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Foreword.
Welcome to the fourth 
annual Bank of Scotland oil 
and gas sector report. Much 
has changed since we last 
reported on the sector, some 
12 months ago. The picture 
painted by our three previous 
reports was of optimism 
for growth and it will be 
no surprise that fluctuating 
oil prices have slowed the 
previously reported rapid 
pace of overall investment 
and job creation. 

However, this report has revealed a 
few surprises. It shows an industry that 
is resilient, looking to the long term 
prospects, while managing the tougher 
conditions currently presented by low 
commodity prices.

The key challenges that the industry 
has described throughout this report, 
such as rising cost of production, the 
need for greater collaboration and 
how to maximise the lifespan of the UK 
Continental Shelf (UKCS) were prevalent 
prior to the dip in oil prices, and indeed 
were highlighted through the Wood 
Review. However, this research makes 
clear that these challenges are now 
being accelerated. 

There is significant interest in 
diversification from across the industry, 
with increased interest in onshore 
shale gas and oil, renewable energy 

opportunities and decommissioning 
activity. Geographic diversification is also 
ever prevalent this year, with many looking 
to further expand international operations. 

Our client base mirrors this trend, and 
we have seen a significant increase 
in our support to the industry in 
recent years to facilitate international 
expansion and, as outlined in this year’s 
report, we expect this trend to continue.

As a long term supporter of the sector, 
the Bank of Scotland team will continue 
to work closely with oil and gas 
businesses, alongside key stakeholders, 
to overcome these challenges and 
maximise opportunities that arise. 

It is vitally important we keep pace 
with what is predicted to be a period 
of significant diversification. Bank of 
Scotland is committed to playing its 
part to ensure that this key UK industry 
continues to make its mark both at 
home and on the global stage.

 

Stuart White, 
Area Director, 
Aberdeen and 
North Scotland

“There is significant interest 
in diversification from 
across the industry, with 
increased interest in 
onshore shale gas and 
oil, renewable energy 
opportunities and 
decommissioning activity.”

3



Executive summary.
Contrary to current media 
headlines talking of cuts in 
North Sea investment and 
jobs caused by the price of 
Brent crude more than halving 
to less than $50/barrel, 92 per 
cent of oil and gas firms are 
planning to grow in 2015. 

The reasons for this are explored  
more fully in the report, but much  
of the recent news on investment  
and jobs has come from a few large 
firms. According to our research,  
the overwhelming majority of  
North Sea companies and small and 
medium-sized enterprises (SMEs)  
see increased opportunity.

Among the opportunities arising is 
the increased possibility of mergers 
and acquisitions (M&A) – a quarter of 
firms surveyed this year hope to merge 
or acquire, compared to only a tenth 
with such intentions last year. The 
increased interest in M&A is especially 
pronounced among SMEs.

Interest in international expansion is 
much greater in 2015 than last year.  
The proportion of companies not 
looking to expand internationally  
has dropped from 36 per cent last  
year to only 9 per cent in 2015.

More companies expect to create 
additional jobs in 2015 than both the 
number of companies expecting to lose 
roles and the number predicting no 
change put together. Some of the jobs 
created may be by smaller companies 
looking to recruit skills from the major 
companies’ shake-outs that they were 
unable to secure when Brent was  
above $100. As some of these jobs  
may come through M&A and 
international expansion, no reliable 
prediction about future North Sea 
employment can be made.

The number of companies interested 
in diversifying into onshore shale 
production to produce oil and gas  
has more than doubled since last  
year. Interest in diversifying into  
work involving renewable energy 
sources has more than trebled.  
Seeking more flexible oil production 
and less exposure to price uncertainties 
are the main reasons for this.

Reducing the cost of production is 
companies’ overriding concern in 
dealing with the challenge posed by the 
price fall. As profits have to be earned 
before corporation tax is paid, cost 
control is seen as more important than 
tax reductions in the short-term. But the 
basket of measures that the government 
can take – better incentives and reliefs, 
cuts in supplementary corporation tax, 
increased sharing of information, better 
access to subsea installations – are seen 
as important, particularly to encourage 
longer-term growth. 
 

“Among the opportunities 
arising is the increased 
possibility of mergers and 
acquisitions (M&A) – a 
quarter of firms surveyed 
hope to merge or acquire 
this year compared to only 
a tenth with such intentions 
in last year’s survey.”
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Key research findings.

