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1. Foreword

W e lcom e  t o Oil & Gas UK’ s 2017  Economic Report  Our annual re ort once more re ects a challenging 
usiness en ironment against hich industry has een in action to im ro e its com etiti eness, 

ma imise economic reco ery and osition itsel  e ecti ely to ensure longer term sustaina ility

The sector has done much to address its cost ase and ursue the e ciency needed to com ete in the 
current en ironment  hile it has een, and continues to e, relentlessly demanding or many eo le  oth 

ro essionally and ersonally  it is really good to see com anies increasingly commi ed to em racing 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 re ort sho s, industry initiati es are hel ing to esta lish a culture ocused on im ro ing o erational 
e ecti eness, streamlining usiness rocesses and contri uting to tangi le increases in ca ital e ciency ithout 
com romising on sa ety  The Oil & Gas UK led ciency Tas  orce has een instrumental in hel ing to catalyse 
p an- indust r y  sust ainab le  ch ange .

om anies ha e deli ered unit o erating cost im ro ements greater than in any other asin in the orld 
since 201  Although the maturity and com le ity o  the UK ontinental hel  UK  means it remains a 
more e ensi e asin in hich to o erate, this is still a asin orth in esting in, ith e citing hydrocar on 
o ortunities, esta lished in rastructure, access to a orld class su ly chain, a highly s illed or orce,  
as ell as a glo ally com etiti e scal regime

There are tentati e signs that in estor con dence is starting to return to the sector, and to the UK  O er the 
rst hal  o  2017, almost  illion as in ested in UK  asset and cor orate ac uisitions  That trend is set to 

continue throughout this year and into 201  ith Total s ro osed ac uisition o  aers  Oil announced ust 
e ore u lication  The sector continues to su ort o er 00,000 o s across the economy, ut as this is around 

one third lo er than the ea  in 201 , it could threaten core ca a ilities ithin the su ly chain i  acti ity does 
not ic  u  The latest analysis sho s the decline et een 201 1  as shar er than re iously antici ated, 
ho e er, there is e idence that the rate o  o  loss is no  slo ing to a reduction o  around 1 ,000 in 2017 
com ared to almost 0,000 in 201

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 
otential in estment o ortunities currently sit in com any usiness lans  Industry ill ha e to stay the course 

in terms o  sa ely and relentlessly im ro ing its e ciency and reducing its cost to ensure these o ortunities 
ecome usiness realities in the near term, and that our hard on rogress is not lost in any u turn

The UK Go ernment s 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 
o  and asset trading can also e assisted y ena ling the trans er o  ta  history et een sellers and uyers 

o  orth ea oil and gas assets  The industry has resented com elling e idence or change, hich should e 
include d in t h e  A ut um n Budge t  2017 . 

otential in estors also re uire clarity as to ho  the UK ill res ond to the macro economic im act o  re it  
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 ro ide a ital art o  the energy mi  Our industry needs rictionless access to mar ets and eo le 
or our su ly chain and rotection o  energy trading and the internal energy mar et, hich ha e hel ed ro ide 

secure, a orda le energy to the UK or decades  
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The current lo  le el o  e loration and a raisal acti ity remains a serious concern as it is ital to re lenish 
roduction ith ne  de elo ment o ortunities  The recently launched 0th O shore Licensing ound  

o ers com anies the o ortunity to id or resh acreage and an interesting in entory o  yet to e de elo ed 
disco eries  o e er, it remains a challenge or com anies to e a le to commit limited unds or e loration 
acti ity in the ongoing do nturn

Gi en all o  the a o e, e should still ta e con dence in our achie ements to date as e loo  to the uture  The 
otential o  our industry is ca tured in ision 20 , hich sho s that the UK can continue to deli er hundreds o  
illions o  ounds in re enue through the oil and gas sector o er the ne t generation and eyond  hile se ng 

us the challenge o  ma imising the alue o  our indigenous resources, ision 20  also see s 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 .

ith this longer term ie , the UK  needs to continue to com ete ith other oil and gas roducing regions as 
ell as romote the contri ution that oil and gas can continue to ma e to the energy mi  o er decades to come  

The UK ill need to ensure its energy su ly is secure, a orda le and as lo car on as economically ossi le, 
and our indigenous o shore oil and gas resources ha e a ey contri ution to ma e  Glo al oil and gas demand 
is orecast to rise y 2  er cent et een no  and 20 , and so ill continue to ha e a crucial role to lay in 
satis ying the orld s need or energy  

The UK e artment or usiness, nergy & Industrial trategy con rms that oil and gas ill remain ital sources 
o  energy  uelling trans ort, o er generation, heating and industrial usage  orecasting that it ill su ly 
around t o thirds o  domestic energy demand in 20  

There is a com elling need or a clear energy olicy rom go ernment, hich can ro ide the long term 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 ma e a con incing case that the sector should e at the heart o  the UK Go ernment s 
Industrial trategy  The strategy should recognise the sector s signi cant contri ution to the economy through 
indigenous roduction that lo ers im ort re uirements, through generating e che uer re enues, y ro iding 
em loyment or hundreds o  thousands o  s illed eo le across our su ly chain, and deli ering a secure su ly 
o  energy  A s eci c ector eal or the oil and gas industry ill also e needed and e are or ing closely ith 
many other organisations to de elo  a coherent usiness case      

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 
ossi le are met through domestic resources  Last year, 17 illion orth o  oil and gas as roduced rom 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 go ernment can a ord to orgo  

Deirdre Michie, 
Chief Executive, Oil & Gas UK
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 Last year, oil and gas ro ided 7  er cent o  the UK s rimary 
energy, 0 er cent o  hich as satis ied rom 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  
y 20 , according to the e artment or usiness, nergy  

& Industrial trategy, and there ore needs to e a ital 
com onent o  an energy olicy that considers a orda ility, 
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 
su ort o er 00,000 o s in the UK

•   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  
o  the country, ser icing oth domestic acti ities and e orting 
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.

  Oil mar ets remain olatile, although dated rent a eraged 
1  er arrel l  o er the irst si  months o  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   

0 ence therm th  in e ruary, e ore the mar et 
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. 

  The long term im act o  re it is uncertain, ith 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 orld Trade Organi ation rules, or could e reduced y 
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 ontri ution 

T h e  Busine ss E nv ir onm e nt

Security of Supply

Environmental 
SustainabilityA orda ility

£
The 

Energy 
Trilemma

6

om anies in ol ed in oil and gas acti ity
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reati ng a Long Term 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 o  the country, and central to this ill e de elo ing 
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 remain

         
○  roduction has increased y 1  er cent since 201 ,

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 o erating costs UO s  almost hal ed o er 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 

1  er arrel o  oil e ui alent this year
○  The asin needs resh ca ital in estment, ith 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 

e enditure, ut remained ust 7 er cent o  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  
com etiti e, ith UO  im ro ements 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.

  Almost  illion orth o  UK traded alue as announced 
o er the irst hal  o  this year, a sign of confide nce  r e t ur ning 
t o t h e  b asin.

UK onti nental hel  
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 uel o ering our economy, our 
trans ort net or  and our heating systems, ro iding o er 
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, rene a les ca acity ill gro  rimarily or electricity 
generation, ut not uic ly enough to dis lace ossil uels  Oil and gas 
is still e ected to com rise t o thirds o  the energy mi  in 20  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 
a orda le and secure uture energy su ly hile achie ing emissions 
reduction targets  

The ene ts o  meeting domestic oil and gas demand rom indigenous 
sources o  roduction are ides read  The UK ontinental hel s 
UK  resources are critical to security o  energy su ly to minimise 

im ort de endencies  ithout domestic roduction, the UK ould 
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, hich ould ha e increased the UK s alance o  trade de cit 
b y  alm ost  5 0 p e r  ce nt .

