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1. Foreword

W e lcom e  t o Oil & Gas UK’ s 2017  Economic Report͘ Our annual reƉort once more reŇects a challenging 
ďusiness enǀironment against ǁhich industry has ďeen in action to imƉroǀe its comƉetitiǀeness, 
maǆimise economic recoǀery and Ɖosition itselĨ eīectiǀely to ensure longerͲterm sustainaďility͘

The sector has done much to address its cost ďase and Ɖursue the eĸciency needed to comƉete in the 
current enǀironment͘ thile it has ďeen, and continues to ďe, relentlessly demanding Ĩor many ƉeoƉle ʹ ďoth 
ƉroĨessionally and Ɖersonally ʹ it is really good to see comƉanies increasingly commiƩed to emďracing real 
ch ange  t o se cur e  t h e ir  sh or t  and longe r - t e r m  fut ur e . 

As this reƉort shoǁs, industry initiatiǀes are helƉing to estaďlish a culture Ĩocused on imƉroǀing oƉerational 
eīectiǀeness, streamlining ďusiness Ɖrocesses and contriďuting to tangiďle increases in caƉital eĸciency ǁithout 
comƉromising on saĨety͘ The Oil & Gas UKͲled �ĸciency TasŬ &orce has ďeen instrumental in helƉing to catalyse 
p an- indust r y  sust ainab le  ch ange .

�omƉanies haǀe deliǀered unit oƉerating cost imƉroǀements greater than in any other ďasin in the ǁorld 
since 201ϰ͘ Although the maturity and comƉleǆity oĨ the UK �ontinental ^helĨ ;UK�^Ϳ means it remains a 
more eǆƉensiǀe ďasin in ǁhich to oƉerate, this is still a ďasin ǁorth inǀesting in, ǁith eǆciting hydrocarďon 
oƉƉortunities, estaďlished inĨrastructure, access to a ǁorldͲclass suƉƉly chain, a highly sŬilled ǁorŬĨorce,  
as ǁell as a gloďally comƉetitiǀe Įscal regime͘

There are tentatiǀe signs that inǀestor conĮdence is starting to return to the sector, and to the UK͘ Oǀer the 
Įrst halĨ oĨ 2017, almost Ψϲ ďillion ǁas inǀested in UK�^ asset and corƉorate acƋuisitions͘ That trend is set to 
continue throughout this year and into 201ϴ ǁith Total͛s ƉroƉosed acƋuisition oĨ DaersŬ Oil announced ũust 
ďeĨore Ɖuďlication͘ The sector continues to suƉƉort oǀer ϯ00,000 ũoďs across the economy, ďut as this is around 
oneͲthird loǁer than the ƉeaŬ in 201ϰ, it could threaten core caƉaďilities ǁithin the suƉƉly chain iĨ actiǀity does 
not ƉicŬ uƉ͘ The latest analysis shoǁs the decline ďetǁeen 201ϱͲ1ϲ ǁas sharƉer than Ɖreǀiously anticiƉated, 
hoǁeǀer, there is eǀidence that the rate oĨ ũoď loss is noǁ sloǁing to a reduction oĨ around 1ϯ,000 in 2017 
comƉared to almost ϲ0,000 in 201ϲ͘

M or e  ne e ds t o b e  done  t o dr iv e  any  up t ur n and se cur e  long- t e r m  e m p loy m e nt . Up  t o £ 40 b illion w or t h  of 
Ɖotential inǀestment oƉƉortunities currently sit in comƉany ďusiness Ɖlans͘ Industry ǁill haǀe to stay the course 
in terms oĨ saĨely and relentlessly imƉroǀing its eĸciency and reducing its cost to ensure these oƉƉortunities 
ďecome ďusiness realities in the near term, and that our hardͲǁon Ɖrogress is not lost in any uƉturn͘

The UK Goǀernment͛s continued commitment to its Driving Investment Plan is a p r e r e q uisit e  for  inv e st or s. D e al 
Ňoǁ and asset trading can also ďe assisted ďy enaďling the transĨer oĨ taǆ history ďetǁeen sellers and ďuyers 
oĨ Eorth ^ea oil and gas assets͘ The industry has Ɖresented comƉelling eǀidence Ĩor change, ǁhich should ďe 
include d in t h e  A ut um n Budge t  2017 . 

Wotential inǀestors also reƋuire clarity as to hoǁ the UK ǁill resƉond to the macroͲeconomic imƉact oĨ �reǆit͘ 
T h e  UK Gov e r nm e nt  m ust  m aint ain a st r ong v oice  for  our  indust r y  in E ur op e  w h e r e  indige nous oil and gas w ill 
continue to Ɖroǀide a ǀital Ɖart oĨ the energy miǆ͘ Our industry needs Ĩrictionless access to marŬets and ƉeoƉle 
Ĩor our suƉƉly chain and Ɖrotection oĨ energy trading and the internal energy marŬet, ǁhich haǀe helƉed Ɖroǀide 
secure, aīordaďle energy to the UK Ĩor decades͘ 
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The current loǁ leǀel oĨ eǆƉloration and aƉƉraisal actiǀity remains a serious concern as it is ǀital to reƉlenish 
Ɖroduction ǁith neǁ deǀeloƉment oƉƉortunities͘ The recently launched ϯ0th Oīshore Licensing Zound  
oīers comƉanies the oƉƉortunity to ďid Ĩor Ĩresh acreage and an interesting inǀentory oĨ yetͲtoͲďeͲdeǀeloƉed 
discoǀeries͘ ,oǁeǀer, it remains a challenge Ĩor comƉanies to ďe aďle to commit limited Ĩunds Ĩor eǆƉloration 
actiǀity in the ongoing doǁnturn͘

Giǀen all oĨ the aďoǀe, ǁe should still taŬe conĮdence in our achieǀements to date as ǁe looŬ to the Ĩuture͘ The 
Ɖotential oĨ our industry is caƉtured in sision 20ϯϱ, ǁhich shoǁs that the UK can continue to deliǀer hundreds oĨ 
ďillions oĨ Ɖounds in reǀenue through the oil and gas sector oǀer the neǆt generation and ďeyond͘ thile seƫng 
us the challenge oĨ maǆimising the ǀalue oĨ our indigenous resources, sision 20ϯϱ also seeŬs to ensure our 
sup p ly  ch ain m aint ains a st r ong UK b ase  w h ile  p ur suing a gr e at e r  sh ar e  of t h e  glob al e ne r gy  m ar ke t .

tith this longerͲterm ǀieǁ, the UK�^ needs to continue to comƉete ǁith other oil and gas Ɖroducing regions as 
ǁell as Ɖromote the contriďution that oil and gas can continue to maŬe to the energy miǆ oǀer decades to come͘ 
The UK ǁill need to ensure its energy suƉƉly is secure, aīordaďle and as loǁͲcarďon as economically Ɖossiďle, 
and our indigenous oīshore oil and gas resources haǀe a Ŭey contriďution to maŬe͘ Gloďal oil and gas demand 
is Ĩorecast to rise ďy 2ϱ Ɖer cent ďetǁeen noǁ and 20ϯϱ, and so ǁill continue to haǀe a crucial role to Ɖlay in 
satisĨying the ǁorld͛s need Ĩor energy͘ 

The UK �eƉartment Ĩor �usiness, �nergy & Industrial ^trategy conĮrms that oil and gas ǁill remain ǀital sources 
oĨ energy ʹ Ĩuelling transƉort, Ɖoǁer generation, heating and industrial usage ʹ Ĩorecasting that it ǁill suƉƉly 
around tǁoͲthirds oĨ domestic energy demand in 20ϯϱ͘ 

There is a comƉelling need Ĩor a clear energy Ɖolicy Ĩrom goǀernment, ǁhich can Ɖroǀide the longͲterm clarity 
and ce r t aint y  ne e de d t o h e lp  se cur e  inv e st m e nt  in oil and gas in t h e  UK.

Industry continues to maŬe a conǀincing case that the sector should ďe at the heart oĨ the UK Goǀernment͛s 
Industrial ^trategy͘ The strategy should recognise the sector͛s signiĮcant contriďution to the economy through 
indigenous Ɖroduction that loǁers imƉort reƋuirements, through generating eǆcheƋuer reǀenues, ďy Ɖroǀiding 
emƉloyment Ĩor hundreds oĨ thousands oĨ sŬilled ƉeoƉle across our suƉƉly chain, and deliǀering a secure suƉƉly 
oĨ energy͘ A sƉeciĮc ^ector �eal Ĩor the oil and gas industry ǁill also ďe needed and ǁe are ǁorŬing closely ǁith 
many other organisations to deǀeloƉ a coherent ďusiness case͘     

It  is cr ucial t h at  indust r y  and gov e r nm e nt  w or k t oge t h e r  t o e nsur e  t h at  as m uch  of t h e  UK’ s e ne r gy  ne e ds as 
Ɖossiďle are met through domestic resources͘ Last year, ά17 ďillion ǁorth oĨ oil and gas ǁas Ɖroduced Ĩrom the 
UKC S. T h e  focus on de v e lop ing as m uch  of our  nat ur al r e sour ce  as p ossib le  is an op p or t unit y  t h at  ne it h e r  t h e  
industry or the goǀernment can aīord to Ĩorgo͘ 

Deirdre Michie, 
Chief Executive, Oil & Gas UK
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ͻ Last year, oil and gas Ɖroǀided 7ϲ Ɖer cent oĨ the UK͛s Ɖrimary 
energy, ϲ0 Ɖer cent oĨ ǁhich ǁas satisĨied Ĩrom indigenous 
p r oduct ion m aking an e st im at e d cont r ib ut ion of £ 17  b illion t o 
t h e  UK’ s b alance  of t r ade . 

•  Oil and gas w ill st ill p r ov ide  t w o- t h ir ds of t ot al p r im ar y  e ne r gy  
ďy 20ϯϱ, according to the �eƉartment Ĩor �usiness, �nergy  
& Industrial ^trategy, and thereĨore needs to ďe a ǀital 
comƉonent oĨ an energy Ɖolicy that considers aĨĨordaďility, 
se cur it y  of sup p ly  and e nv ir onm e nt al sust ainab ilit y .

•   L at e st  e st im at e s sh ow  t h at  t h e  oil and gas se ct or  cont inue s t o 
suƉƉort oǀer ϯ00,000 ũoďs in the UK͘

•   T h e  UK oil and gas sup p ly  ch ain sp ans t h e  le ngt h  and b r e adt h  
oĨ the country, serǀicing ďoth domestic actiǀities and eǆƉorting 
alm ost  £ 12 b illion of goods and se r v ice s t o ot h e r  b asins ar ound 
t h e  w or ld.

ͻ  Oil marŬets remain ǀolatile, although dated �rent aǀeraged 
Ψϱ1͘ϲ Ɖer ďarrel ;ďďlͿ oǀer the Ĩirst siǆ months oĨ the year,  
30 p e r  ce nt  h igh e r  t h an ov e r  t h e  sam e  p e r iod in 2016 .

•   A  sh or t age  of st or age  and unce r t aint y  ov e r  liq ue fie d nat ur al 
gas car goe s cause d t h e  NBP  day - ah e ad gas p r ice  t o r ise  ab ov e   
ϲ0 Ɖenceͬtherm ;ƉͬthͿ in &eďruary, ďeĨore the marŬet 
fundam e nt als of st r uct ur al glob al ov e r sup p ly  le d t o a sh ar p  fall 
t o 25  p / t h  b y  J une .

•   W e ake r  st e r ling im p r ov e d m ar gins for  m ost  oil and gas p r oduce r s 
and m ade  e x p or t s m or e  com p e t it iv e  for  b usine sse s acr oss t h e  
sup p ly  ch ain. 

ͻ  The longͲterm imƉact oĨ �reǆit is uncertain, ǁith analysis  
sh ow ing t h at  t h e  cost  of t r ade  for  t h e  w h ole  indust r y  could 
incr e ase  b y  as m uch  as £ 5 00 m illion p e r  annum  if t h e  UK r e v e r t s  
to torld Trade Organiǌation rules, or could ďe reduced ďy 
ar ound £ 100 m illion unde r  op t im al t r ade  agr e e m e nt s. 

2. Industry at a Glance

�conomic �ontriďution 

T h e  Busine ss E nv ir onm e nt

Security of Supply

Environmental 
SustainabilityAīordaďility

£
The 

Energy 
Trilemma

6

�omƉanies inǀolǀed in oil and gas actiǀity
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�reati ng a LongͲTerm &uture •   V ision 2035  se t s an asp ir at ion for  indust r y  and sh ow s t h at  
it  could de liv e r  h undr e ds of b illions of p ounds in addit ional 
r e v e nue  t o t h e  dom e st ic e conom y  ov e r  t h e  ne x t  20 y e ar s.

•   Glob al com p e t it iv e ne ss;  a cle ar  e ne r gy  p olicy ;  t e ch nological 
adv ance m e nt ;  de v e lop m e nt  of ne w  skills acr oss t h e  e ne r gy  
se ct or ;  and m or e  act iv e  p r om ot ion of t r ade  and e x p or t s ar e  
t h e  cat aly st s t h at  w ill dr iv e  indust r y  t ow ar ds t h e  v ision. 

•   T h e  v ision m ust  unit e  t h e  indust r y ’ s dr iv e  t o m ax im ise  
e conom ic r e cov e r y  w it h  t h e  UK Gov e r nm e nt ’ s Indust r ial 
St r at e gy .

•   It  is v it al t h at  t h e  UK Indust r ial St r at e gy  r e cognise s t h e  ke y  
r ole  of t h e  dom e st ic oil and gas indust r y  t o t h e  e conom ic 
success oĨ the country, and central to this ǁill ďe deǀeloƉing 
a com p r e h e nsiv e  e ne r gy  p olicy .

•   Significant  im p r ov e m e nt s h av e  b e e n m ade  in t h e  b asin ov e r  
recent years, although challenges remain͗

         
○  Wroduction has increased ďy 1ϲ Ɖer cent since 201ϰ,

dr iv e n b y  p r oduct ion e fficie ncy  im p r ov e m e nt s and ne w  
fie ld st ar t - up s.

○  Unit oƉerating costs ;UO�sͿ almost halǀed oǀer the last 
t w o y e ar s and ar e  e x p e ct e d t o fall fur t h e r  t o ar ound 
Ψ1ϰ Ɖer ďarrel oĨ oil eƋuiǀalent this year͘

○  The ďasin needs Ĩresh caƉital inǀestment, ǁith only three 
ne w  fie ld ap p r ov als sanct ione d since  t h e  st ar t  of 2016 .

○  D r illing act iv it y  r e m aine d at  r e cor d low  le v e ls last  y e ar  
w it h  only  14 e x p lor at ion w e lls and 8  ap p r aisal w e lls dr ille d.

○  D e com m issioning is cur r e nt ly  t h e  only  ar e a of incr e asing 
eǆƉenditure, ďut remained ũust 7 Ɖer cent oĨ total industry 
sp e nd last  y e ar  at  £ 1.2 b illion. 

•   T h e  E fficie ncy  T ask F or ce  dr iv e s cont inuous im p r ov e m e nt  and 
sh ar e s b e st  p r act ice  acr oss t h e  b asin;  ar ound 100 com p any  
case  st udie s ar e  now  acce ssib le  t h r ough  a ne w  online  
E fficie ncy  H ub . 

•   T h e  UK C ont ine nt al Sh e lf h as b e com e  m or e  int e r nat ionally  
comƉetitiǀe, ǁith UO� imƉroǀements greater than in any 
ot h e r  b asin since  2014 and t h e  UK now  r anking in t h e  t op  
q uar t ile  in t e r m s of fiscal at t r act iv e ne ss.

ͻ  Almost Ψϲ ďillion ǁorth oĨ UK traded ǀalue ǁas announced 
oǀer the Ĩirst halĨ oĨ this year, a sign of confide nce  r e t ur ning 
t o t h e  b asin.

UK �onti nental ^helĨ 
P e r for m ance  
and Op p or t unit y

Cost 
Reducti on

Effi  ciency
Improvement

•  A sse t / se r v ice /  
ge ogr ap h ic 
r e st r uct ur e

•  M &A  +  ne t w or k 
int e gr at ion

•  Op e r at ing 
m ode l r e v ie w s

7

•  A ct iv it y  
im p r ov e m e nt

•  C onsolidat ion

•  Or ganisat ion
de sign

•  T e ch nology

•  Sp e nd 
r e duct ion

•  T act ical 
p r oce ss 
im p r ov e m e nt s

•  C ost  
av oidance

Transformati onal 
Change
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3. Economic Contribution

In Sum m ar y  

Oil and gas is the dominant Ĩuel Ɖoǁering our economy, our 
transƉort netǁorŬ and our heating systems, Ɖroǀiding oǀer 
t h r e e  q uar t e r s of t h e  t ot al e ne r gy  m ix  in t h e  UK. A r ound  

6 0 p e r  ce nt  of t h is com e s fr om  indige nous r e sour ce s. Ov e r  t h e  ne x t  
20 years, reneǁaďles caƉacity ǁill groǁ Ɖrimarily Ĩor electricity 
generation, ďut not ƋuicŬly enough to disƉlace Ĩossil Ĩuels͘ Oil and gas 
is still eǆƉected to comƉrise tǁoͲthirds oĨ the energy miǆ in 20ϯϱ͘ It 
w ill r e m ain p ar t  of a div e r se  m ix  of fue ls t h at  is r e q uir e d t o e nsur e  an 
aīordaďle and secure Ĩuture energy suƉƉly ǁhile achieǀing emissions 
reduction targets͘ 

The ďeneĮts oĨ meeting domestic oil and gas demand Ĩrom indigenous 
sources oĨ Ɖroduction are ǁidesƉread͘ The UK �ontinental ^helĨ s͛ 
;UK�^Ϳ resources are critical to security oĨ energy suƉƉly to minimise 
imƉort deƉendencies͘ tithout domestic Ɖroduction, the UK ǁould 
h av e  h ad t o im p or t  £ 17  b illion w or t h  of oil and gas last  y e ar  t o m e e t  
demand, ǁhich ǁould haǀe increased the UKΖs ďalance oĨ trade deĮcit 
b y  alm ost  5 0 p e r  ce nt .

The industry also currently suƉƉorts oǀer ϯ00,000 ũoďs in the UK͘ 
Although this is around ϯϱ Ɖer cent ďeloǁ the ƉeaŬ in 201ϰ, the leǀel 
of e m p loy m e nt  is e x p e ct e d t o st ab ilise  ov e r  t h e  r e st  of t h e  de cade  if 
actiǀity ďegins to ƉicŬ uƉ͘ �esƉite most oĨ the UK s͛ reserǀes lying oī 
the coast oĨ ^cotland, the ǀalue generated Ĩrom the industry is sƉread 
across the entire country͘ The diǀerse and highly sŬilled suƉƉly chain 
anchored here also acts as an eǆƉort huď, generating almost  
£ 12 b illion w or t h  of r e v e nue  last  y e ar  fr om  se r v icing ov e r se as b asins.

&urthermore, the sector can helƉ the UK achieǀe its climate change 
targets͘ Eatural gas is an aīordaďle, reliaďle, relatiǀely loǁerͲcarďon 
Ĩuel that can Įll reneǁaďle energy intermiƩency gaƉs͘ It has already 
helƉed the UK achieǀe signiĮcant emissions reductions in Ɖoǁer 
generation ďy disƉlacing highly carďonͲintensiǀe Ĩuels such as coal͘ A 
reduction in emissions released during the Ɖroduction oĨ oil and gas 
is a sign of t h e  indust r y ’ s com m it m e nt  t o it s ow n sust ainab ilit y  and 
maǆimising domestic Ɖroduction ǁill reduce reliance on Ĩuel imƉorts 
t h at  can b e  m or e  car b on int e nsiv e .
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Brent oil price was 

30%
higher over the first half 

of this year than the 
same period last year

 The UK Government 
forecasts that 

of the UK’s energy mix 
will still come from oil 

and gas by 2035

By the end of 2018
over 

 

of total production
will come from start-ups 

post-2016

hnit operating cost 
improvements have 

been greater in the UK
than any other basin 

since 2014

The average NBP 
day-ahead gas price was 

 over the first half of 
2017 than the same 

period last year

The industry could 
deliver hundreds 

of billions of pounds
 in additional revenue 

to the UK by 2035 

Every £1 million of 
industry expenditure  

sustained around 
17 jobs across the UK 

economy last year 

High profile 

deals total nearly 
$6 billion combined over 
the first half of the year

300,000 jobs
in the UK

2/3

1/3

40% higher 
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3.1 T h e  UK E ne r gy  M ix

L ast  y e ar  oil and gas p r ov ide d 7 6  p e r  ce nt  of t h e  UK’ s t ot al p r im ar y  e ne r gy . T h is e q uat e s t o 7 6  m illion t onne s of  
oil eƋuiǀalent ;mtoeͿ and 77 mtoe oĨ natural gas ;ϴϱ ďillion cuďic metresͿ͘ ^iǆty Ɖer cent oĨ this net demand ǁas 
m e t  b y  r e sour ce s fr om  t h e  UKC S1, ǁith the rest satisĨied through imƉorts͘ tithout domestic Ɖroduction, the UK 
w ould h av e  h ad t o im p or t  a fur t h e r  £ 17  b illion w or t h  of oil and gas last  y e ar  t o m e e t  de m and. 

A lt h ough  w or ldw ide  de m and for  e ne r gy  is for e cast  t o incr e ase  b y  a t h ir d b y  2035 2, the UK͛s total Ɖrimary energy 
de m and is like ly  t o r e m ain at  ar ound 200 m t oe  ov e r  t h at  t im e . A n incr e asing p op ulat ion and e conom ic gr ow t h  ar e  
eǆƉected to ďe oĨĨset ďy energy eĨĨiciency gains͘ According to UK Goǀernment Ĩorecasts, oǀerall domestic Ɖrimary 
energy suƉƉly is eǆƉected to Ĩall Ĩaster than demand, and so the UK ǁill ďecome more reliant on Ĩuel imƉorts that 
can b e  m or e  car b on int e nsiv e  in t h e ir  p r oduct ion and t r ansp or t at ion.

F or e cast s sh ow  t h at  glob al oil and gas de m and is se t  t o incr e ase  b y  m or e  t h an 25  p e r  ce nt  b e t w e e n now  and 2035 . 
The UK, ǁith loǁer consumƉtion oĨ coal and nuclear, is still eǆƉected to meet tǁoͲthirds oĨ its energy demand 
w it h  oil and gas in 2035 2͘ �esƉite Ɖrogressiǀe decarďonisation in electricity generation oǀer the last Ĩeǁ years,  
hydrocarďons are less easy to reƉlace in the other maũor usages such as transƉort, heating and industrial use͘  

tith uƉ to an estimated 20 ďillion ďarrels oĨ oil and gas eƋuiǀalent leĨt to recoǀer on the UK�^, domestic oĨĨshore 
oil and gas r e sour ce s w ill cont inue  t o p lay  a cr ucial r ole  in sat isfy ing t h e  UK’ s fut ur e  e ne r gy  de m and and w ill 
remain a Ŭey comƉonent oĨ energy suƉƉly Ĩor decades to come͘ The industryΖs D�Z UK ;maǆimising economic 
recoǀery Ĩrom the UK�^Ϳ strategy ǁill maintain this indigenous oil and gas Ɖroduction, in turn, minimising imƉort  
de p e nde ncie s and e nsur ing se cur it y  of e ne r gy  sup p ly .

