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Operators pursue 
life extensions of 
aging North Sea 
assets
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In the choice between extending production for at least a little longer or applying for and 
carrying out decommissioning, the scales are tilted toward extending. More operators are 
producing oil from more fields than at any other time in the North Sea’s history, and they are 
doing so in spite of – or perhaps because of – a set of external challenges that includes the low 
oil price, global economic headwinds and domestic political turmoil. 

Of the 302 offshore fields in the North Sea that have produced oil in the past four decades, 228 
were active during the first 10 months of 2015, compared to 163 in the entire 1999 calendar year, 
when production on the UK Continental Shelf hit an all-time high. During October 2015, the most 
recent month for which the Department of Energy and Climate Change (DECC) has released data, 
196 fields produced as little as 88 barrels (Nettleham, owned by Star Energy Oil & Gas) to as much 
as 4.29 million barrels (Buzzard, owned by Nexen Petroleum and partners).

Total oil production in the first 10 months of 2015 exceeded that of the previous year and output 
almost certainly rose for the full calendar year, ending a run of 15 consecutive annual declines. 
PwC has estimated that 156 licensees are active in the basin, a far cry from the end of the 1990s 
when 30 companies held around 80% of licences.

DECC, which was incorporated into the new Department for Business, Energy and Industrial 
Strategy when Theresa May became prime minister in July, approved just one decommissioning 
proposal in the first half of 2016: for Maersk Oil’s Leadon asset. Five additional decommissioning 
proposals involving oil- or gas-producing assets were under consideration when this white paper 
went to press. 

A number of factors are motivating operators to extend rather than end field life and production, 
one of which is that they cannot afford decommissioning in the current climate. As Paul 
Brindley, a management consultant to various North Sea operators and services companies told 
DecomWorld that decommissioning is a “discretionary” spend in the sense that operators have 
the choice of spending tens to hundreds of millions of dollars on it now or continuing to operate 
at a loss of one or two million dollars each year. 

North Sea reversed production declines in 2015
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Keeping the oil – and the cash – flowing

Cash flow has a bigger impact than anything else on late-life decision making, according to Will 
Rowley, Group Analyst at Acteon Group. This is especially so for small- to medium-sized operators 
with debt repayments and other commitments, he explained. “How much cash they keep on 
their books and the ratio between debt and cash, all of these are financial concerns people will 
be trying to balance,” he said.

Operators are more optimistic now about 2017 than they were a few months ago, Rowley argued, 
adding that this was partly because costs have fallen and also because some believe the floor in 
the oil price has been reached.

Brindley described the choice facing a typical operator: on the one hand they can shut down the 
operation and run a post-production operating bill of hypothetically £10 million per year while 
plugging and abandonment is organized and the topsides are dismantled; or they can keep 
production going and cover 70-80% of operating costs while keeping some breathing space.

“The one thing operators love having is optionality,” he said. “If there’s a choice between seeing 
an economic field down or soldiering on, they will generally try to soldier on if they think it’s 
going to give them optionality…in the current climate, cash flow is a huge issue for everybody, 
because they’ve got to stave the banks away.”

The Leave victory in the June 23 referendum on Britain’s EU membership caused the pound 
sterling to fall almost 15% against the US dollar, bringing North Sea operators much-needed 
financial relief. Premier Oil said in mid-July that the devaluation had saved it around £100 million 
($130 million) on the Catcher oil-field development, where most of its spending is in pounds. 
Premier expects to make further savings if the exchange rate holds at around £1:$1.30.

Alan Muirhead, Development Team Manager at Apache, told DecomWorld the weakened pound 
had helped his company free up some cash. But he noted that the costs of importing materials 
from Europe had jumped and said it was too early to pass final judgment. Brexit does pose 
long-term risks for the entire industry, with many experts raising concern about the regulatory 
uncertainty caused by the renewed prospect of an independent Scotland.

