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Dear colleagues I 

It is an honour to be invited to deliver a speech at the ONS Conference here in Stavanger. The 

subject of my speech, "Norwegian Gas Supplies to Europe", is of major interest to everyone 

working with natural gas in Europe at a time when on the one hand we expect a fairly strong 

growth in demand, but on the other expect energy prices to remain moderate to low, with 

margins under pressure. With this in mind, you will certainly agree with me when I say that the 

European gas industry is confronting a challenging period of time. 

Norsk Hydro, the second largest producer on the Norwegian Continental Shelf, has a broad 

portfolio of shareholdings in gasfields and in all major gas pipelines on the Norwegian Shelf. As a 

member of the Gas Sales Committee (GFU), and the Gas Supply Committee (GSC), Norsk 

Hydro has a strong position in the Norwegian gas industry. Hydro is well positioned to play a key 

role in the development of the European natural gas market through its experience, know - how 

and significant volumes of unsold reserves. 

1 THE POSITION OF NORWEGIAN NATURAL GAS 

The conclusion of the Troll Gas Sales Agreements with a group of European Continental buyers 

in 1986, represented an important milestone and the start of a new era for the Norwegian gas 

industry. Since 1986 Norway has entered into additional contracts with existing as well as new 

buyers and thereby increased our total commitments to almost 60 bcm in the year 2005. 
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As a result of these agreements, the position of Norwegian natural gas will gradually strengthen 

over the next decade. In the German market, Norwegian gas will account for about 30 % of total 

demand by 2005, compared to 14 % last year. France and Belgium will both cover about 1/3 of 

their consumption by 2005 from Norwegian sources. The Netherlands, which has a high 

indigenous production and large reserves, will also to a larger extent be supplied by Norwegian 

gas, while countries like Austria and Spain have diversified their supplies through deliveries from 

Norway. It must be emphasised that the graph is based on already concluded Norwegian sales 

contracts. 



2 THE NORWEGIAN RESERVE BASE IN AN INTERNATIONAL CONTEXT 
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The reserve base on the Norwegian Continental Shelf is strong by comparison with other 

European natural gas producers. Total remaining discoveries amount to 2800 bcm, of which 

2000 bcm are proven commercially recoverable. Ultimate resources, including expected new 

discoveries, are estimated to be 5000 - 6000 bcm. This indicates a strong base for our position 

as a long-term, stable contributor of natural gas to Europe. 

In the UK total remaining discoveries amount to 1400 bcm, of which 600 bcm so far are 

considered commercially recoverable. Natural gas from the UK shelf has so far been consumed 

domestically, but this may change if the Interconnector from Bacton to Zeebrugge is realised. 

Whether gas from UK fields will flow to Europe is a key question as long as beach prices in the 

UK are higher than on the Continent. 

The Netherlands still has significant remaining reserves, amounting to 1900 bcm, ensuring 

supplies for high domestic consumption and stable exports. 

Outside Europe, Russia and Algeria have been the most important contributors to the Western 

European gas markets. The proved reserve base in Russia amounts to an enormous 48000 

bcm or 35 % of the worlds natural gas reserves, while Algeria's proven reserve level amounts to 

3600 bcm. Although these reserve estimates are not based upon the same definitions as are 

industry practise in the Western world, we know for sure that these countries have a huge 

reserve base. 

3 ALTERNATIVE SOURCES ON THE NORWEGIAN CONTINENTAL SHELF 

Gas economics is to a large degree the economics of transportation. One of our assets as a gas 

producing nation, is the relatively short distance to major markets. Together with our reputation 

as a reliable and co-operative seller, this makes Norway competitive in the natural gas business. 

Transportation capacity is however necessary to reap the benefits of this position. 
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Two major gas pipelines to the Continent and one to the UK are already operational, while 

Europipe to Emden is under construction and will add another 12 bcm of transportation capacity 

from 1995. As a result, total capacity will soon reach more than 50 bcm, including the 10 bcm in 

the Frigg pipeline to UK. However, further expansion of our pipeline capacity to the Continent is 

required In order to meet our commitments. As you may know, we are presently studying the 

landfall of a fourth pipeline to the Continent, and a decision on this issue is likely to be taken 

within the year. Depending on the outcome, transportation capacity will need to be further 

expanded either to our western markets or to Emden. In total, our transportation capacity to the 

Continent could reach about 60 bcm/year within a few years. 

