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REVIEVW OF DEPLETION POLICY

Note by the Secretary of State for Energy

(fficials have now completed a review of depletion policy. Their
report, vhich begins with a convenient summary of conclusions and
rconmendations, is attached.

& The report' deals mainly with 0il, where the present prospect is
hllhurp peak in oil production in 1982-85 followed by a sharp decline.
Uficials" Principal recommendation is that we should now adopt a policy
of deferring o011 production from peak. They also recommend an early start
in implementing measures specific proposals for which are put forward.

b

" The Teéport also includes some preliminary comments on gas, 1in
ic

X ular the need to encourage exploration. A further report on gas
% submitteq to us.

) ::::e 8T¢ very considerable uncertainties surrounding.the forc.acasts

; been used and no depletion policy.we may adopt will be risk

ad l::;_fI believe that the strategic arguments. for s?ekixtxg. to prolon{fd_
~aufficiency in 0il are compelling. The desirability of avoi

ldi"e G-Pp Pattern of "re-entry" and tne potential economic gains fromJcs

aecomi in the 8round are in my view lesser, but support:.lng ars:men e;

4rag Vs endorse the report's recommendations and invite colleagu

rat "€ should now begin moving towards a policy of s?Lower

11 in the 1980s. I weuld propose & statement, in terms to

o~
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at a suitable opportunity in the early part
UE

be agreed collectively,
osing date for applications in the Tth g
0

next ycar and before the cl
of exploration licensing.

D.A.R.H.
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INTERDEPARTMENTAL WORKING GROUP ON DEPLETION POLICY

Department of Energy
1979 REVIEW OF DEPLETION POLICY
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DEPARTMENT OF ENERGY

INTERDEPARTMENTAL WORKING GROUP ON DEPLETION POLICY

1979 REVIEW OF DEPLETION POLICY

SUMMARY AND RECOMMENDATIONS

(i1)

(iii)

(1iv)

(v)

The UK's initial priority has been the rapid development
of its offshore 0il resources in order to realise early
the benefits for the economy, the balance of payments
and security of supply. Net self-sufficiency should

be reached during 1980, There is then some choice
between early production at higher levels, leading on
present estimates to renewed net imports before 1990,
and prolonging self-sufficiency into the 1990s.

(Paragraphs 4-7).

Offshore o0il is a limited resource. Economically
recoverable reserves are estimated in the range 2,400 =
4,400 million tonnes, with a central estimate of 3,300
million tonnes. Discovered oil accounts for some two
thirds of the central estimate. Of the remainder only
about half is conventional o0il in shallow water likely
to be producible before the end of the century.

(Pa.rmaghs 8-10).

The present prospect is a total net exportable surplus
between 1981 and 1988 of 140-190 million tonnes,
depending on economic growth assumptions. The surplus
during the years of peak production would be some

30 million tonnes a year. The forg::ggts Hen a:ow net
imports grow rapidly to reach 4 million tonnes
8 year, g a%gxgxt b ] requirements, by the end of
the century., The forecasts assume a substantial upturn
in exploration, without which prospects for the 1990s
Will be significantly worsened.

Paragraphs 10-11, Figure 2).

Net 0il exports could be worth some g4 billion a

year at peak, But, at higher future o0il prices, the
net import bill would be growing at billion a year
during the 1990s, to stand at some 10 billion a year

by the end of the century. (Par h 12, Figure 3).

AS 0il production declines we shall also face the need
to step Up investment in replacement supplies of -
fuclear power and coal. Substantial expansion of bo
has been assumed in cslculating potential net oil

¢
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(vi)

(vii)

(viii)

(1x)

(x)

(xi)

i i ts in t Os. The more rg
import requirements in the 199 Pid ty
degline ig UKCS o0il output, the more severe ang e
difficult problems of adjustment in the pattern of
energy supply could be. (Paragraph 14).

g nt and duration of net self-sufleiency
?gaoizt:i?§econtinue to be a focus of public interes;,
There are sound practical arguments, on security op
supply grounds, for seeking %o prolong the periogd of
gelf=sufficiency and maintain our 0il producing

potential in the longer term. (Raragraphs 15-18),

' i ' ’ nhancing the

1 prices are likely to rise, e :
§Z§&e°;f gil conserved for later use. Microeconomj,
assessment shows benefits, in some cases Very substan.
tial, from taking up options for deferring production,

(Paragraphs 19-21).

harp peak of production is followad_by a rapid
ggc:iie, thgre coulg be prqblems 3f tran51310n for
the economy during the period of re=entry" and
particularly for export industrleg whose'role at that
stage will be vital., Macroeconomic considerations
support the microeconomic case for stretching out

the production profile. (Paragraphs 22-27).

Avoiding a rapid decline in production ip the.l9905
will require both deferment of some earlier oil and
increased exploration. Securing both objectives at
the same time could present problems., But the companis
will have some difficulty in raising serious objectim
t0 medium term restraint, if carefully presented and }
linked to success in renewed exploration with consequen
improvement in longer term prospects. Specific v
assurances in relation to production from new finds ?
a possible further incentive to exploration and c%ﬁd

be reviewed, if necessary, in future. But the% wo

not be warranted at this stage. (Paragraphs 2 =31).

Depletion policy will affect the offshore suppllezake
industry., Some flexibility will be desirable %0 3
account of the needs of the large capital goods iﬂ
services sectors, UK platform yards are currentéh
competing for two further orders and, if success al;
will have work till 1981, But flexibility could Serly
be needed if an order is lost and to assist an OF
fundown in the number of yards after 1981.

Paragraphs 32— 34) .

There are important presentational points tO W37§;
internationally, But, if handled with senaltlv; ;
these need not place a constraint on adoption O% f ;e
conservationist depletion policy. The UK is °°m§ i
within the EEC to net exports of 5 million tonne

CONFIDENTIAL

(xii)

(xiii)

(xiv)

1985. At likely levels of UK demang for oi1 j
short to medium term, this shoulg not signifiégnzse
1imit Ministers' freedom of acti f

(Paragraphs 35-37).

Uncertainties about the size of o

ur oil reserve
production, demand and the price e

on in depletion policy,

of 0il are consi
and it is desirable to maintain g g e

reasonably f i
policy. There can also be room fo Fod R i

respective weight to be given to t
and self=-sufficiency arguments,
in the same direction,

he energy, economic
But they all point

1in e S TO

We also recommend an early start in implementin
measures, Ufﬁerw1se, Ministers' room gor manoeuvre

uring e years of peak production will now begin to
diminish. The measures available, the years in which
decisions would be required and the estimated maximum
effect in 1984, (when peak production of 131 million
tonnes is currently forecast) are:

T argument about the

. We believe that taken together
ort the desirabllity or dererrin Toduction

Measure Decisions Maximum Reduction

in 1984 (m. tonnes)

Gas Flaring

Restrictions 1979-80 5

Refusal of Upward

Profile Variations 1980 5

1979-80 3
Production Cut-backs 1981 16

Development Delays

Total 33

If Mini

reliance in smoothing the profile will need to be placed

on gas flari ictions, refusal of upward profile
Variati ng restrictions,

Scope
Obtaing

depl
Teco

(Paragraphs 39-40)

Sters accept our recommendations, initial

ons and development delays. There is limited
for action on igs meritsa%ut the greater part of
Potential from these three measures would not be
d without the Government's intentions on
etion policy becoming known. Our specific
mmendations ares

e
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& Gas Flaring. We recommend that flaring

If implemented to the full,
Testrioctions be re—inuvroduced at the Breng

¥
(ﬂi) the three measures

Pieit immediately available would, on Preliminar i
S Soon as 1s practicable. This would m reduce Government revenue by perhaps &% giffitgga:es’
S0ST o7 the possible reduction under this hegiiy gieay B0 PORL. oo cIfocy TRETHENRAMN S ae
j ified in terms of the gas sgyeq run might be somewhat larger and GDP oq
:.?%ng?n \S);aj].lll:f'lp%ential exists at other fizgds by about *%? Though since this relatesu]t.g :elgggugfe‘d
We recommend that controls on z%s flaring at Othér 0il prpductlon the effect on employment woulg not be
Telds be tiphtened as far as 1S economically g significant. After a lag, effects on competitiveness
Tecnnically ieasiblée. = could begin to offset losses in output and to the
tations. The economic and balence of paymigr}is. hi_"u;ther work is in hand on
b. = Upward Profile Variations. § assessing a proifile which would keep the UK roughl.
mwng Zgn?ﬁﬁgw;gdp;gg\i{%mn at self-sufficiency, This would involve the use o¥‘
in gxcgss"ofdgggis ggcgrdmlmng £5 the circumstag production cutbz(agk, wrthhmorg far-reaching economic
‘(J)?r%izlg?.e:)l.d.l B T il here economiis consequences. aragraphs 46-47),
and otherwise practicable. oSome action can be xvii) A depletion policy announcement is not required
me;mzthew?iioguggtggt;ﬂ ( immediately. If, however, Ministers accept our
deferment under this heading : recommendations, they will come under pressure at home
decision, due in 1980, whether to allow increase : ; :
y ¢ ; : ; : to make clear their depletion policy. Some pressure
i duction at BP's Forties field. This will 3 ; : : '
in produ ined in detail at the time and if to do so is also likely internationally. We believe
need to be examined 1 2 g AT oD 5 a Government statement on its depletion olicy wou
the decision is to defer it will need to be mﬂ-——-&_L_
depletion policy grounds. be desirable, early convenient opportunity for
defended on dep Such a statement, assuming the oil supply position
. We recommend a close remains stable during the winter, would be in the
c. Develo mze‘gtlgzlzns teCERTeaTRORUETET o7 develom spring of next year. A statement might be on the lines
B e T that Government is anxious o encoursgs expioritios
mex;ns Or 8850Clated ZeS. ormal and more but wishes to avoid a sharp build=up in production
mﬁrﬁ&a’aays raise more complex followed by a sharp decline, that some action to smooth

