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Foreword 
 

The government’s aim for the UK’s oil and gas resources is simple: to maximise the benefits they 

can bring to our economy. While this of course means continuing to ensure a fair return to the 

nation through taxation, it also means supporting investment in projects which generate jobs, 

supply a large portion of the UK’s primary energy needs and help sustain a world-class supply 

chain which exports around the globe.  

Sir Ian Wood’s review into ways of maintaining UK oil and gas production clearly set out the size 

of the prize that still remains in the North Sea. As the basin matures, the oil and gas remaining 

is becoming increasingly difficult and expensive to extract. Projects are often in very deep waters, 

or require new technologies.  

The industry’s ingenuity and creativity is helping to secure its long-term future, by identifying 

ways to extract these hard-to-reach hydrocarbons. We are committed to putting the right fiscal 

framework in place to support the development of more technologically complex projects which 

require greater levels of investment than those to extract conventional resources, to ensure 

companies explore the full potential of such resources. That is why the Chancellor announced a 

new tax allowance for ultra high pressure, high temperature projects in the Budget.  

Over the summer we consulted on the approach to be used to support these projects. We have 

worked in collaboration with industry to put in place a strong mechanism to support investment 

that would otherwise not happen, providing certainty on eligibility at an earlier stage in the 

investment cycle and the flexibility to respond automatically to changing investment costs. We 

have taken note of the evidence provided and have set the rate at 62.5% applied to capital 

spend and decreased the pressure and temperature thresholds in order to allow additional 

technically challenging projects to benefit from the allowance. 

An additional benefit of the mechanism is that it encourages greater investment in the area 

surrounding high pressure, high temperature projects, particularly in exploration and appraisal, 

which are the life blood of the industry. The mechanism has been described as a potential 

“game changer” by industry, a paradigm shift in approach which could act as a model for 

stimulating investment in other parts of the UK Continental Shelf. Not only will it support 

producers but, by securing a pipeline of projects, it can help enhance the UK supply chain’s 

global capabilities in this high technology sector. 

We were very encouraged by the high level of engagement throughout the consultation process, 

through written responses and in working groups allowing us to develop a tax regime that will 

achieve all our objectives. We are confident that the allowance we are putting in place will 

ensure the UK does not miss out on our promising high pressure, high temperature resources. 

 

 

 

Priti Patel MP      Rt Hon Matt Hancock MP          
Exchequer Secretary to the Treasury   Minister of State for Energy
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1 Introduction 
 

1.1 This document summarises the responses received during the consultation carried out by the 

government between July and September 2014 on proposals for a cluster area allowance for 

ultra high pressure, high temperature (uHPHT) projects. It also sets out the government’s 

responses to the outcomes of the consultation and next steps. 

1.2 This work follows the government’s announcement at Budget 2014 that it would introduce 

a new tax allowance for uHPHT projects to incentivise investment and support the development 

of the UK’s industry in extracting these technically challenging resources.  

1.3 As outlined in the consultation, the government believes that the resources extracted from 

these areas have the potential to form an important part of Maximising Economic Recovery UK 

(MER UK) as described in Sir Ian Wood’s February 2014 report into the challenges facing the UK 

oil and gas industry, an overriding concept which will be essential to the future of the basin. The 

development of these resources will create synergies with existing infrastructure and encourage 

work to bring about further economic discoveries. The support industry and proliferation of 

investment into extracting the targeted resources will bring substantial economic benefits – jobs 

and peripheral investment. The benefits would extend beyond oil and gas to other 

manufacturing sectors – to construction, engineering and others.  

1.4 The government is therefore committed to getting the fiscal framework right so we can 

explore and develop this potential and ensure the UK is able to take advantage of these 

opportunities.  

1.5 To achieve this, the consultation document set out the government’s objectives and 

proposed approach for the tax regime in respect of high pressure, high temperature cluster 

areas – the introduction of a new form of allowance (the cluster area allowance or, the 

allowance) proportional to the scale of capital investment.  

1.6 Having considered all responses, the government has published draft legislation at Autumn 

Statement, for Finance Bill 2015. The cluster area allowance is being introduced with immediate 

effect for qualifying capital expenditure incurred on or after 3 December 2014 in respect of 

cluster areas. The closing date for comments on the draft legislation is 4 February 2015. 

Consultation process 

1.7 The government is grateful to all respondents who took the time to provide comments on 

the proposals. Responses were received from oil and gas companies, representative bodies and 

professional services firms. The government received 21 responses; each respondent is listed in 

Annex B. 

1.8 As part of the consultation process, the government also held several working groups with 

companies and tax professionals to discuss the details of the proposals. Summaries of the 

working group meetings can be found at Annex A. 
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2 Cluster area allowance 
 

Objectives 

2.1 The consultation document outlined that the government will adopt an approach to the 

uHPHT tax regime that: 

 supports the development of uHPHT projects and incentivises the most efficient 

development of processing hubs and offtake routes 

 encourages exploration and appraisal within “cluster areas” – to give companies an 

incentive to think further than existing fields to nearby discoveries and prospects, 

consistent with maximising economic recovery principles 

 is flexible enough to respond automatically to changes in investment costs, to 

prevent frequent legislative adjustments, while providing investors with early 

certainty about eligibility for the allowance which they can factor into their long-

term investment decisions 

 uses existing mechanisms for delivering relief as far as possible 

 ensures a fair return for the nation, is not open to abuse and is affordable 

Cluster area allowance 

2.2 As set out in the consultation, the cluster area allowance would operate similarly to existing 

field allowances, by exempting a portion of a company’s profits from the Supplementary Charge 

– reducing the effective tax rate on that portion from 60% to 30% at the rates which will apply 

from 2015 onwards.  

