
 

 

Expansion of Investment Expenditure for the purposes of the Investment and Cluster Area 

allowances 

 

Introduction 

 

The Chancellor announced at Summer Budget 2015 that the scope of the Investment and 

Cluster Area allowances would be broadened to include additional activities which will help 

maximise economic recovery.  

 

The announcement contained two strands: 

 

i) certain discretionary non-capital spend; and  

ii) long-term leasing of production units. 

 

This document outlines our expectations for the additional scope of this legislation subject to 

drafting considerations and the will of Parliament. 

 

Legislative framework 

 

Powers were taken within the primary legislation (CTA10 s332BA and s356JE) to enable HM 

Treasury to specify additions to investment expenditure through secondary legislation. 

Solicitors are currently drafting this regulation. 

 

Timeframe and effective date 

 

The legislation is being drafted to an autumn schedule. It will be circulated for a 4 week 

technical consultation, following which it will be laid and subject to the will of Parliament be 

enacted by negative resolution, typically 21 days after being laid. 

 

The expansion will be effective as of 8 October 2015 (the date of the circulation of this 

document) to encourage positive decisions by companies contemplating the types of 

activities that will involve investment expenditure described herein. 

 

This policy is intended to encourage activity on a prospective basis rather than impacting 

projects committed to prior to the Summer Budget 2015 announcement. 

 

Therefore classes of operating expenditure (A. below) will be treated as investment 

expenditure only if incurred on/after 8 October 2015. 

 

Amounts incurred in respect of the lease expansion (B. below) will be treated as investment 

expenditure if incurred on/after 8 October 2015 in respect of fields or incremental projects 

given development consent on or after the date of the Summer Budget 2015 announcement, 

8 July 2015.  

 

A. Operating expenditure 

 

It is intended that expenditure incurred by a company will be ‘investment expenditure’ for the 

purpose of the Cluster Area Allowance and Investment Allowance if it meets all 3 of the tests 

set out below: 

 



 

 

Test 1: 

Operating expenditure which satisfies a general purpose test, where the intention of 

incurring that operating expenditure is to: 

 

i. Increase the rate of production or amount of oil expected to be won; 

ii. Increase the potential for earning tariff receipts; or 

iii. Extend the economic life of a field, part of a field or upstream petroleum 

infrastructure.1 

 

Test 2: 

The operating expenditure must not comprise expenditure on routine repair and 

maintenance. 

 

Test 3: 

The operating expenditure must be included in one or more of the following classes of 

spend: 

 

i. Facility2 renewal work: to replace life expired equipment3 and pipeline or that 

corroded beyond useful function; 

ii. Facility modification work: to increase plant capacity and/or availability,4 to handle 

reduced operating pressures or different fluid compositions;  

iii. Production enhancement spend on: water shut off,5 hydraulic fracturing,6 removal of 

sand, salt, scale and hydrate. 

 

B. Leases 

 

It is intended that expenditure incurred by a company on a leased asset will be ‘investment 

expenditure’ for the purpose of the Cluster Area Allowance and Investment Allowance if it 

complies with all the following conditions. 

 

i. It is a lease of 5 years or more 

ii. The asset in question is a mobile asset with the purpose of producing and/or storing 

oil, used for the oil-related activity for which it is intended 

iii. The asset is to be used in relation to a development project in a field or cluster area 

where that project is described in a Field Development Plan or Field Development 

Plan Addendum for which approval has been granted on or after 8 July 2015 

iv. The asset is leased on arm’s-length terms 

 

Elements of the lease expenditure attributable to the following shall not be treated as 

‘investment expenditure’: 

 

i. The financing charge of the arrangement; and 

ii. Amounts in respect of services or staff included in the contract. 

                                                      
1 Section 9H Petroleum Act 1998 (as inserted by s41 Infrastructure Act 2015) 
2 Platforms, subsea wells and well heads, or upstream petroleum infrastructure 
3 Valves, pumps, power generation plant and compressors 
4 Such as spend to increase water/gas injection, power availability, tree changeouts to reinstate wells 
5 Operations to reduce the amount of water being produced from a well by blocking off parts of the 

producing reservoir interval 
6 Operations to increase production rates from a well by creating a fracture in the reservoir rock using 

hydraulic pressure 