Growth

Biggest challenges

Biggest opportunities

Oil price predictions

92% $55
Oil price prediction in 12 monthsSaid fall in oil price had delayed 

investment in growth
Still intend to grow

30% 30%35%

56% 32% 32%

Increased cost of production Lack of highly skilled workforce Exchange rate

Moving into new markets Onshore shale production Renewables

39%
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Growth & 
finance plans.
At first sight, the headline 
finding from this year’s Bank 
of Scotland survey of 101 oil 
and gas companies large 
and small with operations 
in the UK looks implausible 
– despite the big slide in the 
price of Brent crude, and a 
smaller but still substantial 
drop in the price of natural 
gas, more companies now  
say they are intent on growth 
than did last year. 

Really? When Brent was down from 
more than $100/barrel at the start of 
2014 to around $50 this January when 
this survey was completed? When gas 
was down from $50 per barrel of oil 
equivalent (boe) to $38? And when 
this slump has caused a steady flow of 
bleak news from the North Sea’s stormy 
waters of investment, jobs, and pay 

cutbacks, and a media tsunami of crisis 
talk? What is going on?

The answer is that this survey goes 
deep below the surface waves into the 
subsea currents driving the industry. It 
finds that worries troubling executives 
have greatly increased and thus does 
not contradict the finding by trade body 
UK Oil & Gas that industry confidence 
fell in the last quarter of 2014 to a 
lower ebb than during the 2009 price 
trough.1 Despite that, it finds that while 
some companies are cutting back on 
investment and jobs, these companies 
remain in the minority, the reasons for 
which are explored in the Job creation 
& investment chapter of this report. It 
also finds that the price fall is opening 
up other opportunities for business 
expansion, discussed below. Above all, 
a picture emerges of an industry which, 
having dealt with similar commodity 
price challenges in the past, doesn’t just 
know what it has to do to get through 
this one, but is also determined to come 
through fitter and stronger.

Growth intention of oil and gas companies.

9%

31%

60%
24%

7%

68%

2014 2015

Grow organically Grow mostly via mergers 
and acquisitions 

Consolidate and recover

Note: 2015 1% none of these
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Changes in sources of funding to finance growth (%)

20152014

The survey reports that 92 per cent of 
companies intend to grow in 2015, 
sharply up from the 69 per cent declaring 
growth intentions a year ago. Among 
the minority aiming just to consolidate 
and recover, the mood was downbeat, 
reckoning this would take more than 
two years. But among those going for 
growth, even organic growth, intentions 
are slightly up from 60 per cent to 68 per 
cent, reflecting that one of several tactics 
for oil producers seeking to maintain cash- 
flows in a depressed price environment 
is to increase output volumes. Different 
pressures may also be working to increase 
output in the supply chain. But the big 
difference is that this year, 24 per cent of 
the companies intend to grow through 
mergers and acquisitions compared to 
only 9 per cent doing so last year. 

In 2014, and despite high crude prices, 
the number of European M&A deals was 
sharply down to 146 from 243 in 2013, 
although the total value was reduced by  
a smaller proportion, from US$18.1 billion 
to US$15.3 billion. Some of this slowdown 
was caused by political factors delaying 
deals which may now be proceeding. 
Ernst & Young (EY) reports:  
“A Scottish independence referendum  
led to a hiatus in UK deals for part of the 
year, for example.”2

Low commodity prices, however,  
can stimulate activity: from companies 
looking to generate cash from sales 
of non-core assets, from firms seeking 
to acquire assets more cheaply, and 
from businesses searching for cost-
saving synergies through mergers 
– “transactions born of necessity and 
opportunism“ as EY describes it.3 That 
all these factors are at work emerges 
clearly from the survey, as does the 
striking finding that hunger for deals is 
much keener among smaller, medium-
sized, and mid-market firms than among 
the large corporates, where only one 
of 12 in the survey expressed growth 
intentions through M&A. 

Cash reserves

33%

14%

Cashflow finance

38%

31%

Debt

20%

2%

Equity

19%

21%

Trade finance

13%

9%

Asset finance

12%

12%

Joint venture

5%

2%

Partnership

5%

4%

0%

Initial Public Offering

0%

Other

7%7%

4%4%

No planned funded growth/don't know

8%

2%
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Percentage of companies planning more/less decommissioning.

Major corporates (£500m+)

Mid-sized corporates (£25-£500m)

SMEs (£0-£25m+)

All companies

8%42%50%

11%50%39%

6%61%33%

9%38% 53%

More decommissioning 
now planned

No change/don’t know Less decommissioning 
now planned

Companies reckon that undertaking 
M&A will be challenging, but not 
impossible. Asked to express how 
easy or difficult it will be to find the 
right target on a scale of 0 – 10 where 
0 is extremely easy and 10 extremely 
difficult, the mean estimation for 
SMEs (defined as having a turnover 
of less than £25m) was 6, for mid-
sized corporates (turnover between 
£25m-£500m) it was 5.7, and for major 
corporates (turnover more than £500m) 
it was 8.

