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Module 3.04 – Energy Resources option (December 2025) 

PART A 
 

Question 1 
 
Part 1 
 
All figures are in US dollars ($). Production is expressed in million barrels. The oil price is assumed constant within 
each year. 
 
Gross Production Revenue 
 
Year Production (barrels) Oil price ($) Gross revenue ($) 
1 0 50 0 
2 10,000,000 60 600,000,000 
3 20,000,000 65 1,300,000,000 
4 20,000,000 70 1,400,000,000 
 
Capital Expenditure and Depreciation 
 
Year Capex incurred ($) Cumulative capex ($) Depreciation (10%) ($) 
1 2,000,000 2,000,000 200,000 
2 1,000,000 3,000,000 300,000 
3 0 3,000,000 300,000 
4 500,000 3,500,000 350,000 
 
Royalty (12% of Gross Revenue) 
 
Year Gross revenue ($) Royalty (12%) ($) 
1 0 0 
2 600,000,000 72,000,000 
3 1,300,000,000 156,000,000 
4 1,400,000,000 168,000,000 
 
Taxable Profit Calculation 
 
Year Revenue ($) Royalty ($) Operating cost ($) Depreciation ($) Taxable profit ($) 
1 0 0 0 200000 -200000 
2 600,000,000 72,000,000 500,000 300,000 527,200,000 
3 1,300,000,000 156,000,000 1,000,000 300,000 1,142,700,000 
4 1,400,000,000 168,000,000 2,000,000 350,000 1,229,650,000 
 
Country M Government Revenue 
 
Year Royalty ($) Corporation tax ($) Bonuses ($) Total government 

revenue ($) 
1 0 0 0 0 
2 72,000,000 184,520,000 0 256,520,000 
3 156,000,000 39,994,5000 5,000,000 560,945,000 
4 168,000,000 430,377,500 0 598,377,500 
 
Lucky Company Net Cash Flow 
 
 
Year 

 
Revenue ($) 

 
Capex ($) 

 
Opex ($) 

 
Royalty ($) 

 
Tax ($) 

 
Bonus ($) 

Decom 
provision ($) 

Net cash 
flow ($) 

1 0 -2,000,000 0 0 0 0 -20000 -2000,000 
2 600,000,000 -1000000 -500,000 -72,000,000 -184,520,000 0 -20000 341,980,000 
3 1,300,000,000 0 -1000000 -156000000 -399945000 -5,000,000 -20000 738,055,000 
4 1,400,000,000 -500000 -2000000 -168000000 -430377500 0 -20000 799,122,500 
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Part 2 
 
Advantages of the concession system 
 
Attracts foreign investment and expertise: 
 

• The concession system gives companies full operational control over exploration, development, and 
production, often for a long period. 

• This reduces risk for investors and encourages international oil companies with technical expertise and capital 
to invest in Country X. 

• Without such concessions, a government new to the oil sector may struggle to attract investment due to 
technical and financial barriers. 

 
Predictable and immediate revenue for the government: 
 

• Governments collect royalties and taxes from the start of production. 
• Royalties provide early and relatively predictable cash flow, independent of the company’s profitability. 

 
Low administrative burden: 
 

• The concession system shifts operational and financial risk to the company. 
• Country X does not need to manage complex production operations or maintain sophisticated oil infrastructure. 

 
Disadvantages of the concession system 
 
Potentially lower long-term tax take: 
 

• Companies can reduce taxable profits through depreciation, amortization, and provisions (e.g., 
decommissioning). 

• If the royalty is low and profit taxes are high-deductible, the government may receive a smaller proportion of 
total resource rents than alternative systems (e.g., production sharing). 

 
Limited control over production and strategy: 
 

• The government cannot influence production pace, investment, or technology choice. 
• For a new oil producer, this limits the ability to align resource exploitation with national economic goals. 

 
Risk of “resource leakage”: 
 

• Large upfront capital expenditures by the company can reduce reported profits and therefore corporation tax. 
• The concession system may favour the investor more than the government if royalty and tax rates are not 

carefully set. 
 
Long-term dependency on a single operator: 
 

• With a 50-year concession, the government may become dependent on one company, limiting competition 
and bargaining power. 