The Norwegian North Sea, which is the most thoroughly explored area, is becoming a mature 

region with a developed infrastructure, but still with a strong reserve base. All developed gas 

fields and all fields under development are located in this area. The economically recoverable 

reserves in the North Sea amount to 1850 bcm and this region is therefore still the area with the 

highest reserve base on the Norwegian Continental shelf. Our understanding of the geology of 

large parts of the area is well established and the main challenge is to map reserves in the 

vicinity of existing and planned infrastructure in order to commercialise even smaller discoveries. 

The North Sea is likely also to be a core area in further exploration activities in the longer term, 

as there are still promising but lesser known areas. Generally speaking, short distance to major 

markets and a developed infrastructure give fields in the North Sea an advantage over fields 

further to the north. 

The Norwegian Sea is immature compared to the North Sea, but with substantial discovered 

gas reserves i.e. in the Smørbukk and Midgard fields. None of these fields have been developed 

at this stage, mainly because of the distance to the market and the fact that fields in the North 

Sea have managed to meet the demand for Norwegian gas. Economically recoverable reserves 

account for 150 bcm. Only a few parts of the Norwegian Sea can be regarded as "mature areas", 

and large areas are still unexplored. With the opening of new areas for exploration, the 

Norwegian Sea will continue to be a promising petroleum province. Some of these prospective 

areas will probably be awarded in the 15th. licensing round, which is expected to be announced 

in late 1994/early 1995. 

Exploration off Northern Norway and in the Barents Sea started in the early eighties. A number 

of gas discoveries were made, but none of the fields has been developed, although development 

is technically feasible. The long distance to the market requires gas prices far higher than those 

realised at present in order to make reserves commercially recoverable. Generally speaking, we 



must admit that exploration in the Barents Sea has been disappointing so far and interest has 

declined in recent years. 

4 MAIN CHALLENGES FOR THE NORWEGIAN GAS INDUSTRY 

I have painted a fairly bright picture of the reserve situation on the Norwegian Continental Shelf, 

but with prospects of moderate to low energy prices, it will definitely be very demanding to 

commercialise these reserves. 

In late 1993/early 1994 we experienced oil prices of around 13 US$/bbl, and even though we 

have seen some recovery, we expect prices to stay low to moderate in the coming years. With 

gas prices linked mainly to the price of oil products, and with netbacks at the wellhead for a 

Norwegian gas exporter generally only 50 - 75 % of the price of one unit of crude, natural gas 

projects are more vulnerable to low oil prices than oil projects. In addition, natural gas fields have 

longer periods of plateau production, resulting in longer pay back periods than for oil projects. 

Upstream natural gas activities are therefore associated with great risks and smaller margins, 

which need to be adequately rewarded. 

In addition to the risks associated with natural gas projects in general, the following key elements 

are currently facing the Norwegian petroleum industry. 
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Firstly, new gas discoveries will clearly be made on the Norwegian Continental Shelf, but 

discoveries of new huge fields are less likely than in the past. While large gas fields can achieve 

acceptable net present values even with moderate natural gas prices because of the huge 

volumes involved, the commercial viability of smaller fields is sensitive to lower prices. In order to 

make these fields profitable, it is necessary to reduce costs through continuously improved 

production techniques and to fully exploit the infrastructure already in place. 

Secondly, new areas for exploration will partly be located in deeper water areas meaning new 

challenges for exploration activities. Generally speaking, the technical and exploration risks 

associated with exploration in these areas are higher, as they are mainly less mature areas 

without existing infrastructure. 



Thirdly, moving gas over large distances is expensive and a major change in this state of affairs 

seems unlikely within the foreseeable future. While demand for Norwegian has gas so far been 

met by fields close to the markets, new sources of Norwegian supplies will be located further 

from the markets. A logical consequence is increased transportation costs. 

The entire Norwegian petroleum industry is working hard to reduce the cost level in order to 

meet the above mentioned challenges. The Ministry of Industry and Energy has introduced a 

program, NORSOK, the primary goal of which is to reduce the cost level for new projects on the 

Norwegian Continental shelf by 30 - j50 % in the coming 5 years. New and simpler development 

concepts, reduction of operating and administrative costs, improved co - operation between oil 

companies and the supply industry and changes of the regulatory framework are means to 

achieve this goal. 