The industry also currently su orts o er 00,000 o s in the UK  
Although this is around  er cent elo  the ea  in 201 , the le el 
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 
acti ity egins to ic  u  es ite most o  the UK s reser es lying o  
the coast o  cotland, the alue generated rom the industry is s read 
across the entire country  The di erse and highly s illed su ly chain 
anchored here also acts as an e ort hu , 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 hel  the UK achie e its climate change 
targets  atural gas is an a orda le, relia le, relati ely lo er car on 
uel that can ll rene a le energy intermi ency ga s  It has already 

hel ed the UK achie e signi cant emissions reductions in o er 
generation y dis lacing highly car on intensi e uels such as coal  A 
reduction in emissions released during the roduction o  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 
ma imising domestic roduction ill reduce reliance on uel im orts 
t h at  can b e  m or e  car b on int e nsiv e .
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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 e ui alent mtoe  and 77 mtoe o  natural gas  illion cu ic metres  i ty er cent o  this net demand as 
m e t  b y  r e sour ce s fr om  t h e  UKC S1, ith the rest satis ied through im orts  ithout domestic roduction, 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 UK s total rimary 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  
e ected to e o set y energy e iciency gains  According to UK Go ernment orecasts, o erall domestic rimary 
energy su ly is e ected to all aster than demand, and so the UK ill ecome more reliant on uel im orts 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, ith lo er consum tion o  coal and nuclear, is still e ected to meet t o thirds o  its energy demand 
w it h  oil and gas in 2035 2  es ite rogressi e decar onisation in electricity generation o er the last e  years,  
hydrocar ons are less easy to re lace in the other ma or usages such as trans ort, heating and industrial use   

ith u  to an estimated 20 illion arrels o  oil and gas e ui alent le t to reco er on the UK , domestic o shore 
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 ey com onent o  energy su ly or decades to come  The industry s  UK ma imising economic 
reco ery rom the UK  strategy ill maintain this indigenous oil and gas roduction, in turn, minimising im ort  
de p e nde ncie s and e nsur ing se cur it y  of e ne r gy  sup p ly .

1 e artment or usiness, nergy & Industrial trategy I , Digest of the UK Energy Statistics 2017
2 BP Energy Outlook 2017 

9
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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
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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 lo er car on uture, urther su stantial im ro ements in energy e iciency com ined ith ma or 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 
a ro riate alance et een meeting greenhouse gas G G  emission reduction targets ith the need or 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 200 , the UK has set am itious targets to reduce emissions y 0 er cent o  
1 0 le els y 20 0  These targets are outlined in ar on udgets, mandated y legislation, to hel  com at 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 demand  Gi en that energy demand routinely e ceeds the total a aila le su ly o  rene a le energy, gas has a 
cr it ical r ole  in p r ov iding e ne r gy  st or age  cap acit y . 

atural gas is an a orda le, relia le, relati ely lo car on uel that has hel ed the UK achie e signi icant 
G G emission reductions in the o er generation sector y  er cent on 1 0 le els3 , dis lacing highly  
car on intensi e coal  urthermore, u grading to more e icient and modern gas condensing oilers or domestic 
heating, hich release similar amounts o  O2 as electric heat um s, can hel  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 
e a destination uel in the o er sector  in hea y industry articularly o er the longer term hen cou led 
ith car on ca ture and storage  and in heating and trans ort  olla oration et een go ernment and 

industry is ey to esta lishing an energy olicy that alances a orda ility, security o  su ly and en ironmental 
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 ides read de loyment o   ill lay to the strength o  the UK oil and gas su ly chain, hich 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  
trans era le s ills and no ledge  or e am le in geoscience, su sea engineering and a rication  can uild 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 reser oirs o shore  lectri ication, car on o set and car on a atement 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, arch 2017 
4 ee h cired net u lications cired201 a ers I 201 1 27 nal d  

http://cired.net/publications/cired2015/papers/CIRED2015_1327_final.pdf
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uring o shore o erations, emissions arise rom o er generation re uired to rocess ell luids, treat oil and gas 
to e ort s eci ication, and sa ely accommodate sta  on o shore installations  The reduction o  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 
201 , these emissions made u  less than  er cent o  the UK s o erall emissions

In 1 , UK u stream G G emissions ea ed at 2  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 
rom ne  ields ith more e icient technology  tighter regulations  and the decommissioning o  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 
rame or  or emissions reduction  Oil and Gas Authority OGA  data sho  that industry initiati es ha e hel ed 
roduction e iciency increase rom 0 er cent in 2012 to an a erage o  7  er cent in 201 , hile data rom 

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 allen since 201  In 201 , des ite an increase in roduction, this do n ard trend continued ith a car on 
emission intensity o  22,000 tonnes er million arrels o  oil e ui alent oe 5 .

The industry has im lemented se eral initiati es aligned ith reducing emissions, including

•  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

 educing system lea ages e g  rom lare stac

•  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

 ro osed unding or the Oil & Gas Technology entre OGT  to research, de elo  and de loy ne   
 low - car b on t e ch nologie s 
  

5  Oil & Gas UK’ s Environment Report ro ides more in ormation on atmos heric emissions rom the industry   
 The u lication is a aila le to do nload at oilandgasu co u en ironmentre ort 

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 sho  that the oil and gas sector continues to su ort o er 00,000 o s in the UK through direct 
e m p loy m e nt 6 , indirect em loyment7  and o s that are induced 8  b y  t h e  se ct or ’ s w ide r  e conom ic cont r ib ut ion. 

hile hundreds o  thousands o  o s across the UK are still su orted y the sector, the latest estimate re resents 
o er 1 ,000 e er o s than ere su orted in 201 9 and 1 0,000 e er than the ea  o  o er 0,000 o s in 
201  o e er, o er the last 12 months, the ace o  contraction has slo ed signi icantly to ust 2 er cent, 
com ared ith annual contractions o  1  er cent and 1  er cent in 201  and 201 , res ecti ely

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

2013 2014 2015 2016 2017
D ir e ct , 00 1, 00 7, 00 2 , 00 2 , 00
Indir e ct 1 ,100 20 ,100 1 ,100 1 0, 00 1 1, 00
Induce d 20 ,200 21 , 00 17 , 00 1 , 00 1 2,000
T ot al 0, 00 , 00 7 , 00 1 , 00 02,200
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6   Those em loyed y com anies o erating in the e traction o  oil and gas and associated ser ices  
7   m loyment as a result o  su ly chain e ects caused y oil and gas sector acti ity  or these com anies, e traction o   
   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   m loyment su orted y the redistri ution o  income rom the oil and gas sector  
9  The 201  em loyment estimate has een re ised do n rom 0, 00 in the Economic Report 2016 to 1 , 00 as ne   
   e enditure estimates and re ised go ernment statistics ha e ecome a aila le
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Although some com anies are still reducing headcount, articularly as su ly chain com anies continue to co e 
ith lo  acti ity le els and a lac  o  uture ro ects, the slo do n in em loyment 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  
ha e also e ol ed  uring 201  and 201 , the industry as ocused on lo ering headcount as a ay o  uic ly 
reducing costs  o e er, in 2017, changes a ear to e more trans ormational aimed at creating a sustaina le 

or orce or the long term  or e am le, there are more instances o  or orce contraction due to synergies 
made through mergers and ac uisitions &A  or due to e iciencies unloc ed ithin usinesses see section 

Loo ing ahead, the le el o  acti ity on the UK  and the a ility o  UK ased usinesses to in contracts o erseas 
ill largely determine the num er o  o s su orted y the sector  irect o s, most closely lin ed to o erating 

e enditure, are li ely to e more sta le in the near term  This is in art than s to recent e iciency im ro ements 
hel ing e isting acilities e tend their economic limit and continue o erations or longer  Indirect o s, more closely 
lin ed to ca ital in estment, ha e a less certain outloo  as they are reliant on ne  ro ect sanctions  Induced o s 
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 ace challenges in a tough economic climate, the im ortance o  ositi e and roacti e 
or orce engagement to hel  deli er a sustaina le long term uture ecomes e er greater, on and o shore   

A com elling and clearly articulated ision o  the uture has een ormed see section  that can hel  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 UK s domestic acti ities, ut also orm glo al centres o  e cellence that e ort goods and ser ices 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 
e ertise re uired to re are a lat orm or remo al, regional areas o  e cellence ha e e ol ed and de elo ed 
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 ollo  see o erlea  demonstrate the regional s read o  the domestic su ly chain  These are di erse  
multi illion ound ro ects  one a ro n ield de elo ment and another a decommissioning rogramme  that 
ha e relied hea ily on the UK su ly chain or the highest uality goods and ser ices, ensuring sa e deli ery   
Oil & Gas UK estimates that, in 201 , e ery 1 million o  e enditure y the oil and gas industry sustained around 
nine indirect o s and a urther eight induced o s across the UK economy

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

 

ource  om anies ouse
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Supply Chain for the Quad 204 Project 
A ter 1  years o  o erating in harsh conditions and roducing nearly 00 million oe, the O loating, roduction, 
storage and o loading essel  ser icing the chiehallion and Loyal ields, 17  ilometres est o  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 

 the Glen Lyon  a com lete u grade o  the su sea in rastructure  and the start o  a ma or drilling cam aign  The 
ro ect is e ected to unloc  a urther estimated 0 million oe, e tending the li e o  the ields eyond 20  