പ

1 �eƉartment Ĩor �usiness, �nergy & Industrial ^trategy ;��I^Ϳ, Digest of the UK Energy Statistics 2017
2 BP Energy Outlook 2017 
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Figure 1: UK Primary Energy Demand by Fuel Type in 2016
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 Figure 2: Indigenous Production and Demand for Primary Fuels in 2016

0

10

2 0

3 0

4 0

5 0

6 0

7 0

8 0

9 0

Oil N atural Gas Coal B ioenergy  and
Waste

N uclear Wind, Solar and
H y dro

M
ill

io
n 

To
nn

es
 o

f O
il 

Eq
ui

va
le

nt

Primary  D emand

I ndigenous Production

Source: B E I S

Open to understand the 
journey of oil and gas  

and its role in the  
energy mix



1

2

3

4

5

6

7

8

9

10

11

1 1

Figure 3: UK Primary Energy Demand by Fuel Type in 2035
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Figure 4: Indigenous Oil and Gas Producti on and Demand Projecti on
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3.2 T h e  R ole  for  Oil and Gas in t h e  L ow e r - C ar b on E conom y

It  is w ide ly  r e cognise d t h at  clim at e  ch ange  is a glob al ch alle nge  t h at  r e q uir e s a colle ct iv e  r e sp onse . T o de liv e r  
a loǁerͲcarďon Ĩuture, Ĩurther suďstantial imƉroǀements in energy eĨĨiciency comďined ǁith maũor changes in 
t h e  fue l m ix  w ill b e  r e q uir e d. Oil & Gas UK r e cognise s t h e  im p or t ance  of addr e ssing clim at e  ch ange  and m e e t ing 
car b on t ar ge t s as ke y  e le m e nt s of UK e ne r gy  p olicy . It  is com m it t e d t o p lay ing it s p ar t  in b uilding a sust ainab le  
indust r y  t h at  is p r ogr e ssiv e ly  low e r ing it s e m ission int e nsit y  in t h e  p r oduct ion of oil and gas. T h e r e  ne e ds t o b e  an 
aƉƉroƉriate ďalance ďetǁeen meeting greenhouse gas ;G,GͿ emission reduction targets ǁith the need Ĩor secure 
and affor dab le  e ne r gy  sup p ly  t h at  can sust ain gr ow t h  in t h e  e conom y . It  is im p or t ant  t h at  t h e  UK Gov e r nm e nt ’ s 
Indust r ial St r at e gy  r e cognise s t h at  oil and gas w ill r e m ain p ar t  of a div e r se  m ix  of fue ls t h at  is r e q uir e d t o e nsur e  
t h e  se cur it y  of t h e  UK’ s fut ur e  e ne r gy  sup p ly  w h ile  ach ie v ing e m issions r e duct ion t ar ge t s. C e nt r al t o t h is is an 
e ne r gy  p olicy  t h at  r e alise s t h e  full b e ne fit s of indige nous r e sour ce s. 

Under the �limate �hange Act ;200ϴͿ, the UK has set amďitious targets to reduce emissions ďy ϴ0 Ɖer cent oĨ 
1ϵϵ0 leǀels ďy 20ϱ0͘ These targets are outlined in �arďon �udgets, mandated ďy legislation, to helƉ comďat the 
r isks of clim at e  ch ange . T h e  UK Gov e r nm e nt ’ s r at ificat ion of t h e  P ar is A gr e e m e nt  in 2016  fur t h e r  e m p h asise s t h e  
com m it m e nt  t o ach ie v e  t h e se  t ar ge t s. 

Figure 5: Total UK Greenhouse Gas Emissions 
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It  is e sse nt ial t o cont inue  t h e  fle x ib le  p ar t ne r sh ip  b e t w e e n r e ne w ab le  and ot h e r  low e r - car b on e ne r gy  sour ce s 
w it h in t h e  e ne r gy  m ix . R e ne w ab le  sour ce s of e ne r gy  w ill gr ow  ov e r  t h e  com ing de cade s b ut  fue ls such  as nat ur al 
gas t h at  can fill r e ne w ab le  e ne r gy  int e r m it t e ncy  gap s w ill b e  cr ucial in e nsur ing sup p ly  r e m ains r e act iv e  t o ch ange s 
in demand͘ Giǀen that energy demand routinely eǆceeds the total aǀailaďle suƉƉly oĨ reneǁaďle energy, gas has a 
cr it ical r ole  in p r ov iding e ne r gy  st or age  cap acit y . 

Eatural gas is an aĨĨordaďle, reliaďle, relatiǀely loǁͲcarďon Ĩuel that has helƉed the UK achieǀe signiĨicant 
G,G emission reductions in the Ɖoǁer generation sector ;ďy ϰϴ Ɖer cent on 1ϵϵ0 leǀels3Ϳ, disƉlacing highly  
carďonͲintensiǀe coal͘ &urthermore, uƉgrading to more eĨĨicient and modern gas condensing ďoilers Ĩor domestic 
heating, ǁhich release similar amounts oĨ �O2 as electric heat ƉumƉs, can helƉ consumers reduce emissions4. 

Nat ur al gas sh ould t h e r e for e  b e  r e cognise d as an ide al p ar t ne r  for  r e ne w ab le s in t h e  UK e ne r gy  sy st e m  and can 
ďe a destination Ĩuel in the Ɖoǁer sector͖ in heaǀy industry ;Ɖarticularly oǀer the longer term ǁhen couƉled 
ǁith carďon caƉture and storage ;��^ͿͿ͖ and in heating and transƉort͘ �ollaďoration ďetǁeen goǀernment and 
industry is Ŭey to estaďlishing an energy Ɖolicy that ďalances aĨĨordaďility, security oĨ suƉƉly and enǀironmental 
sust ainab ilit y . 

C C S is r e cognise d as one  m e ans t o de car b onise  p ow e r  ge ne r at ion and e ne r gy - int e nsiv e  indust r ie s v ia 
de p loy m e nt  at  gas- fir e d p ow e r  st at ions or  r e fining and ot h e r  indust r ial p lant s. T h e  UK C om m it t e e  on C lim at e  
C h ange  r e com m e nds t h at  t h e  de v e lop m e nt  and de p loy m e nt  of C C S t e ch nology  is cr it ical t o m e e t ing t h e  205 0  
low - car b on e conom y  t ar ge t s.  

The ǁidesƉread deƉloyment oĨ ��^ ǁill Ɖlay to the strength oĨ the UK oil and gas suƉƉly chain, ǁhich has all the 
skills ne e de d t o e x ce l in it s de p loy m e nt  unde r  t h e  r igh t  com m e r cial m ode l. H undr e ds of t h ousands of w or ke r s w it h  
transĨeraďle sŬills and Ŭnoǁledge ʹ Ĩor eǆamƉle in geoscience, suďsea engineering and Ĩaďrication ʹ can ďuild on 
e x ist ing e x p e r t ise  and infr ast r uct ur e  t o e nab le  safe  and e ffe ct iv e  t r ansp or t at ion and st or age  of C O2 in de p le t e d oil 
and gas reserǀoirs oĨĨshore͘ �lectriĨication, carďon oĨĨset and carďon aďatement research and technologies also 
p r e se nt  an im p or t ant  op p or t unit y  t o de p loy  t h e  skills of t h e  w ide r  oil and gas sup p ly  ch ain. 
 

3 ��I^, Updated Energy & Emissions Projections, Darch 2017 
4 ^ee hƩƉ͗ͬͬ cired͘netͬƉuďlicationsͬcired201ϱͬƉaƉersͬ�IZ��201ϱͺ1ϯ27ͺĮnal͘ƉdĨ 

http://cired.net/publications/cired2015/papers/CIRED2015_1327_final.pdf
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�uring oĨĨshore oƉerations, emissions arise Ĩrom Ɖoǁer generation reƋuired to Ɖrocess ǁell Ĩluids, treat oil and gas 
to eǆƉort sƉeciĨication, and saĨely accommodate staĨĨ on oĨĨshore installations͘ The reduction oĨ these emissions 
is a sign of t h e  indust r y ’ s com m it m e nt  as t h e  UK cont inue s t o m ake  p r ogr e ss in de liv e r ing it s car b on t ar ge t s. In 
201ϱ, these emissions made uƉ less than ϯ Ɖer cent oĨ the UK͛s oǀerall emissions͘

In 1ϵϵϲ, UK uƉstream G,G emissions ƉeaŬed at 2ϴ͘ϯ million tonnes �O2 e q uiv ale nt  and h av e  de cline d st e adily  
since  2000. T h is is due  t o t h e  fall in oil and gas p r oduct ion;  im p r ov e d m anage m e nt  of op e r at ions;  low e r  e m issions 
Ĩrom neǁ Ĩields ǁith more eĨĨicient technology͖ tighter regulations͖ and the decommissioning oĨ older, more 
e m ission- int e nsiv e  p lat for m s. P ar t icip at ion in t h e  E U E m issions T r ading Sch e m e  h as also h e lp e d p r ov ide  a 
ĨrameǁorŬ Ĩor emissions reduction͘ Oil and Gas Authority ;OGAͿ data shoǁ that industry initiatiǀes haǀe helƉed 
Ɖroduction eĨĨiciency increase Ĩrom ϲ0 Ɖer cent in 2012 to an aǀerage oĨ 7ϯ Ɖer cent in 201ϲ, ǁhile data Ĩrom 
t h e  UK E nv ir onm e nt al E m issions M onit or ing Sy st e m  illust r at e s t h at  t h e  car b on int e nsit y  of offsh or e  inst allat ions 
has Ĩallen since 201ϯ͘ In 201ϱ, desƉite an increase in Ɖroduction, this doǁnǁard trend continued ǁith a carďon 
emission intensity oĨ 22,000 tonnes Ɖer million ďarrels oĨ oil eƋuiǀalent ;ďoeͿ5 .

The industry has imƉlemented seǀeral initiatiǀes aligned ǁith reducing emissions, including͗

•  Innov at iv e  de sign ch oice s for  ne w  inst allat ions and facilit ie s t h at  m inim ise  GH G e m issions

•  M onit or ing and r e p or t ing of e ne r gy  usage  and GH G e m issions

ͻ Zeducing system leaŬages ;e͘g͘ Ĩrom Ĩlare stacŬͿ

•  Up gr ading and alt e r ing e q uip m e nt  t o m ax im ise  op e r at ional and e ne r gy  e fficie ncy

ͻ WroƉosed Ĩunding Ĩor the Oil & Gas Technology �entre ;OGT�Ϳ to research, deǀeloƉ and deƉloy neǁ  
 low - car b on t e ch nologie s 
  

5  Oil & Gas UK’ s Environment Report Ɖroǀides more inĨormation on atmosƉheric emissions Ĩrom the industry͘  
 The Ɖuďlication is aǀailaďle to doǁnload at ǁǁǁ͘oilandgasuŬ͘co͘uŬͬenǀironmentreƉort 

http://www.oilandgasuk.co.uk/environmentreport
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3.3 T ot al E m p loy m e nt

P e op le  ar e  v it al t o t h e  indust r y ’ s succe ss and w ill sh ap e  it s fut ur e . M aint aining a div e r se  r ange  of h igh ly  skille d 
e m p loy e e s is cr it ical. It  is im p or t ant  for  t h e  e conom y  and t h e  indust r y  it se lf t h at  ke y  oil and gas sup p ly  ch ain 
e x p e r t ise  anch or e d acr oss t h e  UK is not  lost  as e m p loy m e nt  cont r act s dur ing t h e  cur r e nt  dow nt ur n.

Latest estimates shoǁ that the oil and gas sector continues to suƉƉort oǀer ϯ00,000 ũoďs in the UK through direct 
e m p loy m e nt 6 , indirect emƉloyment7  and ũoďs that are induced 8  b y  t h e  se ct or ’ s w ide r  e conom ic cont r ib ut ion. 
thile hundreds oĨ thousands oĨ ũoďs across the UK are still suƉƉorted ďy the sector, the latest estimate reƉresents 
oǀer 1ϯ,000 Ĩeǁer ũoďs than ǁere suƉƉorted in 201ϲ9 and 1ϲ0,000 Ĩeǁer than the ƉeaŬ oĨ oǀer ϰϲ0,000 ũoďs in 
201ϰ͘ ,oǁeǀer, oǀer the last 12 months, the Ɖace oĨ contraction has sloǁed signiĨicantly to ũust ϰ͘2 Ɖer cent, 
comƉared ǁith annual contractions oĨ 1ϵ͘ϰ Ɖer cent and 1ϱ͘ϲ Ɖer cent in 201ϱ and 201ϲ, resƉectiǀely͘

Figure 6: Employment Supported by the UK Offshore Oil and Gas Industry

2013 2014 2015 2016 2017
D ir e ct ϯϲ,ϲ00 ϰ1,ϯ00 ϯ7,ϯ00 2ϵ,ϱ00 2ϴ,ϯ00
Indir e ct 1ϵϴ,100 20ϲ,100 1ϲϯ,100 1ϱ0,ϲ00 1ϰ1,ϵ00
Induce d 20ϲ,200 21ϲ,ϱ00 17ϯ,ϰ00 1ϯϱ,ϯ00 1ϯ2,000
T ot al ϰϰ0,ϵ00 ϰϲϯ,ϵ00 ϯ7ϯ,ϴ00 ϯ1ϱ,ϰ00 ϯ02,200
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6   Those emƉloyed ďy comƉanies oƉerating in the eǆtraction oĨ oil and gas and associated serǀices͘ 
7   �mƉloyment as a result oĨ suƉƉly chain eīects caused ďy oil and gas sector actiǀity͘ &or these comƉanies, eǆtraction oĨ  
   oil and gas and associat e d se r v ice s w ill b e  one  p ar t  of a w ide r  b usine ss. 
8   �mƉloyment suƉƉorted ďy the redistriďution oĨ income Ĩrom the oil and gas sector͘  
9  The 201ϲ emƉloyment estimate has ďeen reǀised doǁn Ĩrom ϯϯ0,ϰ00 in the Economic Report 2016 to ϯ1ϱ,ϰ00 as neǁ  
   eǆƉenditure estimates and reǀised goǀernment statistics haǀe ďecome aǀailaďle͘
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Although some comƉanies are still reducing headcount, Ɖarticularly as suƉƉly chain comƉanies continue to coƉe 
ǁith loǁ actiǀity leǀels and a lacŬ oĨ Ĩuture Ɖroũects, the sloǁdoǁn in emƉloyment contraction suggests that the 
lar ge st  r e duct ions t o t h e  w or kfor ce  m ay  now  b e  b e h ind us. T h e  r e asons for  t h e  ch anging siz e  of t h e  w or kfor ce  
haǀe also eǀolǀed͘ �uring 201ϱ and 201ϲ, the industry ǁas Ĩocused on loǁering headcount as a ǁay oĨ ƋuicŬly 
reducing costs͘ ,oǁeǀer, in 2017, changes aƉƉear to ďe more transĨormational aimed at creating a sustainaďle 
ǁorŬĨorce Ĩor the longͲterm͘ &or eǆamƉle, there are more instances oĨ ǁorŬĨorce contraction due to synergies 
made through mergers and acƋuisitions ;D&AͿ or due to eĨĨiciencies unlocŬed ǁithin ďusinesses ;see section ϲͿ͘

LooŬing ahead, the leǀel oĨ actiǀity on the UK�^ and the aďility oĨ UKͲďased ďusinesses to ǁin contracts oǀerseas 
ǁill largely determine the numďer oĨ ũoďs suƉƉorted ďy the sector͘  �irect ũoďs, most closely linŬed to oƉerating 
eǆƉenditure, are liŬely to ďe more staďle in the nearͲterm͘ This is in Ɖart thanŬs to recent eĨĨiciency imƉroǀements 
helƉing eǆisting Ĩacilities eǆtend their economic limit and continue oƉerations Ĩor longer͘  Indirect ũoďs, more closely 
linŬed to caƉital inǀestment, haǀe a less certain outlooŬ as they are reliant on neǁ Ɖroũect sanctions͘ Induced ũoďs 
ar e  a b y - p r oduct  of sp e nding acr oss all ar e as of t h e  b usine ss and t h e  associat e d w e alt h  b e ing r e dist r ib ut e d acr oss 
t h e  dom e st ic e conom y .

As the industry continues to Ĩace challenges in a tough economic climate, the imƉortance oĨ Ɖositiǀe and Ɖroactiǀe 
ǁorŬĨorce engagement to helƉ deliǀer a sustainaďle longͲterm Ĩuture ďecomes eǀer greater, on and oĨĨshore͘  
A comƉelling and clearly articulated ǀision oĨ the Ĩuture has ďeen Ĩormed ;see section ϱͿ that can helƉ to illustrate 
t h e  op p or t unit ie s t h at  indust r y  is w or king t ow ar ds.
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3.4  R e gional C e nt r e s of E x ce lle nce

T h e  UK sup p ly  ch ain e ncom p asse s a w ide  r ange  of e x p e r t ise  acr oss t h e  w h ole  count r y  t h at  se r v ice s oil and gas 
act iv it ie s fr om  e x p lor at ion t h r ough  t o de com m issioning. T h e  div e r se  se t  of skills and e x p e r ie nce  not  only  e nab le s 
the UK͛s domestic actiǀities, ďut also Ĩorm gloďal centres oĨ eǆcellence that eǆƉort goods and serǀices to other 
b asins ar ound t h e  w or ld as w e ll as ot h e r  indust r ie s. 

F r om  t h e  de sign and m anufact ur e  of sp e cialist  sub se a e q uip m e nt  for  ne w  de v e lop m e nt s t o t h e  e ngine e r ing 
eǆƉertise reƋuired to ƉreƉare a ƉlatĨorm Ĩor remoǀal, regional areas oĨ eǆcellence haǀe eǀolǀed and deǀeloƉed 
r igh t  acr oss t h e  UK ov e r  t h e  5 0 y e ar s since  gas w as fir st  discov e r e d off t h e  coast  of E ast  A nglia. T w o case  st udie s 
that Ĩolloǁ ;see oǀerleaĨͿ demonstrate the regional sƉread oĨ the domestic suƉƉly chain͘ These are diǀerse  
multiͲďillionͲƉound Ɖroũects ʹ one a ďroǁnĨield deǀeloƉment and another a decommissioning Ɖrogramme ʹ that 
haǀe relied heaǀily on the UK suƉƉly chain Ĩor the highest Ƌuality goods and serǀices, ensuring saĨe deliǀery͘  
Oil & Gas UK estimates that, in 201ϲ, eǀery ά1 million oĨ eǆƉenditure ďy the oil and gas industry sustained around 
nine indirect ũoďs and a Ĩurther eight induced ũoďs across the UK economy͘

Figure 7: UK Map of Companies Involved in Oil and Gas-Related Activity

 പ
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Supply Chain for the Quad 204 Project 
AĨter 1ϱ years oĨ oƉerating in harsh conditions and Ɖroducing nearly ϰ00 million ďoe, the &W^O ;Ĩloating, Ɖroduction, 
storage and oĨĨloading ǀesselͿ serǀicing the ^chiehallion and Loyal Ĩields, 17ϱ Ŭilometres ǁest oĨ ^hetland, had to 
b e  r e p lace d t o m aint ain p r oduct ion fr om  t h e  fie lds. T h e  r e de v e lop m e nt  w as one  of t h e  m ost  com p le x  e ngine e r ing 
ch alle nge s unde r t ake n b y  BP  and it s p ar t ne r s and h as inv olv e d const r uct ing and inst alling a p ur p ose - b uilt  F P SO 
ʹ the Glen Lyon͖ a comƉlete uƉgrade oĨ the suďsea inĨrastructure͖ and the start oĨ a maũor drilling camƉaign͘ The 
Ɖroũect is eǆƉected to unlocŬ a Ĩurther estimated ϰϱ0 million ďoe, eǆtending the liĨe oĨ the Ĩields ďeyond 20ϯϱ͘ 

Ov e r  £ 2 b illion of cont r act s w e r e  aw ar de d t o com p anie s acr oss t h e  UK. T h e  sup p ly  ch ain cap ab ilit ie s r e q uir e d t o 
design and manuĨacture the sƉecialist eƋuiƉment associated ǁith the Yuad 20ϰ Ɖroũect, as ǁell as the engineering 
eǆƉertise reƋuired Ĩor the suďsea control system and hooŬͲuƉ and commissioning, are ǁellͲestaďlished and highly 
com p e t it iv e  in t h e  UK. F igur e  8  de p ict s t h e  locat ions of Q uad 204 UK cont r act s w it h  a v alue  of ov e r  £ 1 m illion e ach . 

^ome 1ϯ oĨ these contracts ǁere oǀer ά10 million in ǀalue, more than halĨ oĨ ǁhich ǁere aǁarded to comƉanies 
w it h in t h e  UK b ut  b ase d out side  of A b e r de e n. R osy t h - b ase d Bab cock fab r icat e d 7 3 sub se a st r uct ur e s for  t h e  
Ɖroũect ʹ one oĨ the largest suďsea Ĩaďrication orders Ɖlaced in the UK in ϱ0 years͘ Other Ŭey contracts ǁere 
aw ar de d t o A b e r de e n- b ase d T e ch nip  for  t h e  sup p ly  and inst allat ion of fle x ib le  r ise r s;  t h e  One Sub se a facilit y  in 
L e e ds for  sub se a t r e e s;  and Br om b or ough  and Knap h ill b ase d A F  Glob al for  t h e  div e r le ss p ip e line  conne ct ion 
sy st e m  and t ooling. 