issues. The general arguments favour delay, which the profile will be necessary and that company proposals

i i evels form 1983 will be assessed accordingly. Careful timing and
Zgglghzegﬂ zgdié‘g;}ithgggdl{g;?sgtéd a preference attention to gresentati]oﬁglydetail will be essential.
for this measure. But such delay, consistent wiil (Pa.ragrap_hs 48-49).
assurance given to the industry, could be'applled
in the near future only to two or three fields y Gad
and would fall on relatively few of the cgmgiﬁe ——
323"?32251%2&2‘3 U%stghgo?%z{igguitt?: % (i) Purther work is proceeding on gas depletion. A further

racticable to lay down firm and ri L‘K_éi_.ﬂ-/awe report will be submitted later. (Paragraph 50).
85!
on development Ee*axs and recommend that each &= il i - i
he appropriate rate for depletion of gas reserves is
g s On(Plals'amgze'zglE:.gl-M, Fi&u‘e 4 bound up with the prospects for other fuels. Uncertain-

ties, particularly over UKCS reserves anglavai]]sabili.?:gn
: iy f zas £ th ources, are considerable. Depleti
(xv) Production cutback offers the greatest scope £OT pigé ol zas from other sources, :

deferring oil at peak (roughly equivalent to the ¢OF Policy needs to be kept under regular review. Work

effect of the other measures), But it is theurllgzitthe S0 far suggests:
economically attractive of the measures and, i
terms of assurances given to the industry, cannob P& . (a) Efforts will be needed to encourage exploration and

implemented before 1982, The economic case for "ppge
production cutbacks will turn critically on up=?t
assessment of oil price movement and prospects. U
Government is committed to detailed consultations

to improve our knowledge of reserves. Some
incentive to renewed exploration could regult
ith-w‘ from possible gas gathering developments in
ish

the Northern Basin and expected purchase by
the industry before cutbacks are implemented and %egf BGC of addﬁional quanti?ies of Southern Basin
will, therefore, be required during the first 1y ks :
1981, We recommend that & further review be PLE

4

5
&A consEmal SECRET ) _%:3___




AT S 1DEX
(b) the degree of likely variation in UKCS gggq L
ducti is not so great as to contripyt grapas
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II  INTRODUCTION

on Depletion POlicy &
tal Working Group De - : .ain‘.
s S Intzlggggenmergy, comprisei off%g:aé&srgdtggei‘gi 1@%
O amonweasth Office, the Scottish OZf 38 e, 00, ond. the
Comgnwealf:;VQ conducted a review gf d:ﬁd"now submit their r:ptl,;%h‘
o a ospects,
of latest develognolegz:i :réirgf PThq report (;eals mainly with o) u"
r;:gmg;ﬁ:gi:n: shorter final section on gas.
a

Background to Depletion Policy

inental Shelf in 1969,

in the UK Continental Lay
S L A firizsfg:ngucceedins years establtgheguggg Egg:iglli:
further discover £ the 1973 oil embargo and eil g . ourf
by about the time gld price of oil, of offshore o gg‘g ggrlon :t
increase in the ;gme consumption, at least i"oi a 1{3:‘ el igg w?'-
Lo 11wwcs i1 is relatively light and 3%8 g b requirgl
i ob the best way of meeting < fficiency, or
- onrtts :gdeein crude and productsi net ;g]e.f;ﬁtial prig;‘it‘y'm
Sy a<ver e attainable. L '
gore.tgrel ;.Vﬁugos:ﬁ;m:;:agf these indigenous resources, in orde
een

£ payment;
the economy, the balance o
mltg: gtﬁhiqfx:; magizsdggiee of enhanced security of supply
they held out.

- ficiency in oil¢
ted to reach net self-suff ul
25380 Th’mg iiéﬁ&’;ﬁ%ect iaithaghprgtei\ég;éoga El},ft%gx; %ggm
' Quping the - alll
B Mo e duction will be accompanied by &
thereafter. Decline in producti Poile opiin reseutil
omic benefits which have bu {mporth
::‘H ggaghg°°:°?..nwed and grow%ximg rggu%;g:mggg mi;gg ggtpg;ie;:g il
The continuing annual deterioration i ded, Dy & lag
i fset, as it proceeded, -
this implies would need to be of S o of 0 t
f exports combined with the de Le dow
migem:ngiggg; aogces. In the long run there iihﬁt;w’m’n“;
that the necessary adjustments would take place andreated by 8 ¥
would balance. But the strains for the econgnv c
decline in production could be very considerable.

o ité |
6. The major part in bringing the UK Continentalisl;gifozl 3 mpﬂ
present state of development has been played Dby %rtbe UK, 88
Their interests have coincided well with tl.los‘se o) {1d-up of P
roducer country, during this period of initial bu}l Letd %: b
gut this coincidence of interest will not necessa:;‘lt{e Cont ont A
all stages in the exploitation of the resources o A
Shelf.

; ing
The principal factors which could lead to divers
are shown at Figure 1.

ant)
Of these, perhaps the most %‘“ﬁ‘jﬁm.’;}'ﬁ
considering the peak of production and its subsequelllu ding the i
the potential impact on the rest of the economy inc s in the
on manufact industry of a loss of compet::l.t;ivenesimo °“r.c”‘
and the desirability of stretchtﬁ out as far as P°§1y be €XP
indigenous supplies. 0i1 companies cannot reasona
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ight in their planning to
40 gttgcztggngthey place on future oil
The V81U in some cases conservative pl

r&tes

these wider
1nfluenced

anning assumptiong b
re oil prices, may also understate its i et
futu

pconomy «

f the factors involved in
A M;n.?yplg the size and makeup of re
A ve roduction and the path of fut
mtu;::a . It is not, therefore, po
unce for-all blueprint: the framework
O to be kept under continuing revie
Be ovals in the light of the latest av
mtegvfor Government action to influenc
ﬁcoguctzion in the period before 1982 isg
%;‘gtailed at Annex II) given in 1974 by
in the interests of a rapid build-up

on development of fields falling ou

evaluating depletion
Bérves, the possible
ure world oi
8s8ible to 1la
within which
W and updated at regular
ailable information.

e rates of total UKCS

Potential valye to the

1 prices,
Y down

policy develops
The

limited by assurances

the then Sec
of output.
tside the terms

of these
assurances and on rates of gas flaring will need to

the next twelve months.
the extent of the Governme
depletion policy during the period

These decisions will begin
nt's remaining freedom of

!

\

be taken over
to influence
manoeuvre in

of peak production currently
forecast for the early and mid-1980s.

economic factors.
both by discount

policies,
timing of
are very
any simple,

retary of State
But some decisions



III  OILL PROSPECTS

0il Reserves

' iginall
. Th antity of recoverable oil reserves or y i
<8m the U§c§“15 egmutod by the Department of Energy to be inp‘l:;:.
range 2,400 to 4,400 million tonnes; of which, to the end of -
some '\Oé million tonnes had been produced. The central egtip,./

10,
(3,3%0 million tonnes) underlying this range is made up ag fouozi

‘ (1,2)
TABLE 1: Central Estimate of Oil Reserves
Originally In Place
A Existing Discoveries M. Tonneg
1. Fields in production or under development 1330
2. Fields possibly in production by 1984
(presently under appraisal) 150
%, TFields unlikely to be in production by 1984
- (including some presently under appraisal) 550

Sub-Total 203%0

B.  Future Discoveries

4. (i) Licensed (including 6th Round) 420
(i1) Unlicensed 260
(iii) Stratigraphic (licensed and unlicensed)(i) 200

(iv) Deep-water (over 1000 feet) 20
All structures &

SBub-Total 1300
Total A & B 33%

Notes:

ol
(1) The estimates are central in the sense that in each c8V®é’
end in the total, there is considered to be a 50% chane?

that reserves may be above the figure given and an equel
probability that they may lie belg:f

¥
(2) Includes an estimated 60 million tonnes of natural €85 "

(3) Stratigraphic oil is not detectable by seismic suﬂ°{,i§{u$
other normal techniques preliminary to exploration 4%y

and both quantities and 3ictable
for other categories. discovery are less pre
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mhe reserves estimates shown in lines 1, 2 and £
9. el largely on proven data. The'estimates undzrolin:b}#efgé
are e finds have been obtained by statistical techniques and are

g?ict to wider uncertainty. Particular uncertainty attaches to
gu uantities of re%overa‘ole reserves that could be discovered in
F.“:rﬁtigraphi" traps", which can only be found by exploration
511111181 and in deep water, where the technologies for exploration
dar production have yet to be developed and commercial exploitation
s Plikely until late in the century.