 
Alternative tax mechanisms 
 
Production Sharing Contracts (PSCs): 
 

• The government retains ownership of the resource; the company recovers costs and shares profit oil with the  
• government. 
• PSCs allow the government to capture a larger share of revenue, particularly if oil prices rise or costs are low. 
• Suitable for countries new to the oil industry, as the government has more oversight over production and 

revenue allocation. 
 
Resource rent taxes / windfall taxes: 
 

• Imposed on super-profits once a project exceeds a defined profitability threshold. 
• Ensures the government benefits from high oil prices without discouraging initial investment. 

  



Module 3.04 – Energy Resources option (December 2025) 

Variable royalty rates: 
 

• Graduated royalties that increase with production volume or oil price can enhance government revenues while 
still attracting investment. 

 
State participation / joint ventures: 
 

• Government could take a minority stake in the project to gain a direct share of profits, though this requires 
some technical and financial capability. 
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Question 2 
 
Part 1 
 
The presence of an arbitration clause is central to GlobalDrill’s dispute resolution strategy. International arbitration is 
generally preferred in cross-border oil and gas contracts because it offers a neutral forum beyond the influence of 
the host state’s judiciary. In Country Y, PetroLuma is a state-owned company and taxation is a politically sensitive 
issue; therefore, recourse to domestic courts risks perceived bias and lack of independence. 
 
Arbitration provides confidentiality, which is particularly relevant in sensitive disputes about fiscal stabilisation and 
government policy. Moreover, it offers specialised expertise: arbitrators with experience in oil and gas taxation can 
be appointed, ensuring informed decisions. Most importantly, arbitral awards are widely enforceable under the New 
York Convention 1958, a treaty with over 170 contracting states, whereas Country Y judgments would have limited 
enforceability abroad. 
 
Thus, arbitration ensures GlobalDrill has access to a neutral, enforceable, and commercially sensible process, 
protecting its foreign investment in an inherently high-risk environment. 
 
Part 2 
 
Country Y argues that taxation is a matter of sovereignty and thus excluded from arbitration. This challenge raises 
the issue of objective arbitrability (whether the subject matter is capable of arbitration under the law of the seat and 
public policy concerns). 
 
Because the seat is Singapore, Singapore law governs the arbitration procedure (lex arbitri). Singapore is a 
UNCITRAL Model Law jurisdiction and has adopted a pro-arbitration stance. While taxation as a sovereign function 
may not generally be arbitrable, GlobalDrill is not asking the tribunal to strike down a tax law per se; instead, it is 
asking the tribunal to interpret the fiscal stabilisation clause in the contract and determine whether PetroLuma, as 
contract counterparty, is liable for the economic effect of the new tax. 
 
International arbitral practice distinguishes between disputes about the validity of state tax legislation (non-arbitrable) 
and disputes about the contractual allocation of tax burdens (arbitrable). Numerous precedents (e.g., Occidental v 
Ecuador, EnCana v Ecuador) affirm that investor–state tribunals can and do address fiscal stabilisation obligations. 
Hence, the ICC tribunal would likely find that it has jurisdiction to hear the case under the arbitration clause, because 
the real issue is contractual breach, not the power of the state to tax. 
 
Part 3 
 
GlobalDrill’s application for interim measures—requesting that disputed taxes be paid into escrow—demonstrates 
the tension between arbitral orders and enforceability. Under Article 28 of the ICC Rules and the UNCITRAL Model 
Law (Art. 17J) as incorporated into Singapore law, tribunals can order interim measures. 
 
However, practical enforceability remains difficult. Interim measures are not always treated as “awards” under the 
New York Convention and may face resistance abroad. In Singapore, courts can support tribunal-ordered interim 
relief, but recognition elsewhere depends on domestic legislation. Strategically, GlobalDrill may need to combine 
arbitral interim relief with urgent applications to national courts where PetroLuma has assets. 
 
Thus, while interim measures provide tactical leverage during proceedings, their cross-border enforceability is 
uncertain and requires careful parallel action. 
 
