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Enable participants appreciate the general principles of
direct & indirect taxes relating to petroleum activities;

Discuss with participants key tax legislations impacting
upstream petroleum operations and compliance
obligations of taxpayers;

Share with participants any strategic tax knowledge and tax
risks of the industry; and

Discuss with participants tax risk management issues
under the various laws and the way forward.
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PETROLEUM ECONOMICS

Petroleum Economics Is the study of how
organisations use scarce resources to produce
hydrocarbon products and distribute them across
Individuals. The term hydrocarbon resources
broadly refer to oil, natural gas and derivatives
produced from oill and gas operations. Adams
Smith published his groundbreaking book, the
Wealth of Nations In 1776, and that kick started
the scholarly discipline of economics.
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However, It was not until energy became an integral
part of our modern-day economies that the discipline
of petroleum economics emerged.

With oil beginning to weigh in the process of shaping
national economics, government bureaucrats together
with oil and gas company executives and private
Investors needed a consistent means for making
Investment decisions. Hence the need to devise some
tools for deciding which wells were worth drilling; and
this I1Is what led to the emergence of petroleum
economics as an integral field of study.
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The taxation of Petroleum Is embedded on the
principle that governments must receive a fair
share of the wealth accruing from the extraction of
petroleum resources whilst encouraging investors
to ensure optimal economic recovery of those
petroleum resources. This Implies that all
petroleum operations taken Iin Ghana must
contribute towards national development through
taxation.
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Petroleum Taxation income forms a significant part of
every CI OA OT 1 révén@ed laudget especially in
developing countries.

This Is where the Petroleum Economist comes in since
budgeting of both revenue and expenditure of
government rests on the Economist, thus inflows from
petroleum operations need to be well guided and
managed to ensure that government derives maximum
benefit from these inflows.

The Resource Blessing Vrs. Resource Curse comes into
analysis.
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PETROLEUM TAXATION JUSTIFICA

A fiscal regime which captures pure
economic rent satisfies the equity principle
of taxation. Vertical equity requires that
taxpayers with a greater ability to pay should
pay more tax. It follows that oil companies
exploiting valuable resources and generating
supernormal economic rents have a greater
ability to pay and so their tax liabilities
should be greater.
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Furthermore, extracting and consuming natural resources
now will reduce the stock available for future generations.
It has therefore been argued that to satisfy an
OET OA OCA edhiy AOEIOIAReIEk $ystem should
discourage rapid depletion of resources at times when
prices are low. Higher tax rates have this effect and ensure
that

future generations get a fair share of the resources or
compensation for those that are depleted. Equity
considerations also arise from the assumption that the
State should receive a fair and equitable payment for all
concessions as the basic owner of natural resources.
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Article 257 (6) of the 1992 Constitution provides
that all natural resources, and oil Iin particular,
belong to the nation and thus proceeds from their
extraction should go mainly to the nation. This
underpins much of the policy behind petroleum
tax regimes and Is felt to justify a far higher
government take from the profits oil companies
generate than Is the case with other forms of
production or income creating activities.
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The profit sharing calculation between the State
and oil companies becomes one of deciding what
to leave, rather than what to take. A research
carried by The Alberta Royalty Review Panel in the
UK asserted that O O Eedburces do not belong to
the developers but rather they belong to the
p Al Pbdnd 8ohit follows that the design of a
royalty and tax system for energy resources must
justify every dollar that does not go to the owners.
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This Is an expression of the principle that the
country should be adequately compensated for
the depletion of what Is a nationally owned
resource. This principle also underpins the
Ghana ' T OA Ol | dhbjecovdsOto promote
Investment and production whilst striking the
right balance Dbetween producers and
consumers and ensuring a fair return for the
taxpayer from our national resources.
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Principles of taxation and equity justify the appropriation
of economic rent. However, the economic rent only arises
because of the entrepreneurial efforts of the oil companies.
Therefore petroleum tax regimes must also facilitate and
encourage Iinvestment from oil companies through
distortions of the ordinarily applicable tax system which
recognize the special characteristics of the oil industry,
Including the high levels of risk involved. The tax regime
plays a significant role in reducing both exploration and
political risk in order to incentivize investment and unlock
economic rent from the resource.

Presentation at ACCE Continuing Professional
12/1/2011 Development Scheme



Exploration risk Is the risk of losing large sums of
money on projects that produce no commercial
discoveries. A good tax regime should achieve a fair
sharing of this risk between the Government and the
oil companies. The more extensive reliefs and
allowances available to oil companies can mitigate the
effect of the higher tax rates they pay. Political risk
arises due to instability in the fiscal regime. In such a
case, investors add a risk premium when faced with
greater fiscal instability and so oil states should strive
to put in place a stable regime.
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Legal Framework for Taxation
Overview of Revenue Types
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——TLegal Framework for Taxation of Oil & Gas in Ghana

Primary source A The Constitution of Ghana (Art.

