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/1 cHOBa pOCT U3aep>XekK
TOPMO3WUT Hall HeTeras!

Costs are Holding our
Industry Back. .. Again!

David Bamford, Petromall

s Bamdopa, Netpomonn

Hn 0na KOro He CEKPET, YTO HedbTerasoBas
MPOMbILLIEHHOCTb Pa3BUBAETCS LIKIIMYECKN 1 MIOTHO
npuesa3aHa K LieHaM Ha HeTb U ras.

Bcrepn 3a gecatnneTnemM noBbILLEHVS LEH Ha HEDTb,
MOBMEKLLMM 3a cO60 BypHbIM POCT pasBedKn 1 pocTta
npon3BoacTBa, BbIPOCIN N U3OEPKKN — MO MHEHUIO
HEKOTOPbIX B 9KCMOHEHLMaNbHOM MPOrpeccun - 1 Tenepb
MHBECTOPbI CMOTPSAT, Kak HedTerasoBble NHBECTOPbLI B
Ka4ecTBe MN0A0B COBMPAIOT YHbIbIE KPOXW.
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This oil & gas industry of ours goes through cycles, tied
by elastic to the price of oil and gas. On the back of the
decade long rise in oil prices and the corresponding
boom in exploration and production activity, costs have
escalated — exponentiated some would say — and as a
consequence investors can now see that many oil and
gas companies are delivering poor returns.

Escalating costs are compounding the other problems
experienced by exploration and production companies
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EXPLORATION M

PacTyLuine LigHbl [,06aBUIM Macna B OrOHb:
006bIBatOLLIME U Feonormieckne npeanpusTus
NOABOASAT HEeyTeLUUTEe IbHbIE UTOM Pa3Befo4HON
KamnaHun. OHU BbIHY)XAEHbI NePEHOCUTb AeAnaiHbl,
npeBbILLIaTb NMiaHoBbIE NMoKasaTenn 6U3HeC-NPOeKTOB U
3a[epXXMBaTh NMPOV3BOACTBO.

Takunm 06pa3oM, CHOBA 3aMblIkasd KPyr 3TOro Koneca
CaHcapbl, Mbl BUOMM, YTO KOMMaHUN CO 3HAHWEM
Jena CygopOXHO COKpAaLLatoT CBOV U3OEPXKKM,
clieflyst Cxeme: ecnn cerogHst OyaeT TakxKe Kak v
BYepa, Mbl COKpaTVM NEepPCOoHas, OTMEHUM MPOEKTbI U
KOHCONMIONPYEM KOMIMaHWN. ..

PaccmoTpum BbllwecKasaHHOE Ha npumepe
UKCS u NOCS

Ons npoektoB Ha UKCS 1 NOCS NoCTOSAHHbIM
POCT LEH y>Xe BEAET K TOMY, YTO CPOKW MPOEKTOB

- KaK COBEPLLEHHO HOBbIX, TaK U paboTaloLLMX - HE
BblAEPXXNBAOTCA, NNMOO X MPOCTO aHHYMPYIOT
BCEACTBME HEGNAroNPUATHON SKOHOMUYECKOWN
0OCTaHOBKN A1 Pas3BUTUS HOBbIX ASNCTBYHOLLIMX
NpoekToB. W ganee no nporpamMmMe NpousongeT
Ccrn1caHune NpoeKTa B Pe3epB, MOBbILLEHNE CKPbITbIX
N3OEPXKEK, NPUBOAALLME MHDPACTPYKTYPY B eLle
60bLUMIA yraaokK.

B nokazatenbcTBo NpuBedy NpOCTon 0630p BbIGOPKN

HOBOCTeN 3a nocnegHue 3-4 mecsaua:

» Kristin Gas Export (NOCS; Statoil)
- [1pOEKT OCTaHOBJEH. ........ “O9KOHOMMYECKN
HEeyCTONYMBbIA NPOEKT”

» Rosebank (WoS, UKCS; Chevron)
- CoOMHeHus. ... “Ha AaHHbI MOMEHT He MOCTYNUIO
HNKaKOIro SKOHOMUYECKM LIEHHOIO NPeasioXKeHns,
KOTOpOe Moo 6bl oNpaBaaTh UHBECTULIMN
nogobHoro macwuTada”

» Bressay (NNS, UKCS; Statoil)
- “nepeoueHka”... “npnoctaHoBka” “anbTepHaTVBHbIE
BapwvaHTbl passutna”