Finance to realise these intentions 
has, understandably, come under 
increased scrutiny from funders and 
investors. And while an oil price of 
$100 made the sector cash-rich, that 
advantage is being severely eroded. 
Thus, across all companies, interest 
in using cash reserves has more than 
halved, though interest in cashflow 
finance is still relatively high, reinforcing 
the need to grow output. Appetite for 
using debt has dropped to negligible 
levels, perhaps reflecting prudence 
by management teams and ongoing 
investor appetite for the sector despite 
the current commodity price fall, or that 
they are utilising the significant retained 
cash built up over the last few years of 
buoyant trading activity.

The same trends appear evident across 
all sizes of firms, but are especially 
striking for large corporates. Their 

money-raising intentions are focused 
almost exclusively on three areas,  
led by equity finance with (compared  
to last year) an increased interest in 
asset finance and a reduced interest  
in cashflow finance.

If this overall picture seems much less 
gloomy about the sector than might 
be expected, the survey did pick up 
a clear warning sign, not so much 
for companies’ prospects, but about 
future total North Sea production. 
The last 12 months, companies say, 
have caused acceleration in field 
decommissioning plans, with four times 
more companies reporting they are 
planning more decommissioning than 
say they are planning less. The trend is 
particularly striking among the major 
corporates where half are planning 
more decommissioning. This may well 
take fields out of production earlier than 
expected, though it does create work  
for construction, marine service and 
other firms.

1  Oil & Gas UK. Business Sentiment Index  
Quarter 4 2014. January 2015. 

2  EY. Global Oil and Gas Transactions  
Review 2014. p34. January 2015. 

3  EY. Global Oil and Gas Transactions  
Review 2014. p35. January 2015. 

31%

12%

21%

plan to use  
cashflow finance 
to fund growth

plan to use asset 
finance to fund 
growth

plan to use 
equity finance to 
fund growth
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“Above all, a picture emerges of an 
industry which, having dealt with similar 
commodity price challenges in the past, 
doesn’t just know what it has to do to get 
through this one, but is also determined 
to come through fitter and stronger.”



35%

45%

37% 37%

41%

46%

International 
expansion.
Despite headlines telling 
of big cut-backs in oil and 
gas investment, this survey 
shows it would be wrong to 
conclude that UK companies 
are simply scaling back 
international expansion plans. 
While firms of all sizes are firmly rooted in 
the UK Continental Shelf (UKCS), deriving 
between 35 and 46 per cent of their 
revenues from there, this proportion looks 
set to fall with increasing efforts to expand 
internationally. Note that this doesn’t 
necessarily mean North Sea activity 
contracting in absolute terms – 31 per 
cent of companies told us they intended 
to expand in the North Sea – but it does 
mean that they intend UKCS revenues 
will become relatively less important with 
faster growth in international revenues. 
This intended shift is most dramatic 

among the major corporates, but it is 
evident in companies of all sizes. It is also 
consistent in all sectors, the only exception 
being construction where companies 
expect revenues from the UKCS to rise 
relative to international income, possibly 
because of expectations of an increase in 
decommissioning work.

The dramatic rise in shale oil and gas 
exploitation in North America, which  
has seen US oil production increase 
by 80 per cent since 2005, is only part 
of the reason. The excitement around 
shale has obscured the fact that between 
2000 and 2009, half of the total world 
oil discoveries were in waters more than 
400 metres deep and that now just under 
half of the 2.7 trillion barrels of remaining 
recoverable conventional oil is in offshore 
fields.4 This global offshore recoverable 
resource is about 500 times bigger 
than the most optimistic assessment of 
what remains to be produced from the 

Income currently derived  
from UKCS 2015.

Predicted income derived  
from UKCS by 2017.

Income derived from UKCS.

 SMEs (£0-£25m+)  Mid-sized corporates (£25-£500m)  Major corporates (£500m) 
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North Sea. And as the full-cycle costs of 
development of conventional offshore 
and unconventional onshore resources 
are similar, this offshore resource is very 
attractive to oil producers. Moreover, 
North Sea companies are among the 
world’s most experienced, therefore  
best-placed, offshore operators to  
get involved.