Part 4 
 
The contractual ICC arbitration and a potential BIT arbitration under ICSID involve different legal bases and remedies. 
In ICC arbitration, GlobalDrill’s rights derive from the contract; remedies are limited to contractual damages (e.g., 
reimbursement of excess tax, lost profits). In contrast, under the BIT, GlobalDrill would argue state responsibility for 
unfair treatment or indirect expropriation, potentially claiming the full lost value of its investment. ICSID awards benefit 
from automatic enforcement under Article 54 of the ICSID Convention, without judicial review at the seat, which is a 
stronger enforcement regime than the New York Convention. 
 
However, pursuing both routes creates risks of parallel proceedings and inconsistent awards. Many BITs include 
“fork-in-the-road” clauses that require the investor to choose between domestic remedies or treaty arbitration. 
Moreover, tribunals are sensitive to preventing double recovery. 
 
Therefore, GlobalDrill must carefully evaluate its litigation strategy: ICC arbitration offers a narrower but contract-
based route; ICSID could provide broader protection but entails jurisdictional hurdles and political sensitivity. 
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Arbitration clauses give investors neutrality and enforceability, but jurisdictional objections based on sovereignty 
frequently arise. Interim measures are available but face enforcement challenges, while treaty arbitration offers 
broader remedies but carries procedural risks. A successful arbitration strategy often requires integrating both 
contractual and treaty-based protections. 
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PART B 
 

Question 3 
 
Part 1 
 
Warranties in a Sale and Purchase Agreement (SPA) are essentially promises by the seller that certain 
circumstances are true at the time of the sale. A breach of a warranty gives the buyer the right to claim damages 
under the SPA. In the context of oil and gas asset transactions, seller warranties often address tax compliance and 
related obligations. Key examples of seller warranties include: 
 
1) Filing of tax returns. The companies being sold have filed all required tax returns with the relevant 

governmental authorities on or before the valuation date with respect to their assets, income, or operations. 
 

2) Accuracy of tax items. All items of income, gain, loss, deduction, credit, and other tax items required to be 
included in each tax return have been accurately reported. 
 

3) Payment of taxes. All taxes owed by the companies, or in connection with their assets or operations, have 
been fully and timely paid, including taxes required to be withheld or deposited with a governmental body. 
 

4) Absence of encumbrances. There are no encumbrances on any company assets arising from failure (or 
alleged failure) to pay any taxes, except for permitted encumbrances. 
 

5) No outstanding claims. As of the execution date, neither the seller nor the companies have received any claims, 
nor are they aware of any threatened claims by any governmental body regarding unpaid taxes. 
 

6) No active audits or investigations. To the seller’s knowledge, none of the company’s tax returns are currently 
under audit or investigation by any governmental authority. 
 

7) No tax indemnities or obligations. The companies are not parties to any tax indemnity agreements, nor have 
they made any payments to third parties in respect of past, current, or future taxes, except as provided under 
the joint operating agreements (JOAs). 
 

8) Jurisdictional compliance. The companies have not been notified of any requirement to file tax returns in 
jurisdictions where they do not normally operate, and they are treated as tax residents solely in the country of 
oil operations. 
 

9) Accounting method consistency. No changes in accounting methods or agreements with governmental bodies 
will require the companies to include any income for periods ending after the execution date that relates to 
prior periods. 
 

10) No permanent establishments outside operating country. The companies have no permanent establishment 
outside the country of oil operations. 
 

11) Compliance with tax incentive programs. The seller has not been notified of any failure by operators to fully 
comply with tax incentive programs applicable to the oil and gas industry in the country of operations. 

 
Part 2 
 
Indemnity clauses in a Sale and Purchase Agreement (SPA) are designed to protect the buyer from tax liabilities that 
may arise due to the seller’s actions or prior obligations. In the context of oil and gas transactions, these clauses 
typically cover the following: 
 
1) Responsibility for capital gains and transfer taxes. The seller may agree to indemnify the buyer for capital gains 

and transfer taxes arising from the transaction. This ensures that the seller remains responsible for these 
taxes, protecting the buyer from unexpected tax liabilities. 
 

2) Liability for pre-closing and sale taxes. The indemnity clause usually covers taxes incurred before the closing 
date and extends to taxes directly related to the sale itself. It can also cover potential taxes on previous 
transfers of oil and gas assets that remain unpaid, providing comprehensive protection to the buyer. 
 