In addition to these larger contracts, the UK suƉƉly chain also Ɖroǀided eǆƉertise in Ɖrocurement, logistics, training 
and assurance, as ǁell as a ǀariety oĨ sƉecialist engineering suƉƉort oĨĨshore͘ thile many oĨ these contracts ǁere 
aǁarded in the Aďerdeen region, inũecting caƉital into the city and its surrounding areas, the suƉƉly chain ǁas 
inv olv e d r igh t  acr oss t h e  count r y . C ont r act or s fr om  Inv e r ne ss t o L ondon w e r e  e ngage d and t h e  e x p e r ie nce  gaine d 
Ĩrom comƉleǆ Ɖroũects such as this alloǁs lessons to ďe eǆƉorted gloďally͘ 
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Figure 8: Map of the Larger UK Contracts Awarded for the Quad 204 Project
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Brent Decommissioning Project – the Role of the Supply Chain
AĨter ϰ0 years oĨ oƉerations, the �rent &ield, northͲeast oĨ the ^hetland Islands, is reaching the Ĩinal stage oĨ 
its liĨe cycle͘ ^ince it ǁas discoǀered in 1ϵ71, the �rent &ield oƉerations haǀe Ɖroduced oǀer three ďillion ďoe, 
contriďuted more than ά20 ďillion in goǀernment taǆ reǀenue ;in today͛s moneyͿ, and created and sustained 
thousands oĨ ũoďs͘ At its ƉeaŬ in 1ϵϴ2, the �rent &ield ǁas Ɖroducing more than ϱ00,000 ďoe Ɖer day ;ďoeƉdͿ, 
e q uiv ale nt  t o t h e  annual e ne r gy  ne e ds of ar ound h alf of all UK h om e s at  t h e  t im e .   

The �rent &ield has Ĩour large Ɖroduction ƉlatĨorms ʹ three concrete graǀity structures ;�raǀo, �harlie and �eltaͿ 
and one steel ũacŬet ;AlƉhaͿ͘ �rent �elta ceased Ɖroduction in 2011, and �rent AlƉha and �rent �raǀo in 201ϰ͘ 
Br e nt  C h ar lie  is e x p e ct e d t o ce ase  p r oduct ion w it h in t h e  ne x t  fe w  y e ar s. 

Wlanning Ĩor decommissioning the Ĩield started in 200ϲ and �rent decommissioning is an iconic, multiͲďillionͲ
Ɖound Ɖroũect͘ It is one oĨ the largest decommissioning Ɖroũects to taŬe Ɖlace on the UK�^ due to the siǌe and 
comƉleǆity oĨ the Ĩacilities and interͲrelated inĨrastructure, its age, remote location, and the harsh enǀironment 
oĨ the Eorth ^ea͘ ^hell suďmitted its draĨt �ecommissioning Wrogramme to the �eƉartment Ĩor �usiness, �nergy 
& Industrial ^trategy ;��I^Ϳ in &eďruary 2017͘  A ϲ0Ͳday Ɖuďlic consultation commenced on ϴ &eďruary 2017 and 
e nde d on 10 A p r il 2017 . 

The �rent &ield is a ϱ0Ͳϱ0 ũoint ǀenture ďetǁeen ^hell and �sso, ǁith ^hell as oƉerator, and they haǀe inǀested 
ďillions oĨ Ɖounds in �rent inĨrastructure, including a ά1͘2 ďillion redeǀeloƉment Ɖroũect in the 1ϵϵ0s that 
signiĨicantly eǆtended the liĨesƉan oĨ the Ĩield͘ Throughout the �rent &ield͛s history, tens oĨ thousands oĨ ũoďs 
haǀe ďeen created Ĩor �rent oƉerations, many oĨ them highly sŬilled, and there haǀe ďeen huge ďeneĨits to local 
com p anie s t h r ough  t h e  significant  sup p ly  ch ain se r v icing Br e nt .

�urrently, around 1,000 ƉeoƉle onshore and oĨĨshore are emƉloyed on the �rent oƉerations and the 
decommissioning Ɖroũect͘ The �rent decommissioning Ɖroũect is ǁorŬing ǁith oǀer 100 north east oĨ ^cotland 
comƉanies in a ǁide range oĨ caƉacities and disciƉlines͘ Additionally, ǁorŬ is ďeing conducted ďy Aďle UK Limited 
in Teesside, north east �ngland, ǁith some study ǁorŬ carried out in the Eetherlands ďy the Allseas GrouƉ͘ The 
UK doe s not  h av e  a h e av y - lift  v e sse l cap ab ilit y  com p ar ab le  t o t h at  of A llse as’  P ione e r ing Sp ir it . In t e r m s of ov e r all 
Ɖroũect sƉend to 202ϱ, it is currently anticiƉated to ďe around ϴϱ Ɖer cent on UK local content͘ 

^hell has ďeen ƉreƉaring Ĩor, and conducting, an eǆtensiǀe range oĨ engineering decommissioning actiǀities 
including͗ Ɖlugging and maŬing saĨe the 1ϱϰ ǁells across the �rent &ield͖ strengthening  the underdecŬs͖ installing 
lift  p oint s and cut t ing t h e  le gs and se cur ing w it h  clam p s ah e ad of r e m ov al t o sh or e  and r e cy cling of t h e  four   
ƉlatĨorm toƉsides͖ recoǀering oil and gas deďris across the �rent &ield and remoǀing the oil ʹ Ŭnoǁn as ͚attic oil͛ ʹ  
t r ap p e d at  t h e  t op  of som e  of t h e  sub se a st or age  ce lls;  and cle aning and flush ing of p ip e line s in p r e p ar at ion of  
st ab ilisat ion or  r e m ov al.

tell Ɖlugging and aďandonment ;W&AͿ is one oĨ the Ŭey actiǀities in decommissioning, reƉresenting close 
to halĨ oĨ the total sƉend on a tyƉical Ɖroũect͘ ^ince 201ϲ, ϯ2 diĨĨerent contracts haǀe ďeen inǀolǀed in 
ǁell W&A actiǀity on the �rent &ield͘ ^eǀenty Ɖer cent oĨ these contracts are ǁith AďerdeenͲďased Ĩirms, 
w it h  t h e  r e m ainde r  sp r e ad acr oss t h e  r e st  of t h e  UK. W e ll P &A  h as alr e ady  b e e n com p le t e d on D e lt a  
and Br av o.

Other serǀices Ɖroǀided ďy the UK suƉƉly chain haǀe included͗ enǀironmental imƉact assessments and  
ƉreƉaratory studies in suƉƉort oĨ the decommissioning Ɖrogramme͖ staŬeholder engagement, ǀeriĨication and 
assur ance  se r v ice s;  innov at iv e  t e ch nical solut ions t o sam p le  t h e  st or age  ce lls on t h e  t h r e e  concr e t e  gr av it y  b ase  
structures͖ and site remediation͘ The �rent Ɖroũect demonstrates that the sŬill set eǆists Ĩor these actiǀities across 
t h e  UK. 
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The toƉside on the �rent �elta ƉlatĨorm, ǁeighing 2ϰ,200 tonnes, ǁas successĨully remoǀed in a single liĨt ďy 
A llse as’  single  lift  v e sse l P ione e r ing Sp ir it  and t ake n t o A b le ’ s y ar d on 2 M ay  2017 . D ism ant ling and r e cy cling D e lt a’ s 
toƉside ǁill sustain around ϱ0 local ũoďs, and Aďle has also created three neǁ aƉƉrenticeshiƉs͘ It is estimated that 
ov e r  97  p e r  ce nt  of t h e  t op side s w ill b e  r e cy cle d.

^hell is committed to suƉƉorting the deǀeloƉment oĨ the emerging decommissioning sector͘  As demand increases, 
there ǁill ďe Ĩurther oƉƉortunities Ĩor the UK suƉƉly chain to caƉitalise ďy deǀeloƉing Ŭey sŬills, caƉaďility and 
caƉacity to serǀice the local marŬets, and to eǆƉort this eǆƉertise internationally͘ 

OĨ the Ɖroũect sƉend since 201ϲ, &igure ϵ shoǁs the sƉread oĨ ǁorŬ contracted to comƉanies ďased in the UK͘

Figure 9: Map of UK Contracts Awarded for the Brent Decommissioning Project
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4. The Business Environment

In Sum m ar y

T he last year has seen signiĮcant changes to the ďusiness 
e nv ir onm e nt  w it h in w h ich  t h e  oil and gas indust r y  op e r at e s. 
�ommodity Ɖrices and Ɖolitical and regulatory issues, most 

notaďly �reǆit, haǀe dominated the agenda͘ Against this ďacŬdroƉ, 
industry has Ɖursued eĸciency imƉroǀements aimed at driǀing 
transĨormational change͘

solatility in oil and gas marŬets has continued oǀer the Įrst siǆ months 
oĨ this year, although there are some signs oĨ oil Ɖrice recoǀery Ĩrom 
t h e  r e ce nt  low s of 2016 . T h e  av e r age  dat e d Br e nt  p r ice  w as  
ϯ0 Ɖer cent higher oǀer the Įrst halĨ oĨ this year than in the same 
p e r iod last  y e ar . T h e  longe r - t e r m  out look for  oil p r ice s r e m ains 
unƉredictaďle, ǁith the maũor uncertainty ďeing the resilience oĨ 
suƉƉly Ĩolloǁing the gloďal reduction in inǀestment͘

T h e  av e r age  NBP  day - ah e ad gas p r ice  w as 40 p e r  ce nt  h igh e r  ov e r  t h e  
Įrst halĨ oĨ 2017 than it ǁas last year, ďut the Ɖrice has droƉƉed ďacŬ 
since͘ Although demand Ĩor gas is Ĩorecast to continue to rise oǀer  
the neǆt decade, the Ɖace oĨ groǁth ǁill not match that oĨ suƉƉly in  
a marŬet ǁhere Ɖroduction costs haǀe Ĩallen raƉidly oǀer recent years͘

Br e x it  b r ings anot h e r  m acr o- e conom ic unce r t aint y  int o p lay  t h at  
ǁill ďe considered ǁhen inǀestors are assessing oƉƉortunities on 
the UK�^͘ In the shortͲterm, the ǁeaŬening oĨ ^terling in resƉonse 
to �reǆit ǁas Ɖositiǀe Ĩor many oil and gas comƉanies, Ɖarticularly 
p r oduce r s w it h  a local cost  b ase  and sup p ly  ch ain com p anie s w it h  a 
ƉroƉensity to eǆƉort͘ ,oǁeǀer, in the long term, there are still a ǁide 
range oĨ Ɖotential aƉƉroaches to hoǁ the UK ǁill leaǀe the �U, each 
ǁith diīerent imƉlications Ĩor the oil and gas industry͘ Oil & Gas UK, 
on ďehalĨ oĨ its memďers, has emƉhasised to goǀernment the need to 
maintain a strong ǀoice in �uroƉe, enaďle continued Ĩrictionless access 
to marŬets and laďour, and to Ɖrotect energy trading and the internal 
e ne r gy  m ar ke t .
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4.1  Oil and Gas M ar ke t s

Oil Prices and Market Trends
Oil m ar ke t s cont inue  t o b e  ch ar act e r ise d b y  unce r t aint y  in glob al sup p ly  and p r ice  v olat ilit y . D at e d Br e nt  av e r age d 
Ψϱ1͘ϲ Ɖer ďarrel ;ďďlͿ oǀer the Ĩirst siǆ months oĨ this year, comƉared ǁith Ψϯϵ͘ϴͬďďl oǀer the same Ɖeriod last 
year͘  The Ɖrice Ĩell ďacŬ ďeloǁ Ψϰϱͬďďl in :une, reƉresenting a seǀenͲmonth loǁ against the ďacŬdroƉ oĨ rising 
gloďal suƉƉly, ďut it has recoǀered slightly since͘ 

T h e se  p r ice  fluct uat ions ar e  all t h e  m or e  m ar ke d w h e n conside r e d against  a p e r iod of h igh  p r ice  and low  v olat ilit y  
at  t h e  st ar t  of t h is de cade . T h e  av e r age  dat e d Br e nt  p r ice  consist e nt ly  t r ade d w it h in t h e  r e lat iv e ly  t igh t  r ange  of 
ΨϵϱͲ12ϱͬďďl oǀer a threeͲyear Ɖeriod ďetǁeen Ƌuarter one 2011 and Ƌuarter three 201ϰ, ďeĨore Ɖrices Ĩell to  
Ψϲϯͬďďl ďy the end oĨ 201ϰ͘ There ǁas a slight increase in Ɖrice oǀer the Ĩirst halĨ oĨ 201ϱ ďeĨore another decrease 
saǁ the aǀerage Ɖrice droƉ to a trough oĨ Ψϯ0͘7ϱͬďďl in :anuary 201ϲ, the loǁest since 200ϯ͘ The Ɖrogressiǀe 
r e cov e r y  t h e r e aft e r  h as b e e n w e lcom e  b ut  q ue st ion m ar ks r e m ain ov e r  long- t e r m  p r ice  e x p e ct at ions and inv e st or s 
ar e  incr e asingly  of t h e  v ie w  t h at  oil p r ice s w ill b e  st r uct ur ally  low e r  ov e r  t h e  long t e r m  w it h  m uch  gr e at e r  v olat ilit y  
t h an se e n in t h e  r e ce nt  p ast . 

Figure 10: Dated Brent Price
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Gloďal oil demand is Ĩorecast to ďe ϵ7͘ ϴ million ďoeƉd this year, an annual increase oĨ 1͘ϯ million ďoeƉd on 201ϲ͘ 
Although demand is groǁing, this is Ĩorecast to ďe the second consecutiǀe year ǁhen the rate oĨ groǁth has 
slow e d10͘ This is Ɖartly due to the sloǁing eǆƉansion oĨ the �hinese economy, ǁith an annual Ɖrimary energy 
de m and gr ow t h  r at e  of 1.3 p e r  ce nt  last  y e ar  com p ar e d w it h  an av e r age  of 5 .3 p e r  ce nt  p e r  annum  b e t w e e n  
2005 - 15 11. M or e  e fficie nt  e ne r gy  use  is also a fact or . 

Figure 11: Global Oil Demand and Supply
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On the suƉƉly side, outƉut cuts declared ďy OW�� in Eoǀemďer last year haǀe taŬen eĨĨect in the Ĩirst halĨ oĨ this 
year͘  Oǀer the Ĩirst Ĩeǁ months oĨ the agreement, comƉliance rates ǁere ǀery high, ǁith outturn suƉƉly Ĩrom OW��  
and t h e  11 non- OP E C  count r ie s low e r  t h an w h at  w as agr e e d. 

On 25  M ay  2017  at  t h e  17 2nd meeting oĨ OW��, it ǁas Ĩormally announced that the 1͘ϴ million ďoeƉd cut in outƉut 
w ould b e  e x t e nde d for  a fur t h e r  nine  m ont h s fr om  1 J uly  2017  t h r ough  t o t h e  e nd of M ar ch  2018 . T h e  nine - m ont h  
e x t e nsion w as agr e e d so t h at  t h e  e nd of t h e  cut s w ould not  coincide  w it h  t h e  se asonal de cline  in de m and at  t h e  
start oĨ 201ϴ͘ ,oǁeǀer, the announcement did little to Ɖroǀide an uƉliĨt to the marŬet, instead shiĨting Ɖrices 
fur t h e r  dow nw ar ds as m any  inv e st or s conclude d t h at  t h e  p r op ose d cut s w ould not  b e  sufficie nt  and com p liance  
r at e s w ould not  b e  h igh  e nough  t o dim inish  glob al st ockp ile s. T h is sugge st s t h at  it  m ay  b e  m or e  difficult  t o 
ov e r com e  t h e  glob al ov e r sup p ly  t h an p r e v iously  ant icip at e d.

10 ^ee International �nergy Agency ;I�AͿ Oil Market Report at  w w w .ie a.or g/ oilm ar ke t r e p or t / om r p ub lic
11 Se e  BP  Statistical Review of World Energy at hƩƉ͗ͬͬ on͘ďƉ͘comͬ2ǆa�2ǀϴ

http://www.iea.org/oilmarketreport/omrpublic
http://on.bp.com/2xaD2v8
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Oǀer the short term, suƉƉly ǁill continue to dominate Ɖrice eǆƉectations͘ According to WetroͲLogistics, outƉut Ĩrom 
those committed to the OW�� agreement increased ďy more than ϲ00,000 ďoeƉd in :uly comƉared ǁith the Ĩirst 
halĨ oĨ 2017, ǁhich marŬs the third consecutiǀe month oĨ reduced comƉliance as certain memďersΖ commitment 
to the agreement Ĩalters͘ &urthermore, groǁing ǀolumes Ĩrom countries such as Eigeria and Liďya that are eǆemƉt 
fr om  t h e  agr e e m e nt  ar e  p ut t ing fur t h e r  p r e ssur e  on t h e  de al’ s e ffe ct iv e ne ss. A ny  long- t e r m  gr ow t h  in oil p r ice  w ill 
not only reƋuire a reduction in outƉut Ĩrom OW��, ďut also a gradual reduction oĨ oil inǀentories, many oĨ ǁhich 
ar e  h e ld in Nor t h  A m e r ica.

Onshore shale Ɖroduction Ĩrom the U^ Loǁer ϰϴ ^tates more than douďled ďetǁeen 2011 and 201ϰ, driǀing an 
increase in total U^ outƉut to around 12͘ϯ million ďoeƉd, ǁhich has remained Ĩlat oǀer the last tǁo years͘ �esƉite 
the Ɖressures on gloďal oil Ɖrice, outƉut has increased ďy oǀer ϯ00,000 ďoeƉd during the Ĩirst halĨ oĨ this year12. 
T h e  r e ne w e d r e silie nce  of US p r oduct ion h as b e e n dr iv e n b y  an incr e ase  in dr illing act iv it y  w it h  t h e  r ig count  at  it s 
highest in oǀer tǁo years͘ Alongside Ĩurther Ɖroductiǀity imƉroǀements Ĩrom eǆisting ǁells, Ɖroducers haǀe ďeen 
ab le  t o succe ssfully  incr e ase  out p ut  at  lit t le  m ar ginal cost .

Oil de m and is e x p e ct e d t o cont inue  t o incr e ase  ov e r  t h e  se cond h alf of t h is y e ar  and w ill b e  an im p or t ant  fact or  
in de t e r m ining w h e t h e r  t h e  com b ine d e ffor t s of OP E C  t o r e duce  t h e  w or ld sup p ly  glut  ar e  e ffe ct iv e . By  t h e  e nd of 
this year, ǁe could see aǀerage annual gloďal demand eǆceed suƉƉly Ĩor the Ĩirst time in more than three years͘ IĨ 
signs oĨ a change in demand are not aƉƉarent ďy the third Ƌuarter oĨ this year, then there could ďe calls Ĩor Ĩurther 
cut s in out p ut  b y  OP E C . T h is v olat ilit y  and unce r t aint y  in t h e  m ar ke t  w ill like ly  p e r sist  int o 2018 - 19.

Gas Prices and Markets
The E�W dayͲahead gas Ɖrice has aǀeraged ϰϯ͘ϯ Ɖenceͬtherm ;ƉͬthͿ oǀer the Ĩirst halĨ oĨ this year, ϰ0 Ɖer cent 
h igh e r  t h an t h e  30.8 9 p / t h  in t h e  fir st  h alf of 2016 . T h is is lar ge ly  due  t o a sh ar p  p r ice  incr e ase  ov e r  t h e  se cond 
h alf of last  y e ar  and int o t h e  e ar ly  p ar t  of t h is y e ar . A lt h ough  t h e  r ole  of gas as a h e at ing fue l m e ans it  is com m on 
Ĩor Ɖrices to ďe higher oǀer ǁinter months ǁhen demand is higher, the imƉact ǁas heightened oǀer the ǁinter oĨ 
2016 - 17  due  t o a sh or t age  of gas st or age  and unce r t aint y  ov e r  liq ue fie d nat ur al gas sup p ly  t o t h e  UK. T h e  p r ice  
has Ĩallen Ƌuite raƉidly since, reaching a daily loǁ oĨ 2ϱ Ɖͬth in :une this year, almost ϲ0 Ɖer cent ďeloǁ the daily 
high oĨ ϲ0͘ϴ Ɖͬth at the start oĨ &eďruary, and shoǁs little sign oĨ structural recoǀery in a marŬet deĨined ďy a large  
glob al ov e r sup p ly .

12 ^ource͗ U^ �nergy InĨormation Administration 
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Figure 12: Day-Ahead NBP Nominal Gas Price
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Zough storage Ĩacility, the largest seasonal storage Ĩacility in the UK, has eǆƉerienced ongoing oƉerational 
Ɖroďlems oǀer the last tǁo years͘ In :une last year, oƉerations ǁere temƉorarily ceased leading to �entrica 
^torage announcing this summer that the Ĩacility ǁill not ďe returning to inũection and storage oƉerations this year. 
T h is is due  t o w e ll int e gr it y  issue s and facilit ie s r e ach ing or  ap p r oach ing t h e  e nd of t h e ir  de sign- life . Sh or t - t e r m  
r e fur b ish m e nt  or  r e b uild op t ions r e q uir e d t o b r ing dow n longe r - t e r m  r unning cost s ar e  not  se e n as e conom ically  
ǀiaďle and, as a conseƋuence, the remaining ϱ͘2 ďillion cuďic metres ;ďcmͿ oĨ cushion gas ǁill ďe Ɖroduced and the 
fie ld w ill ce ase  t o b e  use d as a st or age  facilit y 13. 

^hiƉƉers ǁill looŬ to alternatiǀe oƉtions Ĩor storage, ǁith much ďeing deliǀered ǀia the interconnector Ĩrom �acton 
Gas T e r m inal t o Z e e b r ugge  w h e r e  it  w ill b e  t r ansp or t e d and st or e d in ot h e r  facilit ie s in m ainland E ur op e . T h e  
Ĩuture ǁithout Zough, ǁhich accounted Ĩor oǀer 70 Ɖer cent oĨ total �ritish storage caƉacity, ǁill Ɖut an increased 
r e liance  on ot h e r  sour ce s of gas st or age . Ne w  inv e st m e nt s in se asonal gas st or age  cap acit y  ar e  no longe r  as 
e conom ically  at t r act iv e  as t h e  sw ing b e t w e e n sum m e r  and w int e r  gas de m and h as dim inish e d ov e r  r e ce nt  y e ar s.

T h e  announce m e nt  t h at  R ough  w ill p e r m ane nt ly  ce ase  st or age  op e r at ions cont r ib ut e d t o t h e  gas p r ice  r e b ounding 
b ack int o t h e  m id- t h ir t ie s r ange  aft e r  dr op p ing t o an annual low  of 25 p / t h  at  t h e  st ar t  of J une . T h e  av ailab ilit y  of 
UK gas st or age  cap acit y  w ill b e  a ke y  fact or  in de t e r m ining h ow  t h e  m ar ke t  de v e lop s ov e r  t h e  se cond h alf of t h e  
year, alongside more traditional Ĩactors such as regional and gloďal suƉƉly and ǁinter temƉeratures͘

13 ^ee ǁǁǁ͘centrica͘comͬneǁsͬcessationͲstorageͲoƉerationsͲrough 

http://www.centrica.com/news/cessation-storage-operations-rough
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4.2  Im p act  of Br e x it

&olloǁing the UK͛s decision to leaǀe the �uroƉean Union ;�UͿ last year, the UK Goǀernment stated its intention to 
materially change the country͛s relationshiƉ ǁith the �U, as outlined ďy Wrime Dinister Theresa Day͛s Lancaster 
H ouse  sp e e ch  in J anuar y  2017  and t h e  gov e r nm e nt ’ s sub se q ue nt  White Paper14. T h e  gov e r nm e nt  h as st at e d it s 
intention to end the Ĩree moǀement oĨ ƉeoƉle, the UK͛s memďershiƉ oĨ the ^ingle DarŬet and �ustoms Union, 
and oǀersight oĨ the �uroƉean �ourt oĨ :ustice, returning soǀereignty to the UK Warliament͘ In Ɖlace oĨ current �U 
memďershiƉ, the goǀernment ǁould seeŬ a comƉrehensiǀe &ree Trade Agreement ďetǁeen the UK and the �U͘ 

Although much oĨ the detail regarding the UK͛s ǁithdraǁal remains unŬnoǁn, an assessment is oĨĨered here on 
t h e  p ot e nt ial im p act  of Br e x it  on t h e  UK’ s oil and gas indust r y .