174)
Direct Tax A The Ghana National Petroleum
Regimes Corporation Law, 1983 (PNDCL 64)

APetroleum (Exploration and
Production) Law, 1984 (PNDCL 84)-
i O0%0, 64N

APetroleum Income Tax Law, 1987
(PNDCL188)-f O0) 4, 6 4N
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Direct Tax A The Internal Revenue Act, 2000
2ACEI AO j(Act592)f O) 2! 6 Qqn AT A
as amended; and

A The Petroleum Agreements-

j O0! 6 Q8
Indirect Tax The Value Added Tax Act, 1998 (Act
Regime 546) asamended-j O6! 4! 6
Regulations
Indirect Tax The Customs, Excise and Preventive
Regime Service (Management) Law, 1993

(PNDCL 330) asamended-j O# %C
1 7 0 CRon
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Overview of Revenue.Types e
/

These include:
Royalty
Carried interest
Additional interest
Petroleum income tax
Additional oil entitlement
Surface rentals
Other rentals
Technology allowance; and
Training allowance

SN\ N\ MEMBER OF WTS ALLIANCE
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Royalty

Payment for the right to take oil or gas from the land or
sea

Levied as a percentage of the gross value of oil or gas
won (produced), irrespective of profitability

Rate ranges from 4% to 12.5% but depends on each
AT T OO PRAG,Q.5610% etc)

Carried Interest

Participating (or carried) interest entitles GNPC to 10%

of any distribution of petroleum or revenue to interest
holders in any petroleum operation for which GNPC
does not pay exploration and production expenses

GNPC does this on behalf of the state
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Additional interest

After discovery of petroleum In commercial quantities,
GNPC on behalf of the State would be required to pay an
agreed percentage of the development and production cost
to acquire additional interest in any petroleum operations.
This entitles GNPC to additional interest in any distribution
of petroleum or revenue to interest holders

Petroleum Income tax

Petroleum Income Tax Is essentially the tax payable on the
Income derived from oil and gas production. It includes the
corporate tax, withholding tax of subcontractors and
employment tax.

W A &S T
NI
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Additional Oil Entittement (AOE)

The AOE is an additional profit tax based on the rate of
return achieved. The State iIs entitled to additional oil, if
the Contractor achieves a specified after tax real rate of
return. The# | 1 O O ArdteOf rexari®is calculated on its
net cash flow in accordance with a formula specified In
the Petroleum Agreement. The AOE Is meant to ensure
that the State shares In excess profit accruing to
Contractors

Applies where AT T O O AdtOdl GRB>Jarget rate of
return used to evaluate the profitability of venture during

negotiations
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/ Surface Rental

- Contractors are obliged to pay surface rentals for blocks
assigned to them for petroleum operations

- Surface rentals payable to the state are as follows:

Phase of Operation Surface Rental Per
Annum

Initial Exploration Period  US$30 per sg. km

1t Extension Period US$50 per sg. km
2nd Extension Period US$75 per sg. km
Development and US$100 per sg.km

Production Area

/V\T/-I-\/S\ MEMBER OF WTS ALLIANCE
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OtherRentals = -

These consist of:

Government property
Public lands
Specmc services provided by publlc enterprises (at not
| OA OEAT OAI i1 AOAEAI OAO

Technology Allowance

A onetime payment by the Contractor to assist GNPC procure
plants, equipment and machinery required for petroleum
operations.

Training Allowance

Annual payment by Contractor to support GNPC in human
resource capacity building

W 'S
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Petroleum income tax regimes include:
Petroleum Income Tax Law, 1987 (PNDCL 188);
Internal Revenue Act, 2000 (Act 592);
Petroleum Agreements;

Amendment No. (4) Bill
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Ascertainment of Chargeable
Income & Deductions
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Ascertainment of Chargeablerincort®asis of Taxation

/A@Z.l of the Petroleum Agreement (PA) stipulates the
following:

(No tax, duty, fee or other impost shall be imposedby the
State or any Political Subdivision on a Contractor, its
Subcontractors or its Affiliates Iin respect of activities
related to Petroleum Operations and to the saleand export
of Petroleumother than as providedin the Article 0

Art.12.2 makes reference to the PITL for taxation purposes
and says:

A contractor shall be subject to Income Tax In accordance
with the PITL levied at the rate specifiedby the PA. The
company tax rate of the PITL i1s 50%. Most PAs have
agreed 35%.

