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in consultation with David Howell,
n of my proposed Budget changes; there

% 550 puints of detail yet to be settled.

d new supplementary tax on gross revenues
flat-rate o0il allowance: for illustrative

éf;ki reliefs designed to improve

cy and economy in the face of changed
The detailed problems and
outlined in a Revenue
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ally accepts that my proposals are justified on
* current North Sea economics. You will recall that

North Sea tax, followed by discussions aimed at
form of PRT. You will remember that this was
main point; and that he did not seriously

the new tax might exacerbate their existing
_
ng effective credit for PRT against US tax.
S
ued that any changes to the PRT reliefs of
d might prejudice the present US credit

they have also

In the light of
Howell, I propose

, at a rate of

1 allowance of

extra £1,000 million
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instalments over the year. David is
that this will substantially increase
t of the new tax on the industry, but I

X éff on this footing. I have however told
ee that the advance payment machinery should
‘ter further discussion with the industry - to
s on particularly hard cases. My officials
nsidering possible ways to do this, short of
roposed pattern of payments. I also propose
industry to discuss the possibility of

‘{t‘muy well, however, be impossible to develop
scheme.

tha 1nduatry s call for a 'tampurary levy”
iﬂrlgﬂz. This will give the 1ndustry ample

"reformed PRT" might replace my proposals.

anticzpata, they do not make out the case,
posals can be put on a permanent basis.

the industry’s representations

s already exempt from PRT;

gax to be repaid to fields
—
velopment costs; and

B an aued
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motivated by the belief that the PRT structure
as been overtaken by the radical changes in

s since PRT was introduced. In particular,
not now give adequate incentives to cost-

r Apart from the risk of misdirection of
oitation effort, this could lead to a

‘tax in the longer run if not corrected now.
PRT reliefs in their present form are

a degree of relief in the later years of some

le fields that was never intended when PRT was

~ Our consultations with the industry have, if
nfirmed these conclusions.

propose the following changes to the PRT

» which is given at 35 per cent as a proxy
rest relief, will no longer be given on

—
Such expenditure can be paid for out
. field cash-flow (to the extent that it

f against CT and PRT): no proxy

herefore justified;

hich reduces the PRT charge by
—_

's annual return on capital,

er the first few years of
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almost all from the new tax. This
prospective yield of "about £1,000 million”

st November. The net yield of the new tax will
less than this in later years, but this fall
‘offset by the effects of the changes to the PRT
QQ ally in the longer term. The increased yield

| all these changes might be in the range

dustry have made very little attempt to argue that
unjustified on grounds of "taxable capacity"”
k they will find it easy to mount such an

Budget. They will no doubt continue to
better met some other way:
a limited period should

s. In the meantime, I can reasonably
ials have been significantly influenced by

d esentations.

w tax is concerned, I have
native - "advance PRT" -

sabsinnes .
b i
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ist) can reasonably be tackled some other
"PRT spreading” provisions mentioned at
above.

companies will also make much of the risk that

proposals will put all PRT credit at risk:
listed the support of the State Department
There is a genuine risk that the US

111 prule that PRT as amended is no longer a
—_— —_—

if and when they do so, we would be obliged

5 the US/UK tax treaty, at some unquantifiable

ncecned - as I am - about the possible political
of an adverse decision in due course (which might
ome months) on PRT creditability from the US

But I think it is clear that some quite radical

re now unavoidable - even the industry agree
ierefore the credit status of PRT will
> into question however we proceed. We have

basic structure of PRT. If we are to take
vink we should, the choice is between pressing
ation as planned, leaving it to the initiative
to argue that PRT is no longer creditable;
s formally to the US authorities for
legislation, with no guarantee of a
onse.

legislation this year;
‘my present proposals,
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h because it will eliminate the distortions
we have identified that much sooner, and

the longer term revenue gains to score

If creditability of PRT does then

1 - if the IRS rule against us - have to

R'phanggs on the lines set out in paragraph

to David Howell and - in view of the
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From the Principal Private Secretary 23 February 1981

Qil Taxation Proposals

The Prime Minister has seen the Chancellor
of the Exchequer's minute of 20 February 1981
on the oil taxation measures to be taken in the
Budget and agrees to the proposals in paragraph
18 of his minute.

I am sending copies of this letter to

George Walden (Foreign and Commonwealth Office)
and Julian West (Department of Energy).

John Wiggins, Esq.,
H.M. Treasury.
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