An increasing amount of future European consumption will have to be met by gas from more 

remote areas. Consequently, the costs of supplies to Europe are bound to increase, and buyers 

must therefore be prepared to pay more for gas in the future. Natural gas represents the fossil 

fuel which causes the least impact on the environment in the end-user markets, and present 

prices do not reflect this advantage appropriately. A general rise in the import price can be 

obtained without weakening the competitiveness of natural gas in the market. 

5 A LIKELY SUPPLY PICTURE FROM THE NORWEGIAN CONTINENTAL SHELF 

The optimal future supply level from the Norwegian Shelf will be determined by the resource 

base, costs of new supplies, costs of increasing the transport capacity together with the market 

opportunities. 
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Unlike oil, natural gas needs an identified market before development of fields and pipelines. The 

need for additional volumes for delivery to Western Europe seems limited until the turn of the 

century, as shown in the chart. Most countries have a fairly balanced supply picture up to the 

year 2000, meaning that sufficient supplies have been secured to meet the expected increase in 

demand. 



However, taking into consideration the long lead time involved in bringing new supplies to the 

market, gas companies in importing nations are probably already working with strategies how to 

cover the future deficit in an optimal manner. 

Countries in Central and Eastern Europe have so far relied on only one external supplier, namely 

Russia. Understandably, some of these countries have shown interest in diversifying their 

supplies. We consider Central and East European markets to be potentially interesting if 

Norwegian gas can compete in the end-user markets and at the same time cover all the costs 

related to bringing it from the North Sea. As for our alternative outlets, these markets need to 

have companies that can commit commercially to a take-or-pay contract. Another important 

factor is whether satisfactory transportation arrangements can be made from the Norwegian 

shelf to end-user markets in Eastern Europe. 

Traditionally, the UK market has been important to Norway. Deliveries to the UK started in 1977 

already, but have been declining since the mid - 80's. Buyers in the UK have shown definite 

interest in buying additionaLquantities of Norwegian gas. Some sales agreements have been 

signed, but the unresolved issue over the Frigg Treaty represents an obstacle to future 

deliveries. At the moment, there seems to be no progress in the negotiations between the UK 

and Norwegian authorities. 

With a limited need for additional volumes to Western Europe until after 2000, some important 

hurdles still to overcome as far as Central and Eastern Europe is concerned and the unresolved 

Frigg Treaty representing an obstacle to further deliveries to the UK, I do not expect any large 

additional commitments from Norway the next few years. Our existing and planned transport 

capacity to the Continent is utilised or committed under present contracts, and this represents 

another short term limitation on new gas commitments from Norway. 

In a longer perspective, however, Europe will need new supplies of gas. With our strong 

resource base, our stability and reliability and our favourable location in relation to the markets, 

Norway will certainly be asked to deliver it's share of the additional volumes. These new 

resources are more costly to develop and transport to the marketplace. If prices are supportive, 

gas resources can be mobilised and in that case 65 - 70 bcm/year is not a limit for Norwegian 

gas export in the longer run. 



6 SUMMARY i 
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Norway will play a key role in the European gas markets, as our market shares increase in 

Continental Europe. Our reputation as a reliable partner and the short distance to major markets 

make Norwegian gas attractive and competitive. Our strong reserve base ensures Norway's role 

as a stable and long - term supplier of natural gas to Europe. With the existing and planned 

infrastructure mainly utilised and limited European need for new supplies in the short term, I do 

not expect large new contracts the next few years. In the long term, we could supply Europe with 

65 - 70 bcm/year or even more if export prices support the development of new and more costly 

gas resources. 
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Norway's Market Shares* of Natural Gas 
Consumption in European Countries 

Development 1993 - 2005 

Germany Belgium Austria UK 
France The Netherlands Spain 
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Gas Reserves in Countries with ^ 
Export Potential to Europe 

in billion m3 
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Alternatives on the Norwegian 
Continental Shelf 
Reserves in billion m3 
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Main Challenges for the 
Norwegian Gas Industry 

smaller fields 

deep water 
exploration 

longer transport 
distances 
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Market Balance in Western Europe 
Already committed volumes and expected demand 
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Norway -
A Key Supplier of Natural Gas to Europe 

• reliable supplier with short distance to markets 

strong reserve base 

W 
O 
H 

65 - 70 bcm is not a definite supply level in the 
long run if prices are supportive 
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