0il so far discovered amounts to some 2030 million to

IO;' pnearly two thirds of the current central reserve estimgggs’
(33% million tonnes). Of the remaining 1500 million tonnes, only
sbout half (680 million tonnes) is conventional 0il in shallow
water. We can have some confidence that this 0il will contribute
to production in the late 1980s and during the 1990s but only
rovided there is an increase in the rate of exploration above
surrent levels. The greater part of this oil lies in territory
slready licensed but not yet fully explored.

Supply and Demand Prospects

11. We have considered possible o0il production and demand fore-
casts against a range of assumptions about economic growth and
future oil {ricos. (Our detailed as tions are at Annex I).

They are illustrated in Figure 2. It will be seen that the

present prospect is a total net explortable surplus during the years
of peak production (1982-5) of some 140 million tonnes, in the
central demand case, or up to 190 million tonnes if demand followed
the lower path which on the Treasury's latest expectations about
income growth could be more likely, although there are offsetting
risks that alternative fuel production, notably coal may not be as
bigh as planned. In the years of peak production around 1982-5

the exportable surplus would be approachgng or in excess of

0 million tonnes a year. During the late 1980s and 1990s,
“;;V'r, supply would rapidly fall short of demsnd, leading to an
voar. Lot import requirement of perhaps around 30 million tonnes a
cont&;-;m"“ins to 45-50 million tonnes a year by the end of the

:g.gh The seme prospect is illustrated in value terms at Figure 3
The cow the potential implications for the balance of payments.
#30 a'ﬁtru agsumption used is that oil prices will increase to
“!s\mnmgu (in 1977 money values) by 2000. The effect of

er and smaller real oil price increases: by the year
5.00/barrel and $25.00 respectively (1977 money values)
h On the central assumption, exportable oil would
= §°‘:9 B4 billion a year at peak. But from the é:tgiil?gg:
8 Year :t 0il import bill would be growing at around e

at 1 and at some 10 billion annually by 2000.
7 Doney values.

1
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CONSIDERATIONS RELEVANT TO DEPLETION Porzcy
———

v

i take action to smooty
decision whether or not to o il
13°du0£?gn profile and defer some production to later years . oted to become scarcer :
pro b f factors including energy policy, the weight R b% é,rnational i arcer and mor ons
given to :g odeairability of maintaining self-sufficiency, for in, world will need to look increasingly to C
%wenazoposgible micro and macro-economic &nd related fige,) 4 1h urces of supply, in particular nucleap power and o
ong .

80 _
considerations, the effect on the oil and offshore supplijeg °th°rns its longer term needs. This implies a prolonged peri

e

ted by further disruptions of the kind we have experie
{:n:g;g/u and more recently. The UK's indigenous o0il )zc-le)sou.rgggd
re insufficient to insulate us from these wider developments ang
’a UKCS production declines, we can éxpect to face both a srowing'
g,quirement for net imports of o0il and a need to step up investment
in replacement euggligs of nuclear power and coal. The more rapid
the decline in UK oil output, the more severe and difficult the
problems of adjustment in the pattern of energy supply could be.
These arguments favour deferring some oil from peak production in
the 1980s for later use and so restraining the rate at which
indigenous production would otherwise decline during the 1990s.

0il is_expected to become scarcer and more éxpensive in the

et czxsn:i%:é‘gt%gr)m- Tkt &y ¢ransition in world energy markets and one which could well b
considered in the next Section .

Self-Sufficiency

15. The microeconomic and macroeconomic arguments are primarily
concerned with the consequences of rates of change in oil production
and attach no special significance to self-sufficiency. elf-
sufficiency is, and will remain, a focus of public interest as a
yardstick against which North Bea prospects, policies and performance
can be measured. Additionally, there is a case on security of
Supply grounds for favouring a slower rate of depletion with the
explicit aim of prolonging the period when indigenous production
can meet a substantial proportion of our demand.

16. Complete self-gufficiency is, of course, not possible and
:h'r’ &re limitations on what we can do, even with North Sea o33
UI% help ourselves in a crisis. For economic and technical reasons
il refineries require a mix of crude oils of different types
oo 8lities and, at pesk production during the 1980s, we can still
cl.ect to import about half our crude oil requirements. We are
thoozxxoomtt“. if the relevant international arrangements to which
linjt is party are activated, to sharing our oil supplies to a
{1 g oxtent during an emergency. Moreover, even with normal UK
Bhor:upp lies in a period of orisis during which other countries were
aimr:f °il, we would not emerge unscathed since we would be
o1Jtly affected by the consequent reduction in world trade
» boost to world inflation.
ot
to

3t international o0il su lies are likely to remain vulnerable
"°“3é°a1 other events in the Middle East and with UKCS oil
1‘”'0“1‘11)1 ke & large proportion of it) the UK is in a more
c°“’°ﬁ.t ® Position to deal with supply interruption than its
(88 veias; ® may also obtain some benefit in a crisis from our
1(;811.11 m];'atimls with our two resident multinational oil companiesh ~
Ota) lald R though the UK accounts for only a small part of t :

%8 enq they have stressed their own international obligations

13
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in the event of a crisis. While, like other Western county

we take part in IEA and EEC arrangements to share availapg 02;’
supplies in an emergency, these arrangements would only copg p
force in a major crisis (they were not activated during the T to

s < +- - : by
crisis) and, any case, they have yet tc be tested in copgys iy
of acute oil shortage when they could break down. In a Situi‘t:}%
where individual countries were bidding openly or otherwige foreu
available supplies there would thereiore b? advantage in oyp g
sufficient (or nearly sufficient) UKCS productive potentia) e"t'u‘:
to meet our own needs directly or.to trade with otpers for Sr;dw
of crude more suitable to our re_flneries. Extendlng net self.es
sufficiency could provide a further degree of flexit?llity in thy
it might be possible to temporarily relax measures in force o g
defer production, if it were desired to increase UKCS output in gy
event of a supply crisis. Buch security would greatly incregg
our freedom for manoeuvre during a crisis {and should enable yg t
minimise the penalties which it would entail for the UK.

18. There is therefore likely to be advantage for the UK in,
longer rather than shorter period of net self-sufficiency - an
advantage which would be lost or diminished if early and substan
net exports were undertaken during the 1980s.

Microeconomic Considerations,

19. To assess the potential value to the UK of oil produced e}
or later, we have taken a discount rate of 5% p.a. in real temss
assumed a world oil price of B30 a barrel (in 1977 money values)
in the year 2000, implying an average annual rate of increase of
around 43% from 1977. On these assumptions, our assessments sif
very substantial benefits from later as compared with early
production.

20. The benefits are greatest where development of fields is r
delayed (because company capital expenditure and revenus are delf

together) or where tighter control of gas flari is introduced ‘E-
fields already in production (because %ha totaillhnﬁet benefit ind:;
the value of the gas consumed). The assessments suggest £hat ¢
meximum income gain from measures under these two heads open ¥
‘G;gvement (discussed in Bection V below) would be approachiné
th,OOO m. (discounted to present values). For example, ddm%rﬁ
e development of BNOC's 30/17b field for five years could b.er
;gm £150 m. Income gains would, of course, diminish at nigh il
. :ggunt rates or with very sharp early oil price increases: ot b
gl » however, be greater still if su stantial upward movenéiiy,
g Pl;lices were concentrated in the latter part of the period: g
gggo tis of refusing consent to upward variation from 88r®® ;i
I;n tgc On programmes vary from case to case, depending 11 p,as”’
© expenditures associated with proposed production inc* J
f

U
21.  The microeconomics of deferring oil by cutting back out?

