
The UK o�shore oil & gas industry is now, more than ever, in the cross-hairs of a broad range of stakeholders 
demanding change in line with the UK’s commitment to achieve net zero by 2050. This is in the context of a 
wider debate on the future of the fossil fuel industry worldwide as we move towards a lower carbon future. 
Nonetheless, even before the added disruption of the invasion of Ukraine, crude oil markets were on an 
upward trend, and have now come close to the all-time highs of 2008.  While the region is undoubtedly in its 
twilight years, despite the real and sustained e�ort by operators to adapt, develop and transform, the 
quandary of satisfying energy demand while meeting environmental goals will make securing approval for 
further developments a huge challenge.        

Introduction
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The UK North Sea
    Net Zero Challenge



Historical development of the UKCS
The UK Continental Shelf (UKCS) is a mature, high-cost hydrocarbon province, with oil & gas production o�shore initiated in the 1960s. This 
encouraged a period of high exploratory drilling, spurred on by the oil crises of the 1970s, when indigenous hydrocarbon production was seen 
as critical in an e�ort to reduce Britain's dependence on imported oil. With the basin in ascendance, a high level of drilling activity was 
maintained through to 1990. 

With the onset of the commodity super cycle in 2003 driven primarily by the economic rise of China, interest in exploration and appraisal drilling 
increased considerably, with a number of new entrants attracted to the basin, encouraged by government incentives. With oil prices pushing towards 
US$100 per barrel and beyond, the development of these resources was highly attractive. The oil price collapse and the global �nancial crisis it heralded 
in 2008 quickly snu�ed out investment appetite and brought signi�cant stress to many companies who had ridden the boom on a wave of debt-fuelled 
investment.  

As the global recovery took hold at the start of the next decade, oil prices recovered back to $100+ territory and provoked another boom in 
investment in the sector, once again propped up by freely available debt.  When the oil price collapsed once more at the end of 2014 heavily indebted 
North Sea explorers and service companies were left dangerously exposed with prices tumbling below US$30 per barrel. 
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A rapid drop in revenue left leveraged mid-cap E&Ps with precarious liquidity positions, having to rely on waivers for items such as repayment amounts 
and timing, with many oil & gas �rms only surviving due to banks relaxing loan covenants. Impairment charges were a recurrent feature for oil and gas 
companies worldwide as reserves were written down as a result of decreased price assumptions. With commodity prices plunging, strong operational 
performance alongside asset sales became of critical importance, with E&Ps who were able to demonstrate strong operational capability winning the 
con�dence of their lenders, obtaining breathing space ahead of debt restructuring and potential equity raising. 

The UK sector of the North Sea proved its reliance bouncing back once again after the 2014 collapse.  While UKCS oil & gas production has fallen by an 
average of 6% from its peak in 1999 to 2014, �eld developments in this period resulted in production increasing by a �fth from 2015. 

With oil prices recovering, UKCS M&A activity surpassed US$8 billion in 2017, an indicator of increasing con�dence in the region. Nonetheless, there has 
been a move towards divestment from majors and utilities with smaller, more nimble E&Ps, and particularly private equity-backed companies, playing an 
increasingly prominent role. With majors looking to meet ambitious divestment programmes and smaller E&Ps looking for deals with limited upfront 
payments, counterparties began to utilise new deal structures to overcome barriers to execution. 



Unsurprisingly, the maturity of the basin means decommissioning is becoming an increasingly 
important consideration for government and operating companies alike. As such, these 
innovative deal structures which allow sharing of future decommissioning liabilities between 
majors and incoming smaller E&Ps has encouraged M&A, with smaller operators gaining scale. 

Smaller operators have lower overheads and combined with acquired assets being higher up in 
portfolio ranking, the likely outcome of M&A is to extend the life of acquired �elds, while exiting 
majors bene�t from delayed decommissioning liabilities.  This has also led to the emergence of 
operators focusing speci�cally on late-life, mature �eld operations.  An important consequence
of this shift to projects carrying such end-of-project decommissioning liabilities is the increased 
focus on the �nancial strength of sponsors and operators in project sanctioning.             
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As a result, while the supermajors continue to dominate production, compared to �ve years ago more �elds are held by smaller, 
privately funded operators which may face more di�culty in raising funding, and are more likely to use more exotic funding 
structures.  As such, potential project funding hurdles may become an increasingly important consideration in project
approval. The increased focus on the �nancial strength of sponsors and operators in project sanctioning.



The Oil & Gas Authority estimate for remaining UK recoverable petroleum resources is in the range of 10 to 20 billion barrels of 
oil equivalent, with reserves of 5.2 billion barrels, and contingent resources of 7.3 billion barrels. While mature areas of the 
basin such as the Northern and Southern North Sea prepare for increasing levels of decommissioning activity, the West of 
Shetland is still a growth area, given its high potential and relative drilling immaturity.  In recent years, BP announced an asset 
swap with ConocoPhillips, acquiring equity in the giant, heavy oil Clair development, which contains up to 7 billion barrels of 
oil-in-place. In addition, Shell farmed into the 600 million barrel Siccar ‘Cambo’ project, which seemed like good business at the 
time. However, with Cambo being the subject of negative press, the future of the project and further developments in the 
region are now being questioned.

