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Ladies and gentlemen!

n

JAM 1 1
OST1

First, I want to thank the Norwegian Petroleum Society for the invitation as a

speaker before this distinguished audience to this anniversary - the 10th

European gas conference. Since the start in 1981, this conference has become

one of the most interesting conferences and meeting places for people in the

European gas industry.
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This conference also gives me a good opportunity to present the Norwegian

Governments views on oil and gas issues.

[Norwegian supply of natural gas]

Today Norwegian deliveries of natural gas account for a substantial part of the

supplies of gas to Europe. According to the long-term gas sales contracts,

Norwegian gas exports will during the next decade increase considerably and

make up a growing share of the European gas demand. Germany and France are

our largest markets, but Norwegian gas is exported to an increasing number of

countries. Last week an agreement was signed between the Polish Oil and Gas

Company and the Norwegian Gas Negotiation Committee to deliver gas to

Poland, starting in 2001. At the same time the Prime Ministers of Poland and

Norway signed a joint declaration on gas co-operation. The declaration

recognises this first gas contract as one important step and encourages further

co-operation.

The considerable success of the gas industry in our country must first of all be

attributed to the efforts of the commercial companies of this industry. However,

the framework conditions within which the companies operate are also



important. The government has always tried to implement rules and regulations

which encourage the efficient exploitation of the petroleum resources. In this

connection, I would like to talk to you about our gas sales organisations - which

is often described as complex - but which we believe have been helpful to bring

relatively high-cost gas over long distances from deep-water fields to the

European market.

The two pillars of our gas marketing system are

- negotiation of non-field specific gas supply contracts and

- government allocation of these contracts to individual fields

Allocation decisions are taken stepwise, in allocation rounds approximately

every year or every second year. This stepwise approach enables us to take due

regard to new information from existing fields and new projects.

The Gas Supply Committee - which comprises most of the oil companies on our

Continental Shelf with substantial gas reserves - is established to make

recommendations on matters concerning allocation. A socio-economic analysis

of fields and infrastructure serves as basis for the supply committee's allocation

recommendation. The purpose of the allocation process is to make gas

allocations that will optimise the development of Norwegian oil and gas

resources.



This year's allocation round is well under way. We have received the Gas

Supply Committee's recommendation for allocation, and it is now under

evaluation in the Ministry. The majority in the Gas Supply Committee has

proposed one new field, Tune, for allocation in this round, as well as some

smaller allocations to existing fields. The Ministry will make the allocation

decision before 1 July this year. The Ministry and the supply committee will

later consider the timing of the next allocation round. The lead-time for new

projects and the expected level of commitments must also be considered.

Many gas fields on the Continental Shelf have a large portion of oil and

condensate attached to the gas production. With support from other fields, such

fields can be produced in a more efficient manner. Troll has, on request from the

Ministry, assisted in development of a system for resource management and

resource optimization whereby new and existing fields may request production

support services from the Troll field. The system is under evaluation in the

Ministry.

In Norway, natural gas is gradually becoming a more important part of the

Norwegian petroleum activities. Today we expect that our potential gas

resources are in the same order as the expected potential oil resources. The

annual gas production is however much smaller than our oil production.



Our sale of natural gas was previously to a large extent constrained by the

market situation. Today, we are in a situation where in the shorter term the need

for gas for injection in order to optimise the oil production imposes important

constraints on new exports of natural gas. However in the longer perspective, a

large part of our proven resources will be available for new gas sales. We are

also confident that new discoveries will be made, both in mature areas in the

North Sea and in less explored areas in the Norwegian Sea. This year new

exploration acreage will be awarded in the North Sea and next year new awards

will be made in the 16th licence round in the Norwegian Sea. Both of these areas

contain interesting gas prospects. We thus expect that new fields will be

developed, provided of course that oil and gas prices are sufficiently high and

costs of development are low.

[Report to StortingetJ

Last year the Government submitted a report to the parliament on oil and gas

activities. In this document, three overall goals for the petroleum industry were

established connected to:

- welfare,

- the environment

- and the long-term perspective for the industry.



In short this means that we will pursue a petroleum policy which promotes high

emplyment and secures social welfare. The oil and gas industry shall maintain

high environmental standards in all operations.