ﬁeg:t:lro‘a,dv in production (the scope for which is also dlzﬁus't
the .331 ) are, most cases, more finely balanced (b:f”wl
expenditure has already been incurred). They are i
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ndent on the oil price profile and the )
(ii;g;"iduﬂl fiﬂg; mgh;nigtractivenegg of t;im; ﬁzzﬁﬁgni“ o
1ikely to bebmf, o 1982 . Production cutbacks howevog’ therefore,
1emented befor and a detailed ang uUp-to-dat cannot be
the c88@ would be required nearer the time, ® assessment of

mcroaconomic Considerations
"‘-_—___-_———“

»0, The macroeconomic effects of UKCS oj :
;g those of other industries. But thergl:rgmtggcﬁogjnu@e,'smilar
features. First, oil has a very direct impact on . -
accounts since it either displaces imports or ig itouf e e
Secondly, Ougfuttfiggl the UKCS is finite and, havingebiigpgrtgd ;
the firs f of the 1 i i § K8
peak in ; g e 1980s, is likely to decline thereafter.
23, Since North Sea 0il yields additi i
an economic benefit to the communi ty atoilgisgoomguttigepregents
ingly evident that it may also create problems of ad,justmg %ngreaa-
gg:: r*::zigg:fg;stgidgge ecgnomy 5 notably those produci -
oods. i i
of the balance of pmegts is l‘khf - oo o i s
_Likely to cause some appreciation in
the real exchange rate, relative to what it would otherwise hav
been, and some loss in industrial competitiveness. This is be:a
mrx;h gl‘bthe improvement in the oil trade account is likely to be <
:. d;‘ ty 8 deterioration in the non-oil account at least in the
this bous. " As & Tesule, weey prorriooiiti iatiye Frices to bring
. ’ al profita ty in the more
::::o:‘;i g{ lzxz;itish industry is likely to aufi’rer, and therooe;.?l be
P o - resources from traded to non-traded sectors of the
production - ‘:;; effects on competitivemess and the structure of UK
s th“: be reversed as oil runs out. But the speed and
e R c?angoa will have important consequences for industry.
58 WiV ine mga cgsts of adjusting to sharp and sudden changes may
fully lntici at;mm: greater than those of adapting to more gradual,
rate pon Stogl i:g movements. Even a temporary appreciation of the
Hatrieg . may have irreversible consequences for particular

o4, ™
depeng ¢ 2°8le of sppreciation in the real exchange rate will
Vestggn.gg: gu‘ the additional income from oil is saved and
% UK 057" o ound rather than spent. The post-tax income accruing
burg ¢ overgoonies is likely to be deployed in this way s they
Xchangg cont.“ exploration. The Government's policy of dismantling
Daxi gy 8co argla will also allow the rest of the private sector
‘:gloikgly’ hgw. Or increasing its overseas investment. It seems
0 r'lativ;,e:’ that such additional investment will be large
opereCiation O the contribution of oil and gas to prevent some
of g, 0 “mthe real exchange rate. In theory it would be
sitpoeign Ourx-.nt to reduce the appreciation by official purchases
P!'nc:r rep ‘rmy in the exchange markets, and to use the proceeds
tingiice, howg oreign deht or to build up the reserves. In
Probleine such er, the monetary complications that could arise from
BN ;"l in lehim operation over the next few years - given the
t out g LoVADE offsetting PSER reductions - are likely to
8n option at least for the foreseeable future.
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in} ‘ the o0il production
is no precise link between »

2)5c<;han§2e§:te prof?.lea. Much will depfnd onhGovermnent mn“axv
and exchange Tate policies und oa forelen sronence market epu)
3 i 1 and monetary po 1LOE BUthou "
tlong.ve Eﬁeuﬁgxm‘c bearing on the timing of Ch&nge:g in the itti'l
exthange rate: end equally, while BP?Culatige cag;t& MOVemgpg, !
kemvea{ﬁttle net effect on the real rate igi:zie m:ncllum Tern, they“'
can have a major short-run impaf;ttoghg}rlz is sxolge 1 inimggzeness of
ke place. e een ¢
thg chgng;i ;}:’:g.ug:ionpand the real exchange rate, however h‘

1;{:, °eZise While a "hump" in the production profile will po¢
au?;gnatic;;lly produce a matching'llnlmgci-ﬁr tnghgizéyezzgiﬁs:tﬁ?'
i the risk that one wi ’ ‘ } ty
nl.g in::;;ﬂzgduament problems that North Sea oil will anyhow po
£ 1z.1~8:l.11c11.191:1.'y'. Depletion policy cannot solve these proble;ps; W
i?: may help to smooth out disruptive movements in competitiveng,

etion would tend to reduce output and, %o the
Ei&entstg::rtggpixcmmge rate was lower, to_lncrease prices. fy
an outcome would be particularly unwelcome in the immediate futuy,
However, the macro-economic impact of depletion policy - uncertay
as it is - would be felt in the medium-term rather than over the
next year. Moreover, the case against slow depletion depends m
0oil being more valuable if it is lifted sooner rather than laten
The view that North Sea oil will be generally helpful to the ’
Government in meeting its objectives is not sufficient to establid
such a case. It is not clear that the macro-economic problems i
the time of peak production in the early 1980s - the period likoliy11
to be principally affected - will be any more severe than those
later years.

27. We believe on balance that there is a case on macro-ecom
grounds for smoothing out the production profile. __But the macr-
economic effects are not closely predictable nor will they
necessarily be very substantial. The case rests more on the

i
desirability of seeking to eliminate avoidable shocks and disru®
which could be significant.

Licensing and Exploration

0
28. Varying the size and timing of licensing rounds offggigg
scope for influencing the rate of oil production at peak cribu?
the 1980s. Licensing policy may, however, be able to congo’.
towards moderating the rate of rundown forecast for the 19

29. The quantity of shallow water territory with a’ctracti"zs
prospects which remains available for licensing is small'ha 18t
output from existing fields declines, new production in the g
1980s and 19908 is likely to depend more importantly on b

h
8
development of existing finds end on the exploration compani®
undertake in blocks already licensed (some of which may b¢
relinquished and relicensed).

00

The production forecsasts (8 an?

gi undsu. Iﬁdmsubmg. ex 2) ﬁsune the ratg of licensing %n i doi;loﬁ'
uen x . 4
level of the Sigth Ro:nd?cationa are increased to & 0l

Figure 2 shows the possible T
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jpution to production in the 1990s bageq on what i
cont;;tontial reserves and their Prospectivity, Tge }grgil:::soglso
thcume that there will be a substantial increase in exploration of
288 1 to already licensed. Unless there is, Prospects for the
2;‘13'59' BReDSre. 1re8dy poomy wiini significantly worsened.

A Seventh Round of licensing should h
Z?imate for exploration.
are being
earlier,

elp improve the
(Detailed proposals on the Seyepe: orol
submitted separately to Ministers) eventh Round

9 Howev
a rapid decline in production during t ory 88 indicated

he 19908 wi
avoided unless action is also taken to defer some productii%x xru;;:mbe

19808.The objectives of both wishing teo postpone production

:g: dzggrability of emnhanced explorgtion do not sit E:)omrorf;ernlr,rand
together. ~ But they are not inconsistent. The oil industry has
itself claimed in the past that uncertainty about medium term
depletion policy is a factor inhibiting new exploration, though it
is doubtful whether this argument has been a real factor as opposed
to a negotiating tactic. In practice, however, the industry well
knows that prospects for the 1990s are poor and, against this
background, would have difficulty in raising serious objections to a
cautious Government approach to medium term production, if presented
on a basis that the Government is anxious to encourage exploration but
it cannot, until longer term prospects improve as a result of
exploration, avoid some medium term restraint.

3. 1If it became clear that the rate of exploration was being
adversely affected by depletion measures, the Government could
consider the possibility of giving specific assurances about the
exercise of its powers of depletion control in relation to new
finds (e.g. assurances to the effect that production would not be
curtailed in the 1990s). But we do not believe that further

ecific assurances of this kind would be warranted or should be
given at this stage.

Offshore Supplies Industry

zii, tT"° sectors of the offshore supplies industry wh;ch would be
s cted by depletion controls are those providing capital goods
pm“}v ces for field development. Although the most sensitive

of pl:t the capital goods market is offshore fabrication, consisting
arket §°"’" and module building yards, there is also a very large

Se °.a°r the products of the general engineering sector. The
Scotlang, °°°¥OT 1s an increasingly important one, particularly in

33
. At /
Oper, Present there are five main platform fabricating yards in
°th0:t%3n °f which three have work inpprospect till mid-1981. The
b 'n’cio' “hich are considered to be the hard core of the industry,
1979, Rly dependent on winning new contracts before the end of
0 orders are in prospect for fields whose development has
e °"Bhu°,°n @pproved. It is not certain that these yards will be
v in w them. But if these outstanding orders do F
!"lultux’ further additional early field development approvals

R orders going overseas.
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4. Beyond 1981, with or without Government action to de) g

(Blevelopmznts, orders will turn down and it is unlikely ?hata{-’h&’ld
industry will be able to sustain more than three operationa) y

for most of the decade. It is important that the necessary rmﬁ
be achieved in an orderly manner, which pcints to the need 7o, 80%;
flexibility on the timing of development plan approvals. By 1 :.
late 19808 there could be some upturn in field‘developments’ 0
depending on progress in exploration and appraisal work meanwhy),
and the possible impact of measures being considered to °n°°lu‘age'
the development of marginal fields. But the chances are thgt the
fields coming forward for development would be smaller ones, sy,

lighter equipment or other new technology which does not Tequire
full facilities of the conventional platform yerd. 4

International Considerations

35. Our partners in the EEC and the International Epergy hgency
are interested in the rate at which we deplete UKCS oil and it ig
a potential source of controversy. This derives partly from the
fact that individual Member States are, or could become, recipient;
of traded UKC8 crude. Following the Iran crisis, we have also oy
under pressure both in the IEA and EEC to accept the general
proposition that "restrictions" on indigenous energy production si
be removed. The European Council meeting at Strasbourg in June 1}
emphasised the development of indigenous production as one way of
meeting import ceil targets. e Community had already agreeti
1974, and reaffirmed in 1978, that the EEC's dependence on importe
energy and oil should be limited to 50% by 1985; and there is al®
an IEA Agreement to stimulate and increase production from sources
of energy other than imported oil as quickly as possible, consistert
with IEA members' economic and social conditions. While we have
taken credit in the context of this year's supply shortages i’or.thu‘
degree of flaring which we are permitting, we have in general fim
resisted pressure to relax flaring restrictions.