» Ceexue kommeHTapun NPD k NOCS:
- Johan Castberg (bapeHLeBo mope; Statoil); Linnorn
(Hopeexckoe mope; Shell); Tresakk (CeBepHoe Mope;
Shell)....BCe He BblAEP>KMBAKOT CPOKOB...” LieHbl Ha
ras, U3Oep>XKn, OTCYTCTBNE NHPPACTPYKTYPbI”
- “nopgasnstoLLee 60NbLUMHCTBO MPOEKTOB B
BapeHueBoM Mope HaxoouTcs Nog yrposon”

C NOMOLLBIO MPUBEAEHHOM HMXKE CXEMbI MOMbITAEMCS
0aTb 00LLYK OLIEHKY pa3BuUTLSA baccelnHa:

Knro4yeBble MOMEHTBI:

1. BHavane oTKpbiBatOT 1 paspabartbiBatoT MPOCTbIE
KpYyrnHble MECTOPOXAEHNA, JOXOAHaA CTOMMOCTb
pe3Ko BO3pacTaeT, 3aTpaTbl Ha 4obblvy 1 6appens
OCTatOTCHA HNBKNMMU.

2. [MocTeneHHO MEeCTOPOXAEHNA CTAHOBATCA MeJlb4e,
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— disappointing exploration results, delays and cost
over-runs in development projects, missed production
targets.

Thus we are now entering yet again that phase of the
cycle in which companies ‘go to town’ on costs: if this
period is anything like previous episodes, we will see
both manpower reductions, project cancellations and
consolidation.

The UKCS and NOCS as an Example

In the UKCS and NOCS, escalating costs are

already leading to delayed or cancelled projects

due to poor economics, both for new developments
and in-field projects. A further consequence is that
decommissioning, and the associated costs, looms
larger on the radar screen, leading to even more rapidly
declining infrastructure.

Evidence for this can be assembled simply by collecting

some news clippings from the last 3 or 4 months:

» Kristin Gas Export (NOCS; Statoil)
— Project terminated......... “unsustainable project
economics”

» Rosebank (WoS, UKCS; Chevron)
— Doubts.....“does not currently offer an economic
value proposition that justifies proceeding with an
investment of this magnitude”

» Bressay (NNS, UKCS; Statoil)
- “re-evaluating”....“delay”....“alternative development
options”

» Recent NPD commentary on NOCS:
— Johan Castberg (Barents Sea; Statoil); Linnorn (
Norwegian Sea; Shell); Tresakk (North Sea; Shell)....all
delayed...”gas prices, costs, lack of infrastructure”
— “pretty much all of the projects in the Barents Sea
are in danger”

The simple cartoon on the next page is an attempt to
generalise the value evolution of a basin:

The key points are:

1. The big simple fields are discovered and developed
first, value rises rapidly, cost/boe stay low.

2. Progressively fields get smaller, deeper, more

complex, contain more difficult fluids, costs/boe rise.

3. Eventually value is being destroyed.

It is exactly this logic that persuades big companies to
leave a Maturing region and seek new Frontiers.

Without an urgent response, first the UKCS and later the
NOCS are at risk of living out this cartoon.

To dig further into this, | have begun to assemble a

small data base of NW Europe projects and some West
African examples to compare them with.
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B PA3BEOKA

Mbl B OonacHOCTHU, eC/fin 3Ta cxema oXXmseT!
We are in danger of living out this cartoon!
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rnyby>xe, CnoXHee, Coaep>XaT MHOXXECTBO MPUMECEN,
3arpatbl Ha 4obbivy 1 6appens Bo3pacTaroT.

3. Hy a nanee, 0 0OXOOHOW CTOUMOCTW HE MOXXET
ObITb 1 pe4n

BoT roe kpoetca pasragka B NOBEAEHUN KPYMHBIX
KOMMaHWM, KOTOPbIE MOKNOAKT PasBUTbIE PEMMOHDI
1 OTNPAaBASKOTCA Ha MOUCK HOBbIX NEPCMEKTUBHBIX
TEPPUTOPUIA.

Ecnun He NpuHATL 3KCTPEHHbIE Mepbl, TO CnepBa
UKCS, a 3atem NOCS puCKytoT BMMCaTbCA B 3Ty
Kapukartypy.

Konas rnyb»xe, 1 Ha4an cocTaBNsiTb CKPOMHYHO
CpaBHUTENbHYIO 6a3y AaHHbIX (CM. TabnuLy HXKe) Ha
npuMepe ceBepo-3anafHbiX EBPOMENCKNX N HEKOTOPbIX
3anagHoampPrKaHCKMX MPOEKTOB.