Short-Term Impact
The initial result oĨ the �U reĨerendum saǁ signiĨicant ǀolatility in Ĩinancial marŬets͘ &orecasters, economists 
and b ookm ake r s alike  all p r e dict e d t h at  t h e  r e sult  w ould b e  t o r e m ain in t h e  E U. T h e  sur p r ise  r e sult  cr e at e d 
unce r t aint y  ar ound h ow  Br e x it  w ould b e  im p le m e nt e d and w h at  t h e  im p act  w ould b e  for  UK b usine sse s. Inv e st or s 
ar e  ge ne r ally  av e r se  t o unce r t aint y  and t h e r e for e  UK b usine ss h as looke d t o t h e  gov e r nm e nt  t o r e assur e  financial 
ďacŬers, Ɖarticularly those Ĩrom oǀerseas, that their inǀestments ǁill not ďe negatiǀely imƉacted͘ 

�esƉite this uncertainty, there ǁere some shortͲterm Ɖositiǀes Ĩor some sectors oĨ UK ďusiness͘ On the morning 
immediately aĨter the �U reĨerendum result, ^terling Ĩell to its loǁest leǀel against the dollar since :uly 1ϵϴϱ, 
closing at 1͘ϯϯ Ψͬά15 ͘ tithout any change to Ɖrices, UK eǆƉorts ďecame more comƉetitiǀe oǀernight and more 
at t r act iv e  t o for e ign b uy e r s.

14 T h e  UK Gov e r nm e nt  White Paper is aǀailaďle to doǁnload at hƩƉ͗ͬͬ ďit͘lyͬ2ǁan��m 
15   ̂ ee �anŬ oĨ �ngland hƩƉ͗ͬͬ ďit͘lyͬ2uKDUu&

http://bit.ly/2wanZEm
http://bit.ly/2uKMUuF
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Figure 13: US Dollar/Sterling Exchange Rate 
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&or UK oil and gas Ɖroducers, there ǁas an additional Ɖositiǀe ďeneĨit to margins arising Ĩrom the currency 
de p r e ciat ion. Unh e dge d oil p r oduce r s w it h  a local cost  b ase  se lling p r oduct  int o a dollar - de nom inat e d glob al 
marŬet ďeneĨitted most Ĩrom the ǁeaŬer Ɖound, in some instances increasing reǀenues ďy more than 10 Ɖer cent 
w it h  St e r ling- de nom inat e d cost s r e m aining unch ange d.

In the 12 months Ĩolloǁing the �reǆit result, UK stocŬ indices ƉerĨormed ǀery ǁell͘ This is in Ɖart ďecause UKͲlisted 
comƉanies haǀe income in Ĩoreign currency, ďut also indicates that inǀestors ďelieǀed the shortͲterm ďeneĨit oĨ 
more comƉetitiǀe eǆƉorts suĨĨiciently outǁeighed the longerͲterm uncertainty to create a ďull marŬet͘ ,oǁeǀer, 
ďoth the &T^� and AID allͲshare indices haǀe Ĩallen ďacŬ since the General �lection result on ϴ :une, reinĨorcing 
t h e  ne e d for  t h e  gov e r nm e nt  t o finalise  p olicy  p osit ions and offe r  gr e at e r  clar it y  on p ot e nt ial out com e s. 
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Figure 14: UK Stock Indices Performance 
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Long-Term Impact
T h e  long- t e r m  im p act  of Br e x it  r e m ains difficult  t o asse ss w h ile  t h e r e  ar e  st ill a w ide  r ange  of ap p r oach e s t o h ow  
the UK ǁill leaǀe the �U, each ǁith diĨĨerent imƉlications Ĩor the oil and gas industry͘ ,oǁeǀer, Oil & Gas UK has 
looke d at  t h e  v alue  of goods and se r v ice s t r ade d w it h  t h e  r e st  of t h e  w or ld and h ow  t h e  cost  of t h at  t r ade  m ay  
change under certain scenarios͘ This analysis encomƉasses the ǁhole oil and gas sector in the UK, ďoth uƉstream 
and dow nst r e am .

The Ɖrimary oďũectiǀe oĨ a tariĨĨ, ǁhere one is aƉƉlied, is to Ɖrotect a domestic industry͘ ,oǁeǀer, trade in natural 
resources such as oil and gas, ǁhere a domestic marŬet cannot ďe created iĨ resource is not aďundant, is tyƉically 
suďũect to ǌero or ǀery loǁ tariĨĨs͘ TariĨĨs are oĨten aƉƉlied to reĨined Ɖroducts giǀen that the reĨining Ɖrocess can 
ďe undertaŬen locally͘ Other Ɖroducts, many oĨ ǁhich are used throughout the oil and gas suƉƉly chain, carry 
v ar y ing t ar iffs as sh ow n in F igur e  15  b e low .

Figure 15: EU Most Favoured Nati onal Applied Trade Tariff s for Goods Used in the Oil and Gas Supply Chain

P r oduct  Gr oup A v e r age  A d V alor e m  D ut y
C r ude  Oil 0.00%
Nat ur al Gas 0.00%
P e t r ole um  P r oduct s 3.00%
Inor ganic C h e m icals 4.5 0%
Or ganic C h e m icals 4.30%
P last ics and A r t icle s t h e r e of 6 .00%
A r t icle s of Ir on and St e e l 1.7 0%
E le ct r ical M ach ine r y  and E q uip m e nt 2.8 0%

^ource͗ torld Trade Organiǌation
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In 201ϲ, as a memďer oĨ the �U, aƉƉroǆimately ά7ϯ ďillion ǁorth oĨ oil and gas related goods and serǀices ǁere 
traded ďetǁeen the UK and the rest oĨ the ǁorld ;άϲ1 ďillion oĨ goods and ά12 ďillion oĨ serǀicesͿ͘ This eƋuates to 
ap p r ox im at e ly  5  p e r  ce nt  of t h e  UK’ s t ot al t r ade  foot p r int  of £ 1.5  t r illion16 .  

The ά7ϯ ďillion oĨ traded goods and serǀices can ďe ďroŬen doǁn Ĩurther, as shoǁn in &igure 1ϲ͗

•  £ 5 2 b illion of fue l t r ade
  Ͳ άϯ1 ďillion oĨ imƉorts, ά7 ďillion oĨ ǁhich came Ĩrom the �U
  Ͳ ά21 ďillion oĨ eǆƉorts, ά1ϱ ďillion oĨ ǁhich ǁere eǆƉorted to the �U

ͻ άϵ ďillion oĨ nonͲĨuel trade ;suƉƉly chain goodsͿ
  Ͳ άϯ ďillion oĨ imƉorts, ũust under halĨ oĨ ǁhich came Ĩrom the �U
  Ͳ άϲ ďillion oĨ eǆƉorts, ũust under halĨ oĨ ǁhich ǁere eǆƉorted to the �U

•  £ 12 b illion of se r v ice s
  Ͳ άϯ ďillion oĨ imƉorts, ũust under halĨ oĨ ǁhich came Ĩrom the �U
  Ͳ άϵ ďillion oĨ eǆƉorts, around halĨ oĨ ǁhich go to the �U

This trade, ďoth imƉorts and eǆƉorts, came at a cost oĨ around άϲ00 million in direct tariĨĨ Ɖayments, around  
40 p e r  ce nt  of w h ich  w as incur r e d b y  t h e  UK as an im p or t e r .

Figure 16: UK Oil and Gas Industry’s Trade Breakdown
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16  Oĸce Ĩor Eational ^tatistics 201ϱ data are aǀailaďle to doǁnload at hƩƉ͗ͬͬ ǀisual͘ons͘goǀ͘uŬͬuŬͲtradeͲƉartners 

http://visual.ons.gov.uk/uk-trade-partners
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To assess the imƉact oĨ leaǀing the �U, tǁo diĨĨerent �reǆit scenarios haǀe ďeen modelled͗

•  Fresh opportunity scenario ʹ ǁhereďy the UK negotiates minimal tariĨĨs ǁith the �U and imƉroǀed tariĨĨs and 
Ĩaǀouraďle trade agreements ǁith other nonͲ�U nations͘ In this scenario, the direct cost oĨ trade Ĩalls to around 
£ 5 00 m illion p e r  annum . 

•  World Trade Organization (WTO) scenario ʹ ǁhereďy the UK is not aďle to negotiate neǁ trade deals and 
reǀerts to tTO rules͘ In this scenario, the direct cost oĨ trade increases to around ά1͘1 ďillion Ɖer annum͘

F igur e  17  sh ow s h ow  t h e  cost s of t r ade  m ay  ch ange  unde r  t h e  t w o diffe r e nt  Br e x it  sce nar ios com p ar e d t o b usine ss 
as usual, should trading Ɖatterns remain unchanged͘

Figure 17: Annual Direct Tariff Costs Under Different Scenarios for the  
Whole Oil and Gas Sector
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At around 2 Ɖer cent oĨ the total ǀalue oĨ trade, eǀen under the tTO �reǆit scenario, the direct tariĨĨ costs 
associat e d w it h  Br e x it  for  t h e  oil and gas indust r y  ar e  an unh e lp ful addit ional cost  on an indust r y  t h at  cont inue s 
to ďe under signiĨicant Ɖressure Ĩrom a sustained gloďal doǁnturn͘ EonͲtariĨĨ ďarriers that may arise ƉostͲ�reǆit, 
ǁhich are Ĩar harder to ƋuantiĨy, may ďe oĨ greater concern to industry and increase the cost oĨ trade Ĩurther͘  
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Wotential nonͲtariĨĨ ďarriers to trade include͗

•  Mobility of labour ʹ OĨ the ϯ00,000 ũoďs suƉƉorted ďy the industry, more than halĨ are emƉloyed either directly 
ďy oil and gas comƉanies, or indirectly through the suƉƉly chain ;see section ϯ͘ϯ Ĩor more detail on industry 
emƉloymentͿ͘ Around 10 Ɖer cent oĨ that ǁorŬĨorce comes Ĩrom outside oĨ the UK, ǁith around halĨ oĨ these 
non- UK w or ke r s com ing fr om  t h e  E U and m ay  b e  affe ct e d b y  any  ch ange s t o im m igr at ion p olicy  p ost - Br e x it . 
A r ound 7 0 p e r  ce nt  of t h e se  w or ke r s fr om  w it h in t h e  E U ar e  h igh ly  skille d and h old m anage r ial or  t e ch nical r ole s 
in t h e  indust r y . A ny  b ar r ie r s t h at  p r e v e nt  t h e ir  fr e e  m ov e m e nt  could not  only  incr e ase  associat e d e m p loy m e nt  
costs and comƉliance administration, ďut also Ɖotentially undermine Ŭey Ɖroũects and oƉerations͘

•  Customs processes ʹ W it h  t h e  UK no longe r  an E U m e m b e r  st at e  and unlike ly  t o r e m ain p ar t  of t h e  C ust om s 
Union, UK goods could Ĩace customs checŬs at �U ďorders͘ Any delays or added ďureaucracy in sourcing goods  
or  se r v ice s w ould b e  unw e lcom e  and could e v e n r e sult  in unp lanne d op e r at ional sh ut dow ns in e x t r e m e  case s.  
It  could incr e ase  t h e  p h y sical cost s of t r ade  and m ay  ult im at e ly  influe nce  com p anie s t o sour ce  goods and 
se r v ice s fr om  ot h e r  nat ions.

•  Regulation and technical standards ʹ The Great ZeƉeal �ill ǁill looŬ to transƉose all eǆisting �U laǁ aƉƉlying to 
the UK into UK laǁ directly ;ǁhere ƉracticalͿ͘ ,oǁeǀer, the Ĩuture relationshiƉ ďetǁeen the UK and the �U ǁill 
gov e r n t h e  e x t e nt  t o w h ich  t h e  UK can am e nd or  r e p e al any  law s or  r e gulat ion and m ay  r e sult  in t h e  UK de v iat ing 
fr om  t h e  E U. T h is could incr e ase  t h e  com p liance  b ur de n for  UK b usine sse s if ov e r se as t r ading p ar t ne r s insist  on 
additional Ɖrocedures such as certiĨication, testing and insƉection͘

Oil & Gas UK has emƉhasised the need Ĩor Ɖredictaďility Ĩor the industry, Ɖarticularly at a time ǁhen commodity 
p r ice s ar e  v olat ile . W e  h av e  r e com m e nde d t h at  t h e  UK Gov e r nm e nt  p r ior it ise s t h e  follow ing dur ing Br e x it  
negotiations͗

•  M aint ain fr ict ionle ss acce ss t o m ar ke t s and lab our
•  M aint ain a st r ong v oice  in E ur op e  for  t h is indust r y
•  P r ot e ct  e ne r gy  t r ading and t h e  int e r nal e ne r gy  m ar ke t

T h e  gov e r nm e nt  can h e lp  t o dr iv e  gr ow t h  in t h e  indust r y  and Br e x it  p r ov ide s an op p or t unit y  t o p r om ot e  t h e  
se ct or  int e r nat ionally . Oil & Gas UK ur ge s p olicy m ake r s t o m anage  Br e x it  in a w ay  t h at  sup p or t s t h e  indust r y  and 
it s long- t e r m  goals t o m ax im ise  e conom ic r e cov e r y  of indige nous oil and gas r e sour ce s.   
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5.  Creating a Long-Term Future

In Sum m ar y

In a raƉidly changing energy landscaƉe, the UK oil and gas industry 
ne e ds t o adap t  t o m ax im ise  it s v alue  w it h in t h e  e ne r gy  m ix  ov e r  t h e  
long- t e r m . V ision 2035  is de signe d t o h e lp  t h e  se ct or  focus on  

long- t e r m  goals t o st ay  r e le v ant  and succe ssful.

T h e  r e m aining v alue  of t h is indust r y  w ill de p e nd lar ge ly  on t w o 
Ĩactors͘ &irstly, the successĨul imƉlementation oĨ the industryΖs  
D�Z UK strategy is critical to maǆimise Ɖotential recoǀery Ĩrom the 
UK’ s ow n nat ur al r e sour ce s unde r p inne d b y  a st r ong sup p ly  ch ain. 
^econdly, the UK oil and gas suƉƉly chain must Ĩocus on diǀersiĨying 
and deeƉening its interests in the UK�^ ǁhile collectiǀely groǁing its 
eǆƉort Ɖotential to caƉture as much oĨ the gloďal energy marŬet  
as p ossib le .

W or k is now  ongoing t o t r y  and se cur e  a Se ct or  D e al w h e r e b y  indust r y  
and goǀernment ǁorŬ together to maǆimise eǆisting and realise neǁ 
oƉƉortunities in the UK oīshore oil and gas sector͘
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5 .1  V ision 2035

It  is cr ucial t h at  as m uch  dom e st ic e ne r gy  de m and as e conom ically  p ossib le  is m e t  t h r ough  indige nous sour ce s of 
Ɖroduction, Ɖroǀided they are comƉetitiǀe on ďoth cost and against other Ĩorms oĨ energy͘ As ǁell as eƋuiƉƉing 
itselĨ to meet the UK͛s  Ĩorecast demand, the oil and gas industry must also recognise it has a role to Ɖlay in 
Ĩacilitating a smooth transition to a loǁerͲcarďon economy ;see section ϯ͘2 Ĩor more inĨormationͿ͘

To helƉ achieǀe this, the UK͛s oil and gas industry has deǀeloƉed a ǀision Ĩor the sector out to 20ϯϱ͘ sision 20ϯϱ 
b r ings t oge t h e r  t w o sce nar ios t h at  de p e nd on e ach  ot h e r  and could t oge t h e r  ge ne r at e  h undr e ds of b illions of 
Ɖounds in additional reǀenue Ĩor the UK economy oǀer the neǆt 20 years͗

1Ϳ UKCS production scenario ;see the ďlue lines in &igure 1ϴ ďeloǁͿ ʹ Ĩocuses on deliǀering an additional  
three ďillion ďoe aďoǀe the ďaseline scenario, ǁhich Ɖroũects that around 7͘ ϯ ďillion ďoe oĨ oil and gas ǁill ďe 
p r oduce d fr om  2016 - 35 . 

2Ϳ Supply chain scenario ;see the red lines in &igure 1ϴ ďeloǁͿ ʹ   Ĩocuses on increasing the total reǀenue generated 
ďy the industry͛s suƉƉly chain ďetǁeen 201ϲͲϯϱ͘ To unlocŬ this ǀalue, the suƉƉly chain must anchor and groǁ 
cur r e nt  cap ab ilit y  and e x p e r t ise  in t h e  UK t o incr e ase  it s dom e st ic r e v e nue s w h ile  sim ult ane ously  gr ow ing an 
e x p or t  b usine ss t o b e com e  a glob al le ade r  in m at ur e  b asin m anage m e nt . A ch ie v ing t h e  de sir e d scale  of sup p ly  
ch ain gr ow t h  w ill se e  t h e  UK doub le  it s sh ar e  of t h e  glob al oil and gas m ar ke t  for  goods and se r v ice s fr om   
3.7  p e r  ce nt  in 2016  t o 7 .4 p e r  ce nt  b y  2035 .

 Figure 18: Vision 2035
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T h e  p ur p ose  of t h e  v ision is not  t o for e cast  p e r for m ance  of t h e  indust r y  out  t o 2035  b ut  t o se t  asp ir at ions t h at  
the industry should seeŬ to Ɖursue iĨ it is to maǆimise its economic ǀalue͘ As such, the ďaseline scenarios should 
not ďe interƉreted as ͚no Ĩurther inǀestment͛ scenarios, ďut more as challenging ͚status Ƌuo͛ scenarios ǁhereďy 
the industry continues to inǀest ďut does not maŬe any Ĩundamental changes in the ǁay it oƉerates͘ LiŬeǁise, the 
ǀision scenarios illustrated in &igure 1ϴ are not simƉly a deƉiction oĨ a high inǀestment case ʹ they ǁill reƋuire 
fundam e nt al t r ansfor m at ion in de liv e r y  m ode ls if t h e y  ar e  t o b e  ach ie v e d.

T h e  succe ssful de liv e r y  of t h e se  sce nar ios r e q uir e s p r ogr e ssiv e  and cont inuous im p r ov e m e nt  in t h e   
comƉetitiǀeness oĨ the UK�^ ǁhich must ďe sustained oǀer time ;see section ϲͿ͘ There are tǁo areas in ǁhich 
t h e  UK is com p e t ing. T h e  UKC S and it s sup p ly  ch ain ar e  com p e t ing against  ot h e r  oil and gas p r oducing r e gions 
ǁhere the diĨĨerentiating Ĩactors include Ɖroductiǀity, cost, gross and net margin, and materiality oĨ Ĩields under 
de v e lop m e nt . Oil and gas m ust  also r e m ain com p e t it iv e  against  com p e t ing fue l sour ce s w h e r e  ke y  diffe r e nt iat ing 
Ĩactors include aĨĨordaďility, security oĨ suƉƉly, enǀironmental sustainaďility, and storage and transƉortaďility to 
glob al e ne r gy  m ar ke t s.

 
5 .2  D e liv e r ing t h e  V ision

As ǁell as imƉroǀing gloďal comƉetitiǀeness, a clear energy Ɖolicy͖ technological adǀancement͖ the deǀeloƉment 
of ne w  skills acr oss t h e  e ne r gy  se ct or ;  and m or e  act iv e  p r om ot ion of t r ade  and e x p or t s h av e  b e e n ide nt ifie d as 
catalysts that can driǀe industry toǁards the ǀision ;see &igure 1ϵ oǀerleaĨͿ͘ 

The ǀision serǀes to͗

•  Raise awareness ʹ communicate a consistent story that ďrings the oƉƉortunity to liĨe
•  Generate interest ʹ  create ďroad interest in sision 20ϯϱ ďy maŬing it releǀant to all audiences
•  Align on outcome ʹ ďuild strong ǁillingness Ĩrom all staŬeholders to get ďehind sision 20ϯϱ ǁith  

aligne d le ade r sh ip
•  Facilitate action ʹ  secure commitment to action ďy demonstrating Ɖositiǀe eǆamƉles
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Figure 19: The Key Components to Achieve Vision 2035

Global 
Competi ti veness 

Technology

Skills

Energy Policy

Trade and 
Exports

ͻ �nsure the industry is Ɖositi oned to caƉture a large share oĨ an eǀerͲgroǁing 
glob al e ne r gy  m ar ke t

ͻ �uild comƉeti ti ǀe Į scal and regulatory regimes to incenti ǀise inǀestment
ͻ �onti nually imƉroǀe the eĸ  ciency oĨ the ďasin, driǀing doǁn unit oƉerati ng costs 

fur t h e r  w h ile  ensuring industry huďs are ďeƩ er connected through Ɖhysical and 
digit al infr ast r uct ur e

ͻ Anchor caƉaďility and eǆƉerti se in the UK ďy deliǀering sustained inǀestment 
in t e ch nology

•  C om m it  t o fur t h e r  funding for  t h e  Oil and Gas T e ch nology  C e nt r e  t o sup p or t  
commercialisati on oĨ neǁ technology

•  E nsur e  t h e  UK can act  as a t e st - b e d for  t h e  de v e lop m e nt  and e ar ly  de p loy m e nt  of 
ne w  t e ch nology

ͻ Increase the numďer oĨ trained engineers and encourage greater taŬeͲuƉ oĨ science, 
technology, engineering and mathemati cs ;^T�DͿ suďũects, Ɖarti cularly among girls

•  Unde r t ake  a m ap p ing of fut ur e  skills de m ands t h at  account s for  t e ch nical adv ance s
•  R e cognise  t h e  im p or t ance  of w or kfor ce  e ngage m e nt  t o t h e  de v e lop m e nt  and 

retenti on oĨ sŬills

•  P r om ot e  t h e  v it al r ole  t h at  oil and gas m ust  p lay  in t h e  UK e ne r gy  m ix  ov e r  
t h e  long t e r m

•  �nsure that indigenous Ɖroducti on meets as much oĨ domesti c demand as Ɖossiďle 
ďy maŬing the UK�^ the most eĸ  cient ďasin in the ǁorld 

•  �onti nue ǁith research and deǀeloƉment Ɖroũects to maŬe oil and gas less emission 
intensiǀe, sati sĨying the need Ĩor loǁerͲcarďon Ĩuels as Ɖart oĨ the energy miǆ

•  Daintain Ĩricti onless access to marŬets to enaďle gloďal trading oĨ oil and gas related 
Ɖroducts, eǀen as the UK leaǀes the �U

•  �eǀeloƉ the eǆƉort caƉaďiliti es oĨ the UK s͛ ǁorldͲclass suƉƉly chain so it conti nues 
ďeyond Į nal economic recoǀery Ĩrom the UK�^

•  Wlan a goǀernment Ɖrogramme that Ɖromotes the caƉaďiliti es oĨ the oil and gas suƉƉly 
chain, including suƉƉort Ĩor small and medium siǌed enterƉrises
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�eliǀering in these areas to achieǀe sision 20ϯϱ ǁill reƋuire an integrated Ɖolicy aƉƉroach͘ It must unite D�Z UK, 
industry͛s driǀe to maǆimise recoǀery Ĩrom the UK�^, ǁith the UK Goǀernment͛s Industrial ^trategy, ǁhich seeŬs 
t o m ake  t h e  m ost  of t h e  op p or t unit ie s p r e se nt e d t o t h e  UK’ s w or ld- class sup p ly  ch ain.

