ONFIDENTIAL
THE PROPERTY OF

HLS DOCUMENT IS HER BRITANNIC MAJESTY'S GOVERNMENT

5(80) 14 o copY No. 99
20 Pevruary 1980

CABINET

MINISTERIAL COMMITTEE ON ECONOMIC STRATEGY

REVIEW OF DEPLETION POLICY

Memorandum by the Secretary of State for Energy

fle decided to defer the review of depletion policy by officials, which
I circulated last October (E(79)58). Since then there have been further
increases in world oil prices, economic growth expectations have

diminished, some further slippage in UKCS field developments has - 89

occurred and we have re-—-imposed gas flaring controls at the Brent field. -
I have, therefore, arranged for the report to be updated to take account ’6
of these changes. A copy of the revised report, which begins with a con- y = 00

venient summary of conclusions and recommendations is attached. w

2. The prospect for oil remains a substantial hump in production in the
1980s followed by a sharp decline. The revised estimates show a slightly
lower, flatter profile than before, with oil production peaking at

126-127 million tonnes in 1984-86. The bulk of this will come from

fields already in production or under development and, vhile there are
thances of some further slippage, higher prices are already stimulating
the companies to intensify their development efforts. The demand

®timates are also now reduced. Unless we take action, the prospect

1S an excess of production over domestic demand of some 200-250 million

i+ i11i
°Mes or more during the 1980s, with net exports of around <R AN
prices results in

.t : . .
| °%es 2 year at peak. If the recent rise in oil
i aib |

NCreageq activity and hence higher production in the late 1980s the e

e ; o
XCess of production over domestic demand could be higher still.

3.

" reag

The declining production projected by officials for the 19908
s from present levels.

YV assumes a doubling of exploration effort : ;
profile will require action

S thes 5
i heir analysis makes clear, smoothing the
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1980s. Given care
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pevitably Very considerable uncertainties and no
ee. fluctuations in oi)
But I believe the strategic and secury

net self-sufficiency in

4. There are 1
There will be

depletion policy will be risk fr
and production profiles.

eeking to prolong UK
have been strengthencd by recent events in

They
pility of avoiding & sharp pattern of "re-

prices
of supply arguments for S
0il are compelling.
the Iiddle East. The desira

n znd the potential economic
supporting argumnents.

gains from holding oil in the grouni

entry
are in my view lesser but

s will f£all to be taken over the coming months

o number of which have been submitie
nfluence the level of peak
2 million tonnes of

S5e Detailed decision
on field development applications,
ther measures which will begin to 1
production. Such action could defer up to about 1
annual production and revenues worth up to about £250m a year at peak
in 1984-86. I believe therefore we need to decide now the policy Wwe
wish to adopt. The remaining option of "production cutback" would be
more costly (up to £1 - 1% billion annual revenue foregone at peak) &
does not become available until 1982. We do not need to take a view
on this now and I would recommend we review it in about a year's time:

and on o

6. I endorse the report's recommendations and invite colleagues
to agree that we should begin moving towards the policy of slower
depletion in the 1980s.. We will need to discuss with the 0il ind
how this policy can best be implemented. I would therefore like,
colleagues agree, to open discussions with the industr AL thoush
may well be leaks about such discussions they are unliiél to amount

to anything more than existing speculation about o 1'y'es o
light of these discussions I would advise my colleur pc: ;‘i;th;r on Ly
1-;1ming and content of a statement we might make onai‘;“ olicys vee”’

in mind the closeness of the EEC Council Ministers' mee:ing ot V8 4

of March.
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7 The TYEer ort i g el
' ( of flCLalu 8.180 includes some prelimin y
LT ar)

in particul
ar the need to encourage exploration A

further report on gas depletion will be submitted t
. ed to us.

Comments on gas,

D.A.R.H.

Department of Energy
00 February 1980
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DEPARTMENT OF ENERGY

INTERDEPARTMENTAL WORKING GROUP ON DEPLETION POLICY
,-. 1979 REVIEW OF DEPLETION POLICY

SUMMARY AND RECOMMENDATIONS L pe

)
.

o
g
=3

o \.

(&) The_UK's initial priority has been the rapid development
of its offshore o0il resources in order to realise early

— the benefits for the economy, the balance of payments 28

and security of supply. Net self-sufficiency should

be reached during 1980. There is then some choice |5

between early production at higher levels, leading on b

present estimates to renewed net imports around 1990, 'Zg

and prolonging self-sufficiency into the 1990s. ;

(Paragraphs 4=7).

(ii) 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.

(Paragraphs 8-10).

(iii) The present prospect 1s a total net exportable surplus
between 1981 and 1990 of 200-250 million tonnes,
depending on economic growth assgmptlons. The surplus
during the years of peak production would be some
30 million tonnes a year. The forecasts then show net
imports growing rapidly %o reach.40—50 million tonnes
a year, or about half total 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).

(iv) Net oil exports could be worth some £3 billion a year
at peallc.e gut, at higher future oil prices, the net
import bill would be growing atabout £1 billion a year
during the 1990s, to stand at some £9 b111;9n a ye?r
by the end of the centurye. Paragraph 12, Figure J).

(v)  As oil production declines we shall also {gCS g?e need
to step up investment in replacement supplie .
nuclear power and coal. Substantial expansion O

has been assumed in calculating potential net oil

i
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(vi)

—
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i (vii)

._1-'
(viii)
(ix)
(x)
(xi)

rhe more rapid the
re and

t ot in the pattern of

zp] f=sufficiency

jon of fric
.ggeggng?guzuzgt;e a focus of publéériiter?St‘ )
1 j nts, on Sé y o -
cal arglrole i (xii
uggrsld gggcgégking to prolong tggugigtod of
supply %;gcienéy and maintain our oil prhq if-ig)
Seig;iial in the longeTl term. (Paragraphs -ozoo/e
po '
ikely to continue t0 rise,
are likely o red for S L

ces :
of oil conseé

Real oil Pri

enhancing the value nows benefits, in some cases
i omic assessment s : 1 :
gtgggggggal, from taking UP options for deferring
production. (Paragraphs 19-21) .

(xiii)

a sharp peak is followed
harp ine, ma intensify problems of adjust-
o - e h {ndustry. These will be most

y ’
ment faced bY Britis t
: or industries producing traded goods whose
ocidhed asingly important as oil

contribution will become incre
production geclines in the 1990s. (Paragraphs 22=27).

Avoiding a rapid decline in production in the_19903
will require both deferment of some earlier 911
production and increased exploration. Securing both
objectives at the same time could present problems.
But the companies will have some difficulty in raising
serious objection t0 medium term restraint, if carefully
presented and linked to success in renewed exploration
with consequent improvement in longer term prospects.
Specific assurances in relation to production from new
finds are a possible further incentive to exploration
and could be reviewed, if necessary, in future. But
they would not be warranted at this stage.

(Paragraphs 28-3 e

Depletion policy will affect the offshore supplies
industry. Some flexibility will be desirable to ¥
account of the needs of the large capital goods and .
services sectors. UK platform yards, with one excepti®
will have work till 1981, Flexibility could alsg o8
needed to provide one further order and beyond 1981 ¥°
assist an orderly rundown in the number of yardse

(Paragraphs 32-34).

%&:rei?r;a;g{Ortagt points to watch internationallye ¥

adopting a c ed with sensitivity, these need nob PEE s

committad - conservationist depletion policye the UK o
ed within the EEC to net exports of 5 millio%

A production profile in which
b;

(xiv)
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1985. At likely levels
i of UK deman 2 i
i?giz ﬁgn?:géiz'tgrm, this should ngtfgiggi%.ln the
reedom of action in depletigﬁnt%{'
policy.

(Paragraphs 35=37).

Uncertainties about the si
size of our oil r
eserves, UKCS

roduction
P , demand and the price of 0il are considerable

and it is desirable to mai i
; aintain a rea i
Egé;gﬁ%ivzhigg ﬁ%n+also bg room for aiEEEZiz g%ex1ble
ig to be given to the energy ecgﬁg Fhe
’ mic

and self-sufficiency arguments

But they all point

in the same direction W
. e beli
il e L e 0eveethat taken together
fB%“EEE‘TH‘fHE‘I§BU§ - a%er erring production

ears and we recommend

inisters shou adop sucn a
n : hould adopt such po%lcy. (Taragraphs 36-39)

We also recommend
an early start in i s
in
measures. erwise, Ministers implementin

room 1or manoeuvre

d?;;ﬁﬁsh e ¥iars of peak prqduction will now begin to

decisions - idmeasures‘avallable, the years in which

ik g 198 8be required and the estimated maximum

i 0 4-86, (when peak production of around 126
ion tomnes a year is currently forecast) are:

i First
sure Decisions
From

Maximum Annual
Reduction in
1984-86 (m. tonnes)

Gas Flaring
Restrictions 1980

Refusal of Upward
Profile Variations 1980

Development Delays 1980
Production Cut—backs 1981

4
6

15

Total

27

If Ministers accept our re
reliance in smoothing the pro

on gas flaring restrictions, refusal o
variations and development delaySe

the potential from these three me
gbtalnsd without the Governm
epletion policy becoming known.

recommendations are:
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conomic and technical
c
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fion in excess 0

W%m b prqizcvariatwn") differs
T e; wypward pgor! ghe field. Ne recommeng
agreed.proéramﬁeqcircumstancgs Of~el racticable. Some
accqrdx?g tg economic and OtnerWLbS ot the ma])or

action vher ing will turn on a
113w increase in

is will need to

action can De P und
potential defermerllégo whether t0 &

Sec: oo, due Al A field, This :
5 s Forties . s o % s
production gl detail at the time and if the dfct_Lon
be examined in de 4 to be defended on depletion

is to defer it will nee

policy grounds. :
Ve recommend 2 close administrative

pr Delays. 202
Devetzcﬁggza scrutiny of developmegt applltf;u}ogsg ;
i?th particulal Tererence 10 plans LOr aisoylaggs £aS.
F d more prolonged Jevelopment de ayspr ise
orti]. 22 rguments favour

:csues. The general a ;
more complex 1Ssu production levels

i begin to affect
delay, which would beg try have indicated a

£ and the oil indus .
;;g?eizggé for this measure. But such delay, consx§tgnt
with assurance given %0 the industry, could be applie

in the near future only %0 two or three fields and g )
would fall on relatively few of the companies operaulng
in the UKCS who might argue that this was incjultable.
Ne do not believe it is practicable to lay dovm firm
and Tirid guidelines on development delays and Tecommend
That each case shnould be examined on 1ts merits.