2.3 The amount of profits exempt from the Supplementary Charge would be based on a 

proportion of the capital expenditure a company incurs in relation to a cluster area. This would 

include exploration and appraisal costs, but would exclude decommissioning costs. This is similar 

to the approach the government adopted for the onshore allowance. 

2.4 The government had originally proposed that all cluster areas would be expected to have 

some element of uHPHT potential. However, the allowance would be generated by any 

qualifying expenditure in relation to the cluster area – regardless of whether the target field, 

prospect or discovery is known or expected to be uHPHT.  

2.5 Companies would start to generate and hold the allowance as soon as they incurred 

qualifying capital expenditure in relation to a cluster area. Costs incurred prior to the actual or 

deemed determination of a cluster area would not contribute to the generation of their 

allowance for that cluster area. 

2.6 The amount of allowance activated (i.e. made available to offset against profits) in any 

accounting period would be no more than the amount of the company’s share of production 

income from the field in which it incurred the expenditure. However, the government proposed 

to allow companies to elect to transfer generated allowance between their projects in the same 

cluster area. This would allow allowance generated by spend on unsuccessful exploration or 

appraisal, for example, to be activated by the production income of a successful project within 

the cluster area. It was originally proposed that, as with the onshore allowance, this would be 

only after a period of three years from when the expenditure was incurred. 
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2.7 As with the onshore allowance, the government did not propose introducing a five-year 

minimum activation period, which is a feature of other field allowances. 

2.8 Any activated allowance not used to reduce the Supplementary Charge otherwise payable by 

a company in a particular accounting period would be carried forward and would be available 

for use in the next accounting period. 

2.9 The allowance, when activated, would be available to be used against all of a company’s 

adjusted ring fence profits. It would not be restricted to set off against profits from the cluster 

area. The consultation asked: 

Question 1 - Would the proposed approach achieve the government’s objectives set out in 

paragraph 3.2 of the consultation document (reproduced above at paragraph 2.1)? 

Question 2 - Are there alternatives or variations to the proposed approach that would better 

meet the government’s objectives? 

Question 3: Is the definition of qualifying expenditure sufficiently clear and is the scope wide 

enough? 

Question 4: Will the allowance introduce any additional administrative burdens for businesses? 

If so, are there options the government could consider to reduce this burden? 

Question 5: Do you agree that current HMRC legislative framework to protect the Exchequer is 

sufficiently robust for the cluster area allowance? Do you think there are any additional 

measures that would be helpful in this regard? 

2.10 Respondents welcomed the proposed introduction of the cluster area allowance and many 

confirmed that it would meet the objectives set out in the consultation document. Respondents 

felt the concept of a cost-based allowance was strong and were attracted to this model.  

2.11 A number of stakeholders noted that the exploration incentive from activation of the 

cluster area allowance would be restricted to those participants that either have existing 

production within the cluster area or a near term expectation of production from their uHPHT 

prospect. This could mean that the objectives are not fully met if the allowance were to require 

production within the project in order to be activated, as it might not fully encourage early 

exploration of the cluster area. 

2.12 A number of alternative suggestions and variations were suggested by respondents, 

including: 

 keeping the cluster area sufficiently small such that alignment within it is more 

easily achieved 

 providing cross cluster area relief; once a company has success in one cluster area it 

should be able to transfer allowances generated from expenditure on a second 

cluster area against the production income of the first cluster area 

 extending the allowance to existing fields and non uHPHT prospects 

 triggering the allowance for unsuccessful exploration in the year in which the costs 

are incurred instead of the 3 year delay proposed 

 to back-date the date of Cluster Area Determination to avoid delays in activity 

2.13 Many respondents felt there was uncertainty around the definition of qualifying 

expenditure. A desire was expressed for the publication of specific guidance which includes real 

case study examples and guidance on “grey” areas, such as leased assets and the allocation of 

capitalised central costs to the cluster area. 
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2.14 Due to the specialist, technical nature of uHPHT projects, several companies felt that mid-

life decommissioning costs should not be excluded from the allowance. 

2.15 Additionally, some said that the allowance should include those costs incurred outside a 

defined cluster area, but which are necessary for the development e.g. pipelines and host 

facilities and/or modification of existing facilities. 

Administrative burdens 

2.16 The majority of respondents stated that any additional administrative burdens associated 

with the new allowance and the determination of cluster areas should not be problematic. 

Existing accounting systems should be able to deal with new data requirements. However, some 

stated that if there were to be excess administrative burdens (perhaps when there are multiple 

joint venture groups within a cluster) this would have negative effects. Steps which were 

suggested in order for the government to minimise this burden were: 

 ensuring the Cluster Area Plan is kept at a high level and is sufficiently flexible to be 

changed 

 minimising areas of subjectivity and negotiation 

 publishing clear guidance on what types of costs are determined capital or 

operational expenditure 

 allowing administrative processes to be performed on an annual cycle or longer 

 ensuring interaction between industry and DECC/the Oil and Gas Authority is 

straightforward 

Legislative framework 

2.17 All respondents agreed that the current legislative framework to protect the Exchequer is 

adequately robust. Many believed that the burden of risk would fall heaviest on industry and 

that, even though the government shares an element of risk, the Exchequer would be 

sufficiently protected.  
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Box 2.A: Government response 

 The government welcomes industry’s support for its objectives, and for the overall 

structure of the proposed approach helping to achieve these objectives.  

 The government acknowledges that the mechanism of a cost based allowance 

could be used to incentivise investment in other developments, including existing 

High Pressure, High Temperature (HPHT) fields. The government has addressed 

this issue as part of the ongoing Fiscal Review. 