These factors, together with the high 
costs and low exploration rate in the 
North Sea, help to explain why the 
proportion of companies considering 
no international expansion has 
dropped from 36 per cent in last year’s 
survey to just 9 per cent this year. 
The most popular location is North 
America, explained by familiarity and 
the expanding opportunity to sell 
equipment and services to conventional 
and unconventional producers alike. 
But interest in all parts of the world has 
risen with South America, being eyed 
by 25 per cent of companies this year, 
a big riser. South American resources 
are huge compared to production. 
Brazil looks especially promising as 
production has been predicted to triple 
to 6 million barrels/day, nearly all of it 
offshore, by 2035.5 Recent price falls are 
only likely to slow the expansion rate. 

4  Burnard, Keith. Tapping into plenty. Journal of the 
International Energy Agency, Issue 5. November 2014. 

5  IEA. World Energy Outlook 2013. July 2013.  

Percentage of companies selecting international expansion location.

No not expecting

Former Soviet Union

North Africa

Australasia

Indian sub-continent

Gulf of Mexico

East Africa

Far East

West Africa

South America

9%

7%

10%

12%

13%

13%

14%

17%

18%

25%

Middle East

26%

North America

35%

“The most popular location is North America, 
explained by familiarity and the expanding 
opportunity to sell equipment and services 
to conventional and unconventional 
producers alike.”
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Job creation  
& investment.

This survey has found that 
fears that the current oil price 
slump may cost as many as 
35,000 jobs in the UK oil and 
gas industry, widely reported in 
the media, may well be greatly 
overdone.6 Of the 101 firms 
questioned, 73 expected to 
increase their staff numbers 
against only nine expecting to 
reduce them, the remaining 19 
expecting no change. The net 
job count from this survey looks 
more like an increase than a 
decrease. How can this be?

Previous studies, that highlighted risks 
to employment, commenced prior to 
the worst of the price fall and therefore 
did not seek to estimate what $50 or 
any other price of Brent crude would 
mean for jobs. The projected decline in 

UKCS capital investment, about  
which there is no disagreement, will 
happen – barring any unexpected  
large discoveries – regardless of 
commodity price movements. This 
could result in a reduction in the 
numbers employed directly in the 
UKCS, notwithstanding the job-creation 
potential of decommissioning or other 
diversification.

As the Brent crude price fell to below 
$50, job losses have been announced 
by BP (300) and ConocoPhillips (230) 
in addition to previous job cuts by Shell 
(250) and Chevron (225). This creates 
a picture of gloomy employment 
prospects in the industry.7

In fact, this Bank of Scotland survey 
suggests that the short- and medium-
term employment pattern is more 
complex. In the shorter two-year period 
covered by this survey, job numbers 
are more likely to rise rather than fall. 
Asked whether they expected a net 
increase or decrease in jobs over the 

9,725

8,000

9%

Jobs created by 
respondents over 
the past two years

Jobs to be created  
over the next two  
years by respondents

Expect to decrease 
number roles 
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next 24 months, 73 executives expected 
an increase and only nine expected a 
decrease. Four companies expected to 
create between 500 and 1000 jobs and 
one firm more than 1000 posts. When 
the estimates of net job gains and losses 
by the 101 firms surveyed are summed, 
a net total of just under 8,000 jobs is 
expected to be created. This is down 
by a fifth on the net number of jobs the 
companies reported had been created 
in the last two years.

For three reasons, this figure does not 
mean that a North Sea jobs boom can 
be expected. First, previous surveys 
in this series have highlighted the fact 
that many companies have struggled to 
recruit the people they need because 
of skills shortages. They may see this 
downturn and the jobs shakeout by 
the bigger firms as a chance to recruit 
the people they have long needed. 
Second, a quarter of the firms in the 
survey expect to grow by merging 
with, or buying, other companies. This 
may increase the merging or acquiring 
companies’ headcounts, but it is unlikely 
to increase the North Sea workforce; 
indeed, through synergy savings, there 
may be a small workforce reduction. 
Third, the international expansion plans 
discussed in the previous section may 
mean that any increase these projects 
cause in employee numbers may occur 

overseas rather than in the North Sea. 
For these reasons, this survey does not 
make any prediction about overall job 
losses or gains in the North Sea in the 
next two years, but does note that UKCS 
employment may be more stable in the 
short-term than is generally expected.  

This interpretation of this survey’s 
data is confirmed by findings on 
investment plans. Again, news reports 
suggest much investment, especially 
by exploration and production 
companies, has been cancelled or 
postponed. According to the responses 
to this survey, these announcements 
look to apply to medium- and long-
term projects. In the short term, more 
companies have decided to increase 
their investment rather than to reduce 
it. This is especially true of major 
corporates, but even among SMEs, 
more are raising their investment bars 
than lowering them.