MecCTopoXXaeHWs, BblAeNeHHbIE KPaCHbIM LIBETOM,
HaxogAaTcst MMb0 NOA Yyrpo30mn, NMBOo UX AeATENbHOCTb
NMPUMOCTaHOB/EHA; BblOENIEHHbIE OPaHXXEBBIM —
pPas3BMBAKOTCH, HO MOKa He BEAYT MPOU3BOACTBEHHYIO
0esaATeNbHOCTb; BblAENEHHbBIE YEPHBbIM — HAXOASATCA B
npouecce Npon3BOACTBa.

CunTaro HeobXoaUMbIM OTOWTI OT OhULIMASbHBIX

ROGTEC

Puck notepun yeHHocTH
Risk of value destruction begins

HapacTatowan
[OXOOHOCTb
Cumulative Value

CoBoOKyMHble
3arpartbl
Cumulative Cost

[loxooHOCTb MUHYC
3arparbl
Value minus Cost

25

The table below illustrates some of the data:

Some Data from Recent Projects

Target
(kboepd)

Rosebank =) 100
Clair Ridge o2 120
Mariner ~7 250 55
Bressay D) 200-300 70
Bentley ~3.4 (+7.8 Opex) 250 45 (577)
Kraken ~6.4 137 50
Jubilee (Ghana) =38 370+ 120
gﬁmég::)ck (14 oulgome) 533 150

Fields in Red are under threat or delayed; those in
Orange are going ahead but not yet producing; those in
Black are producing.

| have found it necessary to get away from published
economics as these are based on all sorts of typically
beneficial assumptions meaning that parameters such
as NPV and RoR cannot be compared. What can

be compared and what | show for each project are
the reported cost in $bn, the reserves these dollars
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EXPLORATION M

HeKOTOpre AaHHble HeJaBHO Ha4YaTbiX NPOEKTOB

eneBoe
(T6H3/cyT)
Rosebank 100
Clair Ridge ~7.2 640 120
Mariner ~7 250 55
Bressay s 200-300 70
Bentley ~3.4 (+7.8 Onepsamp) 250 45 (577)
Kraken ~6.4 137 50
Jubilee (laHa) =33 370+ 120
e | i | =

SKOHOMUYECKNX AAHHbIX MO MPUYUHE TOrO, YTO OHU
OCHOBaHbI Ha BCeX BMAAx TUMNYHO 61aronpusaTHbIX
NPEeAnONOXEHNA, O3HA4AA, YTO Takme napameTpbl
kKak YlNC (4mcTtasa npmBegeHHasa cTonMocTb) 1 KOIT
(KO3 PULMEHT OKYNAEMOCTU KarnmUTanoBIOXXEHW)
HEBO3MOXXHO CPaBHMBaTb. 10, YTO MOXXHO CPaBHUTb
N TO, YTO 9 NPOOEMOHCTPUPYIO ANA KAXKA0ro NpoeKkTa
OTHOCUTCS K 3aTpaTam B mnpa. $, pecypcel, Ha
KOTOpble 3TW AEHbIMM TPaTATCA U LLeNEBOW, U

“oduupmansHbIn” ypoBEHb NPOV3BOACTBA.

HeMHOro cnoXHo caenatb AOCTYMHbIMU A71S1 MOHUMAaHKS
3TW UMPbI B BUae Tabnuipl, HO CHATAO, YTO MOMOXXET
3TOT MPOCTEHBKUI KPOCCMOT:

G Reed Exhibitions

000" Pig Ancumen”

Costs are deadly for much of oil & gas in NW
Europe

Most smaller,
>100k more complex
projects in e.g.
UKCS & NOCS
$per
boepd
Most frontier,
<100k larger projects in

e.g. West Africa
& Brazil

<25 >25

$per boe

are being spent on, and the target or ‘nameplate’
production level.

It’s a little difficult to make sense of these numbers in
tabular form but | find this simple crossplot quite helpful:

The horizontal axis relates to the reserves — S per boe.
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B PA3BEOKA

Mo ropu3oHTansHOM ocK - 3anach! (oonn/6appens)
o BEPTUKaNILHOM - MPON3BOACTBO (Lo, Ha
npoun3BeaeHHbI 6appenb B AeHb.)

N3pep)xkn cmepTtesnbHbl AnAa mHornx HI
npoekTtosB B C3 EBpone

B ocHoBHOM,

MeHee KpPYyrHble U

>100k
6onee CNoXHble
MPOEKTbI, Harnp. B
UKCS n NOCS
$/6HalcyT
B ocHoBHOM,
MEPCMEKTVIBHbIE,
<100k 6oree KpyrHble

MPOEKTHI, Hamp. B
BanagHon Apuke,
Bpasunum

<25 >25
$/6H3

O4eBUOHO, YTO MOrpaHNYHble, 601E€ KPYMHbIE MPOEKTHI
HaxoasaTcs B 3e/1eHOW 30He; bonee menkue, bonee
CINOXHbIE N BO3MOYXHO CBS3aHHbIE C TSPKENON HETHIO
npoekTbl, oTHocAwmeca Kk UKCS n NOCS, B kpacHow
VAN NPOCTO B OPaH>XEBOW.