 The government accepts that there is a need to address the current lack of 

exploration activity. It believes that the cluster area allowance addresses this 

within cluster areas. Wider responses on this topic have been noted and this issue 

is addressed at Autumn Statement 2014 and as part of the ongoing Fiscal Review. 

 All qualifying capital expenditure incurred in relation to a cluster area determined 

after the announcement of this measure at Autumn Statement 2014 will qualify 

for the allowance. 

 The government acknowledges concerns regarding perceived ambiguities in what 

qualifying capital expenditure would constitute. The government will therefore 

publish guidance on qualifying capital expenditure in relation to a cluster area for 

the purpose of the allowance – capital expenditure qualifying for the allowance 

will include those in relation to the cluster area (on a just and reasonable basis) 

which are necessary for the development (e.g. pipelines and modification of 

existing facilities). 

 The government is keen to ensure that changes to the tax regime do not 

introduce any unnecessary or disproportionate administrative burdens. The 

government welcomes industry’s view that this allowance does not introduce 

such burdens.  

 The government agrees with respondents that current arrangements to protect 

the Exchequer are sufficiently robust. As with other taxes, HMRC will continue to 

monitor this position as the industry develops and the allowance is used. 

 

Level of allowance 

2.18 At Budget 2014, the government confirmed that the level of allowance would be at least 

62.5% of the qualifying capital expenditure a company incurs in relation to a cluster area. For 

example, if a company incurs £100m of qualifying expenditure in a cluster area, it would 

generate allowance of at least £62.5m. Therefore, £62.5m of a company’s adjusted ring fence 

profits would be exempt from the Supplementary Charge, once the allowance had been 

activated by production income – resulting in tax relief of £20m assuming a combined total tax 

rate of 62%.  

2.19 While the government confirmed that the level of allowance will be at least 62.5%, it had 

not proposed a specific proportion of capital expenditure that would set the final level of 

allowance. 

2.20 In setting this level, the government had considered the objectives set out in paragraph 3.2 

of the consultation document. Respondents were asked to provide information on the 

economics of projects within potential cluster areas to inform the government’s decision on the 

appropriate level: 
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Question 6: Can you provide evidence on the potential economics of specific projects you have 

considered in areas with ultra HPHT discoveries or potential? 

2.21 Many companies included evidential graphs and/or tables showing economics of specific 

projects. Some conclusions from these are: 

 HPHT and uHPHT expenditure represent a step change in terms of both cost and risk, 

associated exploration/appraisal wells costing in excess of £100 million carrying up to a 

90% probability of commercial failure; without fiscal support this investment may not 

occur 

 the overall objective should be to move some of the high risk but potentially high value 

projects which are currently economic but not commercial (in part due to the inherent 

reservoir, drilling, well failure and facilities risks of such projects) through to investment 

approval 

Box 2.B: Government response 

 The government has committed to supporting investment in uHPHT prospects 

and agrees that such investment may be encouraged through the introduction 

of an effective cluster area allowance set at the appropriate rate. 

 The government has considered representations on the appropriate level of the 

allowance in order to encourage significant investment, while ensuring a fair 

return for the Exchequer. Consequently, the allowance will be set at a level of 

62.5% of qualifying capital expenditure. 

 

Scope and Cluster Area Determinations 

2.22 The government had originally proposed that a cluster area would be a geologically linked 

and geographically discrete set of leads, prospects, appraisal potential, near field potential and 

fields. The focus of the consultation was on cluster areas comprising areas with an undeveloped 

ultra HPHT discovery, with nearby undrilled potential and prospects. 

2.23 The government originally proposed that a cluster area: 

 would contain an undeveloped ultra HPHT discovery 

 could extend into unlicensed acreage 

 would be defined as a 3D volume (i.e. it would have a top and/or bottom). Existing 

non-uHPHT fields above a new cluster area would most likely be excluded from this 

3D volume 

 may contain undeveloped potential that is not expected to be ultra HPHT 

 may contain more than one discrete field 

 would not be a hub that joins several disparate geographically separate discoveries 

2.24 A new cluster area would be determined by the Department of Energy and Climate Change 

(DECC) using a similar process to oil field determinations. Initial suggestions for new cluster 
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areas (and proposals for subsequent changes) could come from DECC or industry. These 

functions would transfer to the new Oil and Gas Authority1.  

2.25 As with field determinations, determination of cluster areas would be subject to 

consultation with affected licensees (if any). All cluster area proposals would also be published 

for representations to be received. The process would be iterative and consultative. 

2.26 An existing cluster area could be refined as the geological understanding of the area 

progressed. However, any allowance generated would not be withdrawn, even if it was 

generated by spend relating to a part of the cluster area that was subsequently excluded from 

the area. 

Cluster Area Plan 

2.27 Each cluster area was expected to have an agreed plan to maximise economic recovery 

from within the cluster area. The plan would be agreed by all parties within a cluster area and by 

the government. It would show how the cluster area would be explored, appraised and 

developed. All existing licence obligations and commitments, timings and contingencies, would 

remain in place and become part of the plan. 

2.28 The Cluster Area Plan would be: 

 timed: with a work programme to explore, appraise and develop the cluster area 

 phased: with defined gates documenting criteria to progress to the next phase. The 

criteria that are defined in each gate would be agreed in the same way as contingent 

work programmes are agreed for licences or Fallow B rescue plans 

2.29 Under this approach, if it was agreed with DECC that the criteria of a particular gate had 

been met, there would be an obligation to progress to the next phase. If it was agreed with 

DECC that the criteria had not been met, then that element of the Cluster Area Plan would be 

revised to account for the new geological understanding of that part of the cluster area. If the 

agreed criteria were met but the companies decide not to proceed with a work element, then 

the whole Cluster Area Plan would potentially be in default.  