TParagrapns 41-44, Figure 4).

Production cutback offers the greatest scope for -
deferring 0il at peak (roughly equivalent to the combineé
effect of the other measures). But it is the least
economically attractive of the measures and, under the
terms of assurances given to the industry, cannot D€ .
implemented before 1982, The economic case for applylng
production cutbacks will turn critically on up-t0-08%
assessment of 0il price movement and prospectse. The
Government is committed to detailed consultations with
the industry before cutbacks are implemented and . gt
decisions will, therefore, be required during the fire

half of 1981. e recommend that a further revie¥ —r,
ea

on_the
- 0ssible use 0 1S measure. aragrapis
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if implemented to the full tj

i I U tn the three

’ L] ! I : th measures
?ng;dtiée%%rixaéldOIO would reduce Governmei‘ revenu
r e ea by about £ billion i
1979 prices) over the years 1982 to ¢ i

1970 B e oo tint ¥ : 86 - though there
> lnereases in tax revenue in later

years. The effect® on the PSB

rS. e I R in 1ght
be ifmighito%aé%;r. There would alggoiz ZeifirTlggu
sma. s sy though, since thi i e

3 ’ g Sir is t ‘

O?lrpﬁqggﬁfloniftii effec% on employmeiiligiithO}og:r
signifl e €re were an associ i vem

: nt. ciated t
in competiilveness, non-oil output mighs r;22r9gegi§; t
??EeUﬁrriurhif ;?lse%?ss.ofA profile which would k;gneu
th : gnly at self-sufficiency would inn .
use of production cutback, with mzre fag—;gggizs ‘o
economic consequences, This will be the subjectgof a
report in a year's time. (Paragraphs 46-47)

A depletion policy announcement is i
immediately. If, however, Ministerzozcizgglgig
recommendations, they will come under pressure at
home to make clear their depletion policy. Some
pressure to do soO is also likely internationally.

We believe a Government statement on its depletion policy

would be desirable. An early convenient opportunity
for such a statement, assuming the oil supply position
remains stable, would be in the spring. A statement
might be on the lines that Government is anxious to
encourage exploration but wishes to avoid a sharp
build=up in production followed by a sharp decline, that
some action to smooth the profile will be necessary and
that company proposals will be assessed accordingly.
Careful timing and attention to presentational detail

will be essential. (Paragraphs 48-49).

Further work is proceeding on gas depletion. A
further report will be submitted later this year.

(Paragraph 50).

The appropriate rate for depletion of gas reserves
is bound up with the prospects for other fuels.

Uncertainties, particularly over UKCS reserves and
availability of gas from other sources, are considerable.
Depletion policy needs to be kept under regular review.

Work so far suggests:

(a) Efforts will be needed to encourage exploration
and to improve our knowledge of reserves. Some
incentive to renewed exploration could result
from possible gas gathering developments in the
Northern Basin and expected purchase by BGC of
additional quantities of Southern Basin gas.
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INTRODUCTION
e

The Interdepartmental Working Group on Depletion Policy, chai

o Department of Energy, comprises officials from the §6r§i§§r§§a
1th Office, the Scottish Office, the CPRS and the Treasury.
have conducted a review of depletion policy, in the light

%y th
Commonwea
The Group

fsiuivest deverop ments and prospects, and now submit their report and

mendations to Ministers. The report deals mainly with oi
f,{f;g jncludes a shorter final section on gas. J 0il but

wund to Depletion Policy

4, 0il was first found in the UK Continental Shelf in 1969. Large
further discoveries in succeeding years established the possibility,
py about the time of the 1973 oil embargo and the subsequent fourfold
increase in the world price of oil, of offshore o0il production at
levels matching home consumption, at least for a period during the
19808. UKCS o0il is relatively light and high value crude and would
not on its own be the best way of meeting UK oil product requirements.
But, after trade in crude and products, net gelf-sufficiency, or
more, on a value basis became attainable. The initial priority has
been the rapid development of these indigenous resources, in order to
realise early the benefits for the economy, the balance of payments
and the Exchequer and the degree of enhanced security of supply which
they held out.

5. The UK is now expected to reach net self-sufficiency in o0il during
1980. The present prospect is that production will then rise to an
early peak before declining during the second half of the 1980s and
thereafter. Decline in production will be acconpgnied by a falling
avay of the economic benefits which have built up in recent years and
vill lead to a renewed and growing requirement for net oil imports.

The continuing annual deterioration in the balance of payments which
his implies would need to be offset, as it proceeded, by a large

Scale expansion of exports combined with the development of other
indigenous energy sources. In the long run there is little doubt
that the necessary adjustments would take place and that payments
Would balance. But the strains for the economy created by a rapid

decline in production could be very considerable.

D inental Shelf zg its :
Tesent state of development has been played by private oll companies.
i ®ir intepests have coincided well with those of the UK, &s . .. =
Bmd“"?r country, during this period of jnitial build-up of poxg u: on.
al] this coincidence of interest will not necessarily hgldt ont:I

S Stages in the exploitation of the resources of the Con Bt
nrglgﬁ he principal factors which cgzld t;:d.:gtdﬂ;ﬁﬁ:ﬁt, i;’-‘

‘ own at Fi 1 Of these, perhaps

tous A , line, are

idering the peak of production its subaog::?t dec N

*akotential j he economy
on al impact on the rest of the e
andmanuractm_.j nmps industry of a loss of competitiveness in the 1980s

th i gsible our
ingyggn desirability of atretgaj.:f out as :n:. ol Pn:‘bly e ssten

us supplies. Oil co es canno
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ing to these wider economic fgeq ‘_

-— % ‘yalght 1n their Plarﬁlélugg S ingluenced both by djig, \rl; 01L PROSPECTS 2

b o fuation they PLace 00 ' ¢ive planning “B‘;‘“‘l’tl"’lm about | 11t wi
Ry - ses CONS its potential value to

rates in some CoC " 1so understate 1 b erves

future oil prices, 0i) Re&

e . : tity of recoverable oil reserves originall 26/
i g involved in evaluating depleitgn POlicig | o Tb°c u;l; ezimated by the Department of Energy to %oignptgge W
7. Many of the factors eup of reserves, ghei;{osgice: tim | 2 the UK to 4,400 million tonnes; of which, to the end of 1979
for example the Bi::d the path of future WOI‘}: ({a go\m ) 8re vl gnge §) million tonnes had been produced. The central estimate

7 mtui:: glz;oducil:%o{;s not, therefore, poisjv}?};ginowhi}crb poligyd:wj;?{h' gon;}g pillion tonnes) underlying this range is made up as follows :- v
zﬁzg’fgr‘;n blueprint: tlé?nime:‘gziew and updated at regulay W (% ’ (1,2) .
needs to be kept “’.’dez g?-nt;e latest available information. My, IE 1 Central Estimate of Oil Reserves " ° '
intervals in the ligh tion to influence rates of total UKCS B g Yy In Place

N scoge for GereEumeel fod vatore 1002 1s Limibed U anvinosy |
fngltgnat Annex II) zivgnbiglgﬁz‘; 2% f,ﬁiputf’ But so;i deci:?,t' ., Exist Discoveries M. Tonnes - ga
in ghe integ::tgrogi:ﬁ:p}unng outside the terms o{; t%els{e °1 +1o1ds in production or under development Dhs "
on developm will need to be taken over| 1, elds
assurances and on ra;ea of T%:zefgigﬁons will begin to influence ! . r
e 2;txt zwe}‘vte:hlewggv:;'nment's remaining freedom of manoeuvre in | 2, 1(?ields ggseﬁy in proiuc{%on by 1984 i, — 29
the ent o i tl resently er appralisa 28

i iod of peak production currently D -
depletion policy during the per
forecast for the mid-1980s. 3, TFields unlikely to be in production by 1984 16
* (including some presently under appraisal) 550 sy 4
Sub-Total 2030 f—
3, Future Discoveries 7 3
b (i) Licensed (including 6th Round) 420 e
(1) Unlicensed 260 I8
(1ii) Stratigraphic (licensed and unliconaod)(B) 200 = 2
(iv) Dee
p-water (over 1000 feet)
A1l structures 420 193
Sub-Total 1300 ST
Total A & B 3330 ==
2034
R°t93: 0
(1) ol
&; ®etimates are central in the sense that in sach catogory 5
in the ¢ jdered to be a
that =) otal, there is cons ’; and an equal 2|
pmb.biﬁeﬂoa may be above the figure g ven
Q lity that they may lie below. 1L
ne as liquids. s
B) g ludes an estimated 60 million tonnes of maturel 88 =24 236
tr or
othe i8TEphic 0il is not detectsble by seismic ST s 11ing # 2
§°°°1'lll techniques prel to uplorlr.dti’ °:.b10 than 7 -
for ogﬁh quantities and discovery are 1ess P c £ VLR
9 er categories.
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ma 9. The reserves estimates
are based largely on proven
future finds have been ©
subject tO wide

—_— the quantities of recovergbl
"stratigraphic traps",
drilling, and in
and production
is unlikely unti

10, 0il so far discovered
i.e. nearly two thirds of t©
(3330 million tonnes).