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 manu acture the s ecialist e ui ment associated ith the uad 20  ro ect, as ell as the engineering 
e ertise re uired or the su sea control system and hoo u  and commissioning, are ell esta lished 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 1  o  these contracts ere o er 10 million in alue, more than hal  o  hich ere a arded to com anies 
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  

ro ect  one o  the largest su sea a rication orders laced in the UK in 0 years  Other ey contracts ere 
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 su ly chain also ro ided e ertise in rocurement, logistics, training 
and assurance, as ell as a ariety o  s ecialist engineering su ort o shore  hile many o  these contracts ere 
a arded in the A erdeen region, in ecting ca ital into the city and its surrounding areas, the su ly chain as 
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 
rom com le  ro ects such as this allo s lessons to e e orted glo ally  
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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
A ter 0 years o  o erations, the rent ield, north east o  the hetland Islands, is reaching the inal stage o  
its li e cycle  ince it as disco ered in 1 71, the rent ield o erations ha e roduced o er three illion oe, 
contri uted more than 20 illion in go ernment ta  re enue in today s money , and created and sustained 
thousands o  o s  At its ea  in 1 2, the rent ield as roducing more than 00,000 oe er day oe d , 
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 our large roduction lat orms  three concrete gra ity structures ra o, harlie and elta  
and one steel ac et Al ha  rent elta ceased roduction in 2011, and rent Al ha and rent ra o in 201  
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. 

lanning or decommissioning the ield started in 200  and rent decommissioning is an iconic, multi illion
ound ro ect  It is one o  the largest decommissioning ro ects to ta e lace on the UK  due to the si e and 

com le ity o  the acilities and inter related in rastructure, its age, remote location, and the harsh en ironment 
o  the orth ea  hell su mitted its dra t ecommissioning rogramme to the e artment or usiness, nergy 
& Industrial trategy I  in e ruary 2017  A 0 day u lic consultation commenced on  e ruary 2017 and 
e nde d on 10 A p r il 2017 . 

The rent ield is a 0 0 oint enture et een hell and sso, ith hell as o erator, and they ha e in ested 
illions o  ounds in rent in rastructure, including a 1 2 illion rede elo ment ro ect in the 1 0s that 

signi icantly e tended the li es an o  the ield  Throughout the rent ield s history, tens o  thousands o  o s 
ha e een created or rent o erations, many o  them highly s illed, and there ha e een huge ene its 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 eo le onshore and o shore are em loyed on the rent o erations and the 
decommissioning ro ect  The rent decommissioning ro ect is or ing ith o er 100 north east o  cotland 
com anies in a ide range o  ca acities and disci lines  Additionally, or  is eing conducted y A le UK Limited 
in Teesside, north east ngland, ith some study or  carried out in the etherlands y the Allseas Grou  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 

ro ect s end to 202 , it is currently antici ated to e around  er cent on UK local content  

hell has een re aring or, and conducting, an e tensi e range o  engineering decommissioning acti ities 
including  lugging and ma ing sa e the 1  ells across the rent ield  strengthening  the underdec s  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   

lat orm to sides  reco ering oil and gas de ris across the rent ield and remo ing the oil  no n as attic oil    
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.

ell lugging and a andonment &A  is one o  the ey acti ities in decommissioning, re resenting close 
to hal  o  the total s end on a ty ical ro ect  ince 201 , 2 di erent contracts ha e een in ol ed in 

ell &A acti ity on the rent ield  e enty er cent o  these contracts are ith A erdeen ased irms, 
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 ser ices ro ided y the UK su ly chain ha e included  en ironmental im act assessments and  
re aratory studies in su ort o  the decommissioning rogramme  sta eholder engagement, eri ication 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  
structures  and site remediation  The rent ro ect demonstrates that the s ill set e ists or these acti ities across 
t h e  UK. 
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The to side on the rent elta lat orm, eighing 2 ,200 tonnes, as success ully remo ed in a single li t y 
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 
to side ill sustain around 0 local o s, and A le has also created three ne  a renticeshi s  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 su orting the de elo ment o  the emerging decommissioning sector  As demand increases, 
there ill e urther o ortunities or the UK su ly chain to ca italise y de elo ing ey s ills, ca a ility and 
ca acity to ser ice the local mar ets, and to e ort this e ertise internationally  

O  the ro ect s end since 201 , igure  sho s the s read o  or  contracted to com anies ased in the UK

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 signi cant changes to the usiness 
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 rices and olitical and regulatory issues, most 
nota ly re it, ha e dominated the agenda  Against this ac dro , 
industry has ursued e ciency im ro ements aimed at dri ing 
trans ormational change

olatility in oil and gas mar ets has continued o er the rst si  months 
o  this year, although there are some signs o  oil rice reco ery rom 
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  

0 er cent higher o er the rst hal  o  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 
un redicta le, ith the ma or uncertainty eing the resilience o  
su ly ollo ing the glo al reduction in in estment

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  
rst hal  o  2017 than it as last year, ut the rice has dro ed ac  

since  Although demand or gas is orecast to continue to rise o er  
the ne t decade, the ace o  gro th ill not match that o  su ly in  
a mar et here roduction costs ha e allen ra idly o er recent years

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  
ill e considered hen in estors are assessing o ortunities on 

the UK  In the short term, the ea ening o  terling in res onse 
to re it as ositi e or many oil and gas com anies, articularly 
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 

ro ensity to e ort  o e er, in the long term, there are still a ide 
range o  otential a roaches to ho  the UK ill lea e the U, each 

ith di erent im lications or the oil and gas industry  Oil & Gas UK, 
on ehal  o  its mem ers, has em hasised to go ernment the need to 
maintain a strong oice in uro e, ena le continued rictionless access 
to mar ets and la our, and to rotect 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 

1  er arrel l  o er the irst si  months o  this year, com ared ith l o er the same eriod last 
year  The rice ell ac  elo  l in une, re resenting a se en month lo  against the ac dro  o  rising 
glo al su ly, ut it has reco ered slightly since  

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 

12 l o er a three year eriod et een uarter one 2011 and uarter three 201 , e ore rices ell to  
l y the end o  201  There as a slight increase in rice o er the irst hal  o  201  e ore another decrease 

sa  the a erage rice dro  to a trough o  0 7 l in anuary 201 , the lo est since 200  The rogressi e 
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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Glo al oil demand is orecast to e 7  million oe d this year, an annual increase o  1  million oe d on 201  
Although demand is gro ing, this is orecast to e the second consecuti e year hen the rate o  gro th has 
slow e d10  This is artly due to the slo ing e ansion o  the hinese economy, ith an annual rimary 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 su ly side, out ut cuts declared y O  in o em er last year ha e ta en e ect in the irst hal  o  this 
year  O er the irst e  months o  the agreement, com liance rates ere ery high, ith outturn su ly rom O   
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 o  O , it as ormally announced that the 1  million oe d cut in out ut 
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 o  201  o e er, the announcement did little to ro ide an u li t to the mar et, instead shi ting rices 
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 A  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 h on com 2 a 2

http://www.iea.org/oilmarketreport/omrpublic
http://on.bp.com/2xaD2v8
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O er the short term, su ly ill continue to dominate rice e ectations  According to etro Logistics, out ut rom 
those committed to the O  agreement increased y more than 00,000 oe d in uly com ared ith the irst 
hal  o  2017, hich mar s the third consecuti e month o  reduced com liance as certain mem ers  commitment 
to the agreement alters  urthermore, gro ing olumes rom countries such as igeria and Li ya that are e em t 
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 re uire a reduction in out ut rom O , ut also a gradual reduction o  oil in entories, many o  hich 
ar e  h e ld in Nor t h  A m e r ica.

Onshore shale roduction rom the U  Lo er  tates more than dou led et een 2011 and 201 , dri ing an 
increase in total U  out ut to around 12  million oe d, hich has remained lat o er the last t o years  es ite 
the ressures on glo al oil rice, out ut has increased y o er 00,000 oe d during the irst hal  o  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 o er t o years  Alongside urther roducti ity im ro ements rom e isting ells, roducers ha e een 
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, e could see a erage annual glo al demand e ceed su ly or the irst time in more than three years  I  
signs o  a change in demand are not a arent y the third uarter o  this year, then there could e calls or urther 
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  day ahead gas rice has a eraged  ence therm th  o er the irst hal  o  this year, 0 er 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 
or rices to e higher o er inter months hen demand is higher, the im act as heightened o er the inter o  

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 allen uite ra idly since, reaching a daily lo  o  2  th in une this year, almost 0 er cent elo  the daily 
high o  0  th at the start o  e ruary, and sho s little sign o  structural reco ery in a mar et de ined y a large  
glob al ov e r sup p ly .

