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The Challenge

The UK oil and gas industry is facing significant challenges as the province matures. In future its ability to compete will depend critically on rapid and continual improvement in performance. This in turn will depend on greater collaboration to ensure this performance can be delivered with the resources available.

The UK still has substantial recoverable reserves of oil and gas, potentially exceeding the amount already produced. However, many existing large producing fields are well into decline, and discoveries are becoming fewer and smaller or have associated technical challenges. Over the last two years exploration activity on the UKCS has declined substantially. In the absence of delivering improved competitiveness many prospective oil developments and exploration opportunities fail to meet companies’ investment criteria, and are not likely to proceed in the short term. The costs of developing fields and producing oil from the UK Continental Shelf (UKCS) remain higher than other oil basins with similar characteristics elsewhere in the world. This emerging maturity of the UKCS suggests that the province is likely to face greater difficulty in attracting investment in the future.

The Task Force believes that a reliance on improved oil price, on its own, is not the way to sustain this vital UK industry and the fundamental issues around competitiveness need to be addressed.

A Task Force team of experts from Government and industry considered the current position and the likely future scenarios for the industry. Their conclusions were that, total UKCS production is likely to peak at over five million barrels per day in the near future. Due to the maturity of the North Sea as an oil province, production will then start to fall, even allowing for the potential reserves in the Atlantic Margin. However the speed of the decline from this peak will depend on a number of factors, including: the cost base of activity; the level of continued investment, particularly in exploration; the maintenance of existing infrastructure; the fiscal regime and the level of world oil prices.
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In March 1999 the operating companies undertook a study that predicted that investment in the UKCS would fall by over 50% to £2 billion per annum by 2002 and that, looking to the longer term, activity undertaken by the sector would focus on producing existing fields and decommissioning rather than finding and developing new fields.
The UK is a high cost province. As other areas around the world are opening up to international oil investment, the UK is forced to compete ever harder for investment funds. The current average cost of finding and producing a barrel of oil in the North Sea is at least $13. This compares, for example, with costs of $9 per barrel in the Gulf of Mexico and $4 in Malaysia. Although the UK suffers a serious competitive disadvantage, this is mitigated by factors such as a more favourable fiscal regime for new fields, political stability, proximity to markets and a responsive regulatory environment.

So it is clear that the UK oil and gas industry has to improve its competitiveness to make a substantial contribution to the UK economy in future, and the Task Force believes that it can.

Oil & Gas Industry Vision 2010

The Task Force recognised that there is a positive approach, which delivers a long-term productive future and substantial benefits to ‘UK plc’.

Central to the approach is a new way of working between industry and Government: working in partnership to deliver a stronger performance, sustaining jobs and developing services and technologies that the market wants. Companies collaborating on non-competitive issues and the sector working smarter to make a brighter future for all involved.

The vision for 2010 is:

" The UK oil and gas industry and Government working in partnership to deliver quicker, smarter and sustainable energy solutions for the new century. A vital UK Continental Shelf is maintained as the UK is universally recognised as a world centre for the global business."

This aspiration has been extensively tested to ensure it is realistic and is within the grasp of the industry.

Three building blocks support the vision: maintaining a strong UKCS production base, extending export activities and developing new businesses linked to the offshore sector. Task Force initiatives have been identified and prioritised to make the largest impact on enhancing UK competitiveness.

A Healthy UKCS

Maintaining the UKCS as a vibrant production base underpins the other two areas of focus. The Task Force believes this should be brought about by driving down costs from $13 to $8 per barrel and this is essential for the UK to compete effectively for international investment funds.

The way forward is not just to address individual aspects of cost and efficiency but to streamline the way the industry undertakes its business and the regulatory framework it operates within.

Since the start of activity in the UKCS, a cumulative investment of around £150 billion has been made, resulting in a comprehensive infrastructure. Over two thirds of the undiscovered potential reserves probably lie within 50kms of this infrastructure. A healthy UKCS will maintain sufficient momentum to ensure that the infrastructure base is used to maximise oil and gas production.

The Task Force also considered the question of a sustainable future for the UK offshore oil and gas industry to enhance its competitiveness while protecting the environment, using natural resources prudently and taking account of relevant social issues.
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It is possible that, with the above activity, even with low oil prices, production levels in the UKCS could be maintained at three million barrels of oil equivalent per day up to the year 2010, and that the UK could remain net self sufficient in gas beyond the year 2010.

Exports

Our vision is to increase the UK’s share of the world’s oil and gas supplies market for goods and services by at least 50% over the next five years. This means the UK increasing its exports by some £2 billion by 2005. This is a challenging but achievable target.

It will require international success by SMEs, as well as the larger oil companies and contractors. SME success, in particular, will require significant assistance from companies already established in overseas markets, and from the enhanced service at home and overseas which the newly established British Trade International can offer. Above all, improved competitiveness in the domestic market across the entire supply chain should be reflected in winning additional overseas business.

New Businesses

The third building block focuses on encouraging existing businesses and developing new ones spawned from the offshore oil and gas sector. In particular these include environmental management and pollution control, renewable energy technologies and services, and services relating to climate change, such as emissions permit trading.

The UK’s opportunities in this area are in environmental issues and technology, particularly as applied to harsh conditions, pollution control, verification and auditing services and trading carbon and other greenhouse gas emissions.

With determined effort the UK could generate new business to the value of around £1 billion per annum by the year 2010.

‘Making the Difference’

The status quo is not sustainable. The future of the oil and gas industry depends upon a good understanding of its strengths and the adoption of business attitudes and strategies that capitalise on them.

The aim of the Task Force has been to make this a practical reality. The prizes in the year 2010 are:

· investment sustained at £3 billion per annum from UKCS activity 

· production at three million barrels of oil equivalent per day 

· prolonged self-sufficiency in oil and gas 

· a 50% increase in exports in oil and gas supplies products 

· £1 billion additional value from new businesses 

· supporting up to 100,000 jobs more than there otherwise would have been. 

All leading to a better future for UK plc, the oil companies, contractors, suppliers and employees.

The industry and Government, through the Task Force, have worked together to add value and deliver timely solutions to key issues facing the sector. The following chapters highlight the initiatives developed by the six Task Force work groups, many of which are based on extending existing good practice across the industry.

Everyone involved with the industry must take up the challenge and adopt and further develop the initiatives started by the Task Force to gain their share of the prizes.

