distribution of uplift in accordance with the use of the pipeline: A pipeline did qualify for uplift, but only to the extent that it transported petroleum which had been produced on the Norwegian Continental Shelf. The uplift was dis�tributed among the producers according to their use of the pipeline. This also applied if the pipeline transported petroleum for parties other than the immediate owners of the pipeline. Special rules for pipeline - Excess Uplift: If the pipeline was owned by a company (or person) whose only business was to provide pipeline transportation, the 6 2/3% uplift was applied against its (his) income. If the uplift exceeded the income of the pipeline company, the excess could be allocated among the users in proportion to the quantity transported by each of them.


� PTA Sec. 5, paragraph 4.


� PTA Sec. 5, paragraph 6.


� PTA Sec. 5, paragraph 6 second sentence.


� Id.


� PTA Sec. 5, paragraph 7.


� PTA Sec. 5, paragraph 5.


� PTA Sec. 3 d) first subsection


� GTA 1911 Sec. 18, paragraph 4.


� GTA 1911 Sec. 20, paragraph 1.


� GTA 1911 Sec. 18, paragraph 1.


� Rt. 1987 p. 269 (Norsk Hydro). [Rt. means «Norsk rettstidende», a Law Magazine which con�tains the majority of the verdicts of the Supreme Court.]


� Appeal Board decision, Utv. 1978 p. 267, Syversen 1991, p. 420.


� This is still the normal criteria for the allocation of debt interest and other costs with no specific connection to a specific income source, see GTA Sec. 6-90.


� Act 11 June 1982 no. 40. Preambles: Ot. prp. no. 78 (1981-82).


� Act 15 June 2001 no. 39 with effect from the income year 2002.


� PTA Sec. 3 d), second subsection.


� The Oil Tax Office has denied this allocation method after the amendment in 1999 when the companies only was liable to state taxation. Their position was that the companies after the termination of local (municipal) taxation did not conduct a separate activity in the Onshore Tax District by using fixed assets onshore. As a result only the actual costs could be deducted in offshore income. This view was rejected by the province court (Borgarting lagmannsrett) in a decision of 24. November 2004. The decision has not been appealed by the tax authorities.


� This practice is based on the arm’s length principle in GTA Sec. 13-1 cf. OECD Model Tax Treaty article 9. This rule is also applicable to Norwegian owned subsidiaries (related companies), but so far it has been foreign owned subsidiaries or branches which have been subject to the thin capitalization practice of the Oil Tax Appeal Board.