— water. We can have som

to producti
provided thi
current levels. The grea

already licensed but not yet

Supply and Demand Prospects

nave yet to be
1 late in the cen

0of the remai

about half (680 million tonnes) is cO
e confidence 1t

on in the late 1980s and d
ere is an increase in th
ter part O
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shown
data. The

ptained by sta
Particu

e reserves

turye.

amounts t0 SO

he current S
ning 1300 million tonnes, only

nve
hat this oil will contribute
uring the 1990s but only

e rate of exploration above

£ this oil lies in territory

fully explored.

11. We have considered possible 0il

casts against a range of assump
future oil prices. (Our detal
They are illustrated in Figure 2.

prospect is a
peak produc
case, Or up
which on latest expectation
likely, although there are 0

would be approaching or in

During the 1990s, however, on the basis of present policie
would rapidly fall short Bf demand, e Sy

tion of some 200 million tonnes, in the middle
to 250 million tonnes if demand folXowed

in lines 16

2 and 3 of Table
estimates under line 4 foL
tistical techniques ang arr
lar uncertainty atlaches te
that could be discoVered9
be found by exploration 4

he technologles for exploratj,
developed an

d commercial exPlOPatim
me 2030 million tonnes
central reserve estimate

ntional oil in shallow

production and demand fore=-

tions about economic growth and
led assumptions are at Annex Tore
It will be seen that the present

total net exportable surplus during the years of

demand
the lower patl

s about income growth could be more
L ffsetting risks that substitution
of o0il by other fuels, notably coal, may not be as high as
assumed. In the years of peak produc

excess of

tion the exportable surplus

30 million tonnes a year.
s supply

leading to an early net import

?equire@ent of perhaps around 30 million tonnes a year in 1995
increasing to 45-50 million tonnes a year by the e%d of the :

century.

122 The same prospect is illustrated in value terms at Figure3

to show the potential implications for the balance of paym

entse.

The central assumption used wasthat oil prices will increase

40 a barrel (in 1979 mone
, y values) by 2000. of
assuming larger and smaller real oil %rice inciggszgfeg;

the ye”‘)”

2000 to $33.00/barrel and g48.00 r i
. espectively (1 o velue?
are also shown. On the central assumption, ZxéogszTengzl wouégs
1

be worth about£3 billion a
£3 L a_year at peak,
the UK's net oil import bill would %e grow?;; gzogogzesiagi

: son
11i0 4

a year to stand at about £9-billion annually by 2000. All fi

at 1979 money values.

11
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;i gion whether or not to take action
rile and defer some production to 138?‘ ;ggstg:pend
8

otion pI‘O A 1

p of factors inc uding energy policy, th

ne desirability of maintaining s.lffgufgc‘i'gigt;t ggrbzs
L

ible, micro and macro-economic and related fiscal

088
a8 ns, the effect on the oil and offshore supplies

)
international considerati
in the next Section (Bection I%?f‘ These factors are

12
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ONS RELEVANT TO DEPLETION POLICY

sonsIDERATS

il red to become scarcer and i i
‘ .. 1g expecte ; and more expensive in
0il ls‘onal market during the rest of the century and beyond

ko a : i i
o tfgnwill need to look increasingly to energy conservation
b WOT ’ sources of supply, in particular nuclear power and coal,

: its longer term needs. This implies a prolonged i
a,s mee“?fon in world energy markeys and one which couldgwellljegslaOd
i 5raﬂ51d by further disruptions of the kind we have experienced
:lﬂctua;e and more recently. The UK's indigenous o0il resources
in1,73 ff'cient to insglate us from these wider developments and
lfguproduction dgcllnes, we can expect to face both a growing’
°m(;ement for net ;mpOrts of 0il and a need to step up investment
requl Tacement supplies of nuclear power and coal., The more rapid
i r;gcline in UKCS oil output, the more severe and difficult
the “oblems Of adjustment in the pattern of energy supply could be.
nicg arguments favour defierring sorne‘oil from peak production in
;;“19805 for later use and soO restralning‘the rate at which
‘;alsenous production would otherwise decline during the 1990s,

1

bel;‘-Sufficiencx

t; The microeconomic and macroeconomic arguments are primarily

mcerned with the consequences of rates of change in o0il production
i attach no special significance to self-sufficiency., Self-
uficiency is, and will remain, a focus of political and public
iterest as a yardstick against which North Sea prospects, policies
i performance can be measured. Additionally, there is a case on
eerity of supply grounds for favouring a slower rate of depletion
ith the explicit aim of prolonging the period when indigenous
rduction can meet a substantial proportion of our demand.

i ¢ Complete self-sufficiency is, not possible. For economic
ﬂs“zghn.lcal reasons UK o0il refineries require a mix of crude
he 198Odlfferent types and qualities and, at peak production during
Mide chad can still expect expect to import about half our
Ven 'VQtl requirements. There are limitations on what we can do,
Ommi‘tt h North Sea 0il, to help ourselves in a crisis as we are

is pgd, if the relevant international arrangements to which ?hed
Xient daty are activated, to sharing our oillsupplles to a limite
Mlieg Ting an emergency. Moreover, even with normal UK oil
hort, o p in a period of crisis during which other countries were
I@If‘magtl’ we would not emerge unscathed since Wwe would b: X

like) ly affected by the consequent reduction in world trade

¥ boost to world inflation.

=

1

But § 1
Nerap) o -Dternational oil supplies are likely to rema n 3
ocS 0111((E Yo political and otﬁgr events in the Middle gon gndizlzh
% favor 08 BNOC trading a large proportion of it) the UK is

ety orrable position to deal with supply interruption hapuhs
t{’“ur crug Even in times of shortage, with high value, a]c.’l e
fxgg Place§ Eg sell at prevailing prices, We ghggg“tf,”;:‘et %ur
Teyy” . Palance Euy other crude or enter swap Ce tain some

d b

P @ than other countries. We may also 0 i

Jatione °Tisis from our close relations With oget{',ﬁ :ggtl:g:g:

iy T & 0il companies (Shell and BP), though stressed
om 15811l part; of their total sales and they have

i isis.
nternational obligations in the event of a crisis
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s il price profile and the tax position of th
ihe

J—
; don? o?iel‘h The economic atlraction of thj
ies, Wwe take part 1B IEA and EEC ieP,,idual icely tO be more marginal e 1s measure isg,
-— While, like other Westers cGUITAS lies in an emergency, i rorey 11E° 2 ted befo 10825 atdein production cutback
’ i e ‘ : : : i e Ocy eta
While i Bare availabl 0il supP in a major cris werelpe impl mente efore a detailed and up-to-d ]
arrangements tO S 14 only come into force 1% )- e s Pt %% "of the case will be required in the n —-date
these arra_ngementSAwm; a during the Iranian Crisils ~a:§ : nll i ':sessmen ext review,
(they were not activate sted in conditions of »auu e 01 ‘n J considerations
case, they have yet t°1§ebf«22x down. In & situation where 1acroeconomlC
— shortage when they cou A nly or otherwise for availg ' ] L0 y
individual countries girgegé‘iilﬁg gg?fanbt]agie in our having r:uffichiﬂé:t s ThE macrgﬁzgnggéﬁcif‘fzgtu gitméiiron production are similar 29’
i e 3 rid i e ( i - . 3 : p "
e R e N | R R g sileore e vy b ity o
our own rﬁe’eds directly °T to yrade w;tgd(i);b)\;errxet seltf/—suf\fickiegiude ;eatgez'since it either displaces imports or is ig:gl?)(ternal :
— more suitable to our refineries. BX o of flexibility in that i [2aty, outPut from the UKCS is finite and, having bu'ﬁported'
could provide o furtherlhmit;goggﬁy neasures in force to defer Segﬁnm Iye first half of the 1980s, is likely to declirlle tllllgrto 4 27
2 i ax te ; & + e e- R
gi%gﬁcgiogosf%blli 't':grgedesired to increase U}l(g's out{)\{t» g ibie ftere v
L £y ch security wou greatly increase : ¢ -
. event of a S?Pplya;g;i%;; dmsx\;ing a crisis and should enable us to [y, Sincé North Sea 0il yields additional income it represents
our freedom 2% mlt‘ which it would entail for the UK. » economic benefit to the community at large. But it is increasi |
minimise the penalties | yident that it also creates problems of adjustment for some keaSlngly 28
18 There is therefore likely to be advantage for the UK in a | ;ctors of the economy = notably those producing internationalli’, I
18- o rather than shorter period of o eltosufficiency - an il goods. T improvement in the oil account of the balance 15
advgntage which would be lost or dimmiShgd if early end svhEiEEEmS paymen:s C?luiln%, Somidapgie(}latlon in the real exchange rate, ;
n during the 1980s. | elative to what 1T wou otherwise have been, and : 1
net exports were undertake g | industrial cqmpetltiyeness. This occurs becal,).se muigmiflgiz in - 29
Microeconomic Considerations ?mpro‘lement in the 0il trade account is offset by a deterioration -
in the non-0il account at least in the medium term and a change in :
19. To assess the potential value to the UK of oil produced early relative prices 1S required to bring this about. As a result 16
or later, we have taken a discount rate of 5% p.a. in real terms nal profitability in the more open sectors of British indust;‘y w— 30
and assumed a world 0il price of $40 a barrel in the year 2000, fifgegso and there is some shift in resources from traded to non- -
implying an average annual rate of increase 1n the sterling price ;n: zh sectors of the economy. These effects on competitiveness
of oil of around 314 between the early 1980s and the end Oof the o gustructure of UK production would be reversed as 0il runs
¢century. On these assumptions, our assessments show substantial 30£;eu t the speed and size of these changes will have important 17
bemefits from later as compared with early production. Shamqaggc:ﬁdgor industry. The transitional costs of adjusting to [
i cs o] dneio iR adapting g changes may be severe, and much greater than those -
20. The benefits are greatc_ast where dgvelOpment of fie B Selayd temporary g mOr‘e_gradual, fully anticipated movements. Even
delayed (because company capital expenditure and rever_luirggiced 3 E°°n3€quen0e§p§301atlor«l of the rate for sterling may have irreversible '
in 1SS r particular industries. Some of the loss of competitive- | 8 2
. iom

together) or where tighter control of gas flaring is
fields already in production (because the total net bene
the value of the gas consumed). The assessments suggest thab

maximum income gain from measures under these two heads open %o }24. The
1d be approaChlng depeng e

s noludes) e hav g :
fit mi e | actug] :ngxperlencec} over the last two years is attributable to
prospective effects of North Sea oil production.