2.30 To help reach agreement on a viable plan, and to meet the objectives for the allowance, 

the government had believed it would be desirable for each cluster area to have the following 

characteristics, as set out in the original consultation document: 

 commercial alignment among licensees in a cluster area, such that any differences in 

equity interests will not adversely affect exploration, appraisal and development work 

 unified mapping and no equity drilling (e.g. sole-risking) 

 full data sharing between all licensees in a cluster area 

 one agreed operator per cluster area, unless compelling reasons are presented for 

multiple operators 

 shared, agreed exploration and production concepts, plans and timings 

Agreed cluster areas 

2.31 Once a cluster area had been determined by DECC, the cluster area allowance would 

become effective. Qualifying spend incurred after the actual or deemed determination date 

would generate an allowance. 

 
1 Where DECC is used throughout this document, it should be viewed as a reference to DECC followed by OGA. 
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2.32 In addition, once determined, the cluster area would be treated in the same manner as 

DECC currently treats fields for licence extensions. DECC will update the “The current guidance 

on Seaward Licence Extensions” to reflect these new powers to determine cluster areas and then 

treat cluster areas in the same manner as Fields are currently: see https://www.gov.uk/oil-and-

gas-petroleum-licensing-guidance. The cluster area would benefit from this as long as the 

Cluster Area Plan is adhered; to explore, appraise and develop. The plan would also ensure that 

while work was being undertaken to an agreed plan no part of the cluster area would be fallow, 

while keeping within the provisions of the Hydrocarbons Licensing Directive (94/22/EC). 

2.33 Licence interests in the cluster area, and any existing Cluster Area Plan commitments, 

would be transferable between co-venturers. However, new licensees would need to sign up to 

the Cluster Area Plan. Any licensee selling an interest in a licence area would have to make any 

purchaser aware of the Cluster Area Plan and timing. The consultation questions in respect of 

these proposals were: 

Question 7: Do you agree with the proposed definition of a cluster? If not, please provide 

evidence to support your case.  

Question 8: Do you agree with the proposal for how a cluster area would be determined? 

Question 9: Do you foresee any problems with achieving sufficient commercial alignment to 

allow cluster areas to be effective and for a cluster area plan to be agreed with DECC?  

Question 10: Do you think the elements and structure of the Cluster Area Plan are achievable? If 

not, please provide examples of potential difficulties from examples in your portfolio. 

Question 11: Will full data sharing create data and report licensing issues with data providers 

such as members of the International Association of Geophysical Contractors (IAGC)? 

Question 12: What sanctions should be available for government (e.g. licensing or fiscal) in the 

event that companies do not adhere to an agreed cluster area plan? 

Question 13: What criteria do you think should be used in deciding that a cluster area plan has 

not been adhered to? 

Question 14: Do you think the existing parameters for ultra HPHT are sufficient (with oil at a 

pressure of more than 862 bar and a temperature of more than 166 Celsius in the reservoir 

formation)? Are there projects that are HPHT, but not expected to be ultra HPHT, that would 

benefit from the cluster allowance? If so, please provide reserves/resources and actual/expected 

temperatures and pressures. 

Cluster area definition and determination 

2.34 Respondents stated that it should not be necessary to define the cluster area as 

geologically linked as this could limit the application of the cluster area as a concept and be too 

restrictive. The government agrees with this finding. An approach that was focused on 

geographical proximity, where the cluster area is defined as a distinct geographical area that 

contains either an HPHT discovery or potential, would be better received as it would aid in 

supporting the most effective development of prospect/discoveries that on their own would be 

uneconomic. 

2.35  One company suggested that a geographical definition still fails to acknowledge the 

infrastructure and economic foundation on which discoveries are unlocked and developed. Their 

alternative suggestion was to apply the allowance to groups of discoveries and prospects that 

would ultimately combine into a single development or otherwise be dependent. Their view was 

that this approach would be better suited to encourage commercial alignment, one of the 

https://www.gov.uk/oil-and-gas-petroleum-licensing-guidance
https://www.gov.uk/oil-and-gas-petroleum-licensing-guidance
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characteristics of a cluster as outlined in the original proposal. These would be more like 

traditional hub developments than focused cluster areas. 

2.36 It was agreed that there is a need for flexibility in the definition and clarity from the 

government regarding definition and that the role of the regulator in this and other 

determinations is crucial. 

2.37 Respondents agreed that it is vital that the determination process is sufficiently flexible and 

provides upfront certainty and, while some were happy with the proposal on determinations, 

many posed alternatives. 

2.38 Specific suggestions included: 

 that cluster areas should be agreed upon well in advance 

 if the cluster area allowance was extended to areas with wildcat HPHT exploration 

potential but no existing discoveries, the ability to transfer the allowance between cluster 

areas could promote key exploration targets and bolster the economic attractiveness of 

UK exploration 

 a phased approach to the Cluster Area Plan could ensure that partners concentrate their 

resources on those discoveries that are nearer approval of a Field Development Plan and 

more likely to provide near term economic benefits 

 ensuring that DECC/Oil and Gas Authority personnel are readily available for consultation 

 that a regulatory body (such as the Oil and Gas Authority) must oversee dispute 

resolution 

Commercial alignment 

2.39 There were a number of potential issues identified amongst the responses: 

 some cited the issue of commercial alignment as being one of the most challenging 

aspects of the proposal, but were reassured in working groups that government would 

work with companies to ensure that this should not carry undue burden 

 this would be accentuated were a particular party within a cluster area not able to utilise 

the allowance immediately (through lack of any production income in the cluster area) 

 some noted the difference between the effective value of the allowance to those in a 

tax-paying and non-tax paying position but accepted that the allowance was not 

intended to address this issue 

2.40 One suggestion was that a limited number of licences should be included within each 

cluster area to facilitate cooperation. The resulting cooperation and the interdependency in a 

cluster area will encourage the sharing of relevant data and interpretations so that the cluster 

development proceeds as planned. 