3) Effectiveness of the indemnity. The actual protection offered by the indemnity depends on several factors: 
 

• Financial capacity of the seller: The seller must have sufficient assets to meet the potential tax 
obligations. 
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• Cap on indemnities: The total indemnity amount under the SPA should be set high enough to cover 
potential liabilities. 

• Time limits: The indemnity should be valid for a sufficient period to account for any delayed tax 
assessments or disputes.. 
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Question 4 
 
When structuring an oil and gas project with international investors and lenders, withholding tax (WHT) is a critical 
element. WHT applies to outbound payments such as dividends, interest, royalties, and service fees, and it directly 
affects project cash flows and the ultimate rate of return for investors. Given the long lead times and high sunk costs 
in oil and gas investment, WHT exposures should be anticipated at the time of structuring. 
 
Dividend withholding tax – Host states may impose tax on the repatriation of profits to foreign shareholders. Tax 
treaties can reduce these rates where qualifying shareholding thresholds are met. Where no treaty applies, statutory 
domestic rates can be significant. 
 
Interest withholding tax – Cross-border intra-group loans or third-party project finance often generate interest. 
However, interest deductibility rules may be limited under production sharing contracts (PSAs) or thin capitalization 
regimes. Even if deductible, repayment may trigger WHT in the host state unless treaty protection or domestic 
exemptions (e.g., for arm’s-length bank loans) apply. 
 
Service fees and management charges – Operator fees, technical services, or management charges billed cross-
border may be subject to WHT in the host country. Some countries treat these as business profits taxable by 
withholding at source. Allocation and evidencing of service costs need to be justified to reduce challenge. Domestic 
exemptions or incentives – Some host states provide WHT exemptions under petroleum tax laws or investment codes 
(e.g., VAT exemptions for exploration services, or tax holidays on profits repatriated within a defined period). These 
should be considered when modelling returns. 
 
Stabilization and gross-up clauses – Many exploration or production agreements include contractual stabilization 
provisions. Gross-up clauses in loan agreements can ensure that if WHT increases, the borrower bears the extra 
cost, preserving the lender’s interest rate yield. 
 
Use of holding companies in treaty jurisdictions – Establishing an intermediate holding entity in a jurisdiction with a 
favourable double taxation treaty (DTT) network can reduce dividend or interest WHT. An example is routing 
investments through the Netherlands, Luxembourg (historically), or Singapore, subject to anti-treaty shopping rules. 
Hybrid financing instruments – Structuring cross-border injections as redeemable preference shares or convertible 
loans may achieve interest deductibility without triggering WHT at the same rate. However, anti-hybrid and BEPS 
rules must be reviewed. Debt push-down structures – post-acquisition, debt can be in the operating subsidiary to 
maximise interest deductions locally, though PSA and thin capitalization limits may restrict the level of deductible 
interest. 
 
Service company models – Locating service entities in tax treaty jurisdictions allows optimization of technical service 
fee flows. Tax-efficient structuring can reduce or eliminate WHT on service income, provided transfer pricing 
compliance is maintained. 
 
Farm-in/farm-out arrangements – Where WHT exposure on cash payments for interests is high, structuring entry via 
cost-carry obligations rather than immediate cash outlay can mitigate immediate WHT, as uncertain obligations may 
not trigger a taxable event until costs are realised. Advance tax rulings and negotiation – Obtaining rulings on WHT 
applicability provides certainty. In some markets, governments may issue enterprise-specific exemptions or reduced 
rates within petroleum contracts. 
 
The payment chain in oil and gas structures must be analysed comprehensively for WHT exposures. Both domestic 
law and treaty networks play vital roles in mitigating leakage. Professionals must also consider anti-abuse provisions, 
BEPS measures, and the limits under PSAs/host fiscal regimes. The careful design of holding companies, financing 
instruments, and contractual protections (gross-up, stabilization clauses) ensures efficient and sustainable 
repatriation of profits throughout the project lifecycle. 
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PART C 
 

Question 5 
 
Part 1 
 
Carbon taxes and emission trading schemes (ETS) differ primarily in how they control emissions and provide 
economic signals. A carbon tax sets a fixed price per unit of carbon emitted, giving firms certainty about the cost of 
emitting but leaving the total level of emissions uncertain. In contrast, an ETS sets a cap on total emissions and 
allows companies to trade permits, ensuring that overall emissions do not exceed the target, though the market price 
of carbon can fluctuate. 
 