ale of appreciation in the real exchange rate will
saved and invested

|

£500m. (discounted to present values). For example delaying 2brogq E
ars | .. ra@ther tn; . = : i

D an spent., The post—tax income accruing to UK oil 4

Government (discussed in Section V below) wou s
W far the additi : T
devﬁogment gﬁ Phillé};g Toné/Thelma/Tiffany field for fivebyieﬁts omanles hex, itional income from oil 1S oo
wou e worth some m and there would also be economic e rseag ikely to be de ; : t te ;
i ; e : ployed in this way as they turn e
g’.’°’!‘ (_ie]ﬁaytnrgl.ﬁi‘]lOC'S_}O/l’?b. Income gains would, of courses iy 0‘:‘9 Yest g)f(p%gratlt?n. The abolition of exchange controls will allow b it
}rflnl; at higher discount rates or with further sharp and ‘?f adg? 8as iny e private sector maximum scope for increasing its ::# 2
oil price increases. They would, however, be greater still 1trated % Ltiong) vestment, It seems unlikely, however, that such . . &5 20
ne80 o investment will be large enough relative to the contribution ﬁ iy
change |

substantial further upward movement in oil prices were co ré

in the later part of the period or if real oil prices in 2000 wethe e, %nd 88 to prevent igtion in the real SX

hlg:;ler than the‘$40 a barrel we have assumed. %evelopment o;nr :ggﬁecia’;iggeory it would g:rgng, ggpgg‘?::;;e

?.:f;erg:arar:::itlgcrea?ed the chances of such an outcome &0 an, b{QOffiCial purchases of foreign currency in the

ps macrwey, e e oL price assumb’h overd, EMlicyd bai1g 0 ko ae KA either t0 TePay O ary

variation from agreed oil mics of refusing consent case 10 [he e ationg th P the reserves. In practice hamakeDy (00 v
production programmes vary {ro® ;9 Pi'SXt oy UNAYL could arise from financifé ol A g?":ﬂ:g B

chieving offse

case, depending in particular on the i ciated Y op , TG Years i :

roposed : : expenditures ass© 0 i > SUGH, o & et v AERIVIQRY the problems in &

prop production increases. 4 he f°1‘e52: T 8xe likely to rule it out as an option at least
able future.

y : : : pul g
21. The microeconomics of deferring oil by cutting bac¥ g‘;sgussel

fields already in production (the i i

. ; : scope for which is 8182 e 19

%gjectlg_v) 88, 11 Wost cases, more anZl;(v palanced (peceSon*
expenditure has already been incurred). They are iP°
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otf 25. There is no zrecise 1ink between the

exchange rate profiles.
and exchange rate policies

may have an important
exchange rate:
have little net effect on
have a major short-run imp

while speculative capit
the rea
act on the timing and 8moOO
Yet there is 8

of oil production and

While a "hump" in the production prof
produce a matching hump in the real exc
risk that one will occur,
ems that North Sea oil will any
Depletion policy cannot solve these problems:
smooth out disruptive movements in competitiveness.

26. Slower depletion would tend to reduce GDP and

revenue from the North Sea and,
rate is lower, to increase prices.
particularly unwelcome in the immediate future.

oil production and

Muach will depend on Government monetary
and on roroign exchangebma:get expecta. |
1 and monetary policies pursued by @ authorit v
i e bearing on the timing of changes in the reai“ )

al movements

1 rate in the medium term, they cqy

thness of the

ome link between the rate

ake place.
SBknges O Ftion s the real exchanfe rate, however imgrecigg,
1e will not automa ically
nange rate, it increases the
thereby aggravating the long term adjust-
how pose for industry.
but it may help to

Government

to the extent that the exchange
Such an outcome would be
However, unless
tions, which seems

there were a major impact on market expecta
lower depletion, such

improbable, the macro-economic effects of 8

as they are, would only be felt in the medium term.
revenue is unlikely to be significently affected by
depletion decisions until 1982/83. Moreover,
slow depletion depends on the benefits of oil being
if they are realised sooner rather than later.
Sea 0il will be generally helpful to the Government
objectives is not sufficient to establish such a ca
clear that the macro-economic problems at the time

Government
present

the case against

more valuable

The view that North

in meeting its
se. It is not
of peak productio

in the mid 1980s - the period likely %o be principally affected -

will be any more severe than those in later years.

27. We believe on balance that there is a case on macro-economic

grounds for smoothing out the production profile.

But the macro-

economic effects are not closely predictable nor are they likollk&

be substantial.

The case rests more on the desirability of seé

to eliminate avoidable shocks and disruptions which could be

significant.
Iice; and loration
28. Varying the size and timing of licensing rounds offers no

scope for influencing the rate of oil production at pesk d\u‘ig\‘;ﬂ

the 1980s.

Iicensing policy may, however, be able to contr

towards moderating the rate of rundown forecast for the 1990s8-

29. The quantity of shallow water terri
t
g‘x;:sg;g:s ox'ﬁ:h mﬁﬁ: azai{me for lice:!s'{n;izg
8 dec s, new production
49808 and 1990s is likel P gy puned
%:;:lin ut gf eatitite ¥ to depend more rtant
ocks alre
g R ady licensed (some of wh

finds and on the exilgration comi
ch may be re
The production forecests (see Figure

ctive >

in the late .,
17 on the fEly

]
qui 9b°d
2

Annex 1) assume an increased rate of licensing in the s.vol;:zﬁgiﬂ‘

and subsequent allocations.
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Figure 2 shows the possible
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production 1n the 1990s based on what i
reserves and their prospectivity. Thésflgx;xzwn
there will be a substantial increase in e Z(L:aStS‘
o licensed. Unless there is, prospectsxlrzooratlon
| ory Cre already POOT, will be significantly worsenedl.‘ i
080 i i
i +n Round of licensing should help im
e Sevenloration. _However, as indicatedpeargl"lgze ;hiagggeral
bte S auction during the 1990s will not be avoi:ied unlféss
“ine. so taken to @efgr some production from the 1980s
a3 L eg of both wishing toipostpone production and th;

ity of enhanced exploration do not sit comfortably
B they are not inconsistent. The o0il industry has
fget?eciaimed in the past thgt gnge;‘tain‘cy about medium term
‘.‘Eeltion policy is a factor inhibiting new exploration, though it
fepigubtﬁll whether this argument has been a real factor as opposed
j;anegotiating tactic. In practice, however, the industry well
b E et prospects for_thg 1990s_are poor and, against this
;cv,(ground, would have difficulty in raising serious objections to
S atious Government approach to medium term production, if
nsented on @ basis that the Government is anxious to encourage
sgloration but it cannot, until longer term prospects improve as
yesult of exploration, avoid some medium term restraint.

]

Lo If it became clear that the rate of exploration was being
?ve;sely affected by.depletion measures, the Government could
;msLQer the_poss1b111ty of giving specific assurances about the
3§;:1?e of its powers of depletion control in relation to new
;milzaggma:iurances to the effect that production would not be
$iific see e 1990s). But we do not believe that further

i surances of this kind would be warranted or should be

at this stage.

<ore Supplies Industry

Loy
agem;b;egto{s of the offshore supplies industry which could be
{servi cpg tta_p etion controls are those providing capital goods
o t1° developienE Although the most semsitive
wplatfom angltal goods market is offshore fabrication, consisting
et fop .0 M0dule building yards, there is also a very large

e products of the general engineering sector. The

e
Se?&ces SGCtor 3 x A
ang, S an increasingly important one, particularly 1n

o, At

ricating yards
till mid=-1981.
the spring of this
Additional
ult in orders

b be needed for one yard from
provided by the Brae field order.

¢
By flelq
g de
°"erseas\,’el°l’men‘c approvals beyond this could res

s
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ATy lelay fig
turn down and it 1; unlikely }th the -
i S vill be able to sustain more than three OPET?;Lunal Vargs
?ggumggi ;élthe decade. It 1S lmpofiiﬁtpg?iFﬁbgg Qigciggﬁyrgtndown

1 in an orderl manner, wh ts ) e
?ieifgﬁzii ;2 tie timinz,: of development plan agpl‘@\{:ﬂ;. Ey th
late 1980s there could be some upturn in fleldiceIeWOp?e?LQ' .
depending on progress 30, exploratlon_apd'ﬂgprflaa aorc 3??nwhll%
and the possible impact of measures OELH“Lfonf% e{ea ’o “?“Ofrage
the development of marginal fields. But the Lﬂqppe{ fr9 that the
fields coming forward for development woul@ bc_:mal\el ones, using
lighter equipment or other new technology which does not require th,
full facilities of the conventional platform yard.