36. Following the Tokyo Summit the UK has agreed to an EEC natit®
oil import target which commits us to net exports of S5 million
tonnes in 1985. At the lower levels of UK o0il demand <:om_aid°1
likely in the short to medium term, this should n»ot significant Zil“
limit HMG's freedom of action in depletion policy. During ""3,1:
however, we came under pressure to commit ourselves to higher l:nxd
UKCS production and such pressure is lisble to recur in bi ;Eﬁ

conditions. It would also be potentially embarrassing if OFPY u

countries were to seek justification in UK policy for any acti®®
might take to reduce production. . .

57. We do not believe, however, that these presentational pqlnfi'
if handled with sensitivity, need place a constraint on adop wer!
conservationist depletion policy. Our partners are alre‘.'dydai
Sﬁ 3:§°°32°:§2ng:1‘ ngOPletion and should not be too suI'P;'I‘;B;n

Te conservatio IR we e %
particular highlight the small aizenigtm?tgigggzes in relations;"“ld
those of the major world producers and the likelihood that “erm'cT
be unable to sustain high production levels for long. The P
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a rapid rundown of UK production in the

1

is S8 014 bear as quickly on the achievement of geguy our

19 naence targets, and on countries in receipt of traded UK crude
dep®ine UK., This dilemma is, in any case, 1ikely to y

88 OF discussions on energy objectives for 4 emerge for
the EEC in B oan.alac atvess 1l att o prodr 990 which are Just

. uction i -
bezimc‘iu ne energy conservation and making re ar 00 AuDAEI buts

al progress in th
{g:ngition away from oil. Wnile the EEC Commission have showy keen

ontinuing interest in UK deplet:@on policy, our sove

ovorctmse resources is not in question, and the Commissi‘ngigg;z on
Oreord a8 stating that Community energy policy in no way diminisghes
the control exercised by Member States over the rate of exploration
of resources.

Balance of Advantage

38, Within the UK sector, net self-sufficiency in oil during the
1980s will be followed by renewed dependence on less secure overseas
sources for a growing proportion of our oil supplies in the 1990s
and a need for expansion in replacement of indigenous energy supply.
There is likely to be advantage for energy policy in ensuring that,
vhen our indigenous o0il production runs down, it does not do so at
such a rate as to cause difficult problems either of switching to
alternative indigenous supplies or of paying for increased imports.
The real price of oil is likely to increase substantially over the
period of peak UKCB production and subsequent decline, and micro-
sconomic analysis suggests that there is likely to be net national
advantage in conserving oil for later use. Macro-economic
considerations also point towards trying to ensure a reasonably
smooth profile and an orderly pattern of adjustment for the economy,
&d particularly the balance of payments, during the period of
r::ﬂmtry"' Finally, security of supply arguments favour a longer
er than a shorter period of self-sufficiency.

22;. There are, of course, considerable uncertainties about the

be g g{ our oil reserves, what level of oil production will in fact
sto. reéved, the growth of oil demand, the movement in oil prices,
flt;tiblud it is therefore desirable to maintain a reasonably

Tespe ¢ policy. There can also be room for argument about the
'Olf-g:.g;cy_eisht to be given to the energy angu ;cgﬁonclgoligtanig
t eéncy arguments discussed above. ey all po

tg: a“’r‘:%?gtzon. ther they support
by

ie M g;&
@ scope for doing s0 wever y the

0!
arle Cy. s
"‘“‘"g :"“r““B which the Government have recently confirmed in

Start 5,0, 8 Parliamenta estion. We also recommend an earl
55:"‘°“vige lement nﬁiﬁ?,s. Otherwise, Ministers' room for
sh ng the years of peak production, will now begin to
Se = The
tion v g,

We believe that taken to

desj.

scope for varying the production profile is discussed
llowing.
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r quantities of gas are at stake (e.g.

i oA SURES Porti i
VS SCOPE FOR DEPLETION MEASURLD ;m;ﬁ;) the cai; §o§ a tgugher l]d:zfe on rlaring°:gllis, Nim.ca’ﬂ :gg,
8 eferred, as we turn
f the o ’ : as the gas and th i
bl ""Iu:fgro rests ultimately on oil depletion grov.mdza.e J}f:ggimm'
The Instruments Available ther®2” "11d reduce oil production in 1980 a 0 on

wo nd through
Bregg 4 million ton.nes/gear. Overt action on othe§ fit.glgzezogi,d

up ther 4 million tonnes/.
t for ano 8/year in 1980
;zgg:;s 1 million tonnes/year thereafter. P e

jch are discussed ;n more detail gt
overnment. " Thalrtg’coge& the yeap, )
: ; be required and their estimated maxj L
:?}gztdiiliégﬁs(:g‘;},dpe:k pgoductiox} 05 ;22 gu']t;ﬁgg tonnes ig . . g
rised in Ta Y . . gt B
At Poisted o pradiovion prorils slresty Lerted To TiCECLe
. LAt . 1ds - consents for which can be issued on a 6 monthly basis.
TABLE 2: Potential for Deferring 0il At Peak If)::isione relating to fairly small amounts of oil at thg D::i]in
i otion il (Shell) and Beryl (Mobil) fields will be due shortly. But s more
Decisions Maximum Reduction important decision in respect of the Forties (BP) field - R
in 1984 (m. tonnes) tranche of production (about 3 m tonnes p.a.) deferrable 57 S
- g Wil’l’ bg I‘gqu:fL:x_‘gil c%niqggo' Refusal in the case of Forties
3 would need to be justified in terms of the advantages of stretching
Gas Flaring Restrictions 1979-80 b out indigenous oil supply and this would become lmg‘m. Cum;t
estinates suggest that refusal of profile variations would defer
; around 1 million tonnes of oil in 1980 and some 5 million tomnes of
0il in each year from 1981 to 1986. The deferred production would

40. Four instruments (wh
Annex II) are available to G

Measure

Refusal of Upward 1980
Profile Variations

1979-80 Vi be recovered in the late 1980s and early 1990s. The use of this

Development Delays 979 measure to help smooth the production profile is illustrated in

Production Cutbacks 1981 16 S b

T 23 Develosment Delg¥. Five substantial fields are expected to come
orw or development and be in production by 1984 (these account

: gor th: reserves listed at line A2 of Table 1). These include
41, Production cut-back offers the largest potential for def:rri! r’u‘:’ Pmtegted" pre-1976 discoveries: Brae (Pan Ocean Group, in
0il during the years of peak production (more than equivalent ¥ act partly "protected" and partly not) for which a development

the combined effect of the other measures aveilable). The ; :ﬂptication has been submitted, although licensees have been informed
potential of this measure, which falls between 1982 and 1984 ; m; approval may not be given until gas gathering proposals are
illustrated at Figure 4. Thereafter cut-back and the rate 0 8 clearly defined; Hutton (Conoco? for which a development

: ™

recovery of deferred oil could be adjusted to maintain produgztg“” 'I:gﬁcation is expected very shortly and Beryl B (Mobil) where a
around the level of net self-sufficiency and to provide st"‘,‘i“ O Goveporment application is expected in early 1980. While the
entry profile. However, from the o0il companies point o lmrnment 8 8scope for action in respect of "protected" fields is

ule
expressed by UKOOA) production cut-back would be the 1eastv§:11’” R 32"2’ 9fficials could adopt a tougher line quring the pre-approval
of depletion measures. Moreover, under the terms of the % m:, ¢t discussions held with companies and thereafter undertake

gl o
assurances cut-back cannot be made before 41982.  Ministers tig; detailed ang critical examination of the development applica-

Wy O
therefore, need to take a decision on production cut-back BOG Jif (o0 Particularly with respect to gas gather: proposals, with the
Government has agreed with UKOOA to give 6 months' ,mtlggo P wh:::t of delaying developmgnt by aﬁ avgrage cj;zi28 one year, or more
cuts were to be implemented from the earliest possible withOugrﬂctical. Such an approach could commence immediately

A fore ,
g emnouncement would be required by mid 1981.  If therei’ ,amf = g Specific reference t tion policy and could be adopted
Ministers wish to start moving towards a slower deple““,ﬁﬁﬁru' °om§°}:y development app::vagsdgglz rg.rtllier tZo fields, expected to
they will need to rely initially on the remaining three B Varley -¥ard in the nesr future. which are not protected by the

1] DipseY 88suran od Toni/Thelma/
192 Lany ces - 30/17b (BNOC/Shell and Esso) and To. e
s ame ‘ég‘;’gmmtf{ﬂic&" which has been '§°§P‘;§;‘,§i fn ¥ %o {Phil1ipe/aGIF/Petrofina).  But here, in addition, the
rent fleld in the interests o arisé T to delay development can be used, perhaps to delay

to oil supplies, has been to ad on gas fl b is
consents. The case fgr sughaaogglgo;o,uggtiig; economic 83 J_some five years. If Ministers wish to use thei.