The incentives each tool creates also differ. Carbon taxes encourage all firms to reduce emissions as long as the 
cost of abatement is lower than the tax. ETS, however, promotes cost-effective reductions, allowing firms with lower 
abatement costs to sell excess permits to firms with higher costs, which ensures the emissions cap is met at the 
lowest overall expense. 
 
Revenue generation is another key distinction. Carbon taxes produce predictable government revenue directly from 
the tax, which can be used to fund green projects or climate initiatives. ETS may also generate revenue if permits 
are auctioned, but if permits are given free, the government may collect little revenue. Administrative complexity is 
generally lower for carbon taxes, which are simpler to implement, whereas ETS requires robust monitoring, allocation 
of permits, and a trading platform. 
 
In summary, carbon taxes are price-focused instruments that provide cost certainty but leave emissions levels 
uncertain, whereas ETS are quantity-focused, guaranteeing emissions reductions but creating uncertainty around 
carbon prices. 
 
Part 2 
 
Candidates are expected to discuss the advantages, limitations and effectiveness of both the carbon taxes and the 
emission trading scheme.  
 
Carbon Tax 
 
Carbon taxes are simple, provide stable price signals, and generate predictable government revenue, but they do 
not guarantee specific emission reductions. 
 
Advantages: 
 

• Predictable carbon price: Firms know the cost of emissions, helping long-term planning and investment in low-
carbon technologies. 

• Broad coverage: Can target multiple sectors, encouraging widespread emission reductions. 
• Revenue for green investment: Tax revenue can fund renewable energy, energy efficiency, or climate 

adaptation. 
 
Limitations: 
 

• Emissions uncertainty: Carbon tax does not guarantee a specific emissions reduction; if the tax is too low, 
firms may continue high emissions. 

• Political resistance: Taxes are often unpopular, making implementation and rate increases politically 
challenging. 

• Potential regressivity: Higher costs may disproportionately affect low-income households unless revenue is 
recycled. 

 
Effectiveness: 
 

• Effective where a sufficiently high tax exists and enforcement is strong. 
• Works best when combined with complementary measures (subsidies for green tech, efficiency standards). 

 
Emission Trading Scheme (ETS) 
 
ETS guarantees emissions targets and encourages cost-effective reductions and innovation but is administratively 
complex and can create price uncertainty. 
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Advantages: 
 

• Caps total emissions: Guarantees environmental outcome by setting a limit. 
• Cost-efficiency: Encourages firms with lower abatement costs to reduce emissions first, minimising overall 

cost. 
• Innovation incentives: Creates a carbon price signal, stimulating investments in low-carbon technology. 
• Flexibility: Companies can choose to reduce emissions or buy permits, increasing economic efficiency. 

 
Limitations: 
 

• Price volatility: Permit prices can fluctuate, making it harder for firms to plan investments. 
• Allocation issues: Free permit allocation may reduce incentives to reduce emissions (windfall profits). 
• Complexity: Requires robust monitoring, reporting, and enforcement to prevent fraud. 
• Cap setting challenges: Setting the cap too high undermines environmental goals; too low can cause excessive 

costs. 
 
Effectiveness: 
 

• Effective in guaranteeing emissions reductions if the cap is stringent and compliance is enforced. 
• Can lead to innovations in abatement technology but may be less predictable in price, potentially affecting 

investment decisions. 
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Question 6 
 
Part 1 
 
The governance of mineral resources plays a central role in shaping how a government structures its petroleum fiscal 
regime. The choice of regime affects how resource rents are shared between the government and investors, the 
degree of control over operations, and the distribution of risks and rewards. Two broad categories of petroleum fiscal 
regimes are proprietorial and non-proprietorial, which differ fundamentally in ownership, risk allocation, and revenue 
mechanisms. 
 
Proprietorial regime: 
 

• Under a proprietorial system, the government owns the petroleum resources and retains a high degree of 
control over exploration, development, and production. 

• Typically, the state participates directly in operations, often through a national oil company (NOC) or joint 
ventures with international oil companies (IOCs). 

• The government shares both risks and rewards, receiving revenues primarily through its ownership stake in 
production and profits. 