An additional factor which may help 
sustain investment is that national, or 
state-owned, oil corporations – including 
China’s CNOOC and Sinopec, Abu 
Dhabi’s Taqa and Korea’s NOC – now 
own North Sea assets and their budgets 
are under much less pressure than those 
of independent companies.8

Change to investment plans in last year by company size.

Investment has  
increased

Note: Figures have been rounded to nearest percentage point, so may not add up to 100%

Investment has  
decreased

No change to  
investment

Major corporates (£500m+) 

Mid-sized corporates (£25-£500m)

SMEs (£0-£25m+)

40% 14% 45%

62% 11% 27%

75% 8% 17%
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A cautionary note is that some of 
this investment may be destined for 
decommissioning work, but more 
positively, short-term pressures and 
opportunities have put the onus 
on executives to cut costs and raise 
productivity. In the oil and gas industry, 
cutting jobs is not necessarily the way to 
achieve this, especially when the skills 
involved are hard to find and recruit. 
Better management of processes and 
the deployment of new technology, 
even though that may involve a high 
up-front expense, is often more effective. 
For example, the “digital oilfield” – 
where an array of monitoring sensors 
feed data on conditions at wellheads, 
mechanical equipment, and in 
pipelines to analytical computers whose 
processed data is sent on to operating 
centres – has become a buzzword, 
especially since a McKinsey report said 
that this technology had enabled “one 
major oil company [to] cut operating 
and staffing costs by 10 to 25 per cent 
while increasing production by 5 per 
cent.”9 In current price-pressured times, 
production companies with billions in 
capital embedded offshore will be keen 
to invest in this and other technologies. 
And since Aberdeen is home to many 
innovative oil and gas companies, 
particularly in subsea technology, 
such companies will benefit from 
this investment by major corporates 
(contributing to the employment 
upside) while being aware that intense 
competitive pressures necessitate more 
investment in further innovation.   

Much more investment money, however, 
is likely to be spent on mergers and 
acquisitions. While some of this will be 
about cost-saving, for example among 
service suppliers responding to pressure 
from producers to reduce prices, some 
will also be about other strategies such 
as diversifying and increasing product 
portfolios and gaining a company with 
established access to an international 
market new to the acquiring firm.

6   See, for example: The Guardian. Oil price crash threatens 
the future of North Sea oilfields. January 2015. 

7   BBC News. BP announces North Sea job cuts.  
January 2015.

8   See, for example: The Independent. Why China is taking 
a burning interest in North Sea oil and gas. March 2013.

9   McKinsey & Co. Are you ready for the era of big data? 
October 2011.

Average investment as percentage of turnover by company size.

44% 28% 18%

Major corporates
(£500m+)

Mid-sized corporates
(£25-£500m)

SMEs
(£0-£25m+)
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“When a product which is the 
principal earner for any company 
unexpectedly falls in value, that 
company’s executives suddenly 
become very interested in 
diversification. That seems to be 
true to an extraordinary degree 
in the oil and gas industry.” 
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Diversification.
When a product which is 
the principal earner for any 
company unexpectedly falls 
in value, that company’s 
executives suddenly become 
very interested in diversification. 
That seems to be true to an 
extraordinary degree in the  
oil and gas industry. Interest  
in shale production has 
become intense over the  
past twelve months, which  
is equally true of involvement  
in renewable energy.

Onshore shale production, of course, 
is a different means of producing 
the same commodity rather than a 
different product. Onshore shale gas 
and oil also fetches the same price as 
conventional gas and oil and there are 
the same production cost pressures 
which, in North America, can range from 
$40-80 per boe. Yet this survey, which 
asked executives to rate their interest 
in diversifying into onshore shale 
production for gas and oil on a scale of 
0-10 where 0 is not at all interested and 
10 is extremely interested, found that 
nearly half put their company at the top 
three interest points on the scale. This  
is up from last year’s survey, when only  
a fifth were so interested. Why might 
this be?

Firstly, companies have noticed trends 
that US gas production has kept on 
increasing, from 5 billion cubic feet 
per day (BCf/day) in 2007 to 35 BCf/
day despite prices being less than the 
$6 per million British thermal units 
(mmBtu) said to be the production 
breakeven price. It should also be 
noted that gas is a by-product of shale 
oil production, further increasing 

supply. Since 2010, prices have ranged 
between $2-5 mmBtu. The reason is 
that producers’ knowledge of shale 
and the technology needed to crack it 
efficiently has increased dramatically 
with four-, five-, and six-fold increases in 
per-well productivity, while the costs of 
drilling and developing a well have fallen 
almost as markedly. Analysts argue that 
there is no reason why similar changes 
cannot happen with unconventional 
oil.10 Secondly, because a fracked well 
has a much shorter producing life than 
a conventional field, around 4-8 years, 
production from fracked fields has come 
to resemble conventional manufacturing. 