,7
>
o

o to 4 ion polic unds, a
conservation grounds, is strong and in the case of Brent; put ! fop Tonoj in respecglgg gs;:wlop::ﬁdoged;géui.trood gy earylgr:%o and
pe Justified in terms of the value of the gas saved 8108 et | Soyg av. Thelna,/ T £ hortly thereafter, so that the licensees
have the incidental benefit of deferring oil production: Voig any shortly the ’

ecessary expenditure on preparing development
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roposals. In addition to these main fields there are g)4
gevglopmen‘c prospects for a number of subsidiary a°°umu1ati§ns
one or two of which could also be delayed. The combineq ofte
of a five year delay for 30/17b_end Toni/Thelma/Tiffany gpq - oot
administrative action to delay Brae, Hutton and Beryl B py , i
year period would transfer some 6-7 million tonnes of annus] W
droduction that would have occurred in the mid late 1980g intg
the 1990s. The effect of these measures on the production progy
is illustrated at Figure 4. ly

General Assessment of the Available Measures

42, The opportunities for deferring UKCS production which the
measures discussed above represent will arise progressively oy,
the next few years. There is scope for varying the degree to y
each is applied and the combination of measures used. The Deasy,
are not, however, alternatives, in that early options forgone -
particularly in the case of the least flexible, development dely.
will cumulatively reduce Ministers' freedom of menoeuvre and thg
potential for action during the years of peak production.

43, A tougher policy on gas flaring has merit both on econonic
and gas conservation grounds and can stand to some extent indepe
ently of oil depletion policy. We recommend that flaring contml
be re-introduced at the Brent field as soon as practicable and b
tightened at other fields as far as is economically and technio

easible. efusal of upward pro e variations and close

extended scrutiny of field development applications can also be

pursued to some extent on merit. But beyond a point it would b
seen that the Government was exercising an active depletion polif
and would be pressed to make clear their intentions.  We recome

the taking up of these options where economic and otherwise
feasible.

44. Development delays raise more complex issues. The 8“"‘1.
arguments discussed above in favour of slower depletion would poif‘
to the fields discussed above being delayed. In general tem;
0il industry has indicated, through UKOOA, that if depletion pol
is to be exercised, they would prefer it to be through develops

delays with an adequate and equitable queuei rocedure.
practice, however, developmeng delws,qae alggsﬁlt of the Varlel |
gosurances, oould be applied in the near future only to tWo o
elds. Development delays would therefore fall diBPI‘OPOrtiO:i‘Gh'
on relatively few of the companies operating in the UKCB who f/
argue that this was unfair snd inequitable. It could al80 h:nd
gg;:ﬁtially wider effects for the morale in the oil industiy
Serenore industry. There is the further point thab, if P9yl
ham‘lmmen delayed the fields in question, it might have %0 for.¥
maintag early as the first half of 1980 whereas it might PX%¢
r-ct;cgbiemggelflezible position. We do not bel iefjﬁ%.
Sieyisadie to lay down fi:x:cand rigid puidelines on 3"‘0': 18

case snou

e _examine
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pecisions on the case of production cutback (

49:. 11 to be taken during the first half of paragraph 41)

wﬁ% for spplying them will turn critically on 32?:;_(1“20 economic

cf 1 price movement and prospects. Ve Yreco end_that assessment
of few be prepared and submitted to ninm
/BF‘EKI'—_——_LW ¥ of Jevelo mONts mearvhile and Teporting smitieo—rile
Jse of this meAsSUre. M

Economic Conseguences

. We have examined the likely economic eff
;f‘ofﬂ-’ of oil production during the first halg‘cgg ggetgg&l)g“i'
would result from adopting the measures discussed (other thanw i
roduction cutback) above. Preliminary estimates suggest th
ediate gptignsagpe? to l;li.‘:ieters, i.e. delay, control of g§§ fe
flaring and refusal of upw profile variation, w if i

to the full result in little thange to North %%;1 gg.}(d,ré\f/‘e;rﬁzliegented
1980, But revenue might be in the region of £4—£ % billion a year
lower at peak. When the likely consequential changes in activity
and consumption have been taken into account, the increase in the
PSER in the short term would be possibly somewhat larger. Lower oil
production in the early years would reduce net oil exports directly
and would delay North SBea related capital expenditure. The short
term reduction in GDP as a result of these effects might build up

to about 3% in the first few years. Though since f:hﬁJ relates to
ailoss of 0il production the effect on employment would not be
significant. The current account of the balance of payments would
‘g; ;omewhat worse with lower net exports of oil only partly offset
W tgwer interest, profits and dividend outflows overseas. But,
vt r:iextent that the exchange rate was lower than it would be
i :;é :;tter competitiveness should help to offset the loss of
the' Lowen 'l. worse current account. All the direct effects of
O 101 production would, of course, be reversed in the longer

; ! ower production in the 1980s was recovered in subsequent

L

ﬁpucz‘lither work is being done on a more detailed analysis of the
BTN s for Government revenue of this modified production

the Ux a:n 8lso on what the effects might be of a policy which kept
19808, ‘l‘ﬁg more than net self-sufficiency in oil in the early

Udoubteqq 8 would involve production cut-backs and would

in partic i’ have more wide ranging implications for the economy:

balange o}l ar, the loss of Government revenue and the impact on the
Payments would be very much more severe.

Tesentasiop

48,

ﬁ:i}:y?hergois no immediate need for an announcement on depletion

Motar If Me of the measures described above can be pursued on
By deve however, Ministers wish to pursue other measures -
®lopment delay for "unprotected” fields and refusal to
® Variation at Forties - they will find themselves

25
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ir depletion policy.
to make clear their

u?g:rlgiziiuzg cgme under contiHUIn%tP:gifgrget°o§gi§§ tep.
gationally'(para§rapgg 233;62726vert1y through & serin Sor thy
Govorngen{ ﬁ,ﬁgﬁigia- But this would not be very Batiﬂf&c“
indivi 93 ould be preferable for Ministers to issue a
ent Settine out the seneral o
T .owgzzrﬁow:;a;iizg.closely by the oil indugt
fovecational areners, 050 countrios ua the lnaaliat

%y,
Staty,

) Oup
Careful timing would be essential, taking account of relwﬂg‘:‘mlry.

Budget), th
i iations ( e.g. on the EEC Budget), the gy,
2?t:§2&:::?§10§;8::rk9t, planned OPEC xgeggtngim:nd pgffnti‘{

i ket consequences & . ® earligy
f°§f}:ﬂe§§°§pmpo;t::irw for such a statement is likely to be y, H
:;ring of next year, assuming the position on world oil 8UpDlie
remain stable during the winter.

Mini broadly endorse the conclusions of thig Teport
:2[1 faigur a :::::nent onydeplotion policy, it might be on the
lines that the Government is anxious to encourage exploration but
wishes to avoid the position of a sharp build-up in production
being followed by a sharp decline. It would take account of tu
resentational points discussed at paragraphs 30 and 37 above.
ghe statement ?t then go on to say that the Government beliew,
therefore, that it is likely to be necessary to smooth the

production profile in the 1980s and that they will assess compazi

roposals accordingly. Ministers will also wish to consider

She;c)ger such a statement should be supported by a paper setting
out the various factors drawing on the material in the presont”
report which Ministers have considered in reaching their decisid

24
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AS DEPLETION
GAS DEPLETION

ther work is in hand on gag ge letion

50s rggrt more fully in a subsequent gepom.

will complex issues which differ in important respects frq
urrounding 0il. In the case of 0il, except vig 2 rom

rate effects, the world market Price is not affected p

the size of UK reserves or‘thelr rate of dgpletion, and provides
reasonable reference point for a competitive 0il price,

aase of gas, however, the high costs of transport produce a

ghin and fragmented world market which do

€S not provide an
guivalent benchmark, The value of gas in different markets at

any time dependslnot Only on the pricg_a of alternative fuels but
also on its premium qualities (cleanlmess, ease of control, lack
of demands on space). The value of these premium qualities varies
significantly from.ma.rket to market and will be reflected in the
market prices obtainable. So does the cost of supply vary
according to the seasonality and scale of the

market, The micro-
economic objective of gas depletion policy should be to
our resources, sSo as to maximise over time the total val
the cost of supply of those reserves,

reserves too fast, we shall be selling
markets where its competitive price in
is low, i
SNG with which to satisfy those markets
if we deplete too Slowly, there is a ris
electricity will reduce the longer term

pglicy and we
vas depletion

those S
exchange

allocate

ue less
If we run down our

gas ip the short term into

willing to pay more later;
k that low cost nuclear
value of the gas conserved,

In principle full exami

S the short and lon
market

nation of gas depletion policy

€ run competitive prices of all fuels

1 as well as the economics of importing and
R(Dfrtmg gas. Studies are in hand on competitive pricing for all
co: % but further work remains to be done. We have, therefore,