12 ource  U  nergy In ormation Administration 
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Figure 12: Day-Ahead NBP Nominal Gas Price
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ough storage acility, the largest seasonal storage acility in the UK, has e erienced ongoing o erational 
ro lems o er the last t o years  In une last year, o erations ere tem orarily ceased leading to entrica 
torage announcing this summer that the acility ill not e returning to in ection and storage o erations 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  

ia le and, as a conse uence, the remaining 2 illion cu ic metres cm  o  cushion gas ill e roduced and the 
fie ld w ill ce ase  t o b e  use d as a st or age  facilit y 13. 

hi ers ill loo  to alternati e o tions or storage, ith much eing deli ered ia the interconnector rom 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  
uture ithout ough, hich accounted or o er 70 er cent o  total ritish storage ca acity, ill ut 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 actors such as regional and glo al su ly and inter tem eratures

13 ee centrica com ne s cessation storage o erations rough 

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

ollo ing the UK s decision to lea e the uro ean Union U  last year, the UK Go ernment stated its intention to 
materially change the country s relationshi  ith the U, as outlined y rime inister Theresa ay s 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 ree mo ement o  eo le, the UK s mem ershi  o  the ingle ar et and ustoms Union, 
and o ersight o  the uro ean ourt o  ustice, returning so ereignty to the UK arliament  In lace o  current U 
mem ershi , the go ernment ould see  a com rehensi e ree Trade Agreement et een the UK and the U  

Although much o  the detail regarding the UK s ithdra al remains un no n, an assessment is o ered 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 o  the U re erendum sa  signi icant olatility in inancial mar ets  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 

ac ers, articularly those rom o erseas, that their in estments ill not e negati ely im acted  

es ite this uncertainty, there ere some short term ositi es or some sectors o  UK usiness  On the morning 
immediately a ter the U re erendum result, terling ell to its lo est le el against the dollar since uly 1 , 
closing at 1  15  ithout any change to rices, UK e orts ecame more com etiti e o ernight 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 a aila le to do nload at h it ly 2 an m 
15   ee an  o  ngland h it ly 2uK Uu

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 roducers, there as an additional ositi e ene it to margins arising rom 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 
mar et ene itted most rom the ea er ound, in some instances increasing re enues y more than 10 er 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 ollo ing the re it result, UK stoc  indices er ormed ery ell  This is in art ecause UK listed 
com anies ha e income in oreign currency, ut also indicates that in estors elie ed the short term ene it o  
more com etiti e e orts su iciently out eighed the longer term uncertainty to create a ull mar et  o e er, 

oth the T  and AI  all share indices ha e allen ac  since the General lection result on  une, rein orcing 
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 ill lea e the U, each ith di erent im lications or the oil and gas industry  o e er, 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 scenarios  This analysis encom asses the hole oil and gas sector in the UK, oth u stream 
and dow nst r e am .

The rimary o ecti e o  a tari , here one is a lied, is to rotect a domestic industry  o e er, trade in natural 
resources such as oil and gas, here a domestic mar et cannot e created i  resource is not a undant, is ty ically 
su ect to ero or ery lo  tari s  Tari s are o ten a lied to re ined roducts gi en that the re ining rocess can 

e underta en locally  Other roducts, many o  hich are used throughout the oil and gas su ly 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%

ource  orld Trade Organi ation
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In 201 , as a mem er o  the U, a ro imately 7  illion orth o  oil and gas related goods and ser ices ere 
traded et een the UK and the rest o  the orld 1 illion o  goods and 12 illion o  ser ices  This e uates 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 7  illion o  traded goods and ser ices can e ro en do n urther, as sho n in igure 1

•  £ 5 2 b illion of fue l t r ade
   1 illion o  im orts, 7 illion o  hich came rom the U
   21 illion o  e orts, 1  illion o  hich ere e orted to the U

  illion o  non uel trade su ly chain goods
    illion o  im orts, ust under hal  o  hich came rom the U
    illion o  e orts, ust under hal  o  hich ere e orted to the U

•  £ 12 b illion of se r v ice s
    illion o  im orts, ust under hal  o  hich came rom the U
    illion o  e orts, around hal  o  hich go to the U

This trade, oth im orts and e orts, came at a cost o  around 00 million in direct tari  ayments, 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  O ce or ational tatistics 201  data are a aila le to do nload at h isual ons go u u trade artners 

http://visual.ons.gov.uk/uk-trade-partners
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To assess the im act o  lea ing the U, t o di erent re it scenarios ha e een modelled

•  Fresh opportunity scenario  here y the UK negotiates minimal tari s ith the U and im ro ed tari s and 
a oura le trade agreements ith other non U nations  In this scenario, the direct cost o  trade alls to around 

£ 5 00 m illion p e r  annum . 

•  World Trade Organization (WTO) scenario  here y the UK is not a le to negotiate ne  trade deals and 
re erts to TO rules  In this scenario, the direct cost o  trade increases to around 1 1 illion er annum

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 atterns remain unchanged

Figure 17: Annual Direct Tariff Costs Under Different Scenarios for the  
Whole Oil and Gas Sector
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At around 2 er cent o  the total alue o  trade, e en under the TO re it scenario, the direct tari  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 e under signi icant ressure rom a sustained glo al do nturn  on tari  arriers that may arise ost re it, 

hich are ar harder to uanti y, may e o  greater concern to industry and increase the cost o  trade urther  
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otential non tari  arriers to trade include

•  Mobility of labour  O  the 00,000 o s su orted y the industry, more than hal  are em loyed either directly 
y oil and gas com anies, or indirectly through the su ly chain see section  or more detail on industry 

em loyment  Around 10 er cent o  that or orce comes rom outside o  the UK, ith around hal  o  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 com liance administration, ut also otentially undermine ey ro ects and o erations

•  Customs processes  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 ace customs chec s at U orders  Any delays or added ureaucracy 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  The Great e eal ill ill loo  to trans ose all e isting U la  a lying to 
the UK into UK la  directly here ractical  o e er, the uture relationshi  et een the UK and the U ill 
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 rocedures such as certi ication, testing and ins ection

Oil & Gas UK has em hasised the need or redicta ility or the industry, articularly at a time hen 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  
negotiations

•  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.   

E C ONOM IC  R E P OR T  2 0 1 7
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5.  Creating a Long-Term Future

In Sum m ar y

In a ra idly changing energy landsca e, 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 
actors  irstly, the success ul im lementation o  the industry s  

 UK strategy is critical to ma imise otential reco ery rom 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 su ly chain must ocus on di ersi ying 
and dee ening its interests in the UK  hile collecti ely gro ing its 
e ort otential to ca ture as much o  the glo al energy mar et  
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 go ernment or  together to ma imise e isting and realise ne  
o ortunities in the UK o shore oil and gas sector

E conomic R eport 2 017  
-  F acts and F igures
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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 
roduction, ro ided they are com etiti e on oth cost and against other orms o  energy  As ell as e ui ing 

itsel  to meet the UK s  orecast demand, the oil and gas industry must also recognise it has a role to lay in 
acilitating a smooth transition to a lo er car on economy see section 2 or more in ormation

To hel  achie e this, the UK s oil and gas industry has de elo ed a ision or the sector out to 20  ision 20  
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 

ounds in additional re enue or the UK economy o er the ne t 20 years

1  UKCS production scenario see the lue lines in igure 1  elo   ocuses on deli ering an additional  
three illion oe a o e the aseline scenario, hich ro ects that around 7  illion oe o  oil and gas ill e 
p r oduce d fr om  2016 - 35 . 