2014 2015

Change in interest in onshore shale exploration since 2014  
– percentage of companies.

Most interested
(8-10)

Moderate interest
(3-7)

Least interested
(0-2)

47%

20%

31%
28%

52%

22%
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22%

49%14%

64%

35%

16%

This is because production can be 
slowed in times of low prices simply 
by stopping drilling new wells (which 
also reduces costs) and can be ramped 
up again fairly quickly when prices rise. 
Onshore shale activity therefore offers 
more flexible production and more 
ability to respond to price movements 
which explains why interest is highest 
among exploration and production 
companies (62% at interest levels of 
8-10), construction firms (67% at the 
same interest level), engineers and 
fabricators (53%) and drillers (50%).

UK government enthusiasm to push 
onshore shale exploration in the UK 
may also have helped stimulate interest, 
but with evident public suspicion of 
the process, environmental and some 
political opposition, the prospects for 
commercial-scale shale production in 
the UK remain unclear.

Oil and gas companies’ interest in 
diversifying into renewables has also 
grown greatly. In last year’s survey, just 
14 per cent of companies put their 
interest in this at the top 8-10 points on 
the scale; this year, the interest level has 
rocketed to 49 per cent. The continued 
expansion of offshore wind explains 
the high interest levels of construction 
companies (83% at 8-10 points) and 
perhaps of drillers (60%) and inspection, 
repair and maintenance firms (55%).

The survey took a high level view of the 
renewables opportunity and so does 
not reveal which renewable energy 
source companies were focused on, 
and it may be that the oil price fall and 
public/political concern about fossil 
fuel use and climate change is pushing 
companies to think outside the box.  
For example, vehicle manufacturers are 
beginning to produce hydrogen-fuelled 
cars, and infrastructure to support them 
is being built in California.11 Refiners are 
exploring the use of algae to produce 
fuels, and one algae-based biofuel firm 

Change in interest in diversifying into renewables.

Most interested (8-10)
2014 

Moderate interest (3-7)
2014

Least interested (0-2)
2014

Most interested (8-10)
2015

Moderate interest (3-7)
2015

Least interested (0-2)
2015
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claims to be converting carbon dioxide 
into ethanol, petrol, diesel and kerosene 
at a cost of $1.30 per gallon (22.5p per 
litre).12 As energy is used in hydrogen  
and algae production, neither fuel is 
carbon neutral, but overall emissions 
from production and consumption are 
lower than from fossil fuels.

Whatever is the future for fuel production, 
and while it will be many years before 
alternatives make a significant impact, 
guaranteeing the North Sea many 
years of life yet, some fields are nearing 
the end of their life. This includes the 
talismanic Brent field which Shell has 
started to decommission.13 While this is 
a headache for producers, it will be an 
important revenue source for companies 
doing the work. UK Oil & Gas estimates 
that decommissioning spend will have 
reached £1bn for the first time in 2014 
and will average £1.5bn a year over the 
next decade.14 While an estimated 60 per 
cent of the cost will ultimately be borne 
by the government, companies have to 
finance the full cost upfront and provide  
covering securities.

Executives were asked about their 
interest in funding solutions for this issue 
on the same interest scale as above. 
Realisations that decommissioning is 
a rapidly approaching challenge are 

signalled by the survey, with interest 
in funding solutions at the 8-10 level 
jumping from 12 per cent last year to  
50 per cent in 2015. Construction firms 
(67% at the 8-10 level) and explorers  
and producers (62%) are the sectors  
with the greatest interest.

Taken together, the findings in this section 
suggest that, driven by market forces, 2014 
has been a watershed year for the North 
Sea, with executives having to undertake  
a top-to-bottom strategic rethink.

10   Maugeri, Leonardo. John F Kennedy School of  
Government, Harvard University. Why US shale  
keeps booming. Briefing 2, November 2014.

11  Scientific American. Hydrogen may prove fuel of  
the future. November 2014. 

12   Biofuels Digest. World’s largest refinery adds  
Algenol demonstration project. January 2015. 

13  Shell news release. February 2014. 
14  UK Oil & Gas. Decommissioning Insight 2014.  

October 2014. 

Change in interest in decommissioning funding since 2014  
– percentage of companies.

Most interested
(8-10)

50%

Moderate interest
(3-7)

24%

62%

Least interested
(0-2)

26%26%

12%

2014 2015
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Challenges  
& opportunities.