A :gnt!_'ated at this stage on how far gas and oil depletion can
immed’.181dered_8?parately and whether an adequate basis exists for
the a:ate decisions affecting gas, The report first examines :

on cm.ale of * 688 reserves, and the possible production profile
Variatz"ent Policies in relation to demand, to see whether potential
isSueslons_m output are likely to raise significant macroeconomic
. asor]in the case of 0il., It then looks briefly at possible

impl o s -
; ‘eations of competitive energy pricing for the gas profile.
8

Sse%*s
2

rigy B_lf Department of Energy's estimate of the gas reserves

fbje oY 1N Dlace on the UKCS lies between 35 = 80 trillion
558" of which doms 10 tcf had been produced up to the

o 0tr estimgr. g remaining reserves at 25 - 70 tcf, The

freeq Wity ypte Of total reserves available to the UK currently
the Britigh Gas Corporation (for planning purposes)

25
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is 70 tcf (including gas already produced). This is mage .
8

follows:
Pable 4: Central Estimate of Gas Reserves Expecteq i,
s Aveilable to vhe U.K. (including Tmports
Trilli,
Tillion
"~ Fest T
UK expected reserves (known discoveries) 3
UK hypothetical reserves (future discoveries) 10
ian Imports (include 6 tcf not yet
R contracted) n
Already consumed 10
—_—
Total 70
—

58% There are however major uncertainties over the plannin
figure of 70 tef. The uncontracted Norwegian imports (6 tef )
although their existence is fairly well established, may be lost
to foreign competition; on the other hand, recent drilling
indicates that very much larger reserves may exist on the Norwegim
shelf. In the UKCS, the figure of 39 tcf for reserves in present
discoveries represents a mid point in the range 25 = 52 tcf,
Reserves in future discoveries are put in the range O = 20 tef bu
could go higher.

54. Discussions with licensees aimed at improving our reserve
estimates are being put in hand. But not too much reliance shoul
be put on these discussions, Improved estimates require more
assessment drilling and more exploration, both drilling and seist
work. = Because of the hitherto adequate supply situation from
existing Southern Basin and prospective oil-associated finds,
has not needed to buy new gas for several years. Consequently)
the offshore operators have had no reason to expect BGC to make
an early offer for any gas which they might have available and
therefore there has been little incentive to explore specificalll
for gas or improve knowledge of reserves in known gas areas; % ]
exploration (which has, of course led to the discovery of numer®
fas deposits) has taken priority. Although development of ne¥
gas will be needed to meet demand beyond the medium term,
}lz;ixcertamty abou1.: how much of that gas will come from Norway a

e Northern Basin (in the form of associated gas) is a furthéf
factor affecting UKCS gas exploration.

29.  This situation reflects an und i i e

: ; erlying problem in &2 1y
2gp%:g;°ndp91lcy._ Restricted market op%or%ugities lead eventis
informag('eo 1?Cent1ves to explore and so postpone obtaininé . .
k 100 for the further evaluation of ras depletion poli®e

e are likely to get some inc : S : pout 82
C p 1Of

Mobil/g(}ge‘ftggs sathering Pipe, if recommended by the curre’ "y
the Northepr B l: ould also improve market prospects fOT 8% igt

ern Basin, 1In addition, BGC can be expected tO neé

26

ite soon ror much of the Southern Basin

ul ot yet contracted; ace :
red but n Yy ted; the accom .
rsg:xepriceg; for Soughern Basin gas may aroﬁ‘;?yigge::g?bﬁshment
qrther exploration of territory already licensed, Considerati
[u ld also be given to suitable mechanisms whereby our lmow?: (Jion
o rves can be further improved (e.g. through BGC paying edge

ge :
‘{Ecggsees directly for exploration and assessment wells),

SuppLy and Demand

: The present supply and demend prospect (bas
;?'Energy forecasts) is illustrated at FliJgure(S. ecllnoréoﬁggg.g:m:xét
0il, the main build-up of UKCS gas production is already
effectively OVer. Output from the UKCS is likely to peak in the
early 1980s, but may not vary significantly between 1980 and 1995
though there is some prospect of a slight dip in production in i
the 1980s, depending upon the size and timing of imported gas
supplies. Theregfter it is expected gradually to decline and, on
the 70 tc.:f planning reserve assumptions, some supplementary sﬁpplies
of substitute natural gas (SNG) manufactured from coal or o0il, or
natural gas imported as LNG or by pipeline via the Continent
would be required by the closing years of the century. Overall gas
sales will continue to build up during the 1980s towards a peak
level of around 2? = 23 billion therms a year (some 50 million
tommes of oil equivalent), BGC's 1979 Corporate Plan then shows
;ugonsta.nt level of demand at least to the end of the century.
b in practice sales could then decline during the 1990s and

yond as costs rise and the SNG requirement grows, BGC policy,
:ﬁ‘::diwith the Department of Energy, has been to consentrate gas
limitedn premium (dome;stic and industrial) markets with only more
Sikee quantities being sold to the non-premium industrial markets
The lat%\as competes wq.th ]..ow value fuel o0il for bulk }'1eat use).
b provJ;gI" market, which is supplied on an "interruptible" basis,
vintep ;-Jr(lg benefits to BGC in the form of flexibility at the
flEXibifgt of demand, will decline as cheaper methods of providing

1%y, e.g. Morecambe Bay and storage fields, come on stream.

lia

cro 3 :
~X%economi ¢ Considerations

S

'90g oThe profile of UK natural ges production in the '80s and

p"ticulcurre‘?t policies is thus subject to considerable uncertainty,

Y11 be g-}.:ly.m relation to the amount of further gas supplies which

Othep tained from the Norwegian sector in competition with
Prospects on this subject should become cleerer

in gy, °g‘;“tries.
$Xtrg Nor“rse of the next six months, However, even if substantiel

8as which has peen

gzea@ necBian supplies are not obtained, UK gas production is
o :i
is

o

now :&I‘ly at its peak and variation in the production level

11io 8t '90s is likely to fall within & band of around
of L onnes of oil equivalent. This degree of variation
ef-?eat Significance in comparison with the variation in

™ lon which could fall by 55 million tonnes in the decade

-
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Microeconomic Considerations

i ic questions for gag

5 though there are microeconomil ! . at g
e Toved Tharng, tinin of development, v relation’sSfy
i tc,) the microeconomics Ol i Shil e in
i;giiazt tl 0il, be considered prlmar‘w.*y(dJ ihts level, As
already indicated, gas supply over time lep etion policy)
involves, through the associated market c_earln% pﬁces, comp] g,
interactions with policy on supply and prices of all other Tl
i ideri the cos ! of gagt
hciﬁgglve?m;g?:; mdniynthetic supstltutes and the potentig) 8
;gice iggall markets open to gas, including re=—export tragde,

; i hese subjects

> work remains to be done on t j s
0933401',1”212%;3222 provide some broad indication of the pnobable
g);; ction and order of magnitude of the effect of full market
;iiing for energy. For gas the dominant effect wc_>u1d ?elon
gema.nd The effect of even a rapid move to economic pricing woy;
only build up slowly in the period to 1985. But in the 1990s
demand could be falling off compared w1thlcurrent.forecasts,
because the price of gas would be higher in relation to other
fuels., Studies suggest that domestic gas is underpriced by :
25% = 50%., Proposals on gas pricing are currently under considem.
tion by Ministers.
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#IGURE 1 DEPLETION PROFILE

Companies

yiew of future 0il prices
yiew of future cost movements

frivate opportunity cost of capital
(discount rate)

(ash Flow

fininization of Tax Payments

0i1 supplies in relation to
refinery and market needs

Lo
% on management resources

" \.-;‘,‘»
D e 8
i B

Pyt

FACTORS INFLUENCING VIEWS ON OPTTMUM

Government
——maenl

View of future oil prices
View of future cost movements
Soci{al opfortunity cost of
capital (or social time
preference rate)

Phasing of balance of payments

benefits and macro economic
effects

Maximization and phasing of Tax
. payments

Adequacy and security of energy
supplies

Continuity of work for offshore
industry

International Commitments
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Million Tonnes

OIL PRODUCTION AND DEMAND FORECASTS Fig. 2
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Oil Production in Millions of Tonnes P/A