34, Beyond 1981, with or without Government
developments, orders will

International Considerations

in the EEC and the International Energy Agency
are interested in the rate at which we deplete UKCS o0il and it is
a potential source of controversy. This derives partly from the
fact that individual Member States are, OT could become, recipientsg
of traded UKCS crude. Following the Iran crisis, we have also come
under pressure both in the IEA and EEC to accept the general

proposition that wrestrictions" on indigenous energy production
should be removed. The European Council meeting at Strasbourg in
June 1979 emphasised the development of indigenous production as one
way of meeting import ceiling targets. The Community had already
agreed in 1974, and reaffirmed in 1978, that the EEC's dependence on
imported energy and o0il should be limited to 50% by 1985; and there
is also an IEA Agreement to stimulate and increase production from
sources of energy other than imported oil as quickly as possible,
consistent with IEA members' economic and social conditions. While
we took credit in the context of last year's supply shortages for the
degree of flaring which we permitted, we have in general firmly
resisted pressure to relax flaring restrictions.

35. Qur partners

36. Following the Tokyo Summit the UK has agreed to an EEC nationd
0il import target which commits us to net exports of 5 million tonne
in 1985. At the lower levels of UK oil demand considered likely 1B
the short to medium term, this should not significantly limit 58
freedom of action in depletion policy. During negotiations, however
we came under pressure to commit ourselves t0 higher levels of UKCS
production. Such pressure is likely to recur in tight market
conditions, and will be particularly strong if the EEC and IEA are
faced with the need to agree new measures to cope with an actual %
expected shortfall in supply. In such circumstances we would expe®
further pressure on us from our partners to increase our pI‘Oductlor
and to.av01d action which OPEC countries might use to justify
reductions in their own, .

37. We do not believe that these points n s from f
adopting a more conservationist depgetion pgi?cifev’%gzyusmu g how:“
be taken into account in the formulation and presentation of Suchti'
policy. Our partners are already aware of our concern OVer depleism
and there are good arguments which we can deploy both tO disting)
our ovn case from that of the OPEC producers and show that_ @ morso
conservatlon‘n.st poll..cy is of benefit to our partners as well 28
ourselves, We can in particular highlight the small size of
reserves in relation to those of the major world producers

and the likelihood that we should be unable to sustain high
production levels for long, The prospect
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own of UK production in the lat
ﬁckly on :hg achievement ofag:\:uggg(i)f o
on countries in
e 3200 tarE’%ﬁis dilemma is, in any zgzzfpgigl;r:gogngl( e
" th;n discu551°n° on energy objectives for 1990 which :5: ga:t

d
a rapd
y th’:ould pear 88

# g0 1s0 stress that UKCS

) We can & production is no sub

e °°n8°r"‘t3,§§ and making real progress in t;:imte

1" s.:ion away from oil. le the EEC Commission have shown keen
1t interest in UK depletion policy, our sovereignty over
oomY urces is not in question, and the Commission are on record

8 that Community energy policy in no way diminishes the

“::1 exercised bY Member States over the rate of exploitation of

QAOurCOB*

Bdlm“ of Adva.nt e

g Nt gelf-sufficiency in 0il during the 1980s will be followed
iy renewed dependence on less secure overseas sources for a growing
mportion of our 0il supplies in the 1990s and a need for expansion
i1 eplacement of indigenous energy supply. There is likely to be
sirantage for energy policy in ensuring that, when our indigenous
il production runs down, it does not do so at such a rate as to
wise difficult problems either of switching to alternative indigenous
upfliu or of paying for increased imports. The real price of oil
is1iksly to increase substantially over the period of peak UKCS
miuction and subsequent decline, and micro-economic analysis
nggests that there is likely to be net national advantage in
;?l:;r:ins oil for later use. Macro-economic considerations also
el owards trying to ensure a reasonably smooth profile and an
n oi{ pattern of adjustment for the rest of the economy as North

ly production peaks and then declines. Finally, security of
Wtput ents favour a longer rather than a shorter period of
ficiency,

about the

A,
There are, of course, considersble uncertainties
will in fact

tag

b“ﬁe:g 0il reserves, what level of oil production

Tt ia the growth of oil demand, the movement of oil prices,

Miy, = A8 therefore desirable to maintain a reasonably flexible

" here can also be room for ot about the respective

v given to the energy and economic policy and gelf-
arguments discussed above. But they all point in the
lon, We believe that taken together they 2 the

oy a ] however ed by
:'“’ tgm e 06 cently confirm in

o 18
Paces which the Go men: have re
Wgepad n i’.ni“‘ntm Ques:;on. We also recommend an earl
2T “r°m0nt measures. Otherwise, gters' room :r
Urigpgg e years o k production, will Do¥ begin to
Cug The ye pesk D oy
%4 iy go, COPe for varying the production profile

ection V following.
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7OR DIPLETION MIEASURES
SCOPZ'J

s (which are discussed i bai

B aments (whic €d 1n more detail at

ns ailable to Goyernment. Their Scope, the years in
b 11) 8T8 2 would be required and their estimateq maximum

¥ decis g4-86 (when peak production of 126=127 million tonnes

ec reﬁtis forecast) are summarised in Table 2 below:—
A prentld

potential for Deferring Oil at Pegl

b 2t

e First Maximum Annual
oo Decisions Reduction in 1984

Required (m. tonnes)
— From

us Flaring Restrictions 1980 >

wiusal of Upward 1980
mfile Variations

Jvelopment Delays 1980 6
mduction Cutbacks 1981 25

Total oF

i Froduction cut-back offers the largest potential for
;;_,;i;ﬁng 0il during the years of peak production (more than
Tfenax?nt to the combined effect of the other measures available).
Tzeréaftzum potential of this measure is illustrated at Figure 3idf"-
b iijugteg . P2Ck and the rate of recovery of deferred oil couldy
Blagops s 'O Maintain production at around the level of net
(e rclency and to provide a smooth re-entry profile. However,
I\'riuctionl companies point of view (as expressed by UKOOA) s
Pren - CUt=back would be the least popular of depletion measui'e .
ade {)e?nder the terms of the Varley assurances cutwbagk canno
tbion o, °T® 1982, Ministers do not, therefore, need to take o
U 1o °F Production ocut-back now, but Government has agreed wi i
W e §1Ve.6 months®s notice; thus if cuts were to be implemente
o lirgg arliest gossible time = 1982 - an announcement would be
' towzrrgld 1981, If therefore Ministers wish to start l

tal > 8 slower depletion profile, they will need to rely

Ly

b € Tremaining three measures:—
Nkl . .
g -angas flaring controls have been introduced at the

theip g ¥ 5 d in the production
4 continuation is assume .
Eju igy 1 Case for suck & policy, both on economic and gas
Sty groung : el of Brent, action
fleq™] Sy is strong and in the case i
Inojge, terms of the value of the gas saved alon\:iere
; M%al benefit of deferring oil production.

20
CONFIDENTIAL CONFIDENTIAL

-

16
wm— 30

.

17 o
-

LN

18 )2



CONFIDENTIAL

CONFIDENTIAL

& addition to these main fields there are
SEIn ects for a number of subs .

P
Forties, Ninian apg :w,,elopvgzgtof wpich could also be delayed,

o also
ldiary accumulationg

.,«OPOS
The combined effect

stake (e..@.

therefore, res unt for some ¢

-
ol £ gas are &l bees oo . 1ay for 30/17b and Toni/!
smaller quantities o & ine on flaring wou ULR -0t S year de 2y oni/Thelma,/1; i
Tarten) the case for & tougherwiil as the gas and the justificaty %aflveaéc’ive action to delay Hutton and Bel‘yl/Blgfany A by
value of the 0il def?rredi it oi1 geplevion grounds, Action Loy | Sinisi T d transfer some 6 million tonnes of annuyla aeer
ts ultimately > million tonnes a year ;riod Wod nave occurred in the mid late 1980s intoathgrcl)gggglon 26/

youl
O ¢ of these measures on the production profile ig JEa

— on gas flaring could acco o
at peak in 1984-1986. : e Bt : ;
strete
; g apssment of the Available lMea :
Variations. The Government can turn dgv«m applécat'“)ns meml Asses it 27
Profile Variatl o ile already agree for individual pon- 075 e =
_— Fletds < con p€°d?2§l$§i§;°£;nebe isgued on a 6 monthly DASIES 0, Thedqggggggglabove reprgfzgzl%ll ;Q.Droduction which the -
fields - consents : t of oil at the B “gaures 41 pres rise progressivel
o . Sily. mat v - " rs There is sco : lvely over
Pee oy Fiea will . T mportant decisj o+ next few yearse » pe for varying th by
» ' ‘ e e t e ecision | iene A ; g the degree to v
o e WLllFbetgzz (ggr)‘ fbi,eld o e ; ath 18 applied wdlzhe Cgmblfat_lon of measures used. The measfllxl'(eﬂé1 4
R i isferrable under this headiey geotgphiowever, & ernatives, in that early options forgone - 28

in respect of th
=5 P ut 3 m tonnes D.a.