VIHTepeceH TOT akT, YTO KPYMHbIN MPOEKT B
CeepHoM Mope - Clair Ridge, oueHeHHbI B Bonee
600 MnnNMoHOB Bappenei, HaxoaUTCs Mo KOHTPONEM
eOVHCTBEHHOM Paboyen [Mpynnbl, NPy HETKOM
NPUMEHEHMN TEXHOMOMN — pacnonaraeTcs NpPsMo No
amaroHann nnoTa.

V1 ele nHTepecHbIN dhakT, obpaTuM BHUMaHWE, YTO
ecnn hakTU4eCKMe pacxodbl Ha aHrOSIbCKUIA NPOEKT
PSVM ncnonb3ytoTcst BMECTO 3annaHMpOBaHHbIX MO
NPOEKTY, MPOUCXOONT CMELLEHUNE U3 CPEAHEN YacTun
3eJ1eHOMN 30HbI KOMdopTa B LIeHTP CXeMbl!

U k yemy e A npuwen?
EcTtb npepnonoxenne, 4yto y UKCS n NOCS cepbesHas
npobnemMa - pacTyLLme U3OEPXKKN.

OpHako nonarato, YTO TEKYLLME 30HbI MOTYT

conepHunyaTb ¢ [epcnexkTyBHbIMK, HO AN 3TOro

HeobxoauMbl ABe Beln, a UMeHHO KoHconuaaums u

TexHonornu:

» KoHconvapaunsa
— YT106bI 0O6BEANHNTL 3anachl, HE3aBUCKUMO OT TOrO,
HACKOJIbKO AaBHO OHW OTKPbITbI 1 PACMO0XKEHbI
I OHU Ha MECTOPOXXAEHUSIX B MPOLIECCe
pa3paboTku, B 6onee KpynHble arfomMepaumm B
hopMe eAMHOro «PErnoHanbHOro»
(hYHKLMOHVPYIOLLIErO 06beKkTa, YTO AacT
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The vertical axis relates to production - $ per
produced barrel per day.

What quickly becomes apparent is that Frontier,
larger, projects plot in the Green area; smaller, more
complex, perhaps heavy oil, projects in the UKCS
and NOCS plot in the Red or just in Orange.

Interestingly, a big North Sea project - Clair Ridge
with over 600 million barrels under the control of
a single Operating Group and with the diligent
application of technology — plots pretty well on the
cross in the middle of the plot.

Also interestingly, note that if the actual spend for the
Angola PSVM project is used instead of the projected
spend, this moves from the comfort of the middle of
the Green zone to being pretty well on the cross in
the middle of the plot too!

What Conclusion Do | Draw?
| suggest that the UKCS and NOCS have a serious
problem with escalating costs.

However, | believe that these areas can continue

to compete with Frontier areas but two things are

needed, namely Consolidation and Technology:

» Consolidation
— To assemble reserves, whether in new or
old discoveries, or in producing fields, into bigger
agglomerations under a single ‘regional’ operating
entity so as to enable the "hub and spoke
concept”.

» Technology
— To dramatically reduce the number of wells
needed to develop a field or part of a field.
— To monitor hydrocarbon production and detect
where there are untapped reserves.

| believe the situation is urgent, requiring a rapid
response from governments and industry.

BO3MO>XHOCTb 3anyCTuTb B PabOTy «KOHLEMLMIO
BEEPHON CTPYKTYPbI».

» TexHonorum
— YTO6bI 3HAYNTENBHO YMEHBLLUNTL KONMYECTBO
OYpPOBbIX CKBaXXMH, HEOOX0AMMbIX ONst Pas3pabdboTKy
MECTOPOXXAEHWS U ero YacTu.
— YT06bl MOCTOAHHO AEPXXaTb MOA KOHTPOMEM
NPOW3BOACTBO HETU U rada 1 gnarHocTUpoBaTb
HEBCKPbITble 3anacsbl.

CumnTato, 4TO rocygapcTBy U KPYMHbIM MPOMBILLIEHHbIM

KOMMaHWAM HEOOXOAMMO He3aMeaMNTENbHO
OoTpearmpoBaTb Ha CIIOXMBLUYKOCA CUTYyaLMIO.
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