It is obvious that the North 
Sea industry faces serious 
challenges. But once again, 
this Bank of Scotland survey 
produces a surprise. 

Despite the price of Brent crude  
at the time of the survey being at a  
six-year low of $50 per barrel, this  
was not necessarily the most significant 
challenge facing the industry as a whole. 
Asked to identify the single biggest 
problem, commodity price did emerge 
as the top concern, however it was 
identified as such by less than a fifth 
of executives, indicating that there is a 
wide range of worries. This was evident 
when asked for their three biggest 
challenges. In this, the commodity price 
comes in at fifth, identified by 28 per 
cent and some way behind the top 
challenge which is the increased cost 
of production, troubling 35 per cent of 
executives. In fact, this makes sense, for 
while companies cannot do much about 

the price, they can take action on costs.

The other finding which initially looks 
surprising, given the amount of political 
and media attention paid to it, is that 
tax is named by only 2 per cent as the 
single biggest concern but importantly, 
by 21 per cent as among their three 
biggest challenges. It is in fact quite 
rational, for it is profits which are 
primarily threatened by low prices  
and high costs, and without profits,  
there are no corporation taxes to 
be paid. Indeed among the major 
corporates, nobody named taxation as  
a challenge, although the commodity 
price was their top concern, named by  
42 per cent as among their top three 
worries and by 33 per cent as their single 
biggest challenge.

This section of the survey also supports the 
view that the industry is determined to get 
through the price trough without making 
big workforce cuts. If that was not the case, 
then the perennial concern about lack of 
skilled workers, seen by 30 per cent as 
among the top three challenges, and 

Think new technology adoption will 
stimulate activity

Think investment in skills will  
stimulate activity

36% 33%

36% 33%
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about the ageing of the workforce, which 
29 per cent viewed as a top three concern, 
would not have emerged so clearly.

This does not mean that the case for 
significant tax changes in the UK budget 
due on March 18th is not strong. Poor 
exploration results are seen by 27 per 
cent of all companies as among their 
main three challenges. The Norwegian 
tax incentive scheme, which refunds 
much of the cost of unsuccessful 
exploratory wells and about which the 
UK Treasury has been consulting, is 
seen as a major reason why exploration 
has continued at a reasonable pace 
in Norwegian waters in contrast to 
dropping drilling rates in the UK sector. 
And while the overall corporation tax 
rate for post-1993 fields was reduced 

from 62 per cent to 60 per cent in the 
December financial statement, further 
reductions would create a greater sense 
of fiscal stability and enhance the North 
Sea’s longer-term attractiveness as a 
basin worth exploring further.

More evidence that tax incentives and 
cuts are important, but not the most 
significant means of dealing with low 
prices, comes in responses to a question 
on what actions would stimulate activity 
and investment in growth if the price 
stays low. Tax cuts (named by 29%) 
are given a slightly lesser importance 
behind new technology adoption (36%) 
and investing in skills (33%). Other 
actions sought by the industry are 
products of the Wood Review  
– greater collaboration and sharing 

Increased cost of production

35% 16%

Lack of skilled workforce in technical disciplines

30% 12%

Exchange rate

30% 5%

Ageing workforce

29% 9%

Commodity price

28% 19%

Poor exploration results

27% 9%

Taxation regimes

21% 2%

Access to new projects in growth markets

20% 5%

Inflation rate movements

20% 5%

Access to finance

19% 7%

Regulation

13% 2%

Credit insurance

10% 2%

Integrity and maintenance of assets

8% 1%

Decommissioning

5% 2%

More than just challenging.

Think better collaboration will 
stimulate activity

Think further cuts to supplementary 
corporation tax will stimulate activity

Think access to existing subsea 
infrastructure will stimulate activity

Think better cost discipline will 
stimulate activity

29%

29%

29%

28%

Biggest challenges Biggest single challenge
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of information, plus greater access to 
subsea installations – both of which are 
expected to be pursued by the new 
regulator, the Oil & Gas Authority, itself 
a product of the Wood Review.

None of these views are being 
expressed because of an overly rosy 
view of likely future oil and gas prices. 
While there was a range of estimates 
for the Brent crude per-barrel price in 
January 2016, the average was $55. 
SMEs were slightly more pessimistic, 
reckoning on $54.10 and the major 
corporates more optimistic at $59.40. 
These are lower prices than most 
analytical outfits expect. The US Energy 
Information Administration predicts 
an average price of $75 in 2016; the 
Reuters monthly poll of around 30 
bank analysts came up with an average 
prediction of $69 in January; the 
Economist Intelligence Unit forecast $71 
and Den Norske Bank foresees $69.15

In summary, it seems that North Sea oil 
and gas executives reckon on getting no 
help in dealing with current challenges 
from the markets, are prepared to do 
most of the necessary work themselves, 
but expect the UK government to pitch 
in with a range of regulatory actions,  
tax cuts, and improved incentives.