production (abo _ r
wi 1 i :n 1980. Refusal 1n th
will be required 1 L s

1 : i he case of the least flexi
e case of Forties would ne grticularly 1n t L&l as exible, developmen =
of stretching out ee_ Al cumulatlvely_reduce_Mlnlsters' freedom of,manoeuvge aﬁddilllzy

meal for action during the years of peak production |5

; i fi i of t

todbe ggi;lgﬁdsagp{;maid this woulgi bgcome known. Current estima
e t refusal of profile variations would defer around g - 29
§uggii?oth?0nizs Sf 0il in 1980 building up to a maximum of 4 milligh A tougher lele on gas flaring has merit both on economic
%oﬁesl;mﬁally from 1982. The deferred production would be i gas COnservatlon grounc_ls a.nd,can stand to some extent independ- -
recovered in the late 1980s and early 1990s. The use of Uiy .Entiy of 013 deplﬁtlon policy. We recommend that flaring controls 16
measure to help smooth the production profile 1s illustrated in WM%J — |
Fisurd A wabrele on fas Harins a5 othor Tields T Ftened as Tor as is w— 30

y ; e Yy and technically feasible. Refusal of upward profile —
Development Delay. Four substantial fields are expected to come i = ons and close and extended scrutiny of field development
mopment and be in production by 1984. (these accou :?P lcations can also be pursued to some extent on merit. But beyond
for the reserves listed at line A2 of Table 4). These include ? legi’;lt it would be seen that the Government was exercising an active 17 -
two "protected" pre-l976 discoveries: Hutton (Conoco) and_Beryl kr ion policy and would be pressed to make clear their i s g e 3'
(Mobil) for which development applications have been submitted. ) ;eecommend the taking up of these options where economic and ¢ s
While the Government's scope for action in respect of “protgcted w.
fields is limited, officials could adopt a tougher line duﬁlngagt; By

and there elopment delays raise more complex issues. The general 18 )2

pre-approval project discussions held with companies devel opnetl] Bents g
- o by : ne deve f ; e } ‘
undertake more detailed and critical examination of the 7 oposels; 1 the iscussed above in favour of slower depletion would point W

: : ” . : 218 fields g3
application, particularly with respect to gas gathering P 0 S discussed ab i
with the effect of delaying development by an average of one Y;ﬂ’t s ustry hag indicat:dovzhsgsnﬁ ggégxed%ha%ni%eg:rﬂtzgxxl'msoﬂlgy b,
or more wherefpractical. Such an approach could commerllgeblngopted tlayg :iexercised, they would prgfer it to be througfl development '933‘
without specific reference to depletion policy and cou e 1] Pact § an adequat i i
to delay development approvals on a further two fields, eXpe%Zd ?swlcg' hOWever,qdevgligr?xegguéZTble qu:uglggsﬂ{gcgguzﬁé Vgley N —
come forward in the near future, which are not rotected © 108/ | s, S, could be applied in thayz’ ? future only to two or three - !
Varley assurances - 30/L7b (BNOC/Shell and Baso) and Toni/Med¥ |t Development delays would tnerefore fall 31sproportionately |
Titfany (Phillips/AGIP/Petrofina). But here, in additiony vo . e g (6Y few of the T S e T TRCS who might 5 By,
gormil pow:rbto dela% development can be used, perhaps t0 %ﬁeir izzeﬂti&nyt 1s was unfair aﬁgniﬁzqgﬁgiléng it could also have
evelopment by some five years. If Ministers wish to use v ofpg Y Wider ef e i1 i d
Eortl e s Gelay dovatommont o Gorict o 7o) Loy (Fo llUmnts fodue ey et e, ncosloc HpEREEE L S
ion in respect o 17b would be required in early - gee? fy; 28 elayedq ¢ ol : ; i i o show its
forl'gonl/'phelma/Tlffany shortly thereafter, so that the 1ice? mnt?inegrly i thehgiflglgs in quesg:.on},1 it x;uﬁltmtilgg ;ref‘er 9
could avoid unnecessary expenditure on preparing develo "hcahlemgl‘e flexiblesp‘)s?%iogf laeodg relgzabelieve that it is
Q lay down firm and rigid guidelines on ceveIogmenf ‘
on 1ts merits.

e ——
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ake clear their depletion polic y
t : Yo There is
. tessure ectatlon that the GOVeI“nment will announc .
of production cutback (paragraph 41) iierigaspra?s gubjecte They‘afe also likely to come undere s :
- 45, Decisions on the case the first half of 1981. The economj ‘4‘“ on th psSUre to do so internationally (paragraphs 35-37) 2
will fall to be taken du.rinsturn critically on up-to-date asseasmee 'ﬂ‘?ﬁuiﬂg prossible for the Government's policy to SniEred . W
case for applying “h“a‘;ﬁlll,rospects. We recommend that & furthen' [#d "ihﬁougn a series of individual decisions. But this v

of oil price e tted to Ministers in about a year'sg ting |" meal very satisfactory. We believe it would be prefer
— review be pre ar°dd2§§ ggg:t = mesnwhile and reporting on the . ’;{; not ble.s to issue a statement setting out The general pol?gie 26/
aking account O Lﬂmlsgee To TOLLOW. Such a statement, however, would neeq - J
f e

this measure. . _
f = siderable care since it would be examined

possible use of A= ===—=——"— 40

1 :
7 drgy :he oil :lndusfcr{, our 1nFernational partners, OPEC
-_ Betects on Revenue su OOF R R T D 27
: v ng : : al negoti ions
A6 We have examined the T effect? g}f; tl‘?eséo“r lsseﬂt?al'tﬁzk;)Eg budget negotiations are the most immedizge lations -
profile of oil production during the firz(_: Eﬁigeg (otgergthin"’hich ;ff‘.'hlcgtion the state of the world oil market, planned OPEC
would result from adopting the megsgrei ::timates suggest: thal i :ﬂsl;deg d potentl}al foreign exchange market consequences at L
— production cutback) above. I_—‘relmni Z delay, control of gas J :éemﬁe The earliest convenient opportunity for such a statement
immediste options open to Ministexs, = o y ptitee T "in the spring assuming the position on world oil 28

file variation, would, if implementyljikely ©0 °
o North Szaa tax revenue in 1933'1 ip;ms remain stable.

e by perhaps around £% billien

flar and refusal of upward pro
to tlixgsfull, result in little change t

The three measures wou%gt:‘:ggcggggvzﬁg 1986.  When the possible . If Ministers broadly endorse the conclusions of this report

a year at 197? PTlCe o and activity are taken into account, the in. % swour a statement on depletion policy, it might be on the w29
consequgnc;gBRoinPthose years might be somewhat larger. Lower o0il |jgs that the Government is anxious to encourage exploration but -
cregset;x‘:n in the early years would reduce net oil exports directly ddes to avoid the position of a sharp build-up in production .

m :guld delay North Sea related capital expenditure. There would |y followed by a sharp decline, It would take account of the ,6

be a short term small loss in GDP as a result of these effects of |mentational points discussed at paragraphs 30 and 37 above. 30
somewhat less than 3% in those years, though since this relates to &pstatement might then go on to say that the Government believes, -

loss of oil production the effect on employment would not be o |t that it is likely to be necessary to smooth the ; —T—
significant. The current account of the balance of payments would fmiction profile in the 1980s and that they will assess companies'

be somewhat worse with lower net exports of oil only partly offset musals accordingly. Ministers will also wish to consider whether ,7 1
by lower interest, profits and dividend outflows overseas. But, wha statement should be supported by a paper setting ot the 30
to the extent that the exchange rate was lower than it would be : wius factors drawing on the material in the present report which L
otherwise, better competitiveness should help to offset the lossfo liisters have considered in reaching their decision. -
output and the worse current account. All the direct gffects [} 3

the lower oil production would, of course, be reversed in the 1on€

term, as lower production in the 1980s was recovered in subsequen '8 ,2
years. S—

47. Going beyond this modified profile would involve the useé of b L
production cut-backs. This could keep the UK at or near self- 3 19
sufficiency in oil during the 1990s but would undoubtedly have mgss 33
wide renging implications for the economy: in particular, .the 1 T
of Government revenue (possibly up to a further £1-1% billion a |

year at peak) and the impact on the balance of payments would it e

muich greater. Production cutbacks are not for decision this y,;ae 4
and a detailed analysis will be included in the next review- _ rycs 20 94
possible revenue losses quoted compare with a current forecas e : ‘

tax revenue of around £7 billion a year during the years of P": e
production - a figure which has increased by some 15% or arou N I -
£1 billion a year as a consequence of the higher than OXPG"'“d 24 P 2|

recent o0il price increase.

Presentation

48. Bome of the measures described above can be pursued o2
merit. If, however, Ministers wish to pursue ot;hgr maasureﬂl’to
notably development delay for "unprotected” fields and refus® .
upward profile variation at Forties - they will find themsel?
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W hand on gas depl
o k is in han as depletion polic
i g N g e LS
i £epoF Lex jssues which differ in important respects from
Vées comp. ding oile In the case of Oil, except via any
' f ’mfé effects, the world market price is not affected b

W ge T8 reserves or their rate of depletion, and PrOVidesy
 sige gle reference point for a competitive o0il price, In the
; s0nd g, however, the high costs of transport produce a
— p °fdg§r£gmented world market which does not provide an

'W‘anent penchmark. The value of gas in different markets at
@8 epends not only on the price of alternative fuels but
t;ﬂ its premium qualities (cleanliness, ease of control, lack
s ﬂ-sgeuands on space). The value of these premium qualities varies

Hicantly from market to market and will be reflected in the

:,m prices obtainable. So does the cost of supply vary
nding £0 the seasonality and.scale pf the market, The micro-
.amic objective of gas depletion policy should be to allocate
presources, S0 as to maximise over time the total value less
i st of supply of those reserves. If we run down our
wmes too fast, we shall be selling gas in the short term into
wiets where its competitive price in relation to other fuels
islo, at the cost of a higher subsequent bill for more expensive
Erith which to satisfy those markets willing to pay more later;
iw deplete too slowly, there is a risk that low cost nuclear
lnricity will reduce the longer term value of the gas conserved.

