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NORTH SEA OIL AND GAS FISCAL REGIME

SCDI’s National Chairman wrote to the Chancellor of the Exchequer regarding the above on 7 October, to which you replied on 22 October. Your response and the latest position regarding the fiscal changes were discussed at the SCDI’s North East Committee meeting in Peterhead on 13 November. Such was the strength of feeling around the table on the issue that the Committee has asked me to write on their behalf to re-iterate some of our concerns.

Firstly, may I state that SCDI is relieved that the Government finally intends to discontinue Royalty Tax as from 1 January 2003. This measure does not make up for the damage caused by the Corporation Tax changes in the Budget but does give the oil & gas industry a much needed confidence boost. As stated in our submission of 7 October, SCDI hopes this will act as a catalyst for the Government to “undertake a full and fair review of the North Sea fiscal regime. The goal must be to simplify and adjust the fiscal regime so that it reflects current economic and technical realities and incentivises the full hydrocarbon potential of the UKCS. By doing this it would address the key issue of how to ensure that a mature region can remain competitive well into the 21st century. “

Your view that damage to investor confidence and reduced UKCS activity was based on perceptions rather than evidence was of particular concern to the members of the Committee. The dramatic reduction in exploration activity cannot all be attributed to the Budget tax changes, nor can the reduction in probable/possible field developments reported in the UKOOA/DTI Industry Activity Survey 2002 of 11 November. However, there is absolutely no doubt that the tax regime does play a significant role in the commercial decision making processes which lead to the negative trends outlined above. 

It is the strong view of the SCDI members that the Government has misjudged the impact that its Budget tax changes would have on UKCS 

activity. As SCDI has said before, HMG has to make the choice between a higher tax take now, with the potentially damaging effects on investment and employment which we are beginning to see, or a tax regime that extends the life of the indigenous oil and gas industry with longer term revenue benefits to the national economy. The latest UKOOA/DTI survey makes it increasingly unlikely that the PILOT production targets for 2010 will be met without additional investment in existing fields and a large upturn in exploration. Given the relatively high price of oil, the current low level of exploration activity is of particular concern as this is the seedcorn for extending the life of the UKCS. The UK needs to compete globally to attract this investment into its mature oil and gas region and SCDI is disappointed that it appears that the Government has not taken on board the truly international nature of the industry and its investment mobility when making its Budget decision.

We urge the Government to acknowledge that the industry, in particular the contracting community, is suffering, with negative announcements on jobs becoming commonplace. In response to this HMG needs to revisit the issue of how it can incentivise investment in the UKCS and accept that the tax regime has a crucial role to play in this process. 

If the Government intends to maintain the supplementary Corporation Tax announced in the Budget indefinitely, then SCDI believes that you should look again at the issue of tax incentives for exploration to encourage new entrants into the UKCS. There is also the matter of uneven taxation applied to offshore infrastructure, involving rates of 70%, 40% and 30%, depending on the tax status of the asset. This non-level playing field can distort investment decision making. In addition, the level of Petroleum Revenue Tax (PRT) on mature fields is an area which could usefully be revisited with a view to encouraging more investment in these assets.

I trust you will view our comments as constructive. Our concerns reflect those of the community and the businesses which earn their livelihoods from the UK oil and gas industry. It is an important matter for the UK, Scottish and the North East of Scotland economies.

Yours sincerely

Professor W S Stevely

Chairman - SCDI North East Committee