And despite all the storm clouds, 
companies do see silver linings of 
opportunities. Moving into growth 
markets is the favoured route, selected 
by over half of all companies. The 
interest in onshore shale production is 
most striking among major corporates, 
seen by half of them as an opportunity, 
whereas SMEs are much more interested 
in renewables, chosen by 40 per cent. 
Mergers and acquisitions most interest 
mid-market firms who are also laying 
more hope than others on government 
action and commodity price.

As the International Energy Agency 
recently commented: “The next few 
years could … prove a period of 
reckoning for a market and an industry 
that, through the course of their 150-
year history, have had to periodically 
reinvent themselves.”16

15 US Energy Information Administration. Short-term Energy 
Outlook. January 2015; Reuters. Oil price will average 
less in 2015 than during financial crisis. January 2015; 
Economist Intelligence Unit. Economic and Commodity 
Forecast. February 2015; DNB Markets. Economic 
Outlook. February 2015. 

16 International Energy Agency. Oil Market Report.  
January 2015. 

Biggest opportunities over the next 24 months for SMEs (£0-£25m).

Biggest opportunities over the next 24 months for Mid-sized corporates(£25-£500m).

Biggest opportunities over the next 24 months for Major Corporates (£500m+). 

59% 37% 33%

Moving into new  
growth markets

Moving into new 
growth markets

Moving into new 
growth markets

Onshore shale and oil

Mergers  
& acquisitions 

Onshore shale and oil

Renewables

Fiscal & climate policy

Decommissioning
activity

53%

28%

40%

58% 50% 33%
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Methodology.

Methodology

Field research for this report was 
undertaken in January 2015 by 
Coleman Parkes Research.  

To gather representative data from this 
diverse industry, a broad cross-section 
of 101 UK oil and gas companies were 
interviewed from companies ranging in 
size, from £0m to £25m, £25m to £500m 
and more than £500m annual turnover. 

Business owners, managers, senior 
managers, directors and department 
heads took part in the survey, with a 
higher proportion of respondents.

Our survey questions focused on 
growth and diversification plans, 
employment, investment, international 
markets, opportunities and challenges.  
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Get the support  
you need.
Our financial teams have the  
experience and know-how to  
help you put your growth, investment 
and export plans into action. We’re 
proud to work closely with the UK’s 
leading oil and gas companies, and 
can tailor a range of solutions for your 
business too, including:  

•   Trade finance
• Cashflow finance
• Treasury and risk  

management services
• Bonds, guarantees and collections
• Structured finance solutions
• Cash management
• Asset finance
• The support you need to  

put your plan into action. 

“As a long term partner 
for the industry, we are 
committed to supporting 
businesses operating in 
the oil and gas sector.”
Stuart White, Area Director,  
Aberdeen & North Scotland

For more information, get in touch with us. 

Alasdair Gardner
Regional Managing 
Director, Scotland

0131 2437045 
alasdair.gardner@
bankofscotland.co.uk 

Colin Butcher
Managing Director, 
Oil & Gas, Lloyds Bank 
Commercial Banking

020 71582904  
colin.butcher@
lloydsbanking.com 

Graham Blair
Area Director, SME 
Banking, Scotland  

07887 821138  
grahamblair@
bankofscotland.co.uk

Stuart White
Area Director, 
Aberdeen & North 
Scotland

01224 283120 
stuart.s.white@
bankofscotland.co.uk

Jimmy Williamson
Senior Director, 
Acquisition Finance

07764 625850  
jimmy.williamson@
lloydsbanking.com

Andrew Robertson
Relationship Director, 
Aberdeen & North 
Scotland 

01224 283206 
andrew.robertson@ 
bankofscotland.co.uk

Clare Richardson
Business 
Development 
Director, Aberdeen  
& North Scotland

01224 283386 
clare.richardson@
bankofscotland.co.uk
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Helping businesses  
to grow.

Please contact us if you would 
like this information in an 
alternative format such as  
Braille, large print or audio.

If you have a hearing or speech impairment you can use Text Relay 
(previously Typetalk).

Calls may be monitored or recorded in case we need to check we  
have carried out your instructions correctly and to help improve  
our quality of service. 

Please note that any data sent via email is not secure and could be  
read by others. 
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