Presentation at ACCE Continuing Professional
Development Scheme 12/1/2011



Ascertainment of Chargeable Incomeﬁharge’[oﬂ

S.1of PN.D.C.L. 188 stipulates:

shall pay tax
for each year of assessment on
calculated in the manner prescribed by the PITL

Chargeable income is calculated by deducting from the
forthe year amounts specified in S.3 of
PITL;

Gross income means income from the sale at selling
prices actually realised or export without sale as per PA

In the case of a sale to an or an export without
sale at world market prices as provided for under the
specific PA to which such person is a party

W 'S
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A%amment of Chargeable'IncomeEharge-to-Tax
602y iQRU

Gross Income is defined under S. 38 of P.N.D.C.L. 188 as
the income derived from the sale or export without sale
of petroleum and income incidental thereto.

Income derived from assignment of interest in any
petroleum agreement is not included in Gross Income

Note also income from sale of assets used in petroleum
operations under schedule 3 paragraph 6. Divide by 5
years and add to gross income

Gross income excludes income as per paragraph 5and 7.
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Ascertainment of Chargeable-lncomg®eductions

S.6ZThe cardinal principle
Expenses must meet the deductibility test as follows:

All outgoings and expenses must be wholly, exclusively
and necessarily incurred by such person for the
purpose of petroleum operations for the year of
assessment. These include:

Rentals
Royalties

Interest, fees or charges upon any money borrowed by
an operator, BUT the Commissioner must be satisfied
that such interest, fees or charges were payable on

capital employed for purpose of petroleum operations
7353\ e\ /o \
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Aseertainment of Chargeable Tncomgg S RdzO U A 2 Y
Expenses In respect of repairs of premises, plant and

machinery or fixtures employed for the purposes of
petroleum operations

Debts directly incurred In the conduct of petroleum
operations proved to have become bad or doubtful under
certain conditions

Contributions to a pension fund or provident fund
approved by the Commissioner under certain provisos

Sums expended In educating or training of citizens and
nationals of Ghana In an approved educational and
technical institutions et al

Special Carried Interest Allowance z Income from sale of
petroleum transferred by GNPC to the Contractor to settle
moneys advanced by the Contractor in respect of ' . O # 0

participation interest;

W 'S
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Aseertainment of Chargeable Tncomgg S RdzO U A 2 V
Such other deductions as may be prescribed by any rule
made under the Secretary/Minister (in charge of Revenue)
8888
38¢ jag O@EROSEEIEOOAO | AU AU
Instrument prescribe rules and the method for calculating or

estimating the deductions allowed or prescribed under S. 3
(i.e. deductions).

Tax losses of prior year after commencement of operations
are legitimate deductions

Loss carry forward in petroleum operations are indefinite
(unlimited)

Losses deducted prior to the coming into force of this Law

(PITL) cannot be deducted

W 'S
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# ADPEOAIT Al 11T xAT AA Al I bOOAA A
forth in the provisions of the schedule to the PITL

So what about the provisions set forth under the
Internal Revenue Act, 2000 (Act 592) relating to
petroleum operatlons? We will review this aspect
| AOAO88888

A8 A A il E NG AADEGAL AL -
Schedule 3 of PITL has detailed prowsmns relating to capital
Al 11T xAT AAO j O#1! 006 Q

CA shall be deducted from the gross income In each year of
assessment and in subsequent years of assessment

CA in the year of commencement is calculated by dividing
the sum of petroleum capital expenditure incurred in the
year of commencement and the capital expenditure incurred

In previous years by five (i.e. 20%)/\/\/\
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Amount so calculated shall be deducted in the year of
commencement and in each of the immediately succeeding
four years

CA for the year of commencement shall cease to subsist
where it has been deducted in five (5) successive years
Including the year of commencement

Annual CA is calculated by dividing the total CA incurred in
that year by five(5) and the amount so calculated shall be
deducted in the year and the subsequent four (4) years

Annual CA shall cease after five (5) years

CA for any year shall be the sum of annual CA for that year +
CAs calculated for capital expenditure for years before
commencement and in the year of commencement

W 'S
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Aseertainment of Chargeable Tncorgs S RdzO G A 2 v

For purposes of calculating CA for the year of commencement
and prior years, capital expenditure shall be determined as

follows:

i  Deduct from capital expenditure consideration paid by any person
INn acquiring an interest or proportionate part in a petroleum
agreement and in the assets held in connection therewith

i Deduct the proceeds of sale of an asset on which petroleum capital
expenditure has been incurred other than under bullet one above

u  Deduct any insurance moneys, compensations as damages paid in
respect of loss or destruction of any such asset

u  Deduct sums received as reimbursement of costs and premiums
thereon in respect of sole risk operations conducted in accordance

with the terms of a PA -

YU & AC  MEMBER OF WTS ALLIANCE
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i Deduct any other amounts received in connection with
petroleum operations in or before the year of commencement