The petroleum industry in Norway shall have a long term perspective and be

encouraged to develop and expand beyond the Norwegian Continental shelf.

These main goals for our petroleum policy remain. What means we should use

to achieve these goals will depend on the situation for the industry. In order to

meet new challenges for the oil and gas industry the government yesterday

presented a supplementary report to the Parliament on the oil and gas industry.

This new report covers 4 main areas:

- The oil market and Norwegian policy

- The Competitiveness of the Norwegian shelf

- The Investment Panel's report which analyzes cost over-runs for many recent

petroleum development projects

- and finally a specific report on cost increases in the Asgard project.



[Oil market]

Developments in the oil market are of fundamental importance also to gas

developments. In my view today's oil market is characterised by uncertainty and

unrest. During the last years the crude price have varied between 10 and 25

USD/bbl.

Low prices, substantial stock overhang and excess supply, made it necessary for

producing countries to reduce output substantially. The decision taken by

countries in and outside OPEC was an important and necessary step to stabilise

the oil market. Over the last weeks crude oil prices have increased sharply.

Currently the crude price is back at a level of 16-17 US/bbl.

The oil market continues to be characterised by a substantial stock overhang.

Without active producer measures the oil price may fall back to or below 10

USD/bbl 1998. Low prices in the oil market would have a serious impact on the

Norwegian economy and the management of oil and gas resources. As a

contribution to stabilise the oil market, we have decided to reduce crude

production by 200.000 barrels per day throughout the year.



I hope and expect that the substantial cuts from OPEC countries, as well as

countries outside OPEC will lead to stable prices at reasonable levels also in the

coming years.

[The competitiveness of the Norwegian shelf]

The resource base on the Norwegian Continental Shelf is significant. This

applies both with regard to fields in operation, fields under evaluation and

undiscovered resources. Approximately 72 per cent of these resources will need

new investments in order to be put on stream. Thus, these resources constitute

the basis for new activities, employment and state revenues in this sector.

During the last half of 1998 and the first part of 1999, we have seen a period of

very low oil prices. The low oil prices seem to have influenced the will of the

various actors to take the risk connected to launching new oil and gas projects.

One effect of this is an increased need to ensure the robustness of new projects

in relation to lasting low oil prices. Combined with the cost level on the

Norwegian Continental Shelf, this seems to be the main reason why very few

fields under evaluation have been decided for development lately. The growing

maturity of the North Sea as a petroleum province and the fact that important

companies active on the Continental Shelf show weak results and have a low

cash flow this year, also contribute to few new projects being launched.



Today's situation results in few new investments, early closing down of fields in

operation, few new development projects and a low exploration level. The end

result will in all probability be a steep fall in the activity level in general.

The main challenge on the Continental Shelf is that the cost level is too high as

compared to the price development foreseen by the companies when deciding on

new activities. Thus, a reduction of the costs on the Continental Shelf is

necessary in order to obtain a profitable exploitation of large parts of the

petroleum resources, thereby creating the foundation for new activities,

employment and state revenues.

The industry itself has indicated that of the challenges seen in this situation, 50

per cent of the solution to the cost challenge lies in new technology, 30 per cent

lies in improved work processes and 20 per cent lies in the framework applied to

the petroleum activities. The measures proposed by the Government are founded

on this view of the challenges.

The NORSOK process has shown that it is possible to achieve a significant

reduction of cost by changing work methods and making cooperation in the

sector more efficient. Even though much has already been obtained, there is

reason to believe that there is much more to gain in this area.
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In its work on the White Paper on the petroleum activities that will be submitted

to the Storting next Spring, the Ministry will consider aspects related to the

governing system, what actors should be active in the petroleum activities, and

the state participation on the Norwegian Continental Shelf.

Within the following, more limited areas the Government proposes measures

already at this point in time, in order to pave the way for more efficient and

socio-economic decisions in the petroleum industry:

Firstly:

The Government will for 1999 grant NOK 100 mill, to technology

development in specific projects. The aim is to secure new and profitable

investments in the petroleum sector in the short term.