Structure of Cluster Area Plan 

2.41 Most respondents agreed that the elements and structure of the plan would be achievable. 

Exceptions included: 

 a concern that difficulties may arise where DECC and partners are not in agreement on 

the criteria to move through a defined gate 

 that it may be difficult to have firm commitments beyond one or two years, due to 

changing circumstances and/or information 
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 there can be material differences in the relative value of project returns to different 

companies depending on whether they are paying tax, or not yet doing so; this is likely 

to be a particular problem 

Data sharing 

2.42 Most respondents agreed that there will be a need to share sufficient information to 

facilitate development of dependent licences, but the majority believed full data sharing could 

create problems such as: 

 issues from the data owner's perspective - i.e. the seismic contractors, as a requirement 

for full data sharing may fundamentally undermine their business model 

 information such as geological interpretations, mapping and exploration results remain 

commercially sensitive 

 data licensing issues need to be clear, as in their present form they could form a barrier 

to effective data sharing 

Non adherence with Cluster Area Plans and sanctions 

2.43 A number of ideas were suggested with respect to non-adherence: 

 to evaluate whether a plan has been adhered to by reference to the assumptions on 

which the Cluster Area Plan was based and whether these still hold true upon evaluation 

 that the Oil and Gas Authority takes a role in mediating if parties are in disagreement 

 DECC’s view on what is economic could differ from the partners’. Respondents asked for 

there to be reasonable dialogue between the government and companies 

 annual monitoring of the Cluster Area Plan should be conducted similar to the fallow 

acreage monitoring procedure 

 criteria should take account of technical and economic developments since the plan was 

agreed 

2.44 Respondents expressed a desire that, where one partner defaults on the Cluster Area Plan, 

the other partners would not be penalised and that there should be no penalty imposed on 

participants who are willing to proceed with the Cluster Area Plan through meeting an increased 

share of the development cost. Many also suggested the removal of the requirement that there 

is unified mapping in a cluster area. This would enable the remaining partners to pursue a 

prospect without the need for all partners to participate. Some proposed that the sanctions 

should be proportionate and relate to licensing rather than being fiscal penalties. 

2.45 Respondents suggested that there should be a system for resolving disputes.  

Parameters 

2.46 The vast majority of respondents called for a reduction in the physical parameter thresholds 

to a pressure of 690 bar (10,000psi) and temperature of 149˚C (300˚F), thus encompassing 

HPHT as well as uHPHT. One respondent suggested that a switch to exceeding either the 

temperature or the pressure threshold would boost the economic attractiveness of certain 

prospects. 

2.47 One respondent expressed concern in the current approach, where a minor increase in 

temperature or pressure could be the difference between qualifying or not. 
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Box 2.C: Government response 

 The government has considered the views on the definition of a cluster area 

expressed in response to the consultation. The government wants to ensure the 

allowance is appropriately targeted and so the government has agreed to 

remove the requirement for a cluster area to be a geologically-linked area, 

instead being a geographically discrete contiguous area. 

 The government has considered concerns regarding commercial alignment 

across larger areas and so agrees that cluster areas will be relatively small 

(generally an area broadly equivalent to 3 UK Continental Shelf blocks). 

 The government has considered the views on the determination of a cluster 

areas expressed in response to the consultation. After taking into account these 

views it agrees that the cluster areas will be determined by DECC. The process 

will be no more burdensome than current requirements for Field Development 

Plan approval. The process will be: 

 DECC will issue letters to licensees of a proposed cluster area, and will also 

publish the co-ordinates of a proposed cluster area on the gov.uk website 

 There will be a 30 day period for representations 

 Representations will be considered and further proposed/final coordinates 

would be issued and published on the gov.uk website 

 The government accepts there is a case for revisiting determinations and agrees 

that, once a final Cluster Area Determination is published, it could be varied, 

following representations from affected licensees, as knowledge of the area 

develops. 

 For each cluster area the licensees will submit a Cluster Area Plan which will be 

reviewed with DECC at least annually and will comprise: 

 A brief narrative description of the cluster area 

 A discovery and prospect inventory 

 A timed plan for each item in the inventory 

 DECC will work with the companies as these plans are drafted and will issue a 

Proposed Determination of the cluster area which will be finalised after the 30 

day representation period. This will be reviewed where new data indicates there 

is a need to do so. 

 The government believes that licensees will need sufficient commercial 

alignment to be able to sign up to a joint Cluster Area Plan. 

 The government acknowledges that, as work in the cluster area proceeds, there 

may be cases where deviation from the agreed Cluster Area Plan is required. 

Therefore each plan will be reviewed, revised as appropriate annually with 

agreement between DECC and the cluster area licensees, as knowledge of each 

project and the associated geology develops. 

 The government acknowledges the concerns expressed regarding the impact of 

a participator who defaults on their cluster area obligations and agrees that 

companies will not be penalised if another licensee defaults on the plan for a 
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prospect inventory item so long as that company has fulfilled its own 

commitments within the cluster area. 

 The government expects that defaults on individual plans for prospect inventory 

items will be extremely rare, due to the expected close working partnership and 

knowledge sharing between the companies involved and DECC, and the annual 

review process. 

 The government has not set any sanctions at this stage but will work with the 

new Oil and Gas Authority to consider whether current sanctions powers are 

adequate to ensure implementation of cluster plan obligations. 