In the case of sale of asset after year of commencement, the
following shall apply:

i The proceeds of such sale, or in the case of an asset lost or
destroyed, any insurance moneys, compensation or damages
received shall be divided by five and the resulting amount
shall in the year of sale and in each of the immediately
succeeding four years be added to the gross income of such
person from petroleum operations for the purpose of
calculating his chargeable income
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Withholding tax compliance unde
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Wlthholdlng Tax-on-SuContractors ==
27 (1) Any amounts due to a sub-contractor in respect of

Works or services under the terms of a contract in
connection with a PA, the person making the payment shall
withhold tax from the aggregate amount as may be
specified in a PA

Amount withheld should be paid to the Commissioner and
the payment made shall have the effect provided under
S.27 (2) i.e. deemed as a final tax . BUT there isan
AGAADOEIT 1 8888

The PA expressly waives the withholding requirement from
the aggregate payment to the sub-contractor, on condition
that the sub-contractor is an affiliate of the contractor

whose services are charged to the contractor at cost
/\/\/\ MEMBER OF WTS ALLIANCE
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Withholding Tax on SuiContractors
Issues to consider:

A Assuming it applies that sub-contractors are to suffer final
withholding tax , should sub-contractors not register and
file tax returns? Why?

A  What about when the conditions for the waiver of
withholding tax by reason of the affiliate relationship and
supply of works or services are made at cost, should sub-
contractors still register and file returns?

A How do we determine that works and services supplied by
an affiliate sub-contractor to the operator were made at
cost?. Can we verify supplies made at cost?

A Challenges of O O O A pricidgAr arms length transaction
Ei bl EAAOEI 1T Oo e BPE w
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Withholding Tax on'Employees _———

— ’Ufess, and to the extent that, a Petroleum Agreement
provides In respect of any expatriate employee employed
by a contractor or a sub-contractor carrying on
exclusively petroleum operations the gains or profits of
such employee shall be liable to income tax and the
withholding of tax under the laws of Ghana

PAs have made specific provisions for
expatriatess 8 8 8.8

Thus PAs sa8 8 8 O /&l O Adiidphl employees of
Contractor, its Affiliates, and its sub-Contractors shall be
exempt from the income tax and withholding tax
liabilities If they are residentin Ghanafor thirty (30) days

or lessin any Calendar9 A A Ofvv\/f\/é\
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Overview of Internal Revenue
Act, 2000 (Act 592) As Amended
oWl wl ep 1Ly wSt |
Oil and Gas Operations
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_ IRA-with Respect to Upstream-Oil & Gas Operations

Some general provisions relating to capital allowances
contained in the Third Schedule to the IRA a follows:

i A person shall be granted capital allowances for each year of
assessment in respect of depreciable assets owned by the
person at the end of a basis period ending within the year
and used in carrying on a business during that period

0 The Commissioner shall be notified about any new
depreciable asset acquired within one month after it has

been put into use in the production of the income from the
business

u Capital allowance which a person is entitled to or granted
under this Act Is not transferable either separately or

together with any depreciable asset

W 'S
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Under Class Three of the Schedule, its provided that
capital allowance be granted on Petroleum Operations as
follows:

i Mineral and petroleum exploration and production rights;
assets in respect of mineral and petroleum prospecting,
exploration, and development costs;

0 Buildings, structures and works of a permanent nature used
In respect of assets wused for mineral and petroleum
exploration and production which are likely to be of little or
no value when the rights are exhausted or the prospecting,
exploration, or development ends, as the case requires;

i Plant and machinery used iIn mining or petroleum
operations

W 'S
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It Is further provided that Costs incurred by a person in
the production of income from a business In respect of
mineral and petroleum prospecting, exploration, and
development are treated as If they were incurred In
securing the acquisition of an asset that is used by the
person in that production

The rate of capital allowance is 80% in the year the asset
was acquired and 50% on reducing balance basis In
subsequent years. 5% of the cost of assets acquired In a
preceding year Is added to determine the written down

value of assets for the current year

W 'S
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Issue to Consider :
Which way dowe go8 8 8 BPITL or IRA?
Contentions from taxpayers if these differences exists ?

Capital allowance matters that have been expressly
provided for In the PITL cannot be replaced by

provisions of 592 due to 8..5.39 (5) of PITL8 do you
agree?
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Leases

Two types namely operating and finance lease
PITL does not provide for this but IRA does, so8.
Under IRA (S.34) we have the following:

Where a lessor leases a tangible asset to a lessee under an
operating lease then for the purposes of IRA, the lessor is
treated as the owner of the asset and the lease payments
are treated as payment received from the lessee

Presentation at ACCE Continuing Professional
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Where a lessor leases a tangible asset to a lessee under a finance
lease, and that asset is used by the lessee in the production of
that lessee's income the lease rentals payable by the lessee shall
be treated as an expense deductible for tax purposes

Capital allowances are not granted to the lessee of an asset
under both operating and finance lease arrangements

Lease rent is fully deductible by lessee under both operating
and finance lease arrangement

