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Dear Mr Douglas 
Securing a sustainable future: a consultation on the North Sea Fiscal Regime
1. The Scottish Council for Development and Industry (SCDI) is an independent membership network that strengthens Scotland’s competitiveness by influencing public policies to encourage sustainable economic prosperity. It is supported by around 1200 members across Scotland’s manufacturing and service sectors, universities and colleges, local government and enterprise networks, trade associations and professional bodies, arts organisations, churches and trade unions.

2. SCDI produces the only Annual Report into Scotland’s International Activity in the Oil and Gas Sector. SCDI has regularly commented on the North Sea Fiscal Regime in submissions to HM Treasury on the Budget and Pre-Budget Report, and the Department for Business, Enterprise and Regulatory Reform/ Department for Trade and Industry. It also hosted a meeting for the Scottish Affairs Committee and members in Aberdeen to discuss MPs’ inquiry into “Effects of tax increases on the oil industry”.

3. The global oil and gas industry operates best where there is stability. SCDI has previously commented on the lack of consultation undertaken by the UK Government in advance of changes to the North Sea Fiscal Regime. These decisions undermined the confidence of the industry and of the wider North East of Scotland business community in Government.

4. SCDI is therefore encouraged by the approach taken by the Government in this consultation, which we understand reflects the rebuilding of trust and mutual respect between the industry and Government through PILOT.
5. The UK oil and gas industry remains a key driver of the Scottish and UK economies and a major contributor to HM Treasury. It has achieved renewed growth in recent years as a result of the high oil price. SCDI’s annual survey highlights the record sales from the Scottish Oil and Gas Supply Chain at £11.67bn in 2005/06, and the 480,000 direct and indirect jobs supported by the industry, investment and supply chain in the UK.
6. However, as a mature basin, the UKCS undoubtedly faces some serious challenges, particularly unexpectedly large declines in production and increasingly high costs. It is very clearly in the UK’s long-term strategic economic, public finance and energy security interests to maximise North Sea oil and gas recovery. Extending its lifespan is also critical for the North East of Scotland economy in continuing to anchor a global hub of expertise for oil and gas technology, products and services in the region.  
7. SCDI believes that the key issue for this consultation is how to ensure that, when global commercial decisions are being made, a mature and costly province can remain competitive well into the 21st century. Against this backcloth, international investors regard the current fiscal regime as unsustainable in the long-term. Sustaining activity will therefore require the simplification and reduction of taxation to reflect the long-term economic and technical reality, and incentivise exploration and recovery.

8. SCDI would therefore support reform of: 

· The Supplementary Corporation Tax Burden – to enhance the competitiveness of the UKCS and attract more mobile investment

· The treatment of decommissioning – to remove the time limit on Corporation Tax loss carry back for decommissioning expenditure. While the proposal to extend the existing three year limit to seven years is an improvement, SCDI is aware of decommissioning schemes post cessation of trade which will take more than seven years because of their complexity and the global shortage of the required vessels. This may create an incentive for early decommissioning which does not maximise the recovery of oil and gas. The extension of the 100 per cent First Year Allowance for end of life decommissioning to mid-life decommissioning and long life asset expenditure is supported

· Petroleum Revenue Tax (PRT) – to remove the fields which are “never payers” out of the PRT regime, and to maintain and improve the access to PRT relief for decommissioning costs
9. The proposed changes to the offshore tax regime are also a welcome step forward. However, SCDI is aware of concerns that the proposals for gas injection could disadvantage some existing Enhanced Oil Recovery (EOR) schemes and discourage investment in new EOR projects. Applying these tax changes retrospectively could once again increase the perception of risk in investing in the UKCS and, overall, they could undermine the objective of maximising the UK natural resources. Further discussion with the industry is recommended to avoid such eventualities. 
10. Exploration is the seedcorn for extending the productive life of the UKCS. SCDI welcomed the possibility of tax incentives to stimulate new exploration drilling activity and investment in the UKCS. This may be crucial in making it commercially viable to unlock smaller pockets of oil and gas in the UK sector. SCDI supports consideration of a wide range of measures, including the targeting of areas such as the west of Shetland. This field currently lacks some suitable infrastructure and is technically challenging. However, the potential for recovery is significant. Development west of Shetland would be a major economic boost for the Northern Isles and for the North of Scotland, especially in servicing the industry, at a time when Caithness in particular is endeavouring to diversify its economy as the Dounreay nuclear site is decommissioned. 

11. SCDI was deeply disappointed at the UK Government’s failure to recognise the potential and move sufficiently quickly to support the proposal for a carbon capture and storage scheme using Peterhead Power Station and the Miller field. This represented a significant missed opportunity for the North East of Scotland and, indeed, the UK to become a world leader in a new technology, with benefits for the economy, energy security and global environment. It is to be hoped that the ongoing discussions regarding tax issues around Change of Use of infrastructure and the publication of the “Platform for Change” document will lead to a more supportive environment for companies considering entering into projects for carbon capture and storage, gas storage or wind power. 

12. In conclusion, SCDI welcomes the progress which is being made by Government and the industry. This partnership approach must be sustained in the further discussions planned until the end of June 2008. 
Gareth Williams
Policy Manager - North
Scottish Council for Development and Industry