• Examples of fiscal mechanisms include state participation, production sharing contracts (PSCs), or joint 
ventures. 

• Advantages include strong government control, direct access to resource rents, and the ability to guide 
strategic development in line with national interests. 

• Disadvantages include high financial and technical risk, as the government must invest capital and manage 
operations efficiently. It also requires significant technical expertise and administrative capacity. 

• Proprietorial regimes are suitable for established producers with technical expertise, financial capacity, and 
governance structures capable of managing direct operations and maximising long-term national benefits. 

 
Non-proprietorial regime: 
 

• In a non-proprietorial system, the government does not directly own or operate the petroleum resources. 
Instead, it relies on contractual and fiscal mechanisms, such as royalties, corporate taxes, and production-
based fees, to capture a share of resource rents from private operators. 

• The government imposes obligations and collects revenue while allowing IOCs to manage exploration and 
production risks. 

• Advantages include lower financial and operational risk for the government, simplified administration, and 
attractiveness to foreign investors due to clear contractual terms. 

• Disadvantages include potentially lower revenue capture and less control over the pace and scale of resource 
development. 

• Non-proprietorial regimes are often ideal for new oil producers because they reduce operational and financial 
exposure while still generating government revenue. 

 
Part 2 
 
Countries with limited experience in the oil and gas sector are generally better suited to non-proprietorial regimes, 
because: 
 

• They can attract foreign investment without bearing operational and technical risks. 
• Royalties and taxes allow revenue capture while leveraging IOC expertise in exploration and production. 
• Minimises the risk of financial losses from mismanagement or inefficient operations. 

 
Countries with significant experience and technical capacity may benefit more from a proprietorial regime, because: 
 

• Experienced governments with well-capitalised NOCs can participate directly, capturing a larger share of 
resource rents. 

• Greater control allows alignment with national development goals, including technology transfer and 
industrialisation. 

• However, this approach requires strong governance, financial resources, and regulatory capacity to manage 
risks effectively. 
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Question 7 
 
Capital gains taxation – The primary tax exposure is the taxation of any capital gain realised on the transfer of a 
licence. The gain is generally calculated as the difference between the consideration received and the unrelieved 
costs or adjusted basis of the licence. 
 
Valuation complexities – Where no commercial discovery has yet been made, licence value may be highly uncertain. 
Consideration payable may exceed the “market value”, requiring careful treatment under anti-avoidance or transfer 
pricing provisions. 
 
Stabilisation or special regimes – Some petroleum agreements include bespoke tax treatments for licence transfers. 
These contractual rules may displace or modify the general domestic laws on capital gains taxation. 
 
Different taxing instruments – Depending on the jurisdiction, transfers may be taxed through corporate income tax, 
capital gains tax, VAT, or transaction duties such as stamp duty or registration fees. 
 
Impact of double taxation treaties (DTTs) – Relief may be available where the transferor is resident in a treaty 
jurisdiction. Some treaties exempt gains from immovable property or limit taxation rights to the seller’s residence 
state unless the asset is resource-based. 
 
Direct transfers – Cash consideration received for outright disposal of a licence usually falls directly within capital 
gains or corporate profits taxation. Adjustments may arise if upfront signature bonuses or past expenditure have not 
been fully deductible. 
 
Indirect transfers – Sale of shares in the licence-holding company can also give rise to capital gains taxation, 
sometimes subject to domestic rules taxing share disposals where underlying assets are natural resources (widely 
adopted in many jurisdictions). 
 
Cross-border indirect transfers – Host states increasingly legislate to tax foreign-to-foreign share deals where the 
underlying asset is a domestic licence (examples include Mozambique and Uganda). Investors must consider 
exposure to such rules even if both transferor and transferee are offshore. 
 
Treatment of past costs and allowances – Buyers and sellers should review how exploration and development costs, 
signature bonuses, or carried forward losses are treated in connection with the transaction. Tax systems often restrict 
claim or carry-forward of such amounts post-transfer. 
 
Farm-out or cost carry arrangements – Instead of cash, a farmee may agree to carry a greater proportion of future 
costs, or assume royalty obligations, in exchange for a stake in the licence. While economically attractive, these 
transactions can be difficult to tax, as many systems do not foresee non-cash consideration. Authorities may impute 
a market value, triggering unrealised gains. 
 