Lessor who leases out an asset under operating lease can obtain
capital allowance and rent payable to him is fully taxable

A lessor who leases out an asset under finance lease IS not

entitled to capital allowance in respect of the asset but may
reduce the rent

W 'S
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A lessor who leases out an asset under finance lease iIs not
entitled to capital allowance in respect of the asset but
may reduce the amount of rent income of the lessor by a
capital amount determined in accordance with guidelines
Issued by the Commissioner

Issue to consider

Some assets of contractors may be on leasing possibly
finance lease

Dowegoby) 2 !t@abment?
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Review of Petroleum Agreements

A W “?‘6\ MEMBER OF WTS ALLIANCE
Ve www.wts-alliance.com
Presentation at ACCE Continuing Professional

Development Scheme 12/1/2011



Petr Agreemen ==
L etrolelum Agreements

Article 12.1 of the Petroleum Agreement (PA) stipulates the following:

No tax, duty, fee or other impost shall be imposedby the State or any
Political Subdivisionon Contractor, its Subcontractorsor its Affiliates in
respectof activities related to Petroleum Operations and to the saleand
export of Petroleumother than as providedin the Article .6

Royalty
Payment for the right to take oil or gas from the land or sea

Levied as a percentage of the gross value of (gross production) of oil or
gas won, irrespective of profitability

Rate ranges from 4% to 12.5% but depends on each AT T O O APA
(e.9.5%, 7.5%,10% etc)

Income Tax
Income Tax at the rate of 35%
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‘Others include:

Additional Oil Entitlements
Surface rentals

Rental of Government Property, public lands or provision of
specific services requested by contractor from state affiliates

Surface rentals

Final withholding tax at 5% on sub-contractors on works and
services but some could be exempt if services are supplied to
the contractor are at cost

No export tax on petroleum exported from Ghana and no
duty and any other charge shall be levied on such exports

Vessels or other means of loading and transportation not to

be liable for any tax, duty, or other charge

W 'S
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Others include:

Subject to the local purchase obligations hereunder,
Contractor and Subcontractors may import into Ghana all
plant, equipment and materials to be used solely and
exclusively in the conduct of Petroleum Operations without
payment of customs and other duties, taxes, fees and charges
on imports save minor administrative charges, provided that:

GNPC shall have the right of first refusal for any item

Imported duty free under this Article which is later sold in

Ghana; and

W 'S
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where GNPC does not exercise its right of purchase
Contractor may sell to any other person only subject to all
Import duty and taxes as If such items were being imported
at the time of such sale; provided, however, that no duty or
tax shall be levied if the purchaser could have imported the
item sold free of duty or tax under an exemption similar to
#1 | OO Aharéuhderod (BA Article 12.5).

Foreign National Employees

Foreign national employees of Contractor are allowed to

Import and re-export personal and household goods free of
duties and taxes

Where the person decides to dispose of the items in Ghana,

the taxes and duties become due /W\/T\/é\

Nt SN
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Employees PAYE

All employees of Contractors and sub-Contractors are
subject to pay income tax In accordance with the
provisions of Act 592.

However, foreign national employees of Contractor, its
Affiliates, and its sub-Contractors shall be exempt from the
Income tax and withholding tax liabilities If they are
resident in Ghana for thirty (30) days or less In any
Calendar Year.

\INNL/
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Areas of Inconsistencies between
PITL & IRA and way forward
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— Areas of inconsistencies & way forward

Income derived from assignment of iInterest or part
thereof and assets connected thereto Iin any petroleum
agreement i1s not included In Gross Income from
commencement year. Need to clarify the treatment of such

Income be it under income tax or capital gains tax

Clarification 1s needed on income incidental thereto In
respect of Petroleum Operation as these are to be included
IN Gross Income

To avoid confusion, capital allowance provisions relating
to petroleum operations be removed from the IRA since

PITL is to be the operative regime

W 'S
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Taxation of profit earned from assignment of interest in a

PA Is not captured in the PITL

Need to clarify how dividend tax should be applied on
distributions and which legislation should have
jurisdiction for dividend taxation

Need to provide clear guidance on how chargeable assets
for capital gains tax and gift tax purposes should be
administered on taxpayers

Provide guidance on legislations to be used for leasing
transactions. Is it IRA or there should be amendment to

reflect leasing transactions under PITL

W 'S
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——Areas of inconsistencies & way forwad 2 Y U QR
Thin capitalisation provisions need to be clearly set out for the

upstream oil and gas industry to provide adequate guidance

Transfer pricing rules to guide pricing of transactions between
affiliates and other associated entities

Limits for contribution to Pensions or Provident Fund for both

employer and employee as per PITL 3 (f) being 25% of total
remuneration needs to be revised to reflect the limits of (35%)
set out in the New Pensions Act

Clarify how joint venture partners should file returns and how
the filing should be done under unitisation