2  Supply chain scenario see the red lines in igure 1  elo    ocuses on increasing the total re enue generated 
y the industry s su ly chain et een 201  To unloc  this alue, the su ly chain must anchor and gro  

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

0

5

10

15

2 0

2 5

3 0

3 5

4 0

20
14

20
15

20
16

20
17

20
18

20
19

20
20

20
21

20
22

20
23

20
24

20
25

20
26

20
27

20
28

20
29

20
30

20
31

20
32

20
33

20
34

20
35

Re
ve

nu
e/

Tu
rn

ov
er

 (£
 B

ill
io

n 
-2

01
6 

M
on

ey
)

  B aseline Supply  Chain Turnov er f rom E x ports

  V ision Supply  Chain Turnov er f rom E x ports

  B aseline Gross Production R ev enue

  V ision Gross Production R ev enue

Source: OGA

   



1

2

3

4

5

6

7

8

9

10

11

3 5

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 see  to ursue i  it is to ma imise its economic alue  As such, the aseline scenarios should 
not e inter reted as no urther in estment  scenarios, ut more as challenging status uo  scenarios here y 
the industry continues to in est ut does not ma e any undamental changes in the ay it o erates  Li e ise, the 

ision scenarios illustrated in igure 1  are not sim ly a de iction o  a high in estment case  they ill re uire 
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   
com etiti eness o  the UK  hich must e sustained o er time see section  There are t o areas in hich 
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 

here the di erentiating actors include roducti ity, cost, gross and net margin, and materiality o  ields 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 
actors include a orda ility, security o  su ly, en ironmental sustaina ility, and storage and trans orta ility 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 ell as im ro ing glo al com etiti eness, a clear energy olicy  technological ad ancement  the de elo ment 
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 dri e industry to ards the ision see igure 1  o erlea  

The ision ser es to

•  Raise awareness  communicate a consistent story that rings the o ortunity to li e
•  Generate interest   create road interest in ision 20  y ma ing it rele ant to all audiences
•  Align on outcome  uild strong illingness rom all sta eholders to get ehind ision 20  ith  

aligne d le ade r sh ip
•  Facilitate action   secure commitment to action y demonstrating ositi e e am les
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Figure 19: The Key Components to Achieve Vision 2035

Global 
Competi ti veness 

Technology

Skills

Energy Policy

Trade and 
Exports

 nsure the industry is ositi oned to ca ture a large share o  an e er gro ing 
glob al e ne r gy  m ar ke t

 uild com eti ti e  scal and regulatory regimes to incenti ise in estment
 onti nually im ro e the e   ciency o  the asin, dri ing do n unit o erati ng costs 
fur t h e r  w h ile  ensuring industry hu s are e  er connected through hysical and 
digit al infr ast r uct ur e

 Anchor ca a ility and e erti se in the UK y deli ering sustained in estment 
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 o  ne  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

 Increase the num er o  trained engineers and encourage greater ta e u  o  science, 
technology, engineering and mathemati cs T  su ects, arti 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 o  s ills

•  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 roducti on meets as much o  domesti c demand as ossi le 
y ma ing the UK  the most e   cient asin in the orld 

•  onti nue ith research and de elo ment ro ects to ma e oil and gas less emission 
intensi e, sati s ying the need or lo er car on uels as art o  the energy mi

•  aintain ricti onless access to mar ets to ena le glo al trading o  oil and gas related 
roducts, e en as the UK lea es the U

•  e elo  the e ort ca a iliti es o  the UK s orld class su ly chain so it conti nues 
eyond  nal economic reco ery rom the UK

•  lan a go ernment rogramme that romotes the ca a iliti es o  the oil and gas su ly 
chain, including su ort or small and medium si ed enter rises
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eli ering in these areas to achie e ision 20  ill re uire an integrated olicy a roach  It must unite  UK, 
industry s dri e to ma imise reco ery rom the UK , ith the UK Go ernment s Industrial trategy, hich see s 
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 
eing ta en y industry to sa eguard its uture  In anuary 2017, the UK Go ernment 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 dri ing gro th across the hole country  Go ernment in ited res onses rom industry and, a ter e tensi e 
consultation ith mem ers, associations and other trade odies, Oil & Gas UK su mitted a res onse to the u lic 
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 o  energy su ly, as ell as setting out ision 20  and the signi icant o ortunity 
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 
su mission ro oses that the Industrial trategy should incor orate s eci ic recommendations, in alignment ith 

 UK  Oil & Gas UK has also su mitted a res onse to the cottish Go ernment s nergy trategy consultation  
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 a er is a aila le to do nload at h it ly 2g1 Gt

http://bit.ly/2g198Gt


3 8

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

W it h in t h e  Industrial Strategy Green Paper, the go ernment set an o en door 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 

ithin hich they could ta e action to trans orm their strategic ros ects and need the go ernment to inter ene, 
here ractical, to ma imise the chance o  success

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 
su mission to go ernment  The other mem ers o  the grou  are  I , ecom orth ea, International Association 
o  rilling ontractors, ast o  ngland nergy Grou , O  nergy, OGT , u sea UK, nergy Industries ouncil 
and OGA .
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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   
o  industry ey er ormance indicators K Is  o er the last  
12 months  roduction is still rising, dri en y continued rogress 

in im ro ing roduction e ciency and e er ro ect e ecution so 
that start u s are increasingly coming on stream on time and ithin 

udget  Unit o erating costs UO s  are e ected to e around  
1 oe this year, ma ing ro n eld in estments more a ealing  

and hel ing to e tend economic eld li e  

hallenges remain, ho e er, and the industry is in urgent need 
o  resh ca ital in estment, much o  hich may come rom ne  
entrants to the asin  This is true across all areas o  the usiness, rom 
e loration and a raisal through to de elo ment o  ne  ro ects 
and lat e - life  m anage m e nt  of olde r  asse t s.

A ra  o  &A acti ity seen o er the rst hal  o  2017, orth almost 
 illion in UK  asset and cor orate urchases, is a strong ote o  

con dence in a asin that has sho n im ressi e resilience through  
t h e  m ar ke t  dow nt ur n. 

It hel s that the UK  is a more a racti e lace to in est or the  
long term than it had een re iously, ith UO  im ro ements 
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  

een ositi e ith the highest ta  rate alling rom 1 er cent to  
0 er cent o er the last three udgets  The UK no  has a scal 

regime that ran s among the to  uartile in terms o  re ta  alue 
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 o ortunity to ourish o er the ne t e  years,  
ma imising its contri ution to the UK economy
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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  
asset ocused usiness structures rather than traditional unction led models  hallenges remain, ho e er, 
and the industry is in urgent need o  resh ca ital in estment across all areas, rom e loration and a raisal  
through to de elo ment o  ne  ro ects and late li e management o  older assets

Figure 21: Industry Key Performance Indicators18

18  All nancials sho n in 201  money
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Development Wells Spudded

roduction 
incr e ase d t o 

6 30 m illion b oe  
in 201 , the 

h igh e st  since  
2011 

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

in 201 , hal  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 
201 , 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 
201 , the lo est 

since  197 1
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 illion in 201 , 
dow n fr om  a h igh  

of £ 15  b illion 
 in 2014

a ital e ciency 
im p r ov e m e nt s and 

e ecution o  smaller 
ro ects ha e dri en 
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O erational 
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ar ound £ 7  b illion 
in 201 , a 0 er 
cent reduction 

since  2014
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New Field Approvals

ine ne  elds, 
or signi cant 

rede elo ments, 
st ar t e d in 2016

Only  t w o ne w  
elds ere 

a ro ed in 201 , 
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 o  e enditure, 
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
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Production
et een 201  and 201 , roduction on the UK  increased y 1  er cent  a signi icant achie ement gi en 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 im ro ed er ormance o  e isting assets has een at the heart o  recent im ressi e out ut, ith 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  

oint increase in roduction e iciency o er the last year is signi icant, adding around 12 million oe to the asin 
 the e ui alent to one year o  roduction rom the eighth largest ield in the UK

As ell as getting more rom the e isting asset ase, signi icant ne  ca acity has een 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 201  Laggan, Tormore, on y, olan, A iat, ygnus, Alder, rathes and colty , ith a urther se en in the irst 
hal  o  this year chiehallion uad 20 , allater, tella, ha , lyndre, Kra en and ayley  These 1  de elo ments 

ill contri ute o er 00,000 oe d in the second hal  o  2017  A urther 12 ields are due on stream y the end o  
ne t year, increasing the contri ution rom recent de elo ments to around 00,000 oe d  y the end o  201 , 
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 
start u s come on stream as antici ated and e isting assets maintain recent u time im ro ements  o e er, 
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 o ortunities that remain unde elo ed on the UK  are mostly uncon entional, such as the est o  
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 e amining the otential o  uncon entional resources in tight gas lays, ith early estimated reco era le 
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 
signi icant olumes, e en ithin the most mature areas o  the asin

Operating Costs
I  the remaining otential o  the UK  elie ed to e u  to 20 illion oe  is to e realised, lo er o erating 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 
o erate otential ne  assets com etiti ely com ared ith other asins see section 2 or a glo al com arison  

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   
0 oe to around 1 oe  This reduction as dri en y the remo al o   illion o  o erational e enditure 