The Increasing Climate Focus

The list of potential tests includes reductions in operational greenhouse gas emissions from 
the sector compared against commitments and the sector benchmarked internationally; the 
status of the UK as a net importer or exporter of oil & gas; progress in supporting Energy 
Transition technologies; and consideration of the ‘global production gap’.  This last concept 
is de�ned by the United Nations as the discrepancy between all countries’ planned fossil fuel 
production and global production levels consistent with limiting warming to 1.5°C or 2°C.  
And since COP26, when the UK called on all countries to update their NDCs so that they
are in line with holding temperature rise to 1.5°C, 1.5°C has eclipsed 2°C as the target.

In September 2020, the Secretary of State for Business, Energy and Industrial Strategy 
initiated a review into the licensing of oil and gas in the UK.  A question was whether the continued 
award of new licences for oil and gas exploration was consistent with the UK’s wider climate 
objectives.  At the very least, it was determined that any application should include carbon 
budgets, assessment of the impact on the UK’s Nationally Determined Contribution and consistent 
plans to achieve net zero emissions by 2050. This has led to the ongoing development of a climate 
compatibility checkpoint process for new applications.
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Licensing impacts not only exploration.  Contingent resources account for 7.3 
billion barrels of resources already discovered, and with over a quarter of 
these resources on unlicensed acreage at the end of 2019, the licensing 
strategy will play a big part in whether these resources will ever be
developed into producing assets. 



Short term: energy security
The emergence of environmental, social & governance reporting (ESG) 
is applying increasing pressure to an industry that is seen as intrinsically 
‘dirty’. This pressure is especially felt from the perspectives of government, 
regulations, investment and �nancial institutions. However, short term 
policies focused on energy security may push against net zero ambitions.

• Investors can only satisfy their green criteria if their investments do, so the 
ESG credentials of any company looking for �nance must be best-in-class if they 
are to get past sustainability screening criteria. 

• The current train of events – even before the Russian invasion of Ukraine – was 
already testing the resolve of policy makers.  Net zero is necessary but vulnerable 
to the popular climate, and when people’s homes are going cold because of rising 
energy costs, the enthusiasm for net zero may begin to dwindle.

• The consequence is that there may be some relaxing of attitudes towards new 
development as energy security takes centre stage.  The corollary is that we risk 
retiring our fossil-fuelled based systems before we have designed, constructed 
and delivered their replacement.

• On a global scale, new developments might address a very signi�cant challenge 
widely swept under the carpet in the drive for energy transition: that many 
forecasters predict that we will continue to need signi�cant volumes of 
hydrocarbons on the journey to net zero.

• This is demonstrated by analysis conducted by BP in their Energy Outlook of 
2022.  In their analysis of the prospects for oil demand in the scenario that 
achieves net zero by 2050, the world will still be consuming around 24 million 
barrels per day.  Without any further new project approvals, BP anticipates there 
could be a shortfall of up to one-third of all the oil we need – to achieve net zero.

• Signi�cant quantities of oil & gas will be required as we bridge the gap to our 
renewable future. New and existing production needs to be done in the cleanest 
and best regulated way, whilst ensuring that we deliver the quantity of resource 
we still need to achieve the energy transition. The answer is not black and 
white – and certainly should not be decided by political whim or geopolitical 
reactions.

Long term: net zero    

However, when we look at the design of the compatibility checkpoint, 
our research has shown that under the Climate Change Committee 
Balanced Net Zero pathway scenario: 

• The UKCS is an oil-weighted basin, with two-thirds of discovered resources 
being crude oil, an important factor when thinking through implications for the 
climate compatibility checkpoint. Di�erentiation between both resources 
should be considered. Oil is part of a global market and is fungible and easily 
transported. As such 80% of the oil produced in the UK is exported abroad, 
while gas is more constrained by market proximity, with only a quarter 
exported.

• An end to new licensing will have a limited impact on UK oil & gas import 
dependency to 2030. 

• Discovered resources to the tune of 1.2 billion barrels of oil equivalent 
remain on unlicensed acreage; licensing strategy will play a critical role in 
whether these volumes are produced. 

• New exploration licences would only constitute a small sliver of future 
production from the basin, with existing assets producing the majority of oil & 
gas up to 2050.

• The UK can stabilise and improve its import dependency situation under the 
6th carbon budget demand projections, even in the case where exploration 
licensing is ended. Setting up policies to reduce demand is a fundamental part 
of the future development of the basin. As part of this currently soaring 
energy prices may show that energy e�ciency measures and a move towards 
cleaner energy sources are essential.  
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The net of the environmental revolution will continue to tighten on the oil & gas industry, in the UK as 
well as world-wide.  The regulatory environment is setting increasingly stringent criteria for the 
approval of licences and projects, while the wider �nancial requirements to meet net zero and other 
ESG targets are hitting all companies, directly or indirectly.  Companies will �nd it harder to access 
capital, which continues to shy away from a discredited industry, and will be forced to divert increasing 
amounts of this scarce resource to addressing all matters green.

But for those who reach the standard, the prospects are not all bleak.  Globally, governments are 
unlikely to sacri�ce energy security or economic prosperity purely for the sake of environmental 
virtue.  Signs are already showing that there is a balance required – as well as a far more co-ordinated 
and integrated plan for both the evolution of our new energy world and the phase-out of our legacy 
one.  And our legacy world still has a very big role to play for a long time to come.  With the prospect of 
a perpetual squeeze on the supply side trailing ever-avaricious demand, it is likely the markets will 
continue to reward those who rise to the challenge of striking that balance.

Conclusion
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