Figure 20: Driving the Vision 
 

Realise the full 
hydrocarbon 
potential of the 
UKCS

Increasing 
the prize 
by half 
over the next 
20 years

Expand the 
range and 
market coverage, 
double exports  

=
“A global energy 

industry, anchored in 
the UK, powering the 
nation and exporting 

to the world”

MER UK

“A significant 
producer in 2035”

Industrial 
Strategy

“Sustaining a 
relevant and 

successful industry 
at the heart of 

the UK’s economy”

It  is v it al for  t h e  fut ur e  of t h e  oil and gas indust r y  t h at  t h e  gov e r nm e nt  p lay s an act iv e  r ole  in sup p or t ing t h e  act ion 
ďeing taŬen ďy industry to saĨeguard its Ĩuture͘ In :anuary 2017, the UK Goǀernment released an Industrial Strategy 
Green Paper17  w it h  an e x p licit  aim  “ t o im p r ov e  liv ing st andar ds and e conom ic gr ow t h  b y  incr e asing p r oduct iv it y  
and driǀing groǁth across the ǁhole country͘͟  Goǀernment inǀited resƉonses Ĩrom industry and, aĨter eǆtensiǀe 
consultation ǁith memďers, associations and other trade ďodies, Oil & Gas UK suďmitted a resƉonse to the Ɖuďlic 
consult at ion in A p r il 2017 .

T h e  r e sp onse  out line s t h e  v it al e conom ic cont r ib ut ion t h at  t h e  oil and gas indust r y  cont inue s t o m ake  t o t h e  
UK economy and its security oĨ energy suƉƉly, as ǁell as setting out sision 20ϯϱ and the signiĨicant oƉƉortunity 
t h at  could b e  r e alise d if t h is se ct or  is include d as a ke y  e le m e nt  of t h e  Indust r ial St r at e gy . P ar t  of Oil & Gas UK’ s 
suďmission ƉroƉoses that the Industrial ^trategy should incorƉorate sƉeciĨic recommendations, in alignment ǁith 
D�Z UK͘ Oil & Gas UK has also suďmitted a resƉonse to the ^cottish GoǀernmentΖs �nergy ^trategy consultation͘ 
It  is im p or t ant  t h at  b ot h  gov e r nm e nt s w or k t oge t h e r  t o e nsur e  t h e ir  p olicie s ar e  com p le m e nt ar y . 

17   The ƉaƉer is aǀailaďle to doǁnload at hƩƉ͗ͬͬ ďit͘lyͬ2g1ϵϴGt

http://bit.ly/2g198Gt
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W it h in t h e  Industrial Strategy Green Paper, the goǀernment set an oƉenͲdoor challenge to industry to come 
for w ar d w it h  p r op osals t o t r ansfor m  and up gr ade  t h e ir  se ct or  t h r ough  t ar ge t e d Se ct or  D e als. A ny  p ot e nt ial  
Se ct or  D e al w ill h av e  a q uid- p r o- q uo e le m e nt . T h e r e  is an e x p e ct at ion t h at  t h e  se ct or  p r op ose s an ar e a of b usine ss 
ǁithin ǁhich they could taŬe action to transĨorm their strategic ƉrosƉects and need the goǀernment to interǀene, 
ǁhere Ɖractical, to maǆimise the chance oĨ success͘

Oil & Gas UK for m s p ar t  of a Se ct or  D e al T ask F inish  Gr oup  t h at  w ill p r e se nt  t h e  case  on b e h alf of indust r y  v ia a 
suďmission to goǀernment͘ The other memďers oĨ the grouƉ are͗ ��I^, �ecom Eorth ̂ ea, International Association 
oĨ �rilling �ontractors, �ast oĨ �ngland �nergy GrouƉ, EO& �nergy, OGT�, ^uďsea UK, �nergy Industries �ouncil 
and OGA .

പ
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6. UK Continental Shelf  
 Performance and Opportunity

In Sum m ar y

P e r for m ance  im p r ov e m e nt s h av e  b e e n ach ie v e d acr oss a r ange   
oĨ industry Ŭey ƉerĨormance indicators ;KWIsͿ oǀer the last  
12 months͘ Wroduction is still rising, driǀen ďy continued Ɖrogress 

in imƉroǀing Ɖroduction eĸciency and ďeƩer Ɖroũect eǆecution so 
that startͲuƉs are increasingly coming onͲstream on time and ǁithin 
ďudget͘ Unit oƉerating costs ;UO�sͿ are eǆƉected to ďe around  
Ψ1ϰͬďoe this year, maŬing ďroǁnĮeld inǀestments more aƉƉealing  
and helƉing to eǆtend economic Įeld liĨe͘ 

�hallenges remain, hoǁeǀer, and the industry is in urgent need 
oĨ Ĩresh caƉital inǀestment, much oĨ ǁhich may come Ĩrom neǁ 
entrants to the ďasin͘ This is true across all areas oĨ the ďusiness, Ĩrom 
eǆƉloration and aƉƉraisal through to deǀeloƉment oĨ neǁ Ɖroũects 
and lat e - life  m anage m e nt  of olde r  asse t s.

A raŌ oĨ D&A actiǀity seen oǀer the Įrst halĨ oĨ 2017, ǁorth almost 
Ψϲ ďillion in UK�^ asset and corƉorate Ɖurchases, is a strong ǀote oĨ 
conĮdence in a ďasin that has shoǁn imƉressiǀe resilience through  
t h e  m ar ke t  dow nt ur n. 

It helƉs that the UK�^ is a more aƩractiǀe Ɖlace to inǀest Ĩor the  
long term than it had ďeen Ɖreǀiously, ǁith UO� imƉroǀements 
gr e at e r  t h an any  ot h e r  b asin in t h e  w or ld. F iscal ch ange  h as also  
ďeen Ɖositiǀe ǁith the highest taǆ rate Ĩalling Ĩrom ϴ1 Ɖer cent to  
ϰ0 Ɖer cent oǀer the last three �udgets͘ The UK noǁ has a Įscal 
regime that ranŬs among the toƉ Ƌuartile in terms oĨ ƉreͲtaǆ ǀalue 
r e t ur ning t o inv e st or s. T h is b ackdr op  p r e se nt s t h e  UK w it h  an 
immense oƉƉortunity to Ňourish oǀer the neǆt Ĩeǁ years,  
maǆimising its contriďution to the UK economy͘
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6 .1 Ke y  P e r for m ance  Indicat or s

T h e  UKC S h as m ade  significant  p r ogr e ss in r e ce nt  y e ar s acr oss a r ange  of ke y  m e t r ics. T h is is unde r p inne d 
b y  ne w  b usine ss m ode ls t o m ax im ise  v alue  fr om  b ot h  lat e - life  op e r at ions and ne w  fie ld st ar t - up s. 
E x am p le s include  m ov ing t ow ar ds ince nt iv e - b ase d cont r act s r at h e r  t h an cost - p lus and adop t ing  
assetͲĨocused ďusiness structures rather than traditional ĨunctionͲled models͘ �hallenges remain, hoǁeǀer, 
and the industry is in urgent need oĨ Ĩresh caƉital inǀestment across all areas, Ĩrom eǆƉloration and aƉƉraisal  
through to deǀeloƉment oĨ neǁ Ɖroũects and lateͲliĨe management oĨ older assets͘

Figure 21: Industry Key Performance Indicators18

18  All Įnancials shoǁn in 201ϲ money͘
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Development Wells Spudded

Wroduction 
incr e ase d t o 

6 30 m illion b oe  
in 201ϲ, the 

h igh e st  since  
2011 

Only  14 w e lls 
w e r e  sp udde d 

in 201ϲ, halĨ the 
num b e r  r e cor de d 

in 2010

Exploration Wells Spudded

E igh t y - se v e n 
de v e lop m e nt  w e lls 

w e r e  sp udde d in 
201ϲ, a reduction 

of one - t h ir d on 
2015

Only  e igh t  
ap p r aisal w e lls 

w e r e  sp udde d in 
201ϲ, the loǁest 

since  197 1
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Unit Development Costs

C ap it al 
e x p e ndit ur e  w as 

άϴ͘ϯ ďillion in 201ϲ, 
dow n fr om  a h igh  

of £ 15  b illion 
 in 2014

�aƉital eĸciency 
im p r ov e m e nt s and 

eǆecution oĨ smaller 
Ɖroũects haǀe driǀen 
t h e  av e r age  cost  of 

ne w  de v e lop m e nt s t o 
around Ψ1ϯͬďoe 

in 2016
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Unit Operating Costs

OƉerational 
e x p e ndit ur e  fe ll t o 
ar ound £ 7  b illion 
in 201ϲ, a ϯ0 Ɖer 
cent reduction 

since  2014

Unit oƉerating 
cost s h av e  

h alv e d since  
201ϰ, doǁn to 

Ψ1ϱͬďoe  
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New Field Approvals

Eine neǁ Įelds, 
or signiĮcant 

redeǀeloƉments, 
st ar t e d in 2016

Only  t w o ne w  
Įelds ǁere 

aƉƉroǀed in 201ϲ, 
t h e  low e st  on 

r e cor d

D e com m issioning 
is t h e  only  gr ow ing 

area oĨ eǆƉenditure, 
w i t h  £ 1.2 b illion 

sp e nt  in 2016

Sup p ly  ch ain 
r e v e nue  fe ll  

fr om  £ 41.3 b illion  
in 2014 t o ar ound  
£ 28  b illion in 2016



1

2

3

4

5

6

7

8

9

10

11

4 3

Production
�etǁeen 201ϰ and 201ϲ, Ɖroduction on the UK�^ increased ďy 1ϲ Ɖer cent ʹ a signiĨicant achieǀement giǀen that 
t h e  b asin h ad p r e v iously  se e n a consist e nt  de cline  in p r oduct ion since  2000. T h e  good p e r for m ance  looks se t  t o 
cont inue  w it h  p r oduct ion alm ost  1 p e r  ce nt  h igh e r  ov e r  t h e  fir st  h alf of t h is y e ar  com p ar e d w it h  t h e  sam e  p e r iod 
last  y e ar .

The imƉroǀed ƉerĨormance oĨ eǆisting assets has ďeen at the heart oĨ recent imƉressiǀe outƉut, ǁith UK�^ 
p r oduct ion e fficie ncy 19 r ising t o 7 3 p e r  ce nt  in 2016  fr om  a low  of 6 0 p e r  ce nt  in 2012. E v e n t h e  t w o- p e r ce nt age  
Ɖoint increase in Ɖroduction eĨĨiciency oǀer the last year is signiĨicant, adding around 12 million ďoe to the ďasin 
ʹ the eƋuiǀalent to one year oĨ Ɖroduction Ĩrom the eighth largest Ĩield in the UK͘

As ǁell as getting more Ĩrom the eǆisting asset ďase, signiĨicant neǁ caƉacity has ďeen added in recent years 
follow ing a w av e  of fr e sh  cap it al b e ing inv e st e d b e t w e e n 2010 and 2014. Nine  ne w  fie lds com m e nce d p r oduct ion 
in 201ϲ ;Laggan, Tormore, �onǁy, ^olan, Aǀiat, �ygnus, Alder, �rathes and ^coltyͿ, ǁith a Ĩurther seǀen in the Ĩirst 
halĨ oĨ this year ;^chiehallion Yuad 20ϰ, �allater, ̂ tella, ̂ haǁ, &lyndre, KraŬen and �ayleyͿ͘ These 1ϲ deǀeloƉments 
ǁill contriďute oǀer ϯ00,000 ďoeƉd in the second halĨ oĨ 2017͘  A Ĩurther 12 Ĩields are due onͲstream ďy the end oĨ 
neǆt year, increasing the contriďution Ĩrom recent deǀeloƉments to around ϲ00,000 ďoeƉd͘ �y the end oĨ 201ϴ, 
ov e r  one - t h ir d of t ot al p r oduct ion w ill com e  fr om  asse t s t h at  h av e  st ar t e d p r oduct ion since  2016 .

Oil & Gas UK e x p e ct s t h at  p r oduct ion w ill cont inue  t o incr e ase  t h r ough  t o 2019 p r ov ide d t h at  fur t h e r  ne w  fie ld 
startͲuƉs come onͲstream as anticiƉated and eǆisting assets maintain recent uƉtime imƉroǀements͘ ,oǁeǀer, 
p r oduct ion v olum e s in t h e  ne x t  de cade  r e m ain v ulne r ab le  t o a sh ar p  fall if fr e sh  inv e st m e nt  in t h e  UKC S doe s not  
m at e r ialise  soon. T h e r e  w ill sim p ly  not  b e  e nough  ne w  cap acit y  t o r e p lace  asse t s t h at  h av e  m ax im ise d e conom ic 
r e cov e r y  fr om  t h e ir  r e se r v oir  and m ov e d int o t h e  de com m issioning p h ase .

The large oƉƉortunities that remain undeǀeloƉed on the UK�^ are mostly unconǀentional, such as the ǁest oĨ 
Sh e t land fr act ur e d b ase m e nt  p lay  b e ing ap p r aise d b y  H ur r icane  E ne r gy 20. Op e r at or s in t h e  sout h e r n Nor t h  Se a 
are also eǆamining the Ɖotential oĨ unconǀentional resources in tight gas Ɖlays, ǁith early estimated recoǀeraďle 
p ot e nt ial of a gam e - ch anging 3.8  t r illion cub ic fe e t  of gas21. T h is de m onst r at e s t h at  com p anie s ar e  st ill t ar ge t ing 
signiĨicant ǀolumes, eǀen ǁithin the most mature areas oĨ the ďasin͘

Operating Costs
IĨ the remaining Ɖotential oĨ the UK�^ ;ďelieǀed to ďe uƉ to 20 ďillion ďoeͿ is to ďe realised, loǁer oƉerating costs 
ar e  e sse nt ial for  com p anie s t o e x t e nd t h e  e conom ic lim it  of e x ist ing fie lds and conv ince  inv e st or s t h at  t h e y  can 
oƉerate Ɖotential neǁ assets comƉetitiǀely comƉared ǁith other ďasins ;see section ϲ͘2 Ĩor a gloďal comƉarisonͿ͘ 

Significant  p r ogr e ss h as b e e n m ade  in t h is r e gar d w it h  UOC s h alv ing b e t w e e n 2014 and 2016  fr om  alm ost   
Ψϯ0ͬďoe to around Ψ1ϱͬďoe͘ This reduction ǁas driǀen ďy the remoǀal oĨ άϯ ďillion oĨ oƉerational eǆƉenditure 
alongside  a 16  p e r  ce nt  incr e ase  in p r oduct ion. It  is b e lie v e d t h at  ar ound t w o- t h ir ds of t h e  cost  e fficie ncy  
imƉroǀements can ďe sustained in the long term, eǀen iĨ marŬet conditions imƉroǀe and the industry moǀes 
out oĨ its current doǁnturn ;see section ϲ͘ϯ Ĩor more on the �ĨĨiciency TasŬ &orceͿ͘ It is Ĩorecast that oƉerational 
eǆƉenditure ǁill remain staďle Ĩrom noǁ through to 201ϵ, ǁith Ĩurther room Ĩor UO�s to droƉ iĨ Ɖroduction 
increases in line ǁith eǆƉectations͘ Oil & Gas UK Ĩorecasts that UO�s could Ĩall to Ψ1ϰͬďoe ďy the end oĨ this year͘
 

19 Wroduction eĸciency is the total annual Ɖroduction diǀided ďy maǆimum Ɖroduction Ɖotential oĨ an asset͘ 
20 &ind out more aďout ,urricane �nergy͛s ǁorŬ on Ĩractured ďasement Ɖlays at hƩƉs͗ͬͬ cld͘ďǌͬo^0ũϵϲƉͬ20 
21 ^ee hƩƉ͗ͬͬ ďit͘lyͬ2inW2y:

https://cld.bz/oS0j96p/20
http://bit.ly/2inP2XJ
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Capital Investment
Ongoing unce r t aint y  and v olat ilit y  in com m odit y  p r ice s cont inue s t o const r ain fr e sh  cap it al com m it m e nt s in t h e  
sector, ďoth gloďally and ǁithin the UK͘ In 201ϲ, only tǁo neǁ deǀeloƉments gained aƉƉroǀal, releasing less than 
άϱ00 million, comƉared to 2011 and 2012 ǁhen 1ϰ and 22 Ɖroũects, resƉectiǀely, ǁere sanctioned͘ Only one neǁ 
Ĩield ǁas aƉƉroǀed in the Ĩirst siǆ months oĨ 2017, ďringing less than άϴ0 million oĨ associated caƉital͘ Although 
there is oƉtimism that around Ĩiǀe other neǁ deǀeloƉments could ďe aƉƉroǀed in the second halĨ oĨ 2017, the 
lack of ne w  de v e lop m e nt s gaining ap p r ov al in r e ce nt  y e ar s h as cr e at e d a de gr e e  of unce r t aint y  sur r ounding UKC S 
p r oduct ion p ost - 2020.

There is no shortage oĨ inǀestment oƉƉortunities in the ďasin, ǁith almost άϰ0 ďillion oĨ Ɖotential caƉital 
deǀeloƉment Ɖroũects ǁithin comƉany ďusiness Ɖlans͘ Around tǁoͲthirds ;ά2ϱ͘ϰ ďillionͿ oĨ this is related to 
modiĨications and redeǀeloƉments oĨ currently Ɖroducing Ĩields, ǁith around one third ;ά1ϰ͘1 ďillionͿ associated 
ǁith neǁ deǀeloƉments currently under consideration͘ ,oǁeǀer, less than tǁoͲthirds oĨ this άϰ0 ďillion is ǀieǁed 
as haǀing a greater than 70 Ɖer cent chance oĨ Ɖrogressing in current marŬet conditions, ǁhich highlights the need 
for  fur t h e r  im p r ov e m e nt s in op e r at ional and cap it al e fficie ncy . T h e r e  is som e  op t im ism  t h at  giv e n a sur ge  of ne w  
entrants to the ďasin oǀer the last tǁo years ;see section ϲ͘ϱͿ, ǁith diĨĨerent inǀestment driǀers, some oĨ these 
p ot e nt ial de v e lop m e nt s w ill b e  r e conside r e d b y  t h e ir  ne w  ow ne r s and p r ogr e sse d.

Drilling Activity
R e v it alising dr illing act iv it y  is ke y  t o e nsur ing m ax im um  r e cov e r y  t h r ough  t h e  de v e lop m e nt  of know n v olum e s 
and through the discoǀery and suďseƋuent eǀaluation oĨ yetͲtoͲĨind resources͘ ,oǁeǀer, drilling actiǀity remains 
at  r e cor d low  le v e ls. Only  14 e x p lor at ion w e lls and 8  ap p r aisal w e lls w e r e  dr ille d in 2016 . T h e  dow nw ar d t r e nd 
continued during the Ĩirst halĨ oĨ 2017 ǁith only Ĩiǀe eǆƉloration ǁells and one aƉƉraisal ǁell drilled͘ ,oǁeǀer, 
some ǁildcat ǁells are scheduled Ĩor later in the year targeting large reserǀes ǁhich, iĨ successĨul, could reũuǀenate 
e x p lor at ion dr illing on t h e  UKC S.

�ightyͲseǀen deǀeloƉment ǁells ǁere sƉudded in 201ϲ, a ϯ0 Ɖer cent decline on 201ϱ and the Ĩirst time since 
1ϵϴϲ that Ĩeǁer than 120 deǀeloƉment ǁells ǁere drilled in a single year͘  tith ũust ϰ7 deǀeloƉment ǁells sƉudded 
during the Ĩirst siǆ months oĨ this year, there is no sign oĨ an uƉticŬ in actiǀity͘ Although more recent deǀeloƉment 
conceƉts oĨten reƋuire less Ɖroducing ǁells than has tyƉically ďeen the case, the decline in deǀeloƉment drilling 
m ust  b e  close ly  m onit or e d t o p r e v e nt  ir r e v e r sib le  dam age  t o t h e  goal of m ax im ising e conom ic r e cov e r y . If ke y  
inĨrastructure ďegins to ďe remoǀed, there may not ďe an oƉƉortunity to drill ƉostƉoned deǀeloƉment ǁells at a 
lat e r  dat e .
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Oilfield Services Market
T h e  r e lat iv e  lack of ne w  act iv it y  on t h e  UKC S h as h ad a significant  im p act  on t h e  dom e st ic sup p ly  ch ain. Sup p ly  
chain reǀenues Ĩell ďy ϯ0 Ɖer cent on aǀerage ďetǁeen 201ϰ and 201ϲ, and are eǆƉected to Ĩall ďy a Ĩurther  
ϯ Ɖer cent in 2017͘  The Ĩall in income has contriďuted to a signiĨicant reduction in the numďer oĨ ũoďs suƉƉorted 
ďy industry to an estimated ϯ02,000 in 2017 ;see section ϯ͘ϯ Ĩor more on industry emƉloymentͿ͘ ,oǁeǀer, an 
op p or t unit y  e x ist s for  t h e  UK sup p ly  ch ain t h r ough  cap t ur ing a lar ge r  sh ar e  of t h e  glob al e x p or t s m ar ke t . 

&urther oƉƉortunity lies in the nascent decommissioning marŬet, ǁith this ďeing the only increasing area 
of e x p e ndit ur e  in t h e  UKC S in 2016 22͘ Through to 202ϱ, it is estimated that oǀer ά17 ďillion ǁill ďe sƉent on 
de com m issioning act iv it y . Indust r y  is w or king close ly  w it h  OGA  and H M  T r e asur y  t o e nsur e  t h at  t h is act iv it y  is 
carried out as eĨĨiciently as Ɖossiďle, Ɖroǀiding scoƉe Ĩor the suƉƉly chain to deǀeloƉ sŬills and eǆƉertise that can 
ďe eǆƉorted to other ďasins͘ Eonetheless, desƉite the Ɖotential ďusiness in this area, it is ǁidely acceƉted that 
gr e at e r  v alue  e x ist s t h r ough  p r olonging p r oduct ion op e r at ions. 