 The government believes that there are potential HPHT projects which are also 

technically challenging with high cost profiles which would benefit from the 

allowance. Therefore the government have reduced the qualifying pressure 

threshold to 690 bar (10,000 psi) and qualifying temperature threshold to 

149˚C (300˚F) to encourage the development of these prospects.  

 The government acknowledges the concerns in respect of the delay between 

allowance generation and wider utilisation originally proposed and that this 

may discourage some of the exploration activity that the allowance is designed 

to encourage. Therefore the government have removed the requirement for 3 

years to elapse between the generation of the allowance and companies being 

able to utilise the allowance against income from other projects within a cluster 

area. 

 The government believes that were it to permit companies to transfer the 

allowance between cluster areas it would remove the incentive for companies to 

achieve better commercial/equity alignment, as outlined in the original proposal. 

This will, therefore, not be allowed. 

 The government acknowledges responses suggesting that there may be an 

imbalance in the value of the cluster area allowance between tax-paying and 

non-tax paying companies. The issue of the disparity between companies within 

each of these groups is separately addressed at Autumn Statement 2014 and 

shall be considered as part of the ongoing Fiscal Review. 

 

Split between participants 

2.48 Most existing field allowances for new fields are divided between participants in a field in 

proportion to each company’s share of equity in the field. Given the structure of the cluster area 

allowance, the government proposed that each participant in a cluster area would generate 

their own allowance based on the capital expenditure they individually incur. Under this 

approach, a participant that did not incur any capital expenditure would not generate any 

allowance. This is the approach adopted for the onshore allowance. The consultation asked for 

views on this: 

Question 15: Do you agree that the allowance should be split between participants in a project 

based on actual expenditure incurred by each participator? If not, what do you consider to be a 

more appropriate method to split the allowance between participants? 

2.49 All respondents who answered this question agreed that the allowance should be allocated 

to the bearer of the relevant costs. Where one of the participators is in default, the remaining 
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participators should continue with the Cluster Area Plan and receive the allowance for qualifying 

expenditure incurred allowance.  

Box 2.D: Government response 

 The government has considered the responses on how to split the allowance 

between participants. Since the cluster area allowance is structured around the 

level of capital expenditure incurred, the government believes it is appropriate to 

split the allowance based on this actual spend. The government believes that 

this is the best approach to achieve the investment incentive the government is 

trying to create through the allowance. 

 

Transitional arrangements 

2.50 The government had proposed that any uHPHT projects that receive development consent 

prior to 1 January 2017, but after the cluster area allowance came into force, could elect to 

receive either the existing uHPHT allowance or cluster area allowance. From 1 January 2017, it 

had been proposed that the current uHPHT allowance would not be available. 

2.51 The government had originally proposed that the cluster area allowance would be the only 

allowance available within a defined cluster area. Under this proposal projects within a cluster 

area would therefore not be eligible for the existing ultra HPHT allowance, the small field 

allowance or the brown field allowance. The consultation asked for views on these proposals: 

Question 16: Do you think these transitional arrangements are appropriate? If not, please 

indicate what you think would be suitable arrangements, providing evidence to support this. 

2.52 There was concern amongst respondents that there might be future uHPHT projects that 

may not be able to benefit from the new cluster area allowance (e.g. where evidence of 

commercial alignment was insufficient to obtain cluster determination) but which would have 

met the criteria for the existing allowance, therefore the majority requested that the current 

uHPHT allowance not be removed. One suggestion was for companies to be able to elect for the 

cluster area allowance, existing uHPHT allowance or another alternative to apply. 

2.53 Certain evidence demonstrated that the proposed cluster area allowance may have a 

negative impact on isolated projects in comparison to the existing uHPHT field allowance 

although it was noted that the cluster area allowance improves the greater the investment and 

the higher the percentage of capital expenditure qualifying for the allowance. 

Box 2.E: Government response 

 The government accepts there is a case for introducing transitional 

arrangements where companies are currently factoring the existing uHPHT 

allowance into their project plans, or have projects which do not easily form 

part of a cluster area.  

 The government will, therefore, not be removing the existing uHPHT allowance 

in 2017 as previously proposed. Instead it will consider the future of the existing 

allowance as part of the ongoing Fiscal Review. 
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A 
Summary of working 
groups 

 

First working group 

Meeting date:  30 July 2014 
 
Meeting time:  12 – 13:30pm 
 
Location:  HM Treasury, 1 Horse Guards Road 
 
Agenda Item Summary Actions 
Introduction Government welcomed attendees to the first working group 

on the cluster area allowance, following the launch of the 
consultation on 23 July. A further one or two working groups 
will be held before the consultation closes on 30 September; 
the next one will be on 21 August with a video link to 
Aberdeen. Government will publish its response to the 
consultation at Autumn Statement 2014 and intends for the 
first clusters to also be provisionally determined to an Autumn 
Statement 2014 timetable. 
 
Government confirmed they would welcome bilateral 
meetings with individual companies, or groups of companies, 
to discuss individual cases or views. 
 
The focus of this working group was on tax issues and cluster 
determination requirements. 

 

Cluster 
determinations 

Government outlined their current thinking and proposals on 
the design of a new cluster area allowance, focusing on the 
mechanism for the allowance and areas which industry felt 
were more complex. 
 
Industry welcomed the move towards a cost-based approach 
as a step forward which offered more flexibility and certainty, 
and discussed potential issues around achieving commercial 
alignment within a cluster. Government clarified that equity 
alignment would not be mandatory but the structure of the 
allowance should encourage some form of commercial 
alignment.  
 
During discussion, industry noted that having a 3 year delay 
before the allowance can be transferred within the cluster 
reduced the incentive for exploration activity. Government 
explained that this was consistent with the onshore 
allowance, but that they were willing to receive 
representations if industry felt this was an issue. 