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  
im ro ements can e sustained in the long term, e en i  mar et conditions im ro e and the industry mo es 
out o  its current do nturn see section  or more on the iciency Tas  orce  It is orecast that o erational 
e enditure ill remain sta le rom no  through to 201 , ith urther room or UO s to dro  i  roduction 
increases in line ith e ectations  Oil & Gas UK orecasts that UO s could all to 1 oe y the end o  this year
 

19 roduction e ciency is the total annual roduction di ided y ma imum roduction otential o  an asset  
20 ind out more a out urricane nergy s or  on ractured asement lays at h s cld o 0 20 
21 ee h it ly 2in 2

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, oth glo ally and ithin the UK  In 201 , only t o ne  de elo ments gained a ro al, releasing less than 

00 million, com ared to 2011 and 2012 hen 1  and 22 ro ects, res ecti ely, ere sanctioned  Only one ne  
ield as a ro ed in the irst si  months o  2017, ringing less than 0 million o  associated ca ital  Although 

there is o timism that around i e other ne  de elo ments could e a ro ed in the second hal  o  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 o  in estment o ortunities in the asin, ith almost 0 illion o  otential ca ital 
de elo ment ro ects ithin com any usiness lans  Around t o thirds 2  illion  o  this is related to 
modi ications and rede elo ments o  currently roducing ields, ith around one third 1 1 illion  associated 

ith ne  de elo ments currently under consideration  o e er, less than t o thirds o  this 0 illion is ie ed 
as ha ing a greater than 70 er cent chance o  rogressing in current mar et conditions, hich 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 asin o er the last t o years see section , ith di erent in estment dri ers, some o  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 disco ery and su se uent e aluation o  yet to ind resources  o e er, drilling acti ity 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 irst hal  o  2017 ith only i e e loration ells and one a raisal ell drilled  o e er, 
some ildcat ells are scheduled or later in the year targeting large reser es hich, i  success ul, could re u enate 
e x p lor at ion dr illing on t h e  UKC S.

ighty se en de elo ment ells ere s udded in 201 , a 0 er cent decline on 201  and the irst time since 
1  that e er than 120 de elo ment ells ere drilled in a single year  ith ust 7 de elo ment ells s udded 
during the irst si  months o  this year, there is no sign o  an u tic  in acti ity  Although more recent de elo ment 
conce ts o ten re uire less roducing ells than has ty ically een the case, the decline in de elo ment 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  
in rastructure egins to e remo ed, there may not e an o ortunity to drill ost oned de elo ment ells 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 re enues ell y 0 er cent on a erage et een 201  and 201 , and are e ected to all y a urther  

 er cent in 2017  The all in income has contri uted to a signi icant reduction in the num er o  o s su orted 
y industry to an estimated 02,000 in 2017 see section  or more on industry em loyment  o e er, 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 o ortunity lies in the nascent decommissioning mar et, ith this eing the only increasing area 
of e x p e ndit ur e  in t h e  UKC S in 2016 22  Through to 202 , it is estimated that o er 17 illion ill e s ent 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 e iciently as ossi le, ro iding sco e or the su ly chain to de elo  s ills and e ertise that can 

e e orted to other asins  onetheless, des ite the otential usiness in this area, it is idely acce ted 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. 

2  Glo al om etiti eness

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 com any  rom su er ma ors through to small ri ate e uity ac ed roducers  has a choice hen 
deciding here to in est their ca ital  ith easier access to in ormation and a highly mo ile or orce, 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 uni uely measures the com etiti eness o  an oil and gas ro ince  ros ecti ity, 
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 
inding, de elo ment, o erating and decommissioning costs characterise the inancial com etiti eness and, 
hen com ined ith the iscal and regulatory regime, hel  determine the o erall economic attracti eness o  the 

o ortunity to the in estor  The maturity and ca a ility o  the su ly chain are also an im ortant 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 dri e in estment decisions, articularly hen ca ital is in short su ly  ommonly 
used criteria include  

i  et resent alue  ost ta   and ected onetary alue 
ii  Internal ate o  eturn I  
iii  a ital Intensity I   calculated as  ost ta in estment re ta
i  ay ac   the time ta en to reco er the initial in estment   

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 inancial health o  a ort olio  ith UO s almost hal ed since 201 , the UK  has im ro ed its com etiti eness 
more than any other com ara le asin  The cost reductions ha e een greatest across drilling, ells and logistics, 

here they ha e greatly out aced the glo al a erage  e ertheless, the asin remains the most e ensi e to 
o erate in, on a erage, as sho n y igure 22  

Figure 22: Unit Operating Costs in Offshore Oil and Gas Producing Regions 
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Although the a erage UO  a ears relati ely high in the UK at 1 0 oe, this includes the cost o  o erating 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  
o  o erating e enditure than in other less com le  asins  hen loo ing solely at roducing ields, the  

eighted a erage UO  o  the UK  as 1 20 oe in 201  The median a erage ield UO  is e en lo er, at 
ust o er 10 oe, indicating that a small num er o  assets ith a ery high UO  s e  the mean  Indeed, o er  

t o thirds o  UK  assets, accounta le or almost three uarters o  roduction, ere o erating at under  
1 oe in 201

Figure 23: UKCS Field Level Unit Operating Costs, Mean versus Median, 2016
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ost reductions ha e not only een common lace or o erational assets, ut also or those under de elo ment  
Again, the rogress made in the UK has een greater than in other asins, ith igure 2  sho ing the e ected 
tra ectory o  the UK  ersus the or egian ontinental hel  ot only ha e UK costs dro ed urther, 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  
elt that around t o thirds o  UK  cost reductions seen across su sea ca ital ro ects ould e 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 re resents a more attracti e destination or in estors than it did t o years ago, there is no  
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 themsel es rom oil and gas o ortunities  ood ac en ie estimates that o er 1 trillion has een 
cut rom glo al u stream in estment udgets et een 201 20  o, hile the UK has im ro ed its relati e 
com etiti eness, this has een o set y the act that the a etite or oil and gas in estment has shrun  glo ally
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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  
e loration s end on the UK  ell in line ith the a erage o er this eriod, it is one o  only three asins here 
technical reser es disco ered ha e increased, along ith gy t and the U  Gul  o  e ico  

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 
ith other o shore ro inces here larger roducing ields o er greater economies o  scale  o e er, the 
otential o  the UK remains e citing, ith o ortunities such as the ractured asement lays est o  hetland  

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 asin  Although, these o ortunities are not o  the same scale as recent multi illion arrel 

disco eries such as ohann erdru  or ay, 2010  or ohr gy t, 201 , and tend to come at a higher disco ery 
cost, they can e easily rought to mar et and monetised  

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 
e isting in rastructure, as ell as ta ing ad antage o  the e ce tional geological understanding in the UK

23 UK, enmar , or ay, etherlands, Angola, ra il, gy t, Indonesia, igeria and U  Gul  o  e ico  
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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 o  ta , in the UK, the o osite a roach has een ta en  ates ha e allen rom as high as 1 er cent ust 
i e years ago, do n to a ma imum o  0 er cent in an attem t to attract resh in estment y maintaining  
ost ta  materiality see section  or more on iscal olicy  ithout this inter ention, many in estors ould 

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 regimes  hen com aring the iscal attracti eness o  oil and gas roducing nations, the UK has mo ed 
rom eing elo  a erage in 2012 to eing ithin the to  uartile  a ery ositi e sign or in estors

Figure 26: Fiscal Attractiveness of the UKCS Compared with other Oil and Gas Producing Nations
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 The ciency Tas  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 or decades  o e er, ollo ing the shar  oil rice decline in 201 , the industry esta lished its o n 

iciency Tas  orce T , led y Oil & Gas UK, to act as a an industry catalyst or sustaina le change and e a 
ehicle to communicate rogress and de elo  good ractice  ince then, su orted y strong leadershi  rom the 
T , com anies themsel es and the industry o erall ha e trans ormed their e iciency, signi icantly reducing costs, 

im ro ing roduction e iciency and realising real increases in ca ital e iciency see section 1 outlining industry 
K Is  This undamental change has ut the industry s uture on a more secure ooting  

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 sa ings aligned ith three ey themes  o o eration, ulture and eha iours  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 u  to t o thirds o  the cost reductions ha e the otential to e sustained, e en i  the oil mar et reco ers and 

rice im ro es  o e er, achie ing this ill ta e continued commitment rom the entire sector  

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 rocess im ro ement has a long standing, ro en trac  record o  dri ing 
outstanding usiness er ormance in many other industries, or e am le, in manu acturing 
and aeros ace  Through the T , the roduction iciency Tas  orce and the  

aintenance O timisation Grou  o  Oil & Gas UK, industry e erts and s ecialists 
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 

im ro ement, hich are a aila le to do nload rom the iciency u  These are

•  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.