Anti-avoidance concerns – Transactions with complex consideration (cost-carry with caps, contingent royalties) may 
attract scrutiny under general anti-avoidance rules (GAARs) or transfer pricing legislation, which could impute a 
higher taxable value. 
 
Double-tier shareholding structures – Tax planning may involve selling an intermediate holding entity rather than the 
licence-holding subsidiary directly, since legislation taxing “first-tier” indirect transfers often does not extend beyond 
that layer. 
 
Use of treaty protection – Where available, structuring through a jurisdiction with a favourable treaty network may 
exempt gains fully or partially. Some treaties provide specific safe harbours for sale of shares in oil and gas 
companies. 
 
Other transaction taxes – VAT, stamp duty, or registration taxes on licence transfers or share transfers can be 
material. These costs should be quantified in advance and may affect negotiation of the purchase price. 
 
Due diligence and contract protections – Buyers should undertake thorough tax due diligence and negotiate 
warranties and indemnities covering historic tax exposures, unrelieved losses, and ongoing fiscal obligations, 
particularly in jurisdictions with unstable tax regimes. 
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Question 8 
 
Ring-fencing rules are designed to prevent oil and gas companies from offsetting the high profits earned from 
petroleum extraction against losses from unrelated businesses or other jurisdictions. Governments use this 
mechanism to safeguard petroleum tax revenues, reflecting the view that hydrocarbon resources are strategic 
national assets subject to special fiscal treatment. 
 
An important consideration is identifying which activities fall within the ring-fence. Typically, exploration, development, 
and production activities are included, while downstream activities such as refining, marketing, or power generation 
are excluded. Ambiguity may arise with midstream infrastructure, and companies must seek clarification from fiscal 
authorities. 
 
Losses from exploration or development can usually be carried forward, but only to offset future income arising under 
the same ring-fence. Where a company operates multiple licences in one jurisdiction, losses may sometimes be 
pooled, though strict regimes may require project-by-project ring-fencing. This treatment impacts investment 
modelling and cash flow. 
 
Many jurisdictions restrict the deductibility of financing costs against ring-fenced income, particularly to discourage 
excessive intra-group debt. Thin capitalisation rules, interest restriction rules, or limits within production sharing 
contracts (PSCs) may apply, increasing the effective tax rate on petroleum profits. 
 
Expenditure on exploration, development drilling, and infrastructure is often recoverable through capital allowances. 
The timing (immediate deduction vs. multi-year amortisation) significantly affects project economics. Ring-fencing 
generally prevents excess allowances from being offset against other non-ring-fence income streams. 
 
In ring-fenced regimes, tax treatment of farm-outs, licence transfers, or corporate acquisitions often remains 
quarantined within the ring-fence. Companies may be denied the ability to shelter capital gains from transfers with 
non-ring-fence losses. Tax-neutral restructuring reliefs may sometimes be available but require specific approval. 
 
Multinationals must consider how ring-fencing interacts with double tax treaties. While treaties may limit host state 
taxing rights, ring-fenced domestic rules dictate the basis of profit calculation. The inability to offset costs globally 
increases the significance of treaty-based reliefs for withholding taxes on profits, royalties, or service fees. 
 
Companies may restructure through joint venture arrangements, cost-sharing mechanisms, or financing structures 
outside the ring-fence to improve efficiency. For example, corporate service activities may be billed from non-ring-
fence entities where consistent with transfer pricing rules. Care, however, must be taken to avoid triggering anti-
avoidance measures. 
 
In many regimes, fiscal stability clauses in petroleum contracts may cap or freeze ring-fencing rules as they apply to 
a project. Companies must negotiate these clauses upfront to protect economics in case the government tightens 
ring-fence provisions mid-contract. 
 
Ultimately, ring-fencing rules reduce cross-project flexibility and increase project-specific risk. This can heighten the 
government take, discourage marginal field exploitation, and shape portfolio decisions. Companies must model fiscal 
outcomes carefully to ensure sufficient post-tax returns. In some cases, project economics may only be viable where 
supplementary state incentives (accelerated allowances, uplift deductions) are offered inside the ring-fence to offset 
its restrictive effects. 
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