ϲ͘2  Gloďal �omƉetitiǀeness

UKC S inv e st m e nt  op p or t unit ie s m ust  look at t r act iv e  against  glob al alt e r nat iv e s if t h e y  ar e  t o p r oce e d. E v e r y  oil 
and gas comƉany ʹ Ĩrom suƉerͲmaũors through to small Ɖriǀate eƋuityͲďacŬed Ɖroducers ʹ has a choice ǁhen 
deciding ǁhere to inǀest their caƉital͘ tith easier access to inĨormation and a highly moďile ǁorŬĨorce, country 
b or de r s do not  r e p r e se nt  t h e  sam e  b ar r ie r  t h e y  once  did. T h is p ar t  of t h e  r e p or t  asse sse s t h e  com p e t it iv e ne ss of 
t h e  UKC S against  ot h e r  com p ar ab le  b asins acr oss t h e  w or ld using dat a p r ov ide d b y  W ood M acke nz ie .

There is no one metric that uniƋuely measures the comƉetitiǀeness oĨ an oil and gas Ɖroǀince͘ WrosƉectiǀity, 
m at e r ialit y  and ab ilit y  t o acce ss h y dr ocar b on r e sour ce s ar e  fundam e nt ally  im p or t ant  fact or s. M e t r ics such  as 
Ĩinding, deǀeloƉment, oƉerating and decommissioning costs characterise the Ĩinancial comƉetitiǀeness and, 
ǁhen comďined ǁith the Ĩiscal and regulatory regime, helƉ determine the oǀerall economic attractiǀeness oĨ the 
oƉƉortunity to the inǀestor͘  The maturity and caƉaďility oĨ the suƉƉly chain are also an imƉortant consideration, 
as is t h e  st r at e gic fit  w it h in an inv e st or ’ s p or t folio. 
 

22 Oil & Gas UK’ s Decommissioning Insight is av ailab le  t o dow nload at   
    w w w .oilandgasuk.co.uk/ de com m issioninginsigh t  

http://oilandgasuk.co.uk/decommissioninginsight
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�conomic criteria ultimately driǀe inǀestment decisions, Ɖarticularly ǁhen caƉital is in short suƉƉly͘ �ommonly 
used criteria include͗ 

iͿ Eet Wresent salue ʹ ƉostͲtaǆ ;EWsͿ and �ǆƉected Donetary salue ;�DsͿ
iiͿ Internal Zate oĨ Zeturn ;IZZͿ 
iiiͿ �aƉital Intensity ;WͬIͿ ʹ ;calculated as EWs ƉostͲtaǆͬinǀestment ƉreͲtaǆͿ
iǀͿ WayďacŬ ʹ the time taŬen to recoǀer the initial inǀestment͘  

In a m at ur e  oil and gas b usine ss t h e  cost s of op e r at ions ar e  one  of t h e  m or e  im p or t ant  m e asur e s w h e n looking at  
the Ĩinancial health oĨ a ƉortĨolio͘ tith UO�s almost halǀed since 201ϰ, the UK�^ has imƉroǀed its comƉetitiǀeness 
more than any other comƉaraďle ďasin͘ The cost reductions haǀe ďeen greatest across drilling, ǁells and logistics, 
ǁhere they haǀe greatly outƉaced the gloďal aǀerage͘ Eeǀertheless, the ďasin remains the most eǆƉensiǀe to 
oƉerate in, on aǀerage, as shoǁn ďy &igure 22͘ 

Figure 22: Unit Operating Costs in Offshore Oil and Gas Producing Regions 
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Although the aǀerage UO� aƉƉears relatiǀely high in the UK at Ψ1ϱ͘ϯ0ͬďoe, this includes the cost oĨ oƉerating an 
e x t e nsiv e  ne t w or k of m idst r e am  infr ast r uct ur e  and onsh or e  t e r m inals t h at  ge ne r at e  a m uch  h igh e r  com p one nt  
oĨ oƉerating eǆƉenditure than in other less comƉleǆ ďasins͘ then looŬing solely at Ɖroducing Ĩields, the  
ǁeightedͲaǀerage UO� oĨ the UK�^ ǁas Ψ1ϯ͘20ͬďoe in 201ϲ͘ The median aǀerage Ĩield UO� is eǀen loǁer, at 
ũust oǀer Ψ10ͬďoe, indicating that a small numďer oĨ assets ǁith a ǀery high UO� sŬeǁ the mean͘ Indeed, oǀer  
tǁoͲthirds oĨ UK�^ assets, accountaďle Ĩor almost threeͲƋuarters oĨ Ɖroduction, ǁere oƉerating at under  
Ψ1ϱͬďoe in 201ϲ͘

Figure 23: UKCS Field Level Unit Operating Costs, Mean versus Median, 2016
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�ost reductions haǀe not only ďeen commonƉlace Ĩor oƉerational assets, ďut also Ĩor those under deǀeloƉment͘ 
Again, the Ɖrogress made in the UK has ďeen greater than in other ďasins, ǁith &igure 2ϰ shoǁing the eǆƉected 
traũectory oĨ the UK�^ ǀersus the Eorǁegian �ontinental ^helĨ͘ Eot only haǀe UK costs droƉƉed Ĩurther, they also 
ap p e ar  le ss p r one  t o ne ar - t e r m  inflat ion. R e sp onde nt s t o an int e r nat ional sur v e y  car r ie d out  b y  W ood M acke nz ie  
Ĩelt that around tǁoͲthirds oĨ UK�^ cost reductions seen across suďsea caƉital Ɖroũects ǁould ďe sustained out to 
2020 e v e n if t h e  m ar ke t  p icks up .

Figure 24: Supply Chain Cost Trajectory for Subsea Developments 
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Although the UK reƉresents a more attractiǀe destination Ĩor inǀestors than it did tǁo years ago, there is noǁ 
le ss cap it al av ailab le  t o com p e t e  for . R e v e nue  unce r t aint y  cr e at e d b y  t h e  p r ice  dow nt ur n h as cause d inv e st or s 
to distance themselǀes Ĩrom oil and gas oƉƉortunities͘ tood DacŬenǌie estimates that oǀer Ψ1 trillion has ďeen 
cut Ĩrom gloďal uƉstream inǀestment ďudgets ďetǁeen 201ϱͲ20͘ ^o, ǁhile the UK has imƉroǀed its relatiǀe 
comƉetitiǀeness, this has ďeen oĨĨset ďy the Ĩact that the aƉƉetite Ĩor oil and gas inǀestment has shrunŬ gloďally͘
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E x p lor at ion h as ar guab ly  b e e n h it  t h e  m ost  b y  t h e  dow nt ur n w it h  av e r age  glob al sp e nd dow n b y  alm ost  
40 p e r  ce nt  in 2014- 16  com p ar e d w it h  2011- 13 acr oss t h e  t e n b asins23 e x am ine d as p ar t  of t h e  st udy . A lt h ough  
eǆƉloration sƉend on the UK�^ Ĩell in line ǁith the aǀerage oǀer this Ɖeriod, it is one oĨ only three ďasins ǁhere 
technical reserǀes discoǀered haǀe increased, along ǁith �gyƉt and the U^ GulĨ oĨ Deǆico͘ 

Figure 25: Average Explorati on Cost and Volumes Discovered, 2014-16 
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T h e  r e lat iv e  m at ur it y  and com p le x it y  of t h e  UK p r e se nt s st r uct ur al b ar r ie r s t o r e ducing cost s fur t h e r  com p ar e d 
ǁith other oĨĨshore Ɖroǀinces ǁhere larger Ɖroducing Ĩields oĨĨer greater economies oĨ scale͘ ,oǁeǀer, the 
Ɖotential oĨ the UK remains eǆciting, ǁith oƉƉortunities such as the Ĩractured ďasement Ɖlays ǁest oĨ ^hetland͖ 
ult r a- h igh - p r e ssur e  h igh - t e m p e r at ur e  p r osp e ct s in t h e  ce nt r al Nor t h  Se a;  and t h e  car b onife r ous r e sour ce s in t h e  
^outhern Gas �asin͘ Although, these oƉƉortunities are not oĨ the same scale as recent multiͲďillion ďarrel 
discoǀeries such as :ohann ^ǀerdruƉ ;Eorǁay, 2010Ϳ or �ohr ;�gyƉt, 201ϱͿ, and tend to come at a higher discoǀery 
cost, they can ďe easily ďrought to marŬet and monetised͘ 

T h e  UKC S ne e ds t o e x ce l in t h e  ar e as it  can cont r ol and m aint ain a com p e t it iv e  adv ant age . C om p anie s m ust  
cont inue  t o m ax im ise  v alue  fr om  ne ar - fie ld e x p lor at ion w h e r e  it  h as t h e  adv ant age  of b e ing ab le  t o t ie - in t o 
eǆisting inĨrastructure, as ǁell as taŬing adǀantage oĨ the eǆceƉtional geological understanding in the UK͘

23 UK, �enmarŬ, Eorǁay, Eetherlands, Angola, �raǌil, �gyƉt, Indonesia, Eigeria and U^ GulĨ oĨ Deǆico͘ 
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T h e  fiscal and r e gulat or y  t e r m s m ust  also r e m ain at t r act iv e  if t h e  UKC S is t o w in cap it al ov e r  ot h e r  b asins. W h ile  
m any  gov e r nm e nt s acr oss t h e  w or ld h av e  looke d t o count e r  t h e  im p act  of falling t ax  r e ce ip t s b y  incr e asing m ar ginal 
rates oĨ taǆ, in the UK, the oƉƉosite aƉƉroach has ďeen taŬen͘ Zates haǀe Ĩallen Ĩrom as high as ϴ1 Ɖer cent ũust 
Ĩiǀe years ago, doǁn to a maǆimum oĨ ϰ0 Ɖer cent in an attemƉt to attract Ĩresh inǀestment ďy maintaining  
ƉostͲtaǆ materiality ;see section ϲ͘ϰ Ĩor more on Ĩiscal ƉolicyͿ͘ tithout this interǀention, many inǀestors ǁould 
not  e v e n conside r  t h e  UK as a de st inat ion for  inv e st m e nt . 

F igur e  26  sh ow s t h e  av e r age  m ar ginal t ax  r at e  for  oil op p or t unit ie s acr oss a m ix t ur e  of conce ssion and p r oduct ion 
sharing regimes͘ then comƉaring the Ĩiscal attractiǀeness oĨ oil and gas Ɖroducing nations, the UK has moǀed 
Ĩrom ďeing ďeloǁ aǀerage in 2012 to ďeing ǁithin the toƉ Ƌuartile ʹ a ǀery Ɖositiǀe sign Ĩor inǀestors͘

Figure 26: Fiscal Attractiveness of the UKCS Compared with other Oil and Gas Producing Nations
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ϲ͘ϯ The �ĸciency TasŬ &orce

T h e  conce p t  of m ax im ising e fficie ncie s and dr iv ing cont inuous im p r ov e m e nt  h as b e e n a p ar t  of t h e  oil and gas 
industry Ĩor decades͘ ,oǁeǀer, Ĩolloǁing the sharƉ oil Ɖrice decline in 201ϰ, the industry estaďlished its oǁn 
�ĨĨiciency TasŬ &orce ;�T&Ϳ, led ďy Oil & Gas UK, to act as a ƉanͲindustry catalyst Ĩor sustainaďle change and ďe a 
ǀehicle to communicate Ɖrogress and deǀeloƉ good Ɖractice͘ ^ince then, suƉƉorted ďy strong leadershiƉ Ĩrom the 
�T&, comƉanies themselǀes and the industry oǀerall haǀe transĨormed their eĨĨiciency, signiĨicantly reducing costs, 
imƉroǀing Ɖroduction eĨĨiciency and realising real increases in caƉital eĨĨiciency ;see section ϲ͘1 outlining industry 
KWIsͿ͘ This Ĩundamental change has Ɖut the industry͛s Ĩuture on a more secure Ĩooting͘ 

T h e  E T F  h as a num b e r  of gr oup s w or king acr oss indust r y  t o ide nt ify  p ot e nt ial e fficie ncy  im p r ov e m e nt  op p or t unit ie s 
and realise saǀings aligned ǁith three Ŭey themes͗ �oͲoƉeration, �ulture and �ehaǀiours͖ ^tandardisation and 
Sim p lificat ion;  and Busine ss P r oce sse s.

Figure 27: The Efficiency Task Force Structure
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Indust r y  m ust  now  e nsur e  t h e  gains m ade  t o dat e  ar e  b uilt  up on and sust aine d. A n init ial im p act  analy sis sh ow s 
that uƉ to tǁoͲthirds oĨ the cost reductions haǀe the Ɖotential to ďe sustained, eǀen iĨ the oil marŬet recoǀers and 
Ɖrice imƉroǀes͘ ,oǁeǀer, achieǀing this ǁill taŬe continued commitment Ĩrom the entire sector͘  

T h is ch ap t e r  focuse s on h ow  t h e  E T F  h as p r ogr e sse d ov e r  t h e  last  y e ar  w it h  de liv e r y  fr om  e ach  of t h e  t h r e e   
w or k- st r e am s. R e gular  up dat e s on t h e  E T F  ar e  av ailab le  in t h e  ne w  E fficie ncy  H ub  on Oil & Gas UK’ s w e b sit e 24.

Business Processes
�usiness Ɖrocess imƉroǀement has a longͲstanding, Ɖroǀen tracŬ record oĨ driǀing 

outstanding ďusiness ƉerĨormance in many other industries, Ĩor eǆamƉle, in manuĨacturing 
and aerosƉace͘ Through the �T&, the Wroduction �ĨĨiciency TasŬ &orce and the  
Daintenance OƉtimisation GrouƉ oĨ Oil & Gas UK, industry eǆƉerts and sƉecialists 

h av e  collab or at e d t o p r oduce  a num b e r  of good p r act ice  guide line s t o dr iv e  b usine ss 
imƉroǀement, ǁhich are aǀailaďle to doǁnload Ĩrom the �ĨĨiciency ,uď͘ These are͗

•  Maintenance Optimisation Reviews – Shared Practice and Learnings
•  Guidance for the Efficient Execution of Planned Maintenance Shutdowns 
•  Tender Efficiency Framework
•  Guidelines to Maximise Compression System Efficiency 

A p p licat ion of t h e se  guide line s can h e lp  com p anie s dr iv e  m or e  e fficie nt  w or king p r act ice s and im p r ov e  
collab or at ion t h r ough out  t h e  sup p ly  ch ain.
പ

Standardisation and Simplification
TǁoͲthirds oĨ Ĩields aƉƉroǀed oǀer the last decade and the maũority oĨ Ĩuture Ɖroũects under 

conside r at ion ar e  e x p e ct e d t o b e  de v e lop e d v ia a sub se a t ie - b ack. T h e  p ot e nt ial of t h e se  
de v e lop m e nt s and ot h e r  sm all p ool r e se r v e s could b e  m ax im ise d b y  e m p loy ing m or e   
cost - e ffe ct iv e  w ay s t o cr e at e  sub se a de v e lop m e nt s. M or e  t h an t h r e e  b illion b oe  ar e  
cur r e nt ly  st r ande d in ar ound 35 0 unsanct ione d discov e r ie s t h at  ar e  e conom ically  

ch alle nging t o p r oduce . Indust r y ’ s cur r e nt  p r e fe r e nt ial b e sp oke  ap p r oach  cont r ib ut e s t o 
higher costs and longer Ɖroũect schedules͘ 

Subsea Standardisation – Guidelines on Adopting a Simplified and Fit for Purpose Approach25  is t h e  culm inat ion 
oĨ eǆtensiǀe ǁorŬ ďy the �T&͛s multiͲdisciƉlinary ^uďsea ^tandardisation GrouƉ, ǁhich inǀolǀed oǀer 70 industry 
e x p e r t s and 30 com p anie s. T h e  gr oup  h as de m onst r at e d t h r ough  r e al life  case  st udie s h ow  sub se a de v e lop m e nt s 
could b e  sim p lifie d and st andar dise d t o de liv e r  sav ings of b e t w e e n 15  and 30 p e r  ce nt  and b r ing r e se r v e s int o 
p r oduct ion m or e  cost - e ffe ct iv e ly . F our  ke y  t h e m e s h av e  e m e r ge d t h r ough  w h ich  sub se a de v e lop m e nt s could b e  
made more comƉetitiǀe, as illustrated in &igure 2ϴ͘ 

24 ^ee the �ĸciency ,uď at ǁǁǁ͘oilandgasuŬ͘co͘uŬͬeĸciency 
25  The ^uďsea ^tandardisation Guidelines are aǀailaďle to doǁnload at hƩƉ͗ͬͬ ďit͘lyͬ^uďAƉƉ17 

http://www.oilandgasuk.co.uk/efficiency
http://bit.ly/SubApp17
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 Figure 28: Subsea Standardisation Themes
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To aƉƉly the Ĩindings to a UK�^ ƉrosƉect, �entrica͛s test Wegasus Ĩield ʹ  a three ǁell tieͲďacŬ in the southern Eorth 
^ea ʹ ǁas chosen as a case study͘ Using a set oĨ adoƉted assumƉtions during the conceƉt select stage, the grouƉ 
ide nt ifie d sav ings of up  t o 25  p e r  ce nt  t h r ough  t h e  ant icip at e d ap p licat ion of t h e  sub se a st andar disat ion guide line s. 
This signiĨicantly imƉroǀed the economics oĨ the Ɖroũect and the ƉrosƉect oĨ Ɖrogression to deǀeloƉment, and 
oĨĨers the Ɖotential Ĩor cost oƉtimisation Ĩor other similar Ɖroũects͘ 

Figure 29: Range of Potential Savings from Centrica's West Pegasus Project

                                                                                     Zange oĨ Wotential ^aǀingsΎ
Wroũect Danagement and �ngineering 20.4%                                                      24.7 %
Wrocurement, DanuĨacture and &aďrication 14.8 %                                                      28 .3%
TransƉortation and Installation 16 .3%                                                      33.6 %
Ov e r all Sav ings 20.4%                                                      24.7 %

Ύ�eƉendant on selected Ĩield oƉtion                                                         ^ource͗ �entrica, Oil & Gas UK 

�heǀron is also aƉƉlying the standardisation ƉrinciƉles to a Ĩuture satellite suďsea tieͲďacŬ to its �aƉtain Ĩield, as 
ar e  ot h e r  op e r at or s h op ing t o ide nt ify  fur t h e r  cost - r e duct ion op p or t unit ie s w it h in t h e ir  p or t folios.

C om p anie s h av e  also inv e st igat e d h ow  t h e  sub se a st andar disat ion w or k could b e  ap p lie d t o ot h e r  ar e as of t h e  
industry͘ Amec &oster theeler, Ĩor eǆamƉle, is aƉƉlying the ƉrinciƉles across its asset liĨe cycle ďusiness and 
e m b e dding t h e m  w it h in it s b usine ss m anage m e nt  sy st e m . W h ile  anot h e r  E T F  w or k gr oup  is ap p ly ing t h e  p r act ice s 
to engineered Ɖroducts, ǁith a Ĩocus on ǀalǀes͘ A neǁ tool ʹ Guidelines for the Simplification of Engineered 
Products ʹ is due Ĩor Ɖuďlication later in the year͘
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Co-operation, Culture and Behaviours
�riǀing cultural change across industry, to one ǁith a relentless Ĩocus on eĨĨicient oƉerations, 

is ke y  t o e nsur ing t h e  p r ogr e ss m ade  is sust aine d. Giv e n t h at  cult ur al and b e h av iour al 
change is a Ŭey success Ĩactor right across the sƉectrum oĨ �T& Ɖroũects, the TasŬ &orce 
has deǀeloƉed a range oĨ tools and initiatiǀes to this end͗

•  Industry Behaviours Charter ʹ  a set oĨ Ĩiǀe high leǀel ƉrinciƉles to ensure that comƉanies 
e ngage  in an e fficie nt  and collab or at iv e  m anne r . M or e  t h an 5 0 com p anie s h av e  signe d up  t o 

t h e  ch ar t e r 26 .

•  Continuous Improvement Network ʹ connecting eĨĨiciency chamƉions Ĩrom across industry͘

•  Collaboration Index ʹ in ƉartnershiƉ ǁith �eloitte, the indeǆ ďenchmarŬs successĨul collaďoration across 
industry and shoǁs it is increasing across the ďasin͘ ,oǁeǀer, there is still scoƉe Ĩor imƉroǀement͘

•  Efficiency Roadshows ʹ  held ǁithin Oil & Gas UK memďer comƉanies so that emƉloyees can hear aďout the �T&͛s 
ǁorŬ, Ĩind out hoǁ they can get inǀolǀed and share their oǁn achieǀements in driǀing continuous imƉroǀements͘ 
M or e  t h an 5 00 p e op le  h av e  at t e nde d t h e se  e v e nt s so far  in 2017 . 

•  Efficiency Hub ʹ a neǁ online and interactiǀe �ĨĨiciency ,uď on the Oil & Gas UK ǁeďsite ǁill ŬeeƉ industry uƉ 
to date ǁith the latest adǀances in imƉroǀing eĨĨiciency͘ It is a oneͲstoƉ gateǁay to initiatiǀes, tools and ďest 
Ɖractice and includes comƉany case studies, as ǁell as the latest inĨormation aďout the �T& and its Ɖrogress͘ 
Around 100 comƉany case studies are included on the ,uď, outlining innoǀatiǀe ǁays oĨ ǁorŬing smarter and 
collab or at ing t o im p r ov e  e fficie ncy  and sust ainab ilit y . C om p anie s fr om  acr oss indust r y  ar e  e ncour age d t o 
p r ov ide  and dow nload case  st udie s t o e nsur e  t h at  know le dge  and e x p e r ie nce  is sh ar e d as w ide ly  as p ossib le .

The �T& ǁill continue to moǀe the eĨĨiciency agenda Ĩorǁard throughout the rest oĨ 2017 and into neǆt year, ǁith 
incr e ase d focus on com m unicat ing p r ogr e ss acr oss indust r y  and e nsur ing t h at  t h e  T ask F or ce ’ s out p ut s ar e  use d 
t o m ax im um  e ffe ct  and e m b e dde d w it h in day - t o- day  w or king p r act ice s.
 