Standardisation and Simplification
T o thirds o  ields a ro ed o er the last decade and the ma ority o  uture ro ects 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 ro ect schedules  

Subsea Standardisation – Guidelines on Adopting a Simplified and Fit for Purpose Approach25  is t h e  culm inat ion 
o  e tensi e or  y the T s multi disci linary u sea tandardisation Grou , hich in ol ed o er 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 com etiti e, as illustrated in igure 2  

24 ee the ciency u  at oilandgasu co u e ciency 
25  The u sea tandardisation Guidelines are a aila le to do nload at h it ly u A 17 

http://www.oilandgasuk.co.uk/efficiency
http://bit.ly/SubApp17
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 Figure 28: Subsea Standardisation Themes
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• Functional versus prescriptive approach
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To a ly the indings to a UK  ros ect, entrica s est egasus ield  a three ell tie ac  in the southern orth 
ea  as chosen as a case study  Using a set o  ado ted assum tions during the conce t select stage, the grou  

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 signi icantly im ro ed the economics o  the ro ect and the ros ect o  rogression to de elo ment, and 
o ers the otential or cost o timisation or other similar ro ects  

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

                                                                                     ange o  otential a ings
ro ect anagement and ngineering 20.4%                                                      24.7 %
rocurement, anu acture and a rication 14.8 %                                                      28 .3%

Trans ortation and Installation 16 .3%                                                      33.6 %
Ov e r all Sav ings 20.4%                                                      24.7 %

e endant on selected ield o tion                                                         ource  entrica, Oil & Gas UK 

he ron is also a lying the standardisation rinci les to a uture satellite su sea tie ac  to its a tain ield, 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  
industry  Amec oster heeler, or e am le, is a lying the rinci les across its asset li e cycle usiness 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 roducts, ith a ocus on al es  A ne  tool  Guidelines for the Simplification of Engineered 
Products  is due or u lication later in the year
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Co-operation, Culture and Behaviours
ri ing cultural change across industry, to one ith a relentless ocus on e icient o erations, 
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 ey success actor right across the s ectrum o  T  ro ects, the Tas  orce 
has de elo ed a range o  tools and initiati es to this end

•  Industry Behaviours Charter  a set o  i e high le el rinci les to ensure that com anies 
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  connecting e iciency cham ions rom across industry

•  Collaboration Index  in artnershi  ith eloitte, the inde  enchmar s success ul colla oration across 
industry and sho s it is increasing across the asin  o e er, there is still sco e or im ro ement

•  Efficiency Roadshows  held ithin Oil & Gas UK mem er com anies so that em loyees can hear a out the T s 
or , ind out ho  they can get in ol ed and share their o n achie ements in dri ing continuous im ro ements  

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  a ne  online and interacti e iciency u  on the Oil & Gas UK e site ill ee  industry u  
to date ith the latest ad ances in im ro ing e iciency  It is a one sto  gate ay to initiati es, tools and est 

ractice and includes com any case studies, as ell as the latest in ormation a out the T  and its rogress  
Around 100 com any case studies are included on the u , outlining inno ati e ays o  or ing 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  ill continue to mo e the e iciency agenda or ard throughout the rest o  2017 and into ne t year, ith 
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.
 

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 o  the most com etiti e iscal regimes or u stream in estment glo ally see section 2  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 section  

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 0 years  It is no  made u  o  t o main elements  ing ence or oration Ta  and u lementary harge   
A third ta , etroleum e enue Ta , has een ermanently ero rated ith e ect rom 1 anuary 201

om anies that do not roduce oil and gas ut er orm associated acti ities, or e am le do nstream re ining or 
su ly chain ser ices, are not su ect to this es o e u stream ta  regime and ay mainstream or oration Ta

All com anies, irres ecti e o  hether they are in or outside o  the roduction ring ence, also ay the usual 
direct and indirect ta es, or e am le, ca ital gains, em loyment ta es, AT, le ies and duties  one o  these ta  

ayments are disclosed se arately or oil and gas com anies y er a esty s e enue and ustoms, ut 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)  a ta  on com any ro its similar to regular or oration Ta , ut at a higher 
rate o  0 er cent re iously u  to 2 er cent  The rate o  T is set se arately rom the rate o  mainstream 

or oration Ta  in the UK, hich as at 20 er cent or 201 17, and T ill not ene it rom 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)  an additional ta  com uted rom com any ro its similar to T, ut inance costs 
are not deducti le  This ta  as introduced in 2002  The rate is currently 10 er cent, ut as re iously as high 
as 2 er cent  In 201 , the In estment Allo ance as introduced to alle iate this additional layer o  ta  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  
ca ital and o erating e enditure against their  lia ilities, so that only T is le ied on ro its at a rate o  0 
p e r  ce nt .

Petroleum Revenue Tax (PRT)  a ta  le ied on ields that recei ed de elo ment consent rior to 1  arch 1  
ith e ect rom 1 anuary 201 , T as ermanently ero rated  

The recent changes to lo er the ta  urden ha e created a ac dro  against hich ne  ro ects are eing 
conside r e d.

eci ic eatures o  the ta  regime, including 100 er cent irst year a ital Allo ances and the e tended a ility 
to carry ac  losses or decommissioning costs, ro ide in estors ith con idence and security as they na igate 
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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Figure 30: Historic Upstream Tax Rates
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UKCS Production Tax Payments
The UK  has entered a di erent, more mature hase, characterised y challenges around materiality o  many 

ro ects, maintenance o  ey hu s and in rastructure, and emerging decommissioning acti ity  Lo  recei ts 
rom direct roduction ta es illustrate the tough time the industry has e erienced o er the last 2  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.

hile many, including  Treasury in re ious orecasts, e ected roduction ta  recei ts to e negati e in  
201 1 , the e iciency dri e led y industry as a ma or actor in ma ing the outturn recei ts or the year ositi e 
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 ad ustments to the iscal regime are still re uired to encourage ca ital in estment o er the longer term, 

as is clear rom the measures announced in the 2017 ring udget  eci ically, the industry needs a mechanism 
to trans er ta  history as art o  the sale o  oil and gas assets on the UK , so that a uyer can still o tain ull relie  
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  
ta ased alue ga  that arises rom misalignment in asset aluation et een a seller ith a long ta  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 ro ide certainty o  a solution in Autumn udget 2017, it ould encourage urther deal lo  and romote 
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 .
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  ergers and Ac uisitions

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 
acti ity, ith uyers loo ing to ac uire cash stra ed sellers  o e er, there ere limited e am les o  this o er 
the last three years, ith only  illion orth o  UK traded alue in &A deals this e cludes multi national 
cor orate deals such as the merger o  hell and G Grou  hich com leted in early 201  

Figure 32: Total UKCS Upstream M&A Activity
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o e er, the asset and cor orate trading mar et has ecome more li uid in 2017  There ha e een 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  

 illion com ined  The rationale ehind the acti ity has aried, ut e  deals ould all under the category o  
inancial distress  ore commonly, the transactions are dri en y di erse ty es o  in estors, most nota ly ri ate 

e uity ac ed com anies, loo ing to enter the mar et at hat they consider to e an o timal time  On the seller s 
side, there has een a mi ture o  smaller com anies loo ing to lea e the asin and ocus on o erseas o ortunities 
and ma ors hose incenti e to sell is dri en y ort olio rationalisation and consolidation  It is im ortant to note 
that the ma ors do remain committed to the UK ith a ocus on their larger scale assets, ty ically ound est o  
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 num er o  reasons ehind the u turn in &A acti ity seen so ar this year  rimarily, the aluation 
ga  et een otential uyers and sellers has closed, ena ling deals to ha en  Although uncertainty o er the oil 

rice still e ists, the mar et a ears clearer than it has een o er the last cou le o  years  urthermore, com anies 
ha e een illing to ut more le i le deal structures in lace, mitigating do nside ris  or uyers and creating 
u side otential or sellers  A ty ical e am le o  this ould e a contingency ayment ritten into the deal, only 

aya le y the uyer i  a certain oil rice or ro ect milestone is reached  ecommissioning lia ilities ha e also 
een tac led using com le  structures, and this ill lay an increasing role ithin uture &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 ta  system rather than through com le  and time consuming commercial agreements see section  on  
iscal olicy  

urther u stream &A acti ity is e ected o er the remainder o  this year and into 201  a or o erators 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 year  or e am le, Ancala s 0 2  er cent ac uisition o  the cottish Area Gas acuation ystem and 

0  er cent interest in the eryl i eline rom A ache is ust one e am le o  the transition rom 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.