2; In principle full examination of gas depletion policy
Jlres the short and long run competitive prices of all fuels
q,"e. market as well as the economics of importing and
§ b Studies are in hand on competitive pricing for all
st Ut further work remains to be dome. We have, therefore,

fated at thig stage on how far gas and 0il depletlgn can
Rijate go0; o Parately and whether an adequate basis exists for
wale opoiSions affecting gas. The report first examines
EuPI‘em:Of UK gas reserves, and the possible production proﬁ%gal
iong Policies in relation to demand, to see whether poten :.Lc
gy 10, OUtPut are likely to raise significant mcroecgz;i?.
ication).xa‘ the case of 0il, It then looks briefly at pOB_SJJ:

Pt Competitive energy pricing for the gas profile.

. The D
i €Partmy 3 s reserves

ly j ent of Energy's estimate of the &2 :
lgffeet (lfc‘clf)}ace on the UKDS lies between 35 = 80 tgzlll;-i:g S
T8 Legy; Of Which some 10 tcf had been produce

€

_ieay Sy - 70 tefe The
W Stipay. € remaining reserves at 25 UK currently
Vith che of total reserves available 0 th:ns purposes)

itish Gas Corporation (for plann

25
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is 70 tcf (including gas already produced).

» follows:

This is made up as

y Estimate Of Gas Reserves Expected to
Table 4: Czntf,:']i abTe to the U.R. (inciy ing Imports
_—‘-‘—'

Trillyon X
ee Suby,

—
UK expected reserves (xkmown discoveries) 39

— UK hypothetical reserves (future discoveries) 10
Norwegian Imports (include 6 Zgﬁtﬁgztig’)c 11
Already consumed 10

f Total 70

53, There are however major unce
figure of 70 tcfe  The uncontrz?.cte
although their existence is fairly we

to foreign competition; :
r reserves may exist

rtainties over the plannin

d Norwegian imports (6 tef),
11 established, may be lost
on the other hand, recent drilling

on the Norwegia

indicates that very much large ;
e of 39 tcf for reserves in present

In the UKCS, the figur

shelf.
nts a mid point in the range 25

discoveries represe d :
Reserves in future discoveries are put in

could go higher.
54. Discussions with licensees a

estimates are being put in hand.
be put on these discussions.

- 52 tcf,.

the range O = 20 tef but

imed at improving our reserve
But not too much reliance should
Improved estimates require more

assessment drilling and more exploration, both drilling and seisnit

WOrke.

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.

Consequentlyy

the offshore operators have had no reason to expect BGC to make

an early offer for any gas which they might have avail
therefore there has been little incentive to explore S
for gas or improve knowledge of reserves in known gas &ar s
overy of numer
e Although development of neV
gas will be needed to meet demand beyond the medium term,
uncertainty about how much of that gas will come from Nor®

exploration (which has, of course led to the disc
gas deposits) has taken priority.

the Northern Basin (in the form of a i
factor affecting UKCS gas exploratiorg?onated a6

lable and
pe cifiCB-}ly
eas; O

ay or
is a furthef

55. This situation reflects an underlying problem in g8 . gl
event

depletion policy. Restricted iti
F:f reduced incentives to explo::r]:.gg ggpgzggg:;:eg
vlr ormation for the further evaluation of gas depl
e are lllgely to get some increase in our informat
:geiierv:s in the Northern Basin as a by-product of
. new gas gathering pipe, if recommended by

Mobil/BGC study, would also improve market prospects
In addition, BGC can be expected

the Northern Basin,
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fo much of the Southern Basin gas i
23 but notsye:hcontgacted; the acc%m ey
iCes for ou erm .aSln gas may arouse i .
;grpzxplorat]:on o{ territory already licenseér.lteggSt-m

" 8150 pe given to suitable mechanisms whereby o nsideration
Serves can be further improved (eege through mc‘u‘ klflowledge
ges directly for exploration and assessment Wellg?ymg

1ch has been
panying establishment

S o
@

and Demand

The present supply‘and demand prospect
ergy forecasts) 1s illustrated at plfgure(ga“% on Department
[ the main build=-up of UKCS gas production i; ln contrast to
b.tively over. Output from the UKCS is likel atread}’ ;
1980s, but may not vary significantly betwg 0 peak in the
n there is some prospect of a slight dip i en 1980.a_nd 1995,
If980s, depending upon the size and timing o? production in
les. Thereafter it is expected gradually t imported gas
0 tcf planning reserve assumptions, som 7, vo Cocline and,dion
pstitute natural gas (SNG) i e _supplementary suppli
: manufactured fro _Supplies
gas imported as LNG or by pipeline vi tg coal or oil, or
be required by the closing years of = s
will continue to build up durin, gh the century, Overall gas
B rond 22 - 23 billien thermg e 1980s towards a peak
s of 0il equivalent). BGC's 1979 8 year (some 50 million
tant level of demand orporate Plan then shows
; and at least to the end of
practice sales could then decli duri af Jon Cetiary.
d as costs rise and the SNG ine during, thesl990s; snd
d_with the Department of Mef‘;ulfl:meﬂt L
in premium (do ; : » has been to coneentrate gas
i (domestic and industrial) markets with only mfre

atter mar ; 2

[Foviding bléflz%i‘ghlgh 1s supplied on an "interruptible" basis

[Br peak of dema_ng © BGC in the form of flexibility at the X

bility, e.g. Mo » Will decline as cheaper methods of providing
recambe Bay and storage fields, come on stream.

X g
economi o Considerations
The profile

Current
po
arly in re

f{cgsnatural gas production in the '80s and
L prndl Takiar %.s thus subject to considerable uncertainty,
5 tained frop th 0 the amount of further gas supplies which
o c‘;ntrles. Pros e Norwegian sector in competition with
Toodr'Se of the npigts_On this subject should become clearer

nacgian supplie six months., However, even if substantial
now orLly g i es are not obtained, UK gas production is
1,0, 1ate 1905 peak and variation in the production level
 ogn tomnes of ops Likely to fall within a band of around
0duot s sigm-_f.l equivalent. This degree of variation
e fpor 00 Which icance in comparison with the variation in

™ 1986, could fall by around 50 million tonnes in the
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uch of the Southern Basin gas which has §
een

0:
contracted; :
ut not el ;_the accompanying establishment

roduced). This is made up g :
for Southern Basin gas may arouse interest in

gas already P

is 70 tef (including ot vered 22
follows: §e y prd ation of territory already licen y
. peiEel Estimate of Gas Reserves Expected to ;frfc‘;et e 18;' given to suiﬁable mechanisms thggﬁ Consideration -
Table 4: 2n IS SPTe to The UK. Including Imports gould alzg can be further improved (e.g. through 3]/}}8“; knowledge
D i " eI‘V } lorati aym
1 it (o Girectly OF O ation and assessment wellg)) o 26/
’ d
UK ted reserves (xnown discoveries) 39 sppk and Demax -
expec . g t+ supply and demand
discoveries resen PLY prospect (b
. UK hypothetical reserves (future ) 10 6 TZ; gorecasts) is illustrated at Figure(ljase%non Department 27
.. mports (include Gites not yeu ¢ Beréy o.» build=up of UKCS gas production is GonLTast! 10 SRR
Ll g it i o :isely over. Output from the UKCS is like]s_ ai.ready -
i . oapem 0 3
umed 10 ﬁ; 1980s, but may not vary significantly betwgen 18893}( b
Already cons S iuough there is some prospect of a slight dip in PrOductizid-lg%' .
- Total 70 1o 19808y depending upon‘the size and timing of imported ga;n 28
— appliese There{if’cer it is expected gradually to decline and -
e 70 tef plannmga{eserve assumptions, some supplementary sn’x orll' |5|
ver major uncertainties over the plannin, ¢ swbstitute natur gas (SNG) manufactured from coal or oil p§ b
53,  There are how;he umeontracted Norwegian imports (6 tef), gtural gas 1xpported as LNG or by pipeline via the Continent y OT o
figure of 70 tefe Co0 e is fairly well established, may be losf [midbe required by the closing years of the century. Overall 2
although their existene on the other hand, recent drilling { | lgles will continue to build up during the 1980s tOWB.‘;‘d a0 _—
to foreign competitions ist o el of around 22 = 23 billi s a peak
ol e t very much larger reserves may exist on the Norweg| | : ; on therms a year (some 50 million
lidﬁ':‘ate?ntgie YJKCS the figure of 39 tef for reserves in prese i“:“g::t:it°ilve%ul¥aéent). BGC's 1979 Corporate Plan then shows I8
B 5 i :nt in the range 25 = 52 tcf. Qg evel of demand at least to the end of -
Siesoveries represents 8 mid POV i ange 0 = 2 i in practice sales co : nd of the century, 30
Reserves in future discoveries are put in the range 0 ot HER e e oete nise andu%g tggg decline during the 1990s and -
could go higheT. geed with the Department gf Ekle;:;;ulfx:megt gr:ws. kg
. : . y ales i ; g 3 ’ s been to coneen
Discussions with licensees aimed at improving our reserve 'ite;n premium (domestic and industrial) markets with g:&te gas 17 i
2eiimates are being put in hand. But not too mach reliance SHfYRAPLEETC o8 bolng sold to the memcprenu Sadustrisl sarkst w— 3l
. 1 i A COl i e
be put on these discussions. Improved eSttm:fleerﬁ%‘;;reaggr:ei b latter ma?ﬁzgeswg}tg low value fuel oil for bulk heat use). 5 - -
aasessnent Grilling and mare expLotRliony ooy O rustion fron |llicriting benoy,Thich is supplied n sl e
work. Because Oof the hitherto adequate Sl_l}ip ysociated Finds, M ez peak of demang o BGC in the form of flexibility at the '
existing Southern Basin and prespective Ol -as it uent'.’w, bility, eng manMo » Will decline as cheaper methods of providing 8 32
bas not needed to buy new gas for peveral years. . BGthO make ||l + Morecambe Bay and storage fields, come on stream. e —
the offshore operators have had no reason to expec > able and X0economi o Gotiaid y *’
an early offer for any gas.wmch'they qught have aval ecificall { lderations 7
therefore there has been little incentive t0 explor:ssgreas; ol s oThe Drofué SR ‘ 19 £
for gas or improve knowledge of reserves :.1}'1l kg(?:goxg/ery of numerd icﬁlcurrent polici natural gas production in the 180s and 33
exploration (which has, of course led to the a1l S osmetth of new 1 be arly in I‘elm.es is thus subject to considerable uncertainty, | YW=
gas dgpos:.ts) has taken priority. Although deved.gm g her - Obtaineg fromlon to the amount of further gas supplies which | i
s vn.l]_. be needed to meet demand beyom_i the medl ay O i ountrjeg the Norwegian sector in competition with e L
Sncertainty about how mich of that gas will come IO N rher by yOWSe of (Lrospects on this subject should become clearer o
the Northern Basin (in the form of associated gas is & \ adyorwegian suhe next six months. However, even if substantial & 20 3
factor affecting UKCS gas exploration. | _no,,n:arly o Ii’%les are not obtained, UK gas production is
0 1ata yilS Peak and variation in the production level