പ

26  F ind out  m or e  ab out  t h e  Indust r y  Be h av iour s C h ar t e r  at  w w w .oilandgasuk.co.uk/ cult ur al- ch ange - t ools

http://www.oilandgasuk.co.uk/cultural-change-tools
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6 .4  F iscal P olicy

T h e  ch ange s t o t h e  UK up st r e am  oil and gas t ax  r e gim e  int r oduce d b y  Budge t s 2015  and 2016  h av e  h e lp e d cr e at e  
one oĨ the most comƉetitiǀe Ĩiscal regimes Ĩor uƉstream inǀestment gloďally ;see section ϲ͘2Ϳ͘ The recommitment 
t o t h e  Driving Investment Plan b y  t h e  C h ance llor  in Autumn Statement 2016 h as se nt  a st r ong m e ssage  t o inv e st or s 
and com p anie s alike . T h e r e  ar e  e ar ly  signs of inv e st or  confide nce  r e t ur ning w it h  som e  h igh  p r ofile  cor p or at e  de als 
announced this year already, as outlined later in this section͘ 

The Current Fiscal Regime
T h e  cur r e nt  t ax  r e gim e  ap p licab le  t o UK up st r e am  oil and gas act iv it ie s is b e sp oke  and h as e v olv e d ov e r  m or e  
than ϰ0 years͘ It is noǁ made uƉ oĨ tǁo main elements ʹ ZingͲ&ence �orƉoration Taǆ and ^uƉƉlementary �harge͘  
A third taǆ, Wetroleum Zeǀenue Taǆ, has ďeen Ɖermanently ǌeroͲrated ǁith eĨĨect Ĩrom 1 :anuary 201ϲ͘

�omƉanies that do not Ɖroduce oil and gas ďut ƉerĨorm associated actiǀities, Ĩor eǆamƉle doǁnstream reĨining or 
suƉƉly chain serǀices, are not suďũect to this ďesƉoŬe uƉstream taǆ regime and Ɖay mainstream �orƉoration Taǆ͘

All comƉanies, irresƉectiǀe oĨ ǁhether they are in or outside oĨ the Ɖroduction ringͲĨence, also Ɖay the usual 
direct and indirect taǆes, Ĩor eǆamƉle, caƉital gains, emƉloyment taǆes, sAT, leǀies and duties͘ Eone oĨ these taǆ 
Ɖayments are disclosed seƉarately Ĩor oil and gas comƉanies ďy ,er Daũesty͛s Zeǀenue and �ustoms, ďut these 
p ay m e nt s ar e  e st im at e d t o b e  in e x ce ss of £ 1 b illion and cont r ib ut e  t o t h e  w ide r  b e ne fit  of t h e  indust r y  t o t h e   
UK e conom y .

Ring-Fence Corporation Tax (RFCT) ʹ a taǆ on comƉany ƉroĨits similar to regular �orƉoration Taǆ, ďut at a higher 
rate oĨ ϯ0 Ɖer cent ;Ɖreǀiously uƉ to ϱ2 Ɖer centͿ͘ The rate oĨ Z&�T is set seƉarately Ĩrom the rate oĨ mainstream 
�orƉoration Taǆ in the UK, ǁhich ǁas at 20 Ɖer cent Ĩor 201ϲͲ17, and Z&�T ǁill not ďeneĨit Ĩrom the currently 
ant icip at e d de cr e ase  in C or p or at ion T ax  t o 17  p e r  ce nt  b y  2020. 

Supplementary Charge (SC) ʹ an additional taǆ comƉuted Ĩrom comƉany ƉroĨits similar to Z&�T, ďut Ĩinance costs 
are not deductiďle͘ This taǆ ǁas introduced in 2002͘ The rate is currently 10 Ɖer cent, ďut ǁas Ɖreǀiously as high 
as ϯ2 Ɖer cent͘ In 201ϱ, the Inǀestment Alloǁance ǁas introduced to alleǀiate this additional layer oĨ taǆ that the 
UKC S p ay s r e lat iv e  t o any  ot h e r  indust r y . T h e  A llow ance  m e ans com p anie s w h o inv e st  in t h e  b asin can r e cup e r at e  
caƉital and oƉerating eǆƉenditure against their ^� liaďilities, so that only Z&�T is leǀied on ƉroĨits at a rate oĨ ϯ0 
p e r  ce nt .

Petroleum Revenue Tax (PRT) ʹ a taǆ leǀied on Ĩields that receiǀed deǀeloƉment consent Ɖrior to 1ϲ Darch 1ϵϵϯ͘ 
tith eĨĨect Ĩrom 1 :anuary 201ϲ, WZT ǁas Ɖermanently ǌeroͲrated͘ 

The recent changes to loǁer the taǆ ďurden haǀe created a ďacŬdroƉ against ǁhich neǁ Ɖroũects are ďeing 
conside r e d.

^ƉeciĨic Ĩeatures oĨ the taǆ regime, including 100 Ɖer cent ĨirstͲyear �aƉital Alloǁances and the eǆtended aďility 
to carry ďacŬ losses Ĩor decommissioning costs, Ɖroǀide inǀestors ǁith conĨidence and security as they naǀigate 
t h e  ir r e gular  up st r e am  cash - flow  p r ofile . L ar ge  cap it al inv e st m e nt  is r e q uir e d b ot h  at  t h e  b e ginning of a fie ld’ s life  
w h e n it  is b e ing de v e lop e d and at  t h e  e nd aft e r  p r oduct ion h as ce ase d and t h e  fie ld is b e ing de com m issione d. 
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പFigure 30: Historic Upstream Tax Rates
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UKCS Production Tax Payments
The UK�^ has entered a diĨĨerent, more mature Ɖhase, characterised ďy challenges around materiality oĨ many 
Ɖroũects, maintenance oĨ Ŭey huďs and inĨrastructure, and emerging decommissioning actiǀity͘ Loǁ receiƉts 
Ĩrom direct Ɖroduction taǆes illustrate the tough time the industry has eǆƉerienced oǀer the last 2ϰ months, as 
sup p r e sse d oil and gas p r ice s h av e  le d t o a sh ar p  de cline  in p r ofit ab ilit y . T h e  p e r m ane nt  z e r o- r at ing of P R T  and 
t h e  r e duct ion in com b ine d R F C T  and SC  w e r e  p osit iv e  st e p s t o p r om ot e  inv e st m e nt  in t h e  b asin and w ill le ad t o  
long- t e r m  gains.

thile many, including ,D Treasury in Ɖreǀious Ĩorecasts, eǆƉected Ɖroduction taǆ receiƉts to ďe negatiǀe in  
201ϱͲ1ϲ, the eĨĨiciency driǀe led ďy industry ǁas a maũor Ĩactor in maŬing the outturn receiƉts Ĩor the year Ɖositiǀe 
at  £ 15 1 m illion. R e ce ip t s ar e  e x p e ct e d t o incr e ase  t o ar ound £ 1 b illion p e r  annum  ov e r  t h e  r e st  of t h e  de cade .
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Figure 31: Government Revenues from Oil and Gas Producti on Taxes
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Facilitati ng Access to Decommissioning Tax Relief
&urther adũustments to the Ĩiscal regime are still reƋuired to encourage caƉital inǀestment oǀer the longer term, 
as is clear Ĩrom the measures announced in the 2017 ^Ɖring �udget͘ ^ƉeciĨically, the industry needs a mechanism 
to transĨer taǆ history as Ɖart oĨ the sale oĨ oil and gas assets on the UK�^, so that a ďuyer can still oďtain Ĩull relieĨ 
for  de com m issioning liab ilit y  at  t h e  e nd of t h e  fie ld’ s life . T h e  cur r e nt  inab ilit y  t o t r ansfe r  t ax  cap acit y  associat e d 
w it h  an asse t  fr om  a se lle r  t o t h e  b uy e r  h as b e e n a b ar r ie r  t o inv e st m e nt  in t h e  UKC S. T h is is b e cause  of t h e  
taǆͲďased ͚ǀalue gaƉ͛ that arises Ĩrom misalignment in asset ǀaluation ďetǁeen a seller ǁith a long taǆ history and 
acce ss t o full t ax  r e lie f on de com m issioning and a b uy e r  w it h  no such  t ax  h ist or y . T h e  r e sult  of t h is de al b ar r ie r  is 
t h at  lat e - life  asse t s ar e  le ss like ly  t o b e  sold t o ne w  op e r at or s w h o b r ing fr e sh  inv e st m e nt  and b usine ss m ode ls t o 
t ur n non- cor e  int o cor e  asse t s.

Indust r y  h as b e e n w or king collab or at iv e ly  w it h  H M  T r e asur y  for  m any  y e ar s t o ide nt ify  an ap p r op r iat e  m e ch anism  
t o t r ansfe r  t ax  cap acit y . T h is p osit iv e  e ngage m e nt  is b e ing car r ie d int o t h e  2017  consult at ion on lat e - life  oil and 
gas asse t s and t h e  associat e d w or k of t h e  sp e cially  for m e d adv isor y  p ane l of t ax  e x p e r t s. If t h e  gov e r nm e nt  w e r e  
to Ɖroǀide certainty oĨ a solution in Autumn �udget 2017, it ǁould encourage Ĩurther deal Ĩloǁ and Ɖromote 
ne w  innov at iv e  b usine ss m ode ls in t h e  UKC S at  a t im e  w h e n ur ge nt  ne w  inv e st m e nt  is ne e de d in t h e  b asin. T h e  
E x ch e q ue r  w ould b e ne fit  fr om  cash - flow  adv ant age s due  t o de fe r r e d de com m issioning and t h e  b r oade r  gain 
associat e d w it h  fr e sh  inv e st m e nt  and act iv it y .



5 8

E C ONOM IC  R E P OR T  2 0 1 7

ϲ͘ϱ  Dergers and AcƋuisitions

H ist or y  w ould sugge st  t h at  an indust r y  dow nt ur n is t r adit ionally  follow e d b y  a p e r iod of aggr e ssiv e  acq uisit ion 
actiǀity, ǁith ďuyers looŬing to acƋuire cashͲstraƉƉed sellers͘ ,oǁeǀer, there ǁere limited eǆamƉles oĨ this oǀer 
the last three years, ǁith only Ψϴ ďillion ǁorth oĨ UK traded ǀalue in D&A deals ;this eǆcludes multiͲnational 
corƉorate deals such as the merger oĨ ^hell and �G GrouƉ ǁhich comƉleted in early 201ϲͿ͘ 

Figure 32: Total UKCS Upstream M&A Activity
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,oǁeǀer, the asset and corƉorate trading marŬet has ďecome more liƋuid in 2017͘  There haǀe ďeen many high 
p r ofile  up st r e am  acq uisit ions announce d ov e r  t h e  fir st  h alf of t h is y e ar  w it h  an e st im at e d UK t r ade d v alue  of ne ar ly  
Ψϲ ďillion comďined͘ The rationale ďehind the actiǀity has ǀaried, ďut Ĩeǁ deals ǁould Ĩall under the category oĨ 
Ĩinancial distress͘ Dore commonly, the transactions are driǀen ďy diǀerse tyƉes oĨ inǀestors, most notaďly Ɖriǀate 
eƋuityͲďacŬed comƉanies, looŬing to enter the marŬet at ǁhat they consider to ďe an oƉtimal time͘ On the seller͛s 
side, there has ďeen a miǆture oĨ smaller comƉanies looŬing to leaǀe the ďasin and Ĩocus on oǀerseas oƉƉortunities 
and maũors ǁhose incentiǀe to sell is driǀen ďy ƉortĨolio rationalisation and consolidation͘ It is imƉortant to note 
that the maũors do remain committed to the UK ǁith a Ĩocus on their largerͲscale assets, tyƉically Ĩound ǁest oĨ 
Sh e t land. A n incr e asing p e r ce nt age  of p r oduct ion int e r e st  is like ly  t o cont inue  b e ing sold t o sm alle r  com p anie s 
w it h  a div e r se  m ix  of funding.
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 Figure 33: Total Working Interest Production by Company

Top 10 UKCS Producing Companies

Source: Wood Mackenzie, Oil & Gas UK

All Other UKCS Producing Companies

In 2007, of 61 companies active in 
the basin, the biggest 10 producers 
owned 68 per cent of production

In 2017, of 68 companies active in 
the basin, the biggest 10 producers 
owned 58 per cent of production

There are a numďer oĨ reasons ďehind the uƉturn in D&A actiǀity seen so Ĩar this year͘  Wrimarily, the ǀaluation 
gaƉ ďetǁeen Ɖotential ďuyers and sellers has closed, enaďling deals to haƉƉen͘ Although uncertainty oǀer the oil 
Ɖrice still eǆists, the marŬet aƉƉears clearer than it has ďeen oǀer the last couƉle oĨ years͘ &urthermore, comƉanies 
haǀe ďeen ǁilling to Ɖut more Ĩleǆiďle deal structures in Ɖlace, mitigating doǁnside risŬ Ĩor ďuyers and creating 
uƉside Ɖotential Ĩor sellers͘ A tyƉical eǆamƉle oĨ this ǁould ďe a contingency Ɖayment ǁritten into the deal, only 
Ɖayaďle ďy the ďuyer iĨ a certain oil Ɖrice or Ɖroũect milestone is reached͘ �ecommissioning liaďilities haǀe also 
ďeen tacŬled using comƉleǆ structures, and this ǁill Ɖlay an increasing role ǁithin Ĩuture D&A deals as the UK�^ 
cont inue s t o m at ur e . A n e x p e r t  t ax  p ane l w ill adv ise  gov e r nm e nt  on h ow  t h is could b e st  b e  de alt  w it h  t h r ough  
the taǆ system rather than through comƉleǆ and timeͲconsuming commercial agreements ;see section ϲ͘ϰ on  
Ĩiscal ƉolicyͿ͘ 

&urther uƉstream D&A actiǀity is eǆƉected oǀer the remainder oĨ this year and into 201ϴ͘ Daũor oƉerators are 
like ly  t o t ake  st r at e gic acq uisit ions t o r e sh ap e  t h e ir  p or t folios and t o div e st  non- cor e  asse t s. T h is w ill offe r  fr e sh  
p r osp e ct s for  gr ow t h  t o sm alle r  com p anie s looking t o cap it alise  on m ar ke t  op p or t unit ie s. 

T h e  acq uisit ion of infr ast r uct ur e  int e r e st s b y  infr ast r uct ur e  funds and ot h e r  ne w  b uy e r s h as also cont inue d ov e r  
the last year͘  &or eǆamƉle, Ancala͛s ϯ0͘2ϴ Ɖer cent acƋuisition oĨ the ^cottish Area Gas �ǀacuation ^ystem and 
ϲ0͘ϱϲ Ɖer cent interest in the �eryl ƉiƉeline Ĩrom AƉache is ũust one eǆamƉle oĨ the transition Ĩrom historically 
op e r at or - ow ne d infr ast r uct ur e  t o m id- st r e am  conce nt r at e d com p anie s.

LargeͲscale mergers and acƋuisitions haǀe not ďeen limited to the uƉstream ďusiness, ǁith a numďer oĨ oilĨield 
serǀice comƉanies announcing deals oǀer the last 1ϴ months͘ Again, the tyƉe oĨ deal has ǀaried͘ ^ome comƉanies 
haǀe ďeen acƋuired aĨter struggling to adũust to the current Ɖrice enǀironment͘ Other deals haǀe ďeen driǀen ďy 
the desire to ǀertically integrate to oĨĨer a ǁider ͚oneͲstoƉͲshoƉ͛ solution͘ ^ome mergers haǀe ďeen incentiǀised 
b y  t h e  sy ne r gie s offe r e d b y  consolidat ing t w o b usine sse s int o one . One  com m on t h e m e  for  m ost  de als is t h at  t h e  
ne w  e nt it y  is ab le  t o offe r  m or e  innov at iv e  solut ions at  a low e r  cost  w it h  im p r ov e d e x e cut ion;  t h is is cr it ical t o t h e  
fut ur e  of t h e  UKC S.
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Chrysaor 

The company
C h r y saor  is a p r iv at e ly - funde d inde p e nde nt  UK oil and gas com p any . It  w as e st ab lish e d in 2007  and focuse s 
on de v e lop ing and com m e r cialising oil and gas incr e m e nt al r e sour ce s p r im ar ily  on t h e  UKC S. T h r ough  
its transaction ǁith ^hell, the comƉany is set to ďecome one oĨ the leading indeƉendent eǆƉloration 
com p anie s op e r at ing on t h e  UKC S. 

Details of the investment
C h r y saor  is b uy ing a div e r se  p ackage  of op e r at e d and non- op e r at e d asse t s in t h e  ce nt r al and nor t h e r n 
Eorth ^ea and ǁest oĨ ^hetland Ĩrom ^hell Ĩor Ψϯ ďillion͘ In 201ϲ, Ɖroduction Ĩrom the assets eǆceeded 
11ϱ,000 ďoeƉd, ǁhile the ĨiǀeͲyear aǀerage UO�s Ĩrom the assets are less than Ψ1ϱͬďďl͘ &urthermore, the 
de al is e x p e ct e d t o add p r ov e n and p r ob ab le  r e se r v e s of ar ound 35 0 m illion b oe  t o C h r y saor ’ s e x ist ing 
r e se r v e s b ase  and b r ings w it h  it  som e  h igh ly  com p e t e nt  and skille d st aff fr om  Sh e ll. T h e  de al is e x p e ct e d 
to comƉlete during the second halĨ oĨ 2017, aĨter the Ĩormal regulatory aƉƉroǀals are in Ɖlace͘
 
How is the company fi nanced?
The deal is ďeing Ĩunded ďy an inǀestment oĨ uƉ to Ψ1 ďillion Ĩrom ,arďour �nergy, an inǀestment ǀehicle oĨ 
�IG, as ǁell as Ĩrom Ĩunds managed ďy �IG, ũunior deďt Ĩinancing Ĩrom ^hell, and a Zeserǀes �ased Loan oĨ 
uƉ to Ψ1͘ϱ ďillion Ĩrom a syndicate oĨ leading international ďanŬs ǁith consideraďle Eorth ^ea eǆƉerience͘ 
�IG is one oĨ the oldest Ɖriǀate eƋuity Ĩirms eǆclusiǀely Ĩocused on the energy sector, sƉecialising in Ɖriǀate 
inv e st m e nt s in e ne r gy  and e ne r gy - r e lat e d infr ast r uct ur e  ar ound t h e  glob e . 

Why is the UK an att racti ve place to invest? 
C h r y saor  b e lie v e s t h e r e  is significant  ov e r looke d r e m aining p ot e nt ial on t h e  UKC S. C om b ine d w it h  
a Ɖolitically roďust enǀironment, the UK�^ is an attractiǀe Ɖlace to ďuild a largeͲscale eǆƉloration and 
p r oduct ion b usine ss. C h r y saor  b e lie v e s in t h e  UK Nor t h  Se a and t h e  fut ur e  of t h e  b asin and h as b e e n v e r y  
focuse d ov e r  t h e  last  fe w  y e ar s on acq uisit ion op p or t unit ie s. T h e  div e r se  se t  of m at e r ial asse t s include d in 
t h e  p ackage  fr om  Sh e ll r e p r e se nt s an ide al se t  of asse t s up on w h ich  t o gr ow  t h e  b usine ss.

What are the next steps? 
C h r y saor  aim s t o b e  a le ading inde p e nde nt  e x p lor at ion and p r oduct ion com p any  in t h e  UK and is com m it t e d 
to a groǁth strategy in the Eorth ^ea, a testament not only to the Ɖotential that remains on the UK�^ ďut 
also t o t h e  skills and e x p e r ie nce  b uilt  up  in t h e  UK’ s e ne r gy  indust r y  ov e r  t h e  p ast  40 y e ar s.

T h e  com p any ’ s im m e diat e  p r ior it y  is t h e  succe ssful com p le t ion of t h e  de al w it h  Sh e ll and safe  t r ansit ion 
to oƉeratorshiƉ͘ &olloǁing this, �hrysaor aims to eǆtend the Ɖroduction liĨe oĨ the assets in many ǁays, 
including enhanced recoǀery techniƋues, eǆƉloring nearͲĨield oƉƉortunities that lie around the ƉortĨolio, 
and addit ional b olt - on acq uisit ions. C h r y saor  aim s t o sust ain b ot h  it s p r oduct ion le v e ls and r e se r v e s b ase  
at current leǀels, Ĩocusing on eǆƉloration, aƉƉraisal and deǀeloƉment drilling to eǆƉloit the oƉƉortunities 
offe r e d b y  t h e  UKC S and sur r ounding ge ogr ap h ie s.

6 .6   Inv e st or  C ase  St udie s

Chrysaor

The company
C h r y saor  is a p r iv at e ly - funde d inde p e nde nt  UK oil and gas com p any . It  w as e st ab lish e d in 2007  and focuse s 
on de v e lop ing and com m e r cialising oil and gas incr e m e nt al r e sour ce s p r im ar ily  on t h e  UKC S. T h r ough  
its transaction ǁith ^hell, the comƉany is set to ďecome one oĨ the leading indeƉendent eǆƉloration 
com p anie s op e r at ing on t h e  UKC S. 

Details of the investment
C h r y saor  is b uy ing a div e r se  p ackage  of op e r at e d and non- op e r at e d asse t s in t h e  ce nt r al and nor t h e r n 
Eorth ^ea and ǁest oĨ ^hetland Ĩrom ^hell Ĩor Ψϯ ďillion͘ In 201ϲ, Ɖroduction Ĩrom the assets eǆceeded 
11ϱ,000 ďoeƉd, ǁhile the ĨiǀeͲyear aǀerage UO�s Ĩrom the assets are less than Ψ1ϱͬďďl͘ &urthermore, the 
de al is e x p e ct e d t o add p r ov e n and p r ob ab le  r e se r v e s of ar ound 35 0 m illion b oe  t o C h r y saor ’ s e x ist ing 
r e se r v e s b ase  and b r ings w it h  it  som e  h igh ly  com p e t e nt  and skille d st aff fr om  Sh e ll. T h e  de al is e x p e ct e d 
to comƉlete during the second halĨ oĨ 2017, aĨter the Ĩormal regulatory aƉƉroǀals are in Ɖlace͘

How is the company fi nanced?
The deal is ďeing Ĩunded ďy an inǀestment oĨ uƉ to Ψ1 ďillion Ĩrom ,arďour �nergy, an inǀestment ǀehicle oĨ 
�IG, as ǁell as Ĩrom Ĩunds managed ďy �IG, ũunior deďt Ĩinancing Ĩrom ^hell, and a Zeserǀes �ased Loan oĨ 
uƉ to Ψ1͘ϱ ďillion Ĩrom a syndicate oĨ leading international ďanŬs ǁith consideraďle Eorth ^ea eǆƉerience͘ 
�IG is one oĨ the oldest Ɖriǀate eƋuity Ĩirms eǆclusiǀely Ĩocused on the energy sector, sƉecialising in Ɖriǀate 
inv e st m e nt s in e ne r gy  and e ne r gy - r e lat e d infr ast r uct ur e  ar ound t h e  glob e . 