Need to expressly clarify if withholding tax regime does not

cover goods at all in the Law NN
W Al 5S
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——Areas of inconsistencies & way forwad 2 Y U QR

Under withholding tax on goods supplied by sub-
contractors, there is the need for clarification of what iIs

| AAT O AU OOPDPI U I £ Ci T A0 Al
exemption of the withholding tax

How does the Domestic Revenue Tax Division of the GRA
AAOAOI ET A OEAO x1 OEO AT A 0O/
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Overview of Internal Revenue
(Amendment) (No. 4) Bill



___Qverview =
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i

The Internal Revenue (Amendment) (No. 4) which we will call
O 4 ENA 4 Bill) is being amended principally to:
i Make revision to some sections of the Internal Revenue Act,
2000 (Act 592) z(IRA); and

i To introduce a Chapter in Act 592 to provide for the
payment of Income Tax on petroleum operations, thereby
repealing the Petroleum Income Tax, Act 1987 (PNDCL 188)
which previously provided for the taxation of petroleum
operations

0 The No. 4 Bill introduces a fixed income tax rate of 35% for
petroleum operations. This is believed to be comparable to
the rates levied In countries with similar exploration

experiences and risks
735\ 2\ \
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i The Bill introduces tax treatment of O$ AAT | | E GRAEAH A

required to be established by a contractor under the Petroleum
(Exploration and Production) Bill, 2010

i The Bill retains the provisions in the PITL relating to capital
allowances which are considered adequate

i The Bill provides for the imposition of Capital Gains Tax on
petroleum operations and the imposition of tax on profits arising
from the assignment of interest in a petroleum agreement

0 The Bill limits interest that should be allowed as deduction to
debt to equity ratio of 3:1 as O O AEEAO A | 0D (Pétroleum
operations (thin capitalization);

i Imposes withholding tax on interest payments, subcontractors,
expatriates etc; and

U Provides for relevant sections of Act 592 to apply to petroleum
operations NGV en

W 'S
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Specific Changes to PHDeductions—

The cardinal principle still applies (i.e. expenses wholly,
exclusively and necessarily incurred in the production of
Income)

Areas affected include:

0 Interest - Introduction of thin capitalisation rules (94D (C(ii)
says: O x E AlébAto equity ratio of any person exceeds 3:1, the
Interest allowable as a deduction shall be limited to the interest on
total loan that yields a debt to equity ratio of 3:1 forthatD A OOT 1

i Decommissioning fund z Contributions to a decommissioning
fund set up in accordance with the Petroleum (Exploration and
Production) Bill, 2010

0 An expense incurred by a contractor in carrying out work required
by the decommissioning plan approved by the Authority in
respect of the AT T O O ApAti©leudhd dperations if that work is

not paid for directly /W\/T\/é\
Presentation at ACCE Continuing Professional NSNS

Development Scheme 12/1/2011



/ 7 e

Decommissioning or Abandonment of Fielc

When production comes to an end, what happens to
facilities that have been put in place for oil and gas
production and the wells that have been used for the
production? Whose responsibility iI1s it to
decommission, more so, as at that time the ownership
of these facilities is vested in GNPC? (The Petroleum
Law and Petroleum Agreement vest GNPC with title to
all equipment and facilities purchased and installed
for petroleum operations once the cost has been
recovered).
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Unfortunately, this issue comes up at the
end of production when Investor has no
Interest In the project anymore; and the cost
of properly decommissioning these facilities
could be very high. This phenomenon of
abandoning project sites after extraction of
the resources has been responsible for
several environmental disasters globally.
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@KSpecific Changes to PFEES:R.dzO G A 29F& O
indirectly from money made available from the
decommissioning fund are allowable deductions.

i Any other applicable deductions specified under Part One of the Act
(i.e. IRA)

i A deductible expense shall be in respect of income for the year of
assessment or basis period in which the expense was incurred and
no other expenses shall be set off against previous years of
assessment or basis period

0 Regulations made under S.114 of IRA can iInclude any other
deductions

U Loss carry forward is permitted up to 10 basis periods (10 years).
Losses shall be carried forward on O & ) &dsis Loss carry incurred
cannot be made before commencement of this Bill/Act

i Capital allowance provisions remain same as under PITL

i A person shall not be allowed any deduction under this Act other

than those specifically provided in Part One and Part One A.
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Specific Changes to PFEPS:R.dzO U A 29F& 0O
_Taxation of Decommissioning Funds-Special
Consideration
- An expense incurred In addition to contributions to
the fund shall be deductible from assessable income

- Where the decommissioning fund was established by
that person under a petroleum agreement;

. Or for the purpose of Implementing obligations
under an approved decommissioning plan

- No tax or levy shall be imposed by any law on
accumulated amounts In a decommissioning fund
under a PA