APPLICATION OF DEPLETION CONTROL
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pION_AND DEMAND FORECASTS

W

Energy's long term oil ;
Department of ] n 0il production
1. dng the central reserve estimates given in Section T
paseé

forecast,

i B
ing deep water reserves which are not currently techn’icglll{y

e;géﬁgible, are shown in Table 1,

p

mABLE 1: 0il Production Forecast (1) (2)
Year Million Tonnes
1979 76
1980 94
1981 106
1982 L25
1983 128
1984 4l
1985 127
1986 161 By
1987 .1,
1988 103
1989 94
1990 87
1991 84
1992 78
1993 76
1994 75
1995 76
1996 75
1997 75
1398 70
1999 68
2000 68

e
thes:

ky
he builg . Bt
3 ~3p of th roduction forecast use _
sggrgurrent revieweiigilgdzgrz Is)hoz"c term forecast which will
e*e!‘eiy e up-dated as part of an on-going foreca.st:.ngd ”
the ins?“ While some small differences can be expecte B
% sngyr'idual year production figures, these are Likely %o
% the 1 and wily not significantly affect the overal
g Production profile.

hQ r :
g in excess
@ the";:ast assumes that where fields can produce

€rammed profile they will be all?wed to do so.
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le corresponding to Table 2 ig 1138
the component parts are also relate?

f estimated reserves (Table ) to
fields under development or app
duction under the profile woulq

2e The production profi
trated at Figure 2 where
the individual categories O
Beyond existing fields and

the greater part of the new pro i €
come from the further development of existing finds ang, anmugl

increased exploration activity, from new finds in the territg g
already licensed, The potential contribution to production fp,
shallow water territory remaining to be allocated in new 1icensf9
rounds is likely to be smaller and may not exceed some 10 miniéff

tonnes in 2000.

PPI‘aiSal
)

has shown a tendency for actual productigy
h forecast as companies have encountered
field development. Allowance has been mage
es for the medium term, for continueq '
slippage of this kind in bringing new developments on stream, fy,
greater part of the production capacit which will determine toty
output during the first half of the 1980s is, however, now
operational, Much of the remainder is at an advanced stage of
development and it is possible to form a fairly close estimate of
the limits within which total production might peak. The peak
is at present forecast at 131 million tonnes in 1984, with productia
from existing fields and those under development peaking at 125
million tonnes in 1983. There would be scope for the latter
figure to fall short, as a result of "natural delays", by up to
10 million tonnes. But the forecasts covering this period are
fairly tight and there is also the same chance that it could be
exceeded by a similar amount.

3. Past experience
to slip compared wit
technical problems in
in preparing the estimat

4, Beyond 1983 the forecasts are subject to increasing degrees
Qf‘ uncertainty and are prepared with 80% confidence limits for

individual years. This corresponds to potential upward Or down=
ward variation of 20 million tonnes in 2000. The central profile

for the later years assumes that exploration drilling is carried
This is less than the
than the

on at a rate of about 60 wells a year.,
1975 exploration peak (79 wells) but considerably higher
rate achieved in 1978 or expected this year.

0il Dema-nd
casts of UK o0il demand whi
5. the fore which the Group have considered
gres”
TABLE 2; 0il Demand Forecasts
GRS
Year Central Low -
1975 93 93
1976 93 33 93
1977 93 93 gg
1978 94 94 5
1979 95 95 9;«
1980 96
1981 98 gg l98
1982 99 3 01
9 103
1983 100 95 105
1984 101 35 3t
1985 101 35 368
}33'6/ i 2 111
1988 103 95 112
1989 igﬁ 32 113
114
1990
1991 §32 94 115
1992 05 93 116
1393 %82 92 117
1994 91 119
1995 107 9Q 120
19 107 o1
96 90 it
1997 £ 30 122
o i 90 123
1999 =07 90 125
2000 57 90 126
T 90 127

6,
aboutTheS

m

e
eConoegziMates have been prepared on a range of assumptions
€rowth and future oil prices.

The low case assumes

use:d‘l)ly ine:ggfl)mlc growth of 2% a year, with oil prices rising
as% A b terms ang early substitution of 0il in non=premiuvm
ok §§ 8 sipjyartding up during the 1990s, The "central" case
Ye&,,‘ : With aar.pa.ttem of o0il prices and substitution of oil by
:athe The ;> higher average rate of UK economic growth at 3% 8
a case was prepared on the same economic agsumptions

ft
8Se but explores the possible conseql}eng;gu:tr;, -

non=premium consumers, _principally me costly imported

n preferenW 4o burn mor

CECR -
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i Present world and UK growth prospects point towargs 418
nstruments Available

i t to medium term
lower end of the range in the shor_~ ol . i
then, the level of demand for oil is likely to be influepceq’™ i
both by any resumed upturn in activity and by the degree op k.
or failure of oil substitution in non rremium sectors of the mzcress

" phe Government's two formal means of regulati ;
‘. L, hghmedmm term are its power (conferred by théngogglémon

in orated into first to fourth round licenges b th SRgs
L"C°§§bmarme Pipelines Act 1979 and also incorporitede'Petwleum
and g issued subsequent to 1975) to delay the g -
%;gfg:eand to impose cut-back on fields already inegilégﬁrg:%n“
e e et YSTS aneraricn Lo ZEoLTt finds, i
to a 1952e§03§ds ig circumscribed g;‘lgiem;lger th?‘ i
icensin ’ rms of as
éiﬁ:n in 1974 by the then Secretary of State, (the "viﬁgces
Assurance?") and recent%ydrecor}flrmed by (jmvernment. Pre-1976
finds, which are protecte agalnst explicit delay, and against
production cut=back until 1982 and four years' production has
lapsed, account for over half our reserves on central estimate
(some 1,800 million tomes within the 3,330 million tonnes at
Table 1), Post=1975 finds under the first four rounds are not
protected frpm developmgnt delay, but are protected from production
cut=back until 150% of investment has been recovered, and those
nay account for a further 400 million tonnes., No assurances have
been given for finds under fifth and sixth round licenses.

% T}}e powers available to the Government and the limitations
on their use are as follows:

(a) development delay No formal delay can be imposed on
The development of fields discovered before 1976.
Of the 17 discoveries thought to be possible develop-
ments in the period to 1984, all but four are so
protected. The power to delay development in the case
of post=1975 discoveries does not specify any time
period, but is likely, in practice, to be limited to
Postponing development by around 5 years. The issue
of a licence implies that development within a reason-
able time will be permitted and indefinite delay could
be held by the Courts to frustrate the purpose for
Which the licence was granted. It would of course be
Necessary to have regard to the particular circumstances
°f each case. In the case, both of protected and
inprotected fields,a number of detailed technical issues
have o pe explored and resolved before an application
+S made and some administrative latitude also exists
R operating these processes.

8 Loduction cut-back The Government can, where necessary
‘1 the national in erest, require a licencee %0 reduce
§r°du°tion from a field below the level provided for
l’-l the approved production programme. This power 1s

'Mited by the Varley assurances as follows:
(1) in the case of discoveries made before 19;362 »

4 production cuts cannot be imposed before

our years from the start of production =
Whichever is the latter;
COMFHBEALLY : . e
. A COMHDENIMAL ( SECRET ) ‘




(c)

(d)

(ii) in the case of later discoveries under
licences granted 1n the 1st to 4th rounds
no cuts can be imposed until 150% of ’
investment in the fields has been Tecoversg,

)

iii) where production cuts are made they will
( generally be limited to 20%, having regagl
to technical and commercial considerationg

n practice, production cut=back would involve -
g f?.eld's p]'.a}t)eau level of output by around 2 J’.owerm(
followed by a period in which production is highep
than it would otherwise have been as postponed Produc
is recovered within the life of the field and itg of;
equipment. The effect of the Varley assurances in iy
respect is that 1982 is the earliest date at which
the power to cut—back production could be used,

as flaring restrictions All producing oil fields
B e eTateT gas to a greater or lesser
extent. So far they have by and large been allowed fo
do so, irrespective of slower progress than promised
towards conserving gas through reinjection or pipe=-
lines to shore mainly because of the financial and
supply pressures for a rapid build-up of production,
Operators have consistently under-—performed in compar
with both their initial and updated estimates of gas
delivery, injection or treatment, and there is little §
evidence to suggest that their performance will be
improved. A tougher policy on gas flaring, which essen
limits 0il production and can therefore be used as a
instrument of depletion policy, has the advantage
(subject to the relaxation of the current UK supply
constraints) that it could be implemented without dé
and would be effective in the early 1980s before the
formal instruments become available.

Erofile variations In practice some 0il fields
etter and some perform worse than expected in Lot
comparison with the level agreed in their PrOducnw
programme, For those fields which can perform bef «
than expected, the Government could exercise it 8

to refuse to authorise requests from operators f;;l

increased production, thus providing a further e 'ih
but useful, instrument for depletion controle Be
gas flaring restrictions, this option also nas ¥

advantage that it could be implemented before ¥h€
formal controls become effective.

perf!
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