DECC: to 
prepare an 
illustrative 
model cluster 
plan/cluster 
with gates to 
measure 
progress, to 
share at the 
next meeting. 

Qualifying 
expenditure 

Government initiated the discussion by explaining that the 
proposal was for the cluster allowance to be generated by 
capital expenditure, consistent with the approach taken for 
the new onshore allowance. Expenditure that attracts 100% 

HMRC: It was 
agreed that 
further 
engagement 
would be held 
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first year capital allowances would be included e.g. plant and 
machinery, research and development, mineral extraction.  
 
Industry highlighted the importance of clear guidance to 
accompany any definition. The ongoing work on the 
definition of capital expenditure for the purposes of the 
Brown Field Allowance is expected to help narrow any grey 
areas. 
 
Industry also asked whether, for example, capital expenditure 
on a tie back from a cluster to a field outside the cluster 
would qualify. Government agreed that, whilst it would 
depend on the detail, the allowance is generated in relation 
to spend on a cluster so this would be included. 

in September 
to take 
forward any 
issues on 
qualifying 
spend and the 
definition of 
capital 
expenditure. 
 

Split between 
participants 

Government outlined that the proposal was for allowances to 
be split between participators according to capital 
expenditure (as with the new onshore allowance), rather than 
by equity interest share. Any shared expenditure outside of 
the cluster would need to be apportioned. The group 
discussed the implications for farm-ins, and whether the 
allowance would be attributed to the right person; it was 
confirmed that the allowance would be ascribed to those 
who had incurred the expenditure. It was also confirmed that 
transfers following changes in licence interest would be 
available, as with the onshore allowance. 

 

Transitional 
arrangements 

Government explained that the proposal in the consultation 
was to turn off the existing ultra HPHT allowance after 1 
January 2017 for all fields, not just those in a cluster. They 
confirmed they would be willing to discuss this further if 
anyone felt this might affect them but as no fields are 
currently in receipt of the existing ultra HPHT allowance they 
considered this unlikely.  
 
Government would welcome views and further discussions on 
possible cluster areas. 

 

AOB/Next 
steps 

1. The next meeting will be held on 21 August with a video 
link to Aberdeen. Industry were asked to send any 
questions, or any areas that were still unclear, to 
Government beforehand so they could be addressed at 
the meeting. Industry were asked to share specific worked 
examples that could not be part of a large working Group 
for Government to view and work with them outside the 
working group meeting. Industry were also requested to 
ensure that a mix of commercial, exploration, finance and 
tax representatives attended the meeting to ensure that 
the discussion reflects a full range of views. 

2. Government will address cluster definitions further and 
prepare an illustrative model cluster plan/cluster with 
gates to measure progress, to share at the next meeting. 

3. Further engagement to discuss qualifying spend and the 
definition of capital expenditure will be held in 
September. Details will be issued by HMRC in due course. 
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Second working group 

Meeting date:  21 August 2014 
 
Meeting time:  2:30 – 4:00pm 
 
Location:  Oil and Gas UK, London and Aberdeen 
 
Agenda Item Summary Actions 
Introduction Government welcomed attendees to the second working 

group on the cluster area allowance, following the initial 
meeting on the 30th July.  
 
Government outlined the key points of discussion from the 
previous meeting and highlighted the issues raised, 
particularly around commercial alignment. Government 
repeated their willingness to have meetings/conversations on 
an individual basis if there were specific issues that might not 
be suitable to raise in public forum, or where a company’s 
specific scenario needed further attention, and noted the 
positive support from industry for a move towards a cost-
based approach. 
 
Government highlighted the key objectives which they felt the 
cluster allowance approach met from the consultation 
document, including supporting collective development of 
projects with low materiality, providing additional certainty 
and flexibility and a low administration burden. 
 
Government invited industry views on whether there were any 
concerns about the cluster allowance meeting these, or any 
other objectives as set out in the consultation document, as 
Government would like to address any concerns as soon as 
possible. 

 

Cluster 
determinations 

Government presented a slide set, setting out more developed 
proposals on: 

 The proposed definition of a cluster; 
 The timings of Cluster Area Determinations and 

Cluster Area Plans; 
 The lifecycle and characteristic behaviours of a cluster; 
 a worked example of how an illustrative/hypothetical 

cluster plan/cluster might look, as discussed at the 
previous meeting. 
 

It was then opened up to the group for questions and 
discussion. 
 
Industry felt that defining clusters geographically rather than 
geologically would be simpler. Government responded that 
they had considered this in light of comments made during 
the first working group and proposed that clusters were 
defined based geographically on a distinct contiguous area, 
which would allow greater flexibility in determining a cluster 
area. Cluster areas can also be redetermined as new 
information comes to light – either to make an area smaller or 
larger. 

Industry: to 
convene an 
industry-only 
meeting to 
discuss issues 
based on the 
outline of the 
allowance as 
presented. 
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Scope Industry mentioned that this is an approach that they would 
like to apply more widely across the basin. Government 
responded that they felt this was an approach that would 
provide greater certainty and simplify the current system of 
field allowances, but that this wider approach would be 
looked as part of the Fiscal Review work. 
 
Government also explained that there would be a single rate 
of allowance. At Budget, Government announced that this 
would be at least 62.5% and Government asked for evidence 
to support them in setting an appropriate rate. Government 
confirmed it was expected to be able to announce the rate at 
Autumn Statement 2014. 

Industry: to 
provide 
evidence to 
support 
Government in 
setting an 
appropriate 
rate for the 
allowance.  