: | RNl ;
as 1 )
g problem in 50 i 0 tonneg %0s is likely to fall within a band of around

(515.1 This s'ituation reflects an underlyin ad ‘ £ oil
ep etion P? icy. Restricted market opportunitieﬂ 4y I ody _eat si .OJ‘- 8quiValent. This degree of Va.rlatlon
to reduced incentives to explore and so postpone obtainifé .y, Jiie fl:‘f)t“’n Wh;glllgtﬁince in comparison with the variation in

p m 1986, d fall by around 50 million tomnes in the

information for the further evaluation of gas deple®> g
We are likely to get some increase in our %nformatim ab:rut i
zgerv:s in the Northern Basin as a by-product Of has 2e
. A new gas gathering pipe, if recommended bY the
Mobil/BGC study, would also im;)rove market prospects f°§ g:
the Northern Basin. In addition, BGC can be expected ¥
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Microeconomic Considerations
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nt in relation to pipes
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sources of gas‘
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Fig 3
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. ND FORECASTS
) AND DEMA
)00 i
: il productiot
1
rtment_of Energy's long term 0il production f
. :Eﬁgacentral reserve es;ﬁl,lmites given in Sectiégnlggregiit, 29
4RO ter reserves which are not ’
Dasle.uding dper WELhown in Table 1. currently technically e
s excduciblev are S
P ) ()5 5(2) 7
18 1t 0il Production Forecast 27
I‘AB . a—
o vy
Year Million tonnes \
1980 86
135 116 Tl
1982 10 15
1983 116 — 29
1984 126 r
1985 126 : -
1986 127 6
1987 1)
1988 120 30
1989 114 w e
1990 106
1991 100
1992 92
1993 39
1994 86
1996 30
1997 72
1998 64
1999 56
2000 Y
fPles: (1) o . fu
he forecasts are net of effects of continuing
flaring controls at the Brent field.
4 The forecast assumes that where fields can produce
;Iflf,xcgsf: of the programmed profile they will be
ed to do so.
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The productton profile correspond

4 at Figure 2 whe :
®categories of estimat

2.
jllustrated @
to the indivl
Beyond existing

already
shallow water ©o
rounds 1is 1likely tO
tonnes in 2000.

3. Past experience has shovn 2 t
to slip compared with forecas?t as
technical problems in fie
in preparing the estimates for'the med
slippage of this kind in bringing new
greater part of the production capacit
half of the 19

output during the first
operational. ak is at present f

tonnes a year ‘ph product
development peaking at
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ing
onent parts are als

(0] Telated
f existing
endency

companie
14 development.

rorecast at

to Table 2 is

ed reserves (Table 1)
development or appra;n
ZhQ profile "‘/Oulaal’
A% finds and, assumip
v finds in the LerritOTyﬂ
on to production frop

o be allocated 1n new licensip

not exceed som 1774
t e e 10 millioy

for actual production

s have encountered
Allowance has been mag
jum term, for continued &
developments on stream. The
y which will determine total
80s is, however, now
126-127 million

jon from existing fields and

119 million tonnes in 1984.
ng short of the total forecast, &

10 million tonnes, but there

those under
There would be some SCOpe€ for falli
a result of "natural delays", by some
es that they could be exceeded.

are also chanc

s Beyond 1984 the forecasts are subjec
th 80%

of uncertainty and are prepared wi
jndividual yearse. This correspo
ward variation of 20 million tonnes it
for the later years assumes that expl
on at a rate of about. 60 wells a yea
1975 exploration peak (79 wells) but
rate achieved in 1978 or 1979.

nds to potential upwa
n 2000.

CONFIDENTIAL

t to increasing degrees

confidence 1limits for
rd or down-

The central profile

oration drilling is carried
r. This is less than the

considerably higher than the

CONFIDENTIAL

UK oil dem i
and which the Group have co
nsidered

ﬂi;z' 0il pemand Forecasts
ppt®
Middle Low .
e ol 0i1 ek
eman Demand Demand
1975 93 93
1976 93 93 R
1977 93 93 23
1978 94 92 93
1979 95 94 gg
1980 90 89
1981 89 87 92
1982 90 88 91
1983 92 89 93
1984 95 91 136
1985 97 93 1
1986 100 93 106
1987 101 393 108
1988 102 33 110
1989 102 32 111
Lo | - 111
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N MEASURES

3E1L0 ;
| W
The

ent's two formal means of regulati '

he quer’g‘:rm are its power (conferred %; thenl\% gepletlon

e dium : - odel Clauses
in the ed into first to fourth round licensges by the Petroleu
incorpor rine Pipelines Act 1975 and also incorporated in 5
gnd SUDDAT ed subsequent to 1975) to delay the development of
licenses é to impose cut-back on fields already in production
fieldsera-lclise of these powers in relation to pre-1976 finds a;ld
The efesser extent post=1975 d;scoveries under the first fc'Jur
to 8 ing rounds, is circumscribed by the terms of assurances
l.lceﬁs;n 1974 by the then Secretary of State, (the "Varley
E;:irances") and recently reconfirmed by Government, Pre-1976
i which are protected against explicit delay, and against
roduction cut—back until 1982 and four years' production has
lapsed, account for over half our reserves on central estimate
(some 1,800 million tonnes within the 3,330 million tonnes at
fable 1) Post=1975 finds under the first four rounds are not
protected from development delay, but are protected from production
ait=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.

% The powers available to the Government and the limitations
m their use are as follows:

(a) %ﬁg_p%a.n_tﬁ%l No formal delay can be imposed on
e 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
€ 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
paProtected fields,a number of detailed technical issues
¢ Ve to be explored and resolved before an application
;> Made and some administrative latitude also exists

1 .
T Operating these processes.

Lt.rmdUCt_iOn cut-back The Government can, where necessary
Il,;lod € natio Interest, require a licencee to reduce
in thotion from a field below the level provided f9§
lim‘te approved production programme. This power 1
1ted by the Varley assurances as follows:

in the case of discoveries made before 1976
Production cutsdcannot be imposed before 1952 or
our years from the start of production =

Whichever is the latter;
1

CONFIDENTIAL - CONFIDENTIAL

(1)




(ic)

(a)

CONFIDENTIAL

i discoveries under
ii he cas
(ii) i]’;c:nges granted in the 1st t0r4‘th rounds,

no cuts can be imposed until 150% of 3
investment in the fields has been recovered;

e of later

i ade they will
here production cuts are ma ey
(iii) generﬁly be limited to 20%, having regard
to technical and commercial considerations,
i i - k would involve lowerij
actice production cut=bac ering
zIaani):ld's pZ’Lateau level of output by around QQ%’
followed by & period in which production is higher 3

have been as postponed production

han it would otherwise ha e _ :
Fls recovered within the 1ife of the field and its
equipment. The effect of the Varley assurances in thig 2

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
need to ?Eare mssociated gas to a greater or lesser

extent. So far they have by and large been allowed to — 29
do so, irrespective of slower progress than promised =
towards conserving gas through reinjection or pipe-

lines to shore mainly because of the financial and 3 IB
supply pressures for a rapid build-up of production.
Operators have consistently under-performed in comparison

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 ,7
tougher policy on gas flaring, which essentiallj B

~e

improved. A

limits oil production and can therefore be used as an

instrument of depletion policy, has the advantage b

that it could be implemented without delay and would

be effective in the early 1950s before the formal '8,

instruments become available. 2
"

rofile variations In practice some oil fields perforn -

Eeﬁer and some perform worse than expected in 1933

comparison with the level agreed in their production
programme, For those fields which can perform better
than expected, the Government could exercise its powers
to refuse to authorise requests from operators for
increased production, thus providing a further smé 1
but useful, instrument for depletion control. As with
gas flaring restrictions, this option also has the
advantage that it could be implemented before the
formal controls become effective.
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