Large scale mergers and ac uisitions ha e not een limited to the u stream usiness, ith a num er o  oil ield 
ser ice com anies announcing deals o er the last 1  months  Again, the ty e o  deal has aried  ome com anies 
ha e een ac uired a ter struggling to ad ust to the current rice en ironment  Other deals ha e een dri en y 
the desire to ertically integrate to o er a ider one sto sho  solution  ome mergers ha e een incenti ised 
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 ith hell, the com any is set to ecome one o  the leading inde endent e loration 
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 

orth ea and est o  hetland rom hell or  illion  In 201 , roduction rom the assets e ceeded 
11 ,000 oe d, hile the i e year a erage UO s rom the assets are less than 1 l  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 com lete during the second hal  o  2017, a ter the ormal regulatory a ro als are in lace
 
How is the company fi nanced?
The deal is eing unded y an in estment o  u  to 1 illion rom ar our nergy, an in estment ehicle o  

IG, as ell as rom unds managed y IG, unior de t inancing rom hell, and a eser es ased Loan o  
u  to 1  illion rom a syndicate o  leading international an s ith considera le orth ea e erience  

IG is one o  the oldest ri ate e uity irms e clusi ely ocused on the energy sector, s ecialising in ri ate 
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 olitically ro ust en ironment, the UK  is an attracti e lace to uild a large scale e loration 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 gro th strategy in the orth ea, a testament not only to the otential that remains on the UK  ut 
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 o eratorshi  ollo ing this, hrysaor aims to e tend the roduction li e o  the assets in many ays, 
including enhanced reco ery techni ues, e loring near ield o ortunities that lie around the ort olio, 
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 le els, ocusing on e loration, a raisal and de elo ment drilling to e loit the o ortunities 
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 ith hell, the com any is set to ecome one o  the leading inde endent e loration 
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 

orth ea and est o  hetland rom hell or  illion  In 201 , roduction rom the assets e ceeded 
11 ,000 oe d, hile the i e year a erage UO s rom the assets are less than 1 l  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 com lete during the second hal  o  2017, a ter the ormal regulatory a ro als are in lace

How is the company fi nanced?
The deal is eing unded y an in estment o  u  to 1 illion rom ar our nergy, an in estment ehicle o  

IG, as ell as rom unds managed y IG, unior de t inancing rom hell, and a eser es ased Loan o  
u  to 1  illion rom a syndicate o  leading international an s ith considera le orth ea e erience  

IG is one o  the oldest ri ate e uity irms e clusi ely ocused on the energy sector, s ecialising in ri ate 
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 olitically ro ust en ironment, the UK  is an attracti e lace to uild a large scale e loration 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 gro th strategy in the orth ea, a testament not only to the otential that remains on the UK  ut 
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 o eratorshi  ollo ing this, hrysaor aims to e tend the roduction li e o  the assets in many ays, 
including enhanced reco ery techni ues, e loring near ield o ortunities that lie around the ort olio, 
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 le els, ocusing on e loration, a raisal and de elo ment drilling to e loit the o ortunities 
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 etroleum Limited is an inde endent UK oil and gas com any committed to the e loration, 

a raisal, de elo ment, and roduction o  o shore hydrocar ons in the orth ea  Originally ounded 
in 200  as  & , the com any ocuses on a raisal and de elo ment o  e isting disco eries  ennor 
currently has interests in the central and northern orth ea ith oil and gas roduction o  2, 00 oe d   

How is the company fi nanced?
In August 201 , the com any as ac uired y Kerogen a ital, a ong Kong ased ri ate e uity und 
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  
o  100 million to de elo  ennor etroleum s e isting asset ase including the licence containing the 

inlaggan isco ery  The unds also allo ed the com any to e and the ort olio through urther 
ac uisitions, arm in o ortunities and licensing rounds  Kerogen has since increased its total commitment 
to 00 million  

Details of the investment
ennor etroleum has made ra id rogress since its ac uisition y Kerogen  In arch 201 , the com any 

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  
roducing ields  ungo, onan, acchus and ormorant ast  In A ril last year, ennor also success ully 

drilled the inlaggan a raisal ell and as a arded loc  2  in the 2 th Licensing ound in arch 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  

ro ects uic ly

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 A  ha e also aid o  inlaggan, hich as disco ered y onoco hilli s 

in 200 , is an e am le o  here ennor etroleum has een success ul at ta ing 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? 
ollo ing the success ul a raisal o  inlaggan in A ril 201 , the com any e anded its internal 

de elo ment ro ect team  They ha e con irmed that inlaggan is a ro ustly economic su sea de elo ment 
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 
in rastructure host and aims to ha e the route inalised this year, along ith internal ro ect 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 oint nergy as esta lished in 201  ith the aim o  uilding a leading UK inde endent, ull cycle, 

e loration, de elo ment and roduction com any  Its strategy is to uild a ort olio o  assets here 
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  
reser es through in ill drilling, li e e tension, ne  de elo ments or e loration

The usiness no  includes interests in three o  the largest UK assets y remaining reser es chiehallion, 
ariner and ose an , as ell as a ort olio o  additional material de elo ment and e loration 

o ortunities, many o  them o erated  ith around 00 million oe o  disco ered resources, it is the 
se enth largest resource holder on the UK , has one o  the largest resource holdings in the est o  

hetlands, and a roduction ro ile through to the 20 0s

Details of the investment
iccar oint nergy com leted t o signi icant ac uisitions during the last 12 months  irstly, an interest 

in the ariner ield, and then in anuary this year, it ac uired Austrian national oil com any O s entire 
UK b usine ss. 

How is the company fi nanced?
The com any is inanced through a com ination o  unds rom shareholders, lue ater nergy and 

lac stone nergy artners, as ell as a eser es ased Loan rom a syndicate o  leading international 
b anks.

ounded in 2011, lue ater nergy is a glo al, middle mar et energy ri ate e uity irm ased in London  
The irm rimarily targets ri ate e uity in estments in the glo al energy su ly chain, hile artnering 
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  
teams  It has in ested o er  illion o  e uity glo ally across a road range o  sectors ithin 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? 
ollo ing the O  deal com letion in anuary, the com any has ully integrated oth usinesses 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 

e in esting around 00 million o er the ne t t o years in these o ortunities, as ell as rogressing 
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  

rior to de elo ment sanction  rogressing ose an  to ro ect sanction  and unloc ing the otential o  
it s e x p lor at ion p or t folio.
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7.  Glossary

bbl arrel o  oil  one arrel  0 1  m3 and 7  arrels  one tonne

bcm illion cu ic metres one metre3   cu ic eet

BEIS e artment or usiness, nergy & Industrial trategy

boe arrel o  oil e ui alent  this includes oil, gas and other hydrocar ons 
and e uates these ith oil, in energy e ui alent 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 a lied to trading, the standard uality o  oil in uro e and 
else here com rising a lend o  our orth ea crudes rom the rent, 

o is , orties and Ose erg ields

Brexit re it is the o ular term or the UK s intended ithdra al rom the 
E ur op e an Union

Bull market A mar et in hich share rices are rising, encouraging uying

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 ar on, ca ture and storage

CDA ommon ata Access Limited a su sidiary o  Oil & Gas UK

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 ar on dio ide one o  the si  greenhouse gases under the  
Kyoto rotocol

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

CoP C e ssat ion of p r oduct ion

CT or oration Ta  see also T

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 a ility to carry ac  or carry or ard losses, es ecially ith 
regard to decommissioning losses, to generate a re ayment o  ta
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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, roduction, storage and o loading essel

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 acti ity  or these com anies, e traction o  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 a imising economic reco ery rom the UK  re  the ood e ie

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

NBP ational alancing oint ictional location in ritain here the T  is 
notionally in alance and at hich the trading o  gas ta es lace

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  the motor ay  net or  or 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 lugging and a andonment o  ells

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 ence er therm or gas

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 ing ence or oration Ta  as a lied to u stream oil and gas 
roduction in the UK

SC u lementary harge a cor orate ta  a lied to u stream oil and 
gas roduction in addition to T

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   u sea tie ac s usually connect small reser oir accumulations, 
de elo ed using su sea trees and mani olds, ac  to a host lat orm 
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 ad oining

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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