. An amount withdrawn from the fund for the purpose
of decommissioning shall be exempt from tax

Presentation at ACCE Continuing Professional
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Specific Changes to PFEPS:R.dzO U A 29F& 0O
_Taxation of Decommissioning Funds-Special

Consideration

- An expense Incurred by a contractor in the course of
carrying out decommissioning shall not be
deductible from assessable income unless there Is a
shortage of funds available in the decommissioning
fund to defray cost of decommissioning and the
contractor meets the shortfall from the AT T OOA
OWn resources

- Any surplus fund remaining in a decommissioning
fund after completing decommissioning In
accordance with the approved decommissioning
plan, shall be treated as Chargeable Income and tax
Imposed on the surplus DRR

Nt Sl Nl
12/1/2011
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Specific Changes to PFBLS R dzOu-A 2 ya 602 Y

_Taxation of Decommissioning Funds-Special Consideration
. The tax shall be the aggregate of:

A. An amount determined by applying to the surplus the
applicable tax rate; and

B. An amount determined by applying to the surplus amount,
less the amount determined under para (a) above, the
highest rate, calculated in accordance with the formula
prescribed In the relevant petroleum agreement of
additional oil entitlement paid by the person during the
period in which the person made annual contributions to
the relevant decommissioning fund

C. Any amount standing to the credit of the decommissioning
fund after payment of tax as above shall revert to the

contractor NN\
W aF &S V5
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Value Added Tax Considerations
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~— Value Added Tax Retlated-Issues

General Considerations

Under the VAT Act, crude oil and hydrocarbon products (i.e.
petrol, diesel, LPG, kerosene and residual fuel oil (Schedule 1,
Item 15) are exempt from VAT,

the Petroleum Agreements grant exemption from the payment
of taxes, duties and fees to the main Contractor, its sub-
contractors and affiliates in respect of activities related to
petroleum operations and the sale and export of petroleum;

Exemptions would be granted administratively by way of:
A Relief Register and exemption letters for imports;

VAT Relief Purchase Orders (VRPOs) and Tax Refunds for
Domestic VAT/NHIL;

VRPOS made available to the Contractor.

735\ aid\ o\
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Challenges exist in the administration of the exemption clause
EI OEA 0! 888
4EA OUDPEAAI AgAl DOEIT Al AB®GA
tax, duty, feeor other impost (including VAT) shall be
Imposedby the state or any entity or affiliate political sub-
division on the contractor, its sub-contractor or affiliate in
respectof activities related to petroleum operationsand the
saleand export of petroleum other than as providedin this
| OOEAI Ab
AEA | AATEIC 1T £ O0AOOI 1 AOI I b,
granting relief from VAT/NHIL does not appear to be clear;

Transactions need to be wholly, exclusively and necessarily
Incurred for Petroleum Operations to qualify for exemption.

7TEAO OEAT Al 1T OOEOOOAO ODPAOOI |
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Challenges exist in the administration of the exemption
Al AOOA EI OEA 0! 888

What constitutes wholly, exclusively and necessarily to
gualify as petroleum operations for purposes of
exemptions?

Areas of conflict can arise due to grey areas in the
exemption provisions of PAs and the VATA;

Inappropriate use of VRPOS: Non-issuance (or
retrospective issuance) of VRPOs and non-submission
of VRPO returns.

735\ aid\ o\
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CEPS Related Issues
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CEPSRelated [Ssues ===

General Considerations
Customs controls at importation, landing and exportation
begin from a port. Going by current CEPS law, FPSO-KN is a
port hence presence of Customs Division staff necessary on
It;
Accommodation for Customs officers on FPSO-KN to
facilitate their work is currently inadequate

Minimal amendment to CEPS Law which:
Declares FPSO-KN as a port;

Declare the security area around FPSO-KN as a customs area
to enable customs laws to apply to ships and tankers that
come to the field; and

Proscribe direct importation to the FPSO-KN.

735\ it \
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/

General Considerations

Legislation is required to ensure that Contractors do
provide accommodation for CEPS officers.

The current legislation requires amendment to define

7z ~ N\ ~ N A — o

will then make it mandatory that operators provide
accommodation on FPSO- KN.

Presentation at ACCE Continuing Professional NSNS
Development Scheme 12/1/2011



Scope for further Laws and Legislative
Reviews ?
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rther Lawsana-edislative reviews 2—
~The following draft bills which when passed into law will also

form part of the legal and regulatory framework:
Internal Revenue (Amendment) (No.4) Bill;
Ghana Petroleum Regulatory Authority Bill;
Petroleum (Exploration and Production) Bill.