External factors aside, there is no one model for determining how long a field can run at negative 
cash flow; as with many things, the answer and the appropriate model depend on the particular 
asset. Brindley noted that ConocoPhillips has run its Viking gas fields in the southern North Sea 
at “huff and puff” for a number of years. “They’ve been shutting the fields, letting the reservoir 
recharge for a while, then they open the valve, let it get a quick burst of gas, then it dies off again 
and they shut it down”. 
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Extension through in-field opportunities

Apache has looked at several potential in-field opportunities around its existing assets in the 
central North Sea. Forties and Beryl were the second and fourth fields to begin producing oil 
in the North Sea when the basin came online in the mid-1970s, and Apache – which acquired 
Forties from BP in 2003 and Beryl from ExxonMobil in 2011 – is often cited as an example of 
successful late-life management. The operator has looked at a number of field opportunities 
around both fields, and has been busy drilling exploration wells and conducting other activities 
including workovers, according to Muirhead.

It is also looking at re-using equipment to bring down costs within its existing assets. “We’re 
actually lucky because the number of prospects we’ve got around our main hubs are actually 
good opportunities for us to get the incremental rate to modify these bits of kit and really invest 
in those hubs,” Muirhead said.

BP assesses the case for further investment on an asset-by-asset basis, Dave Lynch, VP Reservoir 
Development, told DecomWorld. He said four factors are typically taken into account:

• Enhanced oil recovery possibilities: About 30-40% of oil typically gets left stuck to 
the sand face, Lynch said. BP asks itself what types of EOR technology it can deploy to 
increase the recovery factor and what it would cost to achieve this.

• After liberating the oil from the rock, the next question BP asks is: Can it be pushed 
toward the producing wells effectively? Follow-up questions include: Do we really 
understand our waterflood? Are we fully optimized in terms of how we sweep that 
mobilized oil toward our producing wells?

• Next is: Have we got enough producers? Are there places inside our oilfield that are 
not getting drained, and therefore do we have to put another producing well into the 
ground?

• Lastly: Are the facilities good enough? Are they still going to last for a long period of 
time? Has enough been done to ensure the facility stays in shape to allow recovery of 
oil to be maximized?

“If you do all those four things really well, [if there is a] high recovery factor, in time you’d be 
pushing decommissioning away,” Lynch said. “Most of those things come at a cost, and therefore 
the opportunities need to compete in an environment where your capital or costs are constrained.”
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Cost is a major factor

A DecomWorld survey of industry participants in April revealed that cost reduction is a high 
priority for operators. When asked to rate their organization’s likelihood of accepting any of 
six late-life outcomes, the most popular response was “continue production by lowering unit 
production costs”, with 61% rating this as highly or somewhat likely. Next in was line was “sell 
assets”, with 52% rating this option as likely. 

Muirhead agreed that cost reduction is important. He said, “Apache are very much a production-
driven company, so what we’d try to do is lower our production cost by getting more barrels online. 
I know other companies would just focus on slashing costs rather than targeting production.”

Lynch noted that it will be difficult to prevent the long-term decline of the basin, and said 
attention on cost is key. “We are looking critically at what we do. We are looking to make sure that 
the deflation shows up as you might expect with the drop in the price. And we’re looking at the 
scope of the activities that we do, deciding whether we need to still deliver that scope or can we 
change the scope and optimize it.”

Standardization and collaboration can both be put into practice across the basin to bring down 
costs for all operators, Lynch added. He emphasized the efforts being made by the Oil and 
Gas Authority’s seven MER UK boards (which work to implement the regulator’s “Maximizing 
Economic Recovery” strategy) on this issue. 

Lynch sits on the OGA’s Technology Leadership Board. He said a good example of collaboration 
could be seen in efforts by the Asset Stewardship Board, which has been working with a variety 
of operators on best practice for turnarounds. Another example is production efficiency: some 
operators are best in class, Lynch said, “and they have shared that with some of the other operators 
whose metrics are maybe not quite as good.”

Companies have also been open in sharing why exploration wells have failed to find hydrocarbons, 
he said. 

The other advantage cost reduction holds over increasing production is that the cost option can 
be achieved without a large amount of expenditure, according to Rowley. “Getting anyone to 
approve any additional spend at the moment is challenging,” he said. “But if you can pull your cost 
down faster than your production declines, then you have a reasonable chance of extending the 
life for a period of time – which may only be months, but it may be a year, it may be 18 months. 
Now that’s proven particularly successful with a number of people.”

By Nadav Shemer


