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EXECUTIVE SUMMARY

· The UK Oil and Gas industry makes an enormous contribution to the UK economy. 

· Investment of some £4.4bn in 1997, which equates to around 16% of
total UK industrial investment and nearly 4% of gross domestic capital
investment 

· Over 380,00 jobs depend directly on the industry. Of these 126,000 are
located in Scotland, which equates to ca. 7% of the Scottish workforce. 

· In 97/98 financial year, Government receipts from the industry totalled £3.5bn 

· In 1997 the industry contributed £4.6bn, reducing the UK’s visible trade
deficit by more than a quarter 

· Oil production is predicted to peak around the year 2000, with gas production peaking in 2004. Remaining UKCS hydrocarbon reserves are large and equal to production to date, however :- 

· remaining fields are now much smaller, typically only a fifth the size of fields found in the 80’s, and the economics of development less attractive. 

· Oil prices have halved over the past 18 months, trading at $10-12/bbl , with recent prices at 25 year lows in real terms. 

· There is a belief that the oil price drop may be structural, and even if it isn’t, the industry is reacting as if oil prices will remain low for a long period. 

· production and development costs have been progressively reduced but against the backdrop of low oil prices, aging existing fields and smaller new fields the cost base is still too high 

· Consequences for the UK industry and economy of a long run low oil price world include :- 

· a significant reduction in tax take by Government and a decline in the UK’s
balance of payments 

· a dramatic decline in UK industrial investment as investment flows overseas to lower cost oil and gas areas and to other more attractive opportunities outside of the industry 

· a severely weakened contracting and service industry that is incapable of using the UK as a springboard for international growth 

· a significant reduction in exploration and development investment in the UK leading to substantial job reductions (up to 50,000 job losses in the next 12 months and 100,000 longer term). London, N. E. England and Scotland will be particularly hard hit 

· after the 1986 oil price crash the industry confidence returned. It is far from clear that if the low price environment is sustained for the next 2 – 3 years that the industry will be capable of rebuild itself again. Critical resources of infrastructure, expertise and investor confidence may have been lost forever 

· Two quite different potential scenarios for the future of the UKCS Oil and Gas Industry can be postulated. A positive one; "Industry still vibrant in 2010". 

· companies through their own initiatives drive down costs 

· Government through alternative fiscal and regulatory policies encourage investment in the UKCS 

· employment levels in the industry are still high 

· the processing and export infrastructure of previous decades is maintained 

· the UK remains virtually self sufficient in energy and the balance of payments benefit continues 

· ‘UK Inc.’ becomes a global leader in oil and gas technology and knowledge( services 

· Alternatively, and negatively, we can see " Remorseless decline – premature abandonment". 

· production drops away sharply, the UK loses its energy self sufficiency 

· the industry becomes unable to sustain itself financially 

· employment falls dramatically. 

As an industry we believe that there is a future for a strong oil and gas industry in the UKCS if industry and Government can work together towards that shared positive vision of that future. If we do not become more competitive and collaborative the conclusion speaks for itself.
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