Why is the UK an att racti ve place to invest? 
C h r y saor  b e lie v e s t h e r e  is significant  ov e r looke d r e m aining p ot e nt ial on t h e  UKC S. C om b ine d w it h  
a Ɖolitically roďust enǀironment, the UK�^ is an attractiǀe Ɖlace to ďuild a largeͲscale eǆƉloration and 
p r oduct ion b usine ss. C h r y saor  b e lie v e s in t h e  UK Nor t h  Se a and t h e  fut ur e  of t h e  b asin and h as b e e n v e r y  
focuse d ov e r  t h e  last  fe w  y e ar s on acq uisit ion op p or t unit ie s. T h e  div e r se  se t  of m at e r ial asse t s include d in 
t h e  p ackage  fr om  Sh e ll r e p r e se nt s an ide al se t  of asse t s up on w h ich  t o gr ow  t h e  b usine ss.

What are the next steps? 
C h r y saor  aim s t o b e  a le ading inde p e nde nt  e x p lor at ion and p r oduct ion com p any  in t h e  UK and is com m it t e d 
to a groǁth strategy in the Eorth ^ea, a testament not only to the Ɖotential that remains on the UK�^ ďut 
also t o t h e  skills and e x p e r ie nce  b uilt  up  in t h e  UK’ s e ne r gy  indust r y  ov e r  t h e  p ast  40 y e ar s.

T h e  com p any ’ s im m e diat e  p r ior it y  is t h e  succe ssful com p le t ion of t h e  de al w it h  Sh e ll and safe  t r ansit ion 
to oƉeratorshiƉ͘ &olloǁing this, �hrysaor aims to eǆtend the Ɖroduction liĨe oĨ the assets in many ǁays, 
including enhanced recoǀery techniƋues, eǆƉloring nearͲĨield oƉƉortunities that lie around the ƉortĨolio, 
and addit ional b olt - on acq uisit ions. C h r y saor  aim s t o sust ain b ot h  it s p r oduct ion le v e ls and r e se r v e s b ase  
at current leǀels, Ĩocusing on eǆƉloration, aƉƉraisal and deǀeloƉment drilling to eǆƉloit the oƉƉortunities 
offe r e d b y  t h e  UKC S and sur r ounding ge ogr ap h ie s.
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Zennor Petroleum

The company
�ennor Wetroleum Limited is an indeƉendent UK oil and gas comƉany committed to the eǆƉloration, 
aƉƉraisal, deǀeloƉment, and Ɖroduction oĨ oĨĨshore hydrocarďons in the Eorth ^ea͘ Originally Ĩounded 
in 200ϲ as DWy �&W, the comƉany Ĩocuses on aƉƉraisal and deǀeloƉment oĨ eǆisting discoǀeries͘ �ennor 
currently has interests in the central and northern Eorth ^ea ǁith oil and gas Ɖroduction oĨ 2,ϱ00 ďoeƉd͘  

How is the company fi nanced?
In August 201ϱ, the comƉany ǁas acƋuired ďy Kerogen �aƉital, a ,ong KongͲďased Ɖriǀate eƋuity Ĩund 
m anage r  focuse d on t h e  int e r nat ional up st r e am  oil and gas se ct or . Ke r oge n m ade  an init ial com m it m e nt  
oĨ Ψ100 million to deǀeloƉ �ennor Wetroleum͛s eǆisting asset ďase ;including the licence containing the 
&inlaggan �iscoǀeryͿ͘ The Ĩunds also alloǁed the comƉany to eǆƉand the ƉortĨolio through Ĩurther 
acƋuisitions, ĨarmͲin oƉƉortunities and licensing rounds͘ Kerogen has since increased its total commitment 
to Ψϯ00 million͘ 

Details of the investment
�ennor Wetroleum has made raƉid Ɖrogress since its acƋuisition ďy Kerogen͘ In Darch 201ϲ, the comƉany 
p ur ch ase d a p ackage  of asse t s fr om  F ir st  Oil E x p r o L im it e d t h at  include d non- op e r at e d int e r e st s in four  
Ɖroducing Ĩields͗ Dungo, Donan, �acchus and �ormorant �ast͘ In AƉril last year, �ennor also successĨully 
drilled the &inlaggan aƉƉraisal ǁell and ǁas aǁarded ďlocŬ 2ͬϱď in the 2ϵth Licensing Zound in Darch 2017, 
w h ich  include s t h e  Sout h  W e st  H e at h e r  accum ulat ion.  

Why is the UK an att racti ve place to invest?
Z e nnor  P e t r ole um  se e s num e r ous op p or t unit ie s t o e x p loit  ap p r aisal and de v e lop m e nt  p ot e nt ial 
fr om  e x ist ing oil and gas discov e r ie s on t h e  UKC S. It  also conside r s acce ssib ilit y  t o sub sur face  dat a 
and an at t r act iv e  r e gulat or y  e nv ir onm e nt  as im p or t ant  for  com p anie s t o m ov e  for w ar d and de v e lop  
Ɖroũects ƋuicŬly͘

T h e  e ffor t s of t h e  UK Gov e r nm e nt  in m aking old dat ab ase s av ailab le  t o t h e  indust r y  t h r ough  
�ommon �ata Access Limited ;��AͿ haǀe also Ɖaid oĨĨ͘ &inlaggan, ǁhich ǁas discoǀered ďy �onocoWhilliƉs 
in 200ϱ, is an eǆamƉle oĨ ǁhere �ennor Wetroleum has ďeen successĨul at taŬing old seismic data and  
ap p ly ing ne w  t e ch nology  t h r ough  r e p r oce ssing t o ide nt ify  it s full p ot e nt ial.  

What are the next steps? 
&olloǁing the successĨul aƉƉraisal oĨ &inlaggan in AƉril 201ϲ, the comƉany eǆƉanded its internal 
deǀeloƉment Ɖroũect team͘ They haǀe conĨirmed that &inlaggan is a roďustly economic suďsea deǀeloƉment 
t h at  can b e  t ie d b ack t o ne igh b our ing infr ast r uct ur e  w it h  ap p r op r iat e  p r oce ssing cap ab ilit y  and cap acit y  
alr e ady  in p lace . T h e  com p any  h as alr e ady  e nt e r e d int o a p e r iod of e x clusiv it y  w it h  it s p r e fe r r e d 
inĨrastructure host and aims to haǀe the route Ĩinalised this year, along ǁith internal Ɖroũect sanction and 
OGA  F ie ld D e v e lop m e nt  P lan ap p r ov al. T h e  t ar ge t  for  fir st  gas is 2020. 

How could the UKCS become a more att racti ve investment desti nati on?  
Z e nnor  b e lie v e s t h e  indust r y  ne e ds t o cont inue  t o r e le ase  se ism ic dat a. T h e  gov e r nm e nt  could com p e l 
com p anie s t o r e le ase  se ism ic fie ld t ap e s w h e n t h e y  e x it  t h e  b asin and t h e  indust r y  could m ake  gr e at e r  use  
of t h e  dat a av ailab le  fr om  C D A ’ s online  p or t al. It s dat ab ase  sh ould act  as a ce nt r al r e p osit or y  for  t h e  UKC S. 
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Siccar Point Energy 

The company
^iccar Woint �nergy ǁas estaďlished in 201ϰ ǁith the aim oĨ ďuilding a leading UK indeƉendent, Ĩull cycle, 
eǆƉloration, deǀeloƉment and Ɖroduction comƉany͘ Its strategy is to ďuild a ƉortĨolio oĨ assets ǁhere 
it  can use  it s e x t e nsiv e  Nor t h  Se a e x p e r ie nce  t o cr e at e  v alue  t h r ough  follow - on inv e st m e nt  and gr ow  
reserǀes through inĨill drilling, liĨe eǆtension, neǁ deǀeloƉments or eǆƉloration͘

The ďusiness noǁ includes interests in three oĨ the largest UK assets ďy remaining reserǀes ;^chiehallion, 
Dariner and ZoseďanŬͿ, as ǁell as a ƉortĨolio oĨ additional material deǀeloƉment and eǆƉloration 
oƉƉortunities, many oĨ them oƉerated͘ tith around ϰ00 million ďoe oĨ discoǀered resources, it is the 
seǀenth largest resource holder on the UK�^, has one oĨ the largest resource holdings in the ǁest oĨ 
^hetlands, and a Ɖroduction ƉroĨile through to the 20ϱ0s͘

Details of the investment
^iccar Woint �nergy comƉleted tǁo signiĨicant acƋuisitions during the last 12 months͘ &irstly, an interest 
in the Dariner Ĩield, and then in :anuary this year, it acƋuired Austrian national oil comƉany ODs͛s entire 
UK b usine ss. 

How is the company fi nanced?
The comƉany is Ĩinanced through a comďination oĨ Ĩunds Ĩrom shareholders, �lue tater �nergy and 
�lacŬstone �nergy Wartners, as ǁell as a Zeserǀes �ased Loan Ĩrom a syndicate oĨ leading international 
b anks.

&ounded in 2011, �lue tater �nergy is a gloďal, middle marŬet energy Ɖriǀate eƋuity Ĩirm ďased in London͘ 
The Ĩirm Ɖrimarily targets Ɖriǀate eƋuity inǀestments in the gloďal energy suƉƉly chain, ǁhile Ɖartnering 
w it h  m anage m e nt  t e am s and using a ne t w or k of inv e st m e nt  and op e r at ing p r ofe ssionals.

Blackst one  E ne r gy  P ar t ne r s h as a r e cor d b uilt  on it s indust r y  e x p e r t ise  and p ar t ne r sh ip s w it h  m anage m e nt  
teams͘ It has inǀested oǀer Ψϴ ďillion oĨ eƋuity gloďally across a ďroad range oĨ sectors ǁithin the 
e ne r gy  indust r y .

Why is the UK an att racti ve place to invest? 
T h e r e  is st ill sub st ant ial p ot e nt ial in t h e  UKC S and Siccar  P oint ’ s p or t folio is ge ogr ap h ically  focuse d on 
w h e r e  it  se e s t h e  gr e at e st  gr ow t h  p ot e nt ial and longe v it y . T h is com b ine d w it h  a r e lat iv e ly  st ab le  and low  
r isk p olit ical clim at e  h as cle ar ly  de m onst r at e d t h at  glob al cap it al can b e  at t r act e d t o t h e  r e gion. 

What are the next steps? 
&olloǁing the ODs deal comƉletion in :anuary, the comƉany has Ĩully integrated ďoth ďusinesses and 
locat e d t h e  w h ole  t e am  in A b e r de e n. T h e  com p any  is going t h r ough  a r ap id gr ow t h  p h ase  w it h  Sch ie h allion 
r e ce nt ly  r e t ur ning t o p r oduct ion and M ar ine r  due  t o com m e nce  p r oduct ion in 2018 . T h e  com p any  w ill 
ďe inǀesting around Ψϱ00 million oǀer the neǆt tǁo years in these oƉƉortunities, as ǁell as Ɖrogressing 
addit ional gr ow t h  op p or t unit ie s in t h e  p or t folio. T h e se  include  dr illing an ap p r aisal w e ll in C am b o in 2018  
Ɖrior to deǀeloƉment sanction͖ Ɖrogressing ZoseďanŬ to Ɖroũect sanction͖ and unlocŬing the Ɖotential oĨ 
it s e x p lor at ion p or t folio.

Siccar Point Energy

The company
^iccar Woint �nergy ǁas estaďlished in 201ϰ ǁith the aim oĨ ďuilding a leading UK indeƉendent, Ĩull cycle, 
eǆƉloration, deǀeloƉment and Ɖroduction comƉany͘ Its strategy is to ďuild a ƉortĨolio oĨ assets ǁhere 
it  can use  it s e x t e nsiv e  Nor t h  Se a e x p e r ie nce  t o cr e at e  v alue  t h r ough  follow - on inv e st m e nt  and gr ow  
reserǀes through inĨill drilling, liĨe eǆtension, neǁ deǀeloƉments or eǆƉloration͘

The ďusiness noǁ includes interests in three oĨ the largest UK assets ďy remaining reserǀes ;^chiehallion, 
Dariner and ZoseďanŬͿ, as ǁell as a ƉortĨolio oĨ additional material deǀeloƉment and eǆƉloration 
oƉƉortunities, many oĨ them oƉerated͘ tith around ϰ00 million ďoe oĨ discoǀered resources, it is the 
seǀenth largest resource holder on the UK�^, has one oĨ the largest resource holdings in the ǁest oĨ 
^hetlands, and a Ɖroduction ƉroĨile through to the 20ϱ0s͘

Details of the investment
^iccar Woint �nergy comƉleted tǁo signiĨicant acƋuisitions during the last 12 months͘ &irstly, an interest 
in the Dariner Ĩield, and then in :anuary this year, it acƋuired Austrian national oil comƉany ODs͛s entire 
UK b usine ss. 

How is the company fi nanced?
The comƉany is Ĩinanced through a comďination oĨ Ĩunds Ĩrom shareholders, �lue tater �nergy and 
�lacŬstone �nergy Wartners, as ǁell as a Zeserǀes �ased Loan Ĩrom a syndicate oĨ leading international 
b anks.

&ounded in 2011, �lue tater �nergy is a gloďal, middle marŬet energy Ɖriǀate eƋuity Ĩirm ďased in London͘ 
The Ĩirm Ɖrimarily targets Ɖriǀate eƋuity inǀestments in the gloďal energy suƉƉly chain, ǁhile Ɖartnering 
w it h  m anage m e nt  t e am s and using a ne t w or k of inv e st m e nt  and op e r at ing p r ofe ssionals.

Blackst one  E ne r gy  P ar t ne r s h as a r e cor d b uilt  on it s indust r y  e x p e r t ise  and p ar t ne r sh ip s w it h  m anage m e nt  
teams͘ It has inǀested oǀer Ψϴ ďillion oĨ eƋuity gloďally across a ďroad range oĨ sectors ǁithin the 
e ne r gy  indust r y .

Why is the UK an att racti ve place to invest? 
T h e r e  is st ill sub st ant ial p ot e nt ial in t h e  UKC S and Siccar  P oint ’ s p or t folio is ge ogr ap h ically  focuse d on 
w h e r e  it  se e s t h e  gr e at e st  gr ow t h  p ot e nt ial and longe v it y . T h is com b ine d w it h  a r e lat iv e ly  st ab le  and low  
r isk p olit ical clim at e  h as cle ar ly  de m onst r at e d t h at  glob al cap it al can b e  at t r act e d t o t h e  r e gion. 

What are the next steps? 
&olloǁing the ODs deal comƉletion in :anuary, the comƉany has Ĩully integrated ďoth ďusinesses and 
locat e d t h e  w h ole  t e am  in A b e r de e n. T h e  com p any  is going t h r ough  a r ap id gr ow t h  p h ase  w it h  Sch ie h allion 
r e ce nt ly  r e t ur ning t o p r oduct ion and M ar ine r  due  t o com m e nce  p r oduct ion in 2018 . T h e  com p any  w ill 
ďe inǀesting around Ψϱ00 million oǀer the neǆt tǁo years in these oƉƉortunities, as ǁell as Ɖrogressing 
addit ional gr ow t h  op p or t unit ie s in t h e  p or t folio. T h e se  include  dr illing an ap p r aisal w e ll in C am b o in 2018  
Ɖrior to deǀeloƉment sanction͖ Ɖrogressing ZoseďanŬ to Ɖroũect sanction͖ and unlocŬing the Ɖotential oĨ 
it s e x p lor at ion p or t folio.
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7.  Glossary

bbl �arrel ;oĨ oilͿ ;one ďarrel с 0͘1ϲ m3 and 7͘ ϱϱ ďarrels с one tonneͿ

bcm �illion cuďic metres ;one metre3 с ϯϱ͘ϯ cuďic ĨeetͿ

BEIS �eƉartment Ĩor �usiness, �nergy & Industrial ^trategy

boe �arrel oĨ oil eƋuiǀalent ʹ this includes oil, gas and other hydrocarďons 
and eƋuates these ǁith oil, in energy eƋuiǀalent terms, so that a 
com m on m e asur e  can b e  m ade  of any  of t h e m

boepd Bar r e l of oil e q uiv ale nt  p e r  day

Brownfield A n oil or  gas fie ld alr e ady  in p r oduct ion

Brent As aƉƉlied to trading, the standard Ƌuality oĨ oil in �uroƉe and 
elseǁhere comƉrising a ďlend oĨ Ĩour Eorth ̂ ea crudes Ĩrom the �rent, 
�ŬoĨisŬ, &orties and Oseďerg Ĩields

Brexit �reǆit is the ƉoƉular term Ĩor the UKΖs intended ǁithdraǁal Ĩrom the 
E ur op e an Union

Bull market A marŬet in ǁhich share Ɖrices are rising, encouraging ďuying

Capital Allowances A  t e r m  use d t o de scr ib e  t h e  av ailab ilit y  of an im m e diat e  de duct ion 
against  R F C T  and SC  p ay m e nt s for  alm ost  all inv e st m e nt  e x p e ndit ur e  
incur r e d on t h e  UKC S

Carbon price T h e  am ount  t h at  m ust  b e  p aid for  t h e  r igh t  t o e m it  one  t onne  of C O2 
int o t h e  at m osp h e r e

CCS �arďon, caƉture and storage

CDA �ommon �ata Access Limited ;a suďsidiary oĨ Oil & Gas UKͿ

Cost-plus contracts A  cont r act  w h e r e  a cont r act or  is p aid for  all it s allow e d e x p e nse s t o a 
se t  lim it  p lus addit ional p ay m e nt  t o allow  for  p r ofit

CO2 �arďon dioǆide ;one oĨ the siǆ greenhouse gases under the  
Kyoto ƉrotocolͿ

CO2e C ar b on diox ide  e q uiv ale nt  

CoP C e ssat ion of p r oduct ion

CT �orƉoration Taǆ ;see also Z&�TͿ

Cushion gas T h e  m inim um  v olum e  of gas r e q uir e d in a st or age  r e se r v oir  t o p r ov ide  
t h e  ne ce ssar y  p r e ssur e  t o de liv e r  gas t o cust om e r s w h e n r e q uir e d

Direct employment T h ose  e m p loy e d b y  com p anie s op e r at ing in t h e  e x t r act ion of oil and 
gas and associat e d se r v ice s

EMV E x p e ct e d M one t ar y  V alue

Enhanced loss flexibilities �nhanced aďility to carry ďacŬ or carry Ĩorǁard losses, esƉecially ǁith 
regard to decommissioning losses, to generate a reƉayment oĨ taǆ
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E C ONOM IC  R E P OR T  2 0 1 7

ETF E fficie ncy  T ask F or ce

EU E ur op e an Union

FDP F ie ld D e v e lop m e nt  P lan

FID F inal Inv e st m e nt  D e cision

FPSO &loating, Ɖroduction, storage and oĨĨloading ǀessel

GDP (Gross Domestic Product) A  m e asur e  of an e conom y

GHG Gr e e nh ouse  gas

IEA Int e r nat ional E ne r gy  A ge ncy

Indirect employment E m p loy m e nt  as a r e sult  of sup p ly  ch ain e ffe ct s cause d b y  oil and gas 
sector actiǀity͘ &or these comƉanies, eǆtraction oĨ oil and gas and 
associat e d se r v ice s w ill b e  one  p ar t  of a w ide r  b usine ss

Induced employment E m p loy m e nt  sup p or t e d b y  t h e  r e dist r ib ut ion of incom e  fr om  t h e  oil 
and gas se ct or

Investment Allowance A  b asin- w ide  cap it al inv e st m e nt - b ase d allow ance  against  a com p any ’ s 
SC  liab ilit y

IRR Int e r nal R at e  of R e t ur n

Jack-up rig Se lf- cont aine d com b inat ion dr illing r ig and b ar ge  w it h  le gs t h at  can b e  
r aise d and low e r e d inde p e nde nt ly  ont o t h e  se afloor

M&A M e r ge r s and acq uisit ions

million boepd M illion b ar r e ls of oil e q uiv ale nt  p e r  day

MER UK Daǆimising economic recoǀery Ĩrom the UK�^ ;reĨ͘ the tood ZeǀieǁͿ

mtoe M illion t onne s of oil e q uiv ale nt

NBP Eational �alancing Woint ;Ĩictional location in �ritain ǁhere the ET^ is 
notionally in ďalance and at ǁhich the trading oĨ gas taŬes ƉlaceͿ

National Transmission System H igh  p r e ssur e  gas t r ansm ission sy st e m  in Br it ain op e r at e d b y  Nat ional 
Grid ʹ the ͚motorǁay͛ netǁorŬ Ĩor gas

OGA Oil and Gas A ut h or it y

OGTC Oil & Gas T e ch nology  C e nt r e

OPEC Or ganisat ion of P e t r ole um  E x p or t ing C ount r ie s

P&A Wlugging and aďandonment ;oĨ ǁellsͿ

Production efficiency T h e  t ot al annual p r oduct ion div ide d b y  t h e  m ax im um  p r oduct ion 
p ot e nt ial of all fie lds on t h e  UKC S

PRT P e t r ole um  R e v e nue  T ax

p/th Wence Ɖer therm ;Ĩor gasͿ

Reserves H y dr ocar b ons t h at  ar e  ant icip at e d t o b e  r e cov e r e d fr om  know n 
accum ulat ions fr om  a giv e n dat e  for w ar d
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Resources P r oduct iv e  p ot e nt ial assum ing no e conom ic or  t im e  const r aint s

RFCT Zing &ence �orƉoration Taǆ ;as aƉƉlied to uƉstream oil and gas 
Ɖroduction in the UKͿ

SC ^uƉƉlementary �harge ;a corƉorate taǆ aƉƉlied to uƉstream oil and 
gas Ɖroduction in addition to Z&�TͿ

Semi-submersible rig Use d for  de e p w at e r  dr illing. T h e y  h av e  b allast e d colum ns t o r e m ain on 
locat ion b y  e it h e r  m oor ing line s or  dy nam ic p osit ioning sy st e m s. Use d 
for  e x p lor at ion and de v e lop m e nt  dr illing.

Small pools F ie lds in t h e  siz e  r ange  of 0 t o 5 0 m illion b oe  for  w h ich  t h e r e  is no p lan 
nor  int e nt ion t o de v e lop  a p lan b y  op e r at or s

Subsea tie-back   ^uďsea tieͲďacŬs usually connect small reserǀoir accumulations, 
deǀeloƉed using suďsea trees and maniĨolds, ďacŬ to a host ƉlatĨorm 
for  onw ar d p r oce ssing and or  t r ansp or t at ion

UKCS UK C ont ine nt al Sh e lf

Unconventional resources R e sour ce s t h at  ar e  p r oduce d or  e x t r act e d using t e ch niq ue s ot h e r  t h an 
t h e  conv e nt ional m e t h od

UOC Unit  op e r at ing cost

US Lower 48 States All the states in the United ^tates that are adũoining

Wildcat well E x p lor ing for  oil and gas in an unp r ov e n ar e a

WTO W or ld T r ade  Or ganiz at ion
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