The Internal Revenue (Amendment) (No.4) Bill will
encapsulate all the income tax laws relating to petroleum
operations;

Some issues identified for additional legislation are likely
to be addressed in the No. 4 Amendment Bill and possibly
Regulations

VAT and CEPS might issue internal regulations or seek
minor amendment in the Law to address issues identified.
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Ghana Petroleum Funds

(1) The Ghana Stabilisation Fund and the
Ghana Heritage Fund are collectively to be
known as the Ghana Petroleum Funds.

(2) The Ghana Petroleum Funds shall both
receive from the Petroleum Holding Fund,
petroleum revenue In excess of the Annual
Budget Funding Amount.
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~—— Withdrawals from the Ghana
Stabilisation Fund

(1) Where petroleum revenue collected in any quarter falls below one
guarter of the Annual Budget Funding Amount for that financial year,
withdrawals may be made from the Ghana Stabilisation Fund.

(2) The allowable amount to be withdrawn shall be the lesser of

(a) seventy-five percent of the estimated amount of the
short-fall for that quarter; or
(b) twenty-five percent of the balance standing to the credit

of the Ghana Stabilisation Fund at the beginning of the financial year.

(3) In the event of petroleum revenue shortfalls in the second and
third quarter of the same financial year, the amount to be withdrawn at
the end of the third quarter from the Ghana Stabilisation Fund shall be
double the allowable amount of the third quarter shortfall.
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(4) If there are successive shortfalls in any of the
preceding quarters in the same financial year, the
fourth quarter withdrawal from both the Petroleum
Holding Fund and the Ghana Stabilisation Fund shall
be enough to meet the Annual Budget Funding
Amount approved in the Appropriation Bill for that
financial year, subject to section 19 (2).

(5) Transfer out of the Ghana Stabilisation Fund shall
only be done for the purpose of alleviating shortfalls In
actual petroleum revenue In accordance with

subsections (1), (2), (3) and (4).
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Withdrawals from the Ghana Heritage Funt

Withdrawals from the Ghana Heritage Fund shall be in accordance
with the transfer procedures in section 20.

Consolidation of Ghana Stabilisation Fund and Ghana Heritage
Fund

(1) Within one year after petroleum reserves are depleted, the moneys
held in both the Ghana Stabilisation Fund and Ghana Heritage Fund
shall be consolidated into a single Fund to be known as the Ghana
Petroleum Wealth Fund after which the Ghana Stabilisation Fund and
the Ghana Heritage Fund shall cease to exist.

(2) After petroleum reserves are depleted, the Annual Budget Funding
Amount shall not exceed the sum of dividends from the national oil
company and the earnings on the Ghana Petroleum Wealth Fund.
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Use of Annual Budget Funding Amour

(1) The Annual Budget Funding Amount is part of the national budget
and its use and expenditure are subject to the same budgetary
processes that are necessary to ensure efficient allocation, responsible
use and effective monitoring of expenditure.

(2) The use of the annual allocation of the Annual Budget Funding
Amount shall be

(a) to maximise the rate of economic development;

(b) to promote equality of economic opportunity with a view
to ensure the well-being of citizens;

) to undertake even and balanced development of the
regions; and
~(d)  guided by a medium-term expenditure framework

aligned with a long-term national development plan approved by
Parliament.
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(3) Where the long-term national development plan approved by Parliament is not in
place, the spending of petroleum revenue within the budget shall give priority to, but not
be limited to programmes or activities relating to

12/1/2011

(@)
(b)

(c)
(d)
(e)
(f)
(9)

(h)
()
)
(K)

agriculture and industry;

physical infrastructure and service delivery in education, science and
technology;

potable water delivery and sanitation;

infrastructure development in telecommunication, road, rail and port;
physical infrastructure and service delivery in health;

housing delivery;

environmental protection, sustainable utilisation and the protection of
natural resources;

rural development;
developing alternative energy sources;

the strengthening of institutions of government concerned with
governance and the maintenance of law and order;

public safety and security; and
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(D the provision of social welfare and the protection of the
physically handicapped, persons with mental disorders and
disadvantaged citizens.

(4) For any financial year, a minimum of seventy percent of the
Annual Budget Funding Amount shall be used for public
Investment expenditures consistent with the long-term national
development plan or with subsection (3).

(5) In order to maximise the impact of the use of the petroleum
revenue, the Minister shall prioritise not more than four areas
specified in subsection (3) when submitting a programme of
activities for the use of the petroleum revenue.

(6) The programme shall be reviewed every three years after the
Initial prioritisation, except that in the event of a national
disaster, the Minister may make a special request to Parliament
for a release of revenue.
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Thank you

Questions, Contributions, Comments
et al
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THANK YOU
or

THANK YOU
AND
it A BLESSER
WTS Nakyea & Adebiyi Consult
Tax Attorneys & Solicitors
Geoman House, Pig farm Roundabout, Olusegun Obasanjo
Way, P.O. Box KD 66, Kaslzra.
Tel: 233 21 23633@irect) 233 21 238242 (Main)
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