Transitional 
arrangements 

Government confirmed that after the transitional period up to 
January 2017, the existing uHPHT allowance will be removed. 
Government’s understanding was that this should not be 
problematic as currently no fields have used the existing 
allowance, but requested that companies raise this with 
Government if they felt this was not the case.  
 
Industry suggested that there may be some fields which 
would be worse off under the new allowance than they 
would have been under the existing system, or which would 
not be eligible to form part of a cluster. Industry felt that 
Government should take this into consideration when 
determining the transitional arrangements. 

 

Sanctions Industry expressed concern that they would be penalised if a 
third party defaulted on the plan. Government clarified that 
this was not the case and sanctions would not be imposed on 
willing and cooperative partners.  
 
Industry commented that it was important to be joined up 
with the wider work on the new Oil and Gas Authority, and 
what regulatory and sanction powers they may have. 
Government confirmed that it was not their intention to use 
the tax system to regulate – this will be the role of the new 
OGA. 

 

Legislation Industry asked how the cluster determination would work 
legislatively. Government explained that their initial thinking is 
for the legislation to determine a cluster to work similarly to 
field determination in the PRT legislation. Government do not 
anticipate putting detailed rules on determination in the tax 
legislation. Determination of clusters will be done by DECC. 

 

AOB/Next 
steps 

1. Industry will convene an industry only meeting to 
discuss issues in the next couple of weeks based on 
the outline of allowance as presented. 

2. A further working group will be held before the 
consultation closes on 30 September.  

3. Government would welcome early responses and 
comments in advance of formal consultation 
responses. 
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Third working group 

Meeting date:  21 August 2014 
 
Meeting time:  2:30 – 4:00pm 
 
Location:  Oil and Gas UK, London and Aberdeen 
 
Agenda Item Summary Actions 
Introduction Government welcomed attendees to the third and final 

working group on the Cluster Area Allowance, following 
meetings on the 30th July and the 21st August. 
 
Government had produced a summary paper to highlight 
the progress made during the previous working groups 
and compare the original proposal with the new position 
following the consultation and initiate discussion. 

 

Summary 
Paper 

Government explained the paper, setting out the 
characteristics of the allowance and highlighting where 
changes had been made to their proposal following 
earlier consultation. Government highlighted that this was 
still a proposal and Industry should not be put off 
flagging any grey areas, before inviting the group to ask 
questions and discuss the allowance. 
 
Industry noted the paper was helpful in setting out the 
revised proposal and that it confirmed their expectations. 
 
Generally, industry was very supportive of the allowance 
and felt the mechanism worked. They asked whether 
there was any intention to widen the scope of the 
allowance in the short term and whether this could 
eventually replace the other allowances. Government said 
this depended on the outcome of the work on allowances 
being undertaken through the Fiscal Review and there 
would be need to be further consultation before any 
move to apply the mechanism more widely in the future. 
Government reiterated that their immediate focus would 
be on the existing proposal, but would use the lessons 
learned from the cluster area allowance to inform any 
discussions for wider proposals in the future. 
 
Industry asked about the administration burden of the 
Cluster Area Plan and Government clarified that the 
cluster determination process should be no more onerous 
than the field determination process.  

HMT: to 
circulate a final 
version of the 
paper w/c 22 
September 

Transitional 
arrangements 

Government reminded the working group that the 
proposal in the consultation document was to remove the 
existing HPHT allowance in January 2017, once the new 
allowance was in place. In response to concerns raised 
about the eligibility of stand-alone fields – which would 
not be able to access relief if they were not considered to 
be part of the cluster – Government agreed to consider 
the proposal that the existing uHPHT allowance should 
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not be withdrawn in isolation, but should be considered 
as part of the wider field allowance work being 
undertaken through the Fiscal Review. 

Thresholds Government sought views on what the 
temperature/pressure thresholds for the allowance should 
be. Industry highlighted that a strict approach created 
difficulty for marginal cases and there was effectively a 
cliff edge. The costs of HPHT developments are similar to 
that of uHPHT and so should not be excluded. 
Government asked for evidence to demonstrate this to be 
provided in consultation responses. 

 

Cluster Area 
Plan and 
worked 
example 

Government recapped on the Cluster Area Plan set out in 
the previous working group, providing more details on 
the elements that would be required. Government 
emphasised the flexibility of the plans, which would be 
reviewed annually, and that they expect plans to change 
as knowledge of an area evolves. 
 
Industry sought clarification of when Government’s 
powers to determine a cluster would be introduced and 
how these would work. Government confirmed that these 
would be introduced in the Finance Bill and would work 
similarly to field determinations. 
 
Industry asked about the timing of the allowance’s 
introduction and whether this would be similar to the 
approach taken for the onshore allowance last year. 
Government said that this was a decision to be taken by 
HMT ministers. 
 
Government presented the ‘flowers’ cluster example, 
highlighting various actions to be taken in the 
determination and working of a cluster. With regards to 
the progress or drop-gate decision, Government did not 
envisage much disagreement with Industry on this 
because of the annual review process but felt there would 
need to be a point were definite action had to be taken. 
 

 

AOB/Next 
steps 

1. Government to circulate both the paper and slides 
to Industry in w/c 22nd September; 

2. Government reiterated the need for consultation 
responses to focus on the current proposal - while 
future considerations should be part of the 
response, it was important that Industry made it 
clear that they agreed with the proposed 
mechanism. 
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B List of respondents 
 

 
Apache Oil & Gas UK  

BG OMV 

BP OTAC 

ConocoPhillips  PwC 

ENI UK Robert Birdsong 

ExxonMobil Shell 

GDF SUEZ  Suncor 

JX Nippon Talisman Sinopec 

KPMG Total 

Maersk Oil UKOITC 

OGIA  
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