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6. Summary Themes
It should be emphasised that there are dangers in focusing on a single scenario. Previous projections of North Sea production have generally proved to be pessimistic. Indeed, the projections of the Economic Advisory Group are pessimistic in comparison to other recently published surveys. In essence, the differences follow from different assumptions regarding the level of exploration activity and the pace of development of currently non-commercial discoveries which in the case of the Group's work benefited from the more detailed input that was available from both Government and Industry.

Two areas of greatest uncertainty are the scale and pace of development of the Possible or Technical fields which have already been discovered and the level of, and the expected returns to, further exploration of the UKCS. Possible/Technical fields are currently non-commercial discoveries that, for one reason or another, require a change such as a new technology solution to mature to sanction. Most of the potential lies in small fields and complex reservoirs leading to high development costs/bbl. Industry appetite to develop these will remain low until better opportunities have been exhausted. The Group estimates that the aggregate reserves of Possible/Technical fields lies within the range of 3–5 billion boe, of which more than half is contained in accumulations of under 50 million boe.

Recent exploration activity shows a declining trend since the early 1990s, despite the recent boost in West of Shetland drilling. In the period 1993–97, the Industry averaged 60 exploration wells p.a. at a time when the average oil price was $20/bbl. In 1998, exploration collapsed to 47 wells, with 1999 on trend for under 30 wells. Whilst a recovery may occur in 2000, the Group believes that future UKCS exploration activity will primarily be dictated by perceptions of maturity and that, whatever the level of oil prices, a return to the higher levels of exploration drilling seen in the past is very unlikely.

Another area of significant uncertainty is the yet to find potential of the UKCS. The data reviewed by the Group indicates a central case estimate of 13 billion boe with nearly 5 billion of the potential contained in fields of less than 50 million boe each. This assessment is consistent with the underlying reserves estimates contained in the latest DTI Brown Book, which reports a P90–P10 yet to find range of 5–30 billion boe. Assuming that the Industry can sustain an appetite to chase prospects of 50 million boe, approximately 1,000 wells over 20 years would drill out the most likely remaining potential of the UKCS, since drilling will cease long before the total yet to find resource is discovered. This suggests a ceiling on forward drilling of about 50 wells p.a., assuming that Task Force initiatives are successful in underpinning the economic potential of such prospects.
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Summary themes to emerge from the work of the Economic Advisory Group are as follows:

· UKCS production will peak (at record levels) within the next two years at over 5 million boe per day (2 billion boe p.a.). 

· The maturity of the North Sea is such that these record production levels are unsustainable at current or potential replenishment levels, whatever the oil price. The Reserves:Production ratio is currently about 12 years on all discovered reserves and 18 years including a central estimate of yet to find potential. 

· The declining prospectivity of exploration on the UKCS is likely to limit future drilling to little more than 50 exploration wells p.a., even if oil prices recover to the 1993–97 average of $20/bbl. At oil prices of about $16/bbl, well activity is assumed to fall in the range 25–50 wells p.a. At $12/bbl, exploration is not an economically viable activity given current life cycle extraction costs of $13/bbl. By 2010, the level of exploration activity is the key determinant of aggregate UKCS investment. 

· If Task Force initiatives deliver the aspirational cost reduction of $5/bbl in life cycle costs then the predicted activity at $16/bbl will be achievable in a $12/bbl world. With this success it is possible that UKCS production can be sustained above 3 million boe per day to 2010 and aggregate investment levels (including removal costs) can be maintained at about £3 billion p.a. 

One key to maximising future activity levels lies with ensuring the longevity of the existing infrastructure base. It is estimated that over two-thirds of the yet to find potential lies within 50 km of infrastructure. With the inexorable decline in expected field size, most exploration prospects are unlikely to be economic if the infrastructure is removed. Infrastructure longevity creates a virtuous circle of encouraging catchment area exploration and development, extension of producing field life for the host and satellite fields and deferral of removal cost expenditure

