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5. The $16/BBL Oil Price Scenario

In the $16/bbl oil price scenario, UK production declines from the current level of approximately 5 million boe per day to 3.6 million by 2005 and 2 million by 2010. The projection is based on the business as usual assumptions of current technology, costs and taxes, and does not include the impact of the task force initiatives. The decline is primarily due to the maturity of the UKCS. Over a five to ten year period, the new investments are unable to keep pace with the decline of the currently producing fields. Although, significant effort goes into exploration, probable and possible/technical fields and brown field investments, these are unable to sustain production at today's level.

The chart shows the impact of both cases for exploration activity. An additional 25 wells p.a. over the period adds a little under 500,000 barrels per day to production in 2010. Clearly, a more front-ended exploration programme may result in higher levels of production by 2010. However, if exploration were to run at the 60 wells p.a. seen over the mid 1990s, 2010 production would still be well below 2.5 million boe per day.

The range of 25–50 wells p.a. constitutes the likely range for future exploration activity. A significantly higher level of activity would only be sustainable over the period if the yet to find potential of the UKCS turned out to be towards the upper end of the DTI's range of estimates. The most likely estimate of 13 billion barrels of yet to find does not support a level of activity much above 50 well p.a. In particular, the Economic Advisory Group highlighted the importance of the resource potential of the Central North Sea and the West of Shetlands.

Future Production: $16/bbl scenario
(50 exploration wells p.a.)


In this scenario all of the Probable fields are developed. This is quite an aggressive assumption, given that the economics of these developments is likely to be marginal in the absence of significant cost reduction. Some of the Probable fields are currently uneconomic and are awaiting further appraisal or technical work. If these developments were re-phased, the impact on the projection would be to reduce production in the early years and increase it around 2010.

Over the period to 2020, Possibles/Technical fields and Brown Field investments each contribute around an additional billion barrels of production in this scenario. In addition to its impact on production, Brown Field investments may also promote the deferral of removal expenditure. The projected removal cost phasing implies nearly all infrastructure is removed by 2020. Further deferral would constitute another upside to the 2010 production level.

Capital Expenditure Projection:
$16/bbl scenario (50 exploration wells p.a.)
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Smoothing out the projection, a 2010 capital expenditure level of about £3 billion (including removal costs) is possible. Development of the exploration programme discoveries would, in practice, defer the removal of infrastructure.

Operating cost Projection: $16/bbl scenario
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Under the $16/bbl scenario, the operating cost projection remains flat to about 2005, then declines steadily. The decline would be gentler if field removals were deferred.

Upsides/Downsides

The following factors were identified by the Group as providing significant upside potential to the level of activity and production in the $16/bbl scenario:

· Industry develops and applies technology more rapidly 

· Development costs below $3/bbl 

· Reduce operating costs and extend field life 

· Reduction in marginal tax burden on fields paying PRT and/or royalty (i.e. those given development approval before March 1993 Budget) 

· Reduce drilling costs and exploration risk factor 

· Greater development of Possible/Technical reserves 

· High (P10) yet to find outcome/new exploration play(s)

Downside risks are:

· Infrastructure removed more rapidly 

· Exploration activity falls below critical mass 

· Intense overseas competition and corporate cash squeeze 

· Low (P90) yet to find outcome 