Secondly:

The Government will abolish royalty. The pace at which such abolishment

will take place, may vary on a field specific basis. In the National Budget

for the year 2000, the Government will present concrete plans for the

abolishment of royalty for the fields that pay royalty today. This measure

will ensure an increased creation of value on the Continental Shelf.
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A third element:

For the direct State participation in new production licences in the North

Sea, the SDFI level will be stipulated according to the following

guidelines:

The SDFI will in adjacent acreage, as a main rule, be stipulated at the

same level as the level in the corresponding licence.

The SDFI will as a main rule not participate in new licences in the other

parts of the North Sea where the resource potential is small and the

profitability is low. In licences where SDFI participation is relevant, the

SDFI share will as a main rule be stipulated at 25 per cent. In licences

with high profitability and prospectivity the participating share may be

stipulated higher.

A fourth element:

To ensure good decisions in the sector and thereby a high value creation,

the Government will establish the following policy for prolongation of

production licences:

Applications for the prolongation of a production licence, which increases

the probability for a better exploitation of the remaining resources, will be
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approved with the same ownership structure as before, unless specific

conditions otherwise indicate.

As regards certain licences, specific conditions like a low state

participation and/or large remaining reserves may justify an increase of

the State's share or the renegotiation of other conditions as a prerequisite

for the prolongation.

A fifth element:

To contribute to the transformation of the competence, experience and

technology base that has been built in the sector into new business

possibilities, the Government proposes that another NOK 2 mill, be

granted in 1999 for internationalization purposes. These means will

mainly be channelled through the foundations Intsok and Petrad.

A sixth element:

To improve the efficiency in the exploration activities, the Government

will establish concrete long-term plans - for instance covering 5 years -

for licensing rounds and the granting of other licences.
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[Investment Panel]

In recent years we have seen some substantial cost overruns for oil and gas field

development projects on the Norwegian continental shelf. This is disturbing for

a number of reasons. The foundation for making new investment decisions is

undermined and profitability in the industry suffers. The confidence in the

Norwegian Continental Shelf as an attractive area to make investments could be

reduced. Last year the Government appointed an Investment Panel in order to

analyse cost overruns we have seen over the recent years.

The mandate given to this Panel was to look into the investment trend of

projects approved for development since 1994 and to identify the main reasons

for deviation from the estimates used in the Plan for Development and Operation

in the different projects. The Panel was also asked to evaluate initiatives which

can improve profitability of new developments and assure the best possible

basis for Government decisions. The Panel also looked at the intentions and

preliminary results of the NORSOK co-operation, and was to propose possible

initiatives within the NORSOK framework that combine cost-effective

developments with the Health, Safety and Environmental regulation.

The Panel found that the 13 projects they evaluated had had a cost increase of

almost 30 billion NOK compared to the original budgets of the projects. One
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interesting observation was the significant cost increase in drilling wells. The

cost increase in drilling represented roughly one third of the total increase.

For some projects, the increased costs follow a change of scope and will result

in increased profitability. Investments that increase the profit of a project are of

course well placed, However, such extra investments have contributed to a

higher than anticipated, overall level of investment which has put a strain on the

service industry and the entire economy.

Today however, this issue is not as critical as it once was, with investments in

1999 below the investments estimated in the National Budget for 1999.

The Panel has evaluated the results achieved during the period 1994-98. One

conclusion was that although not all of the aims and ambitions of NORSOK

have been reached, development costs have become lower and the lead-time has

become shorter than during earlier periods. This result is very positive, but it

may not be sufficient to safeguard further development of the resources on the

Norwegian Continental Shelf. It is necessary to cut costs in all segments of the

petroleum industry, without weakening the other goals and conditions we have

developed for the activity on our Continental Shelf.
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The main problem with cost increases is that they undermine the profitability in

existing projects and, hence, they undermine the belief in new profitable

developments.

In order to avoid further extensive cost increases in the future, the Panel has

proposed initiatives, which include:

D improve co-operation and attitudes,

D improve quality earlier in the process of field developments

• improve the basis for decisions on drilling and completing wells

D improve the decision process related to development projects, and

D challenge the established practice

It's my hope and belief that the Investment Panel's work can enable us to learn

from experiences that have been made in this area in recent years. The main

focus should be to make new projects profitable even in a low oil price

environment.

[Satisfactory resource management]

In the upstream gas industry, the major challenges will be to optimise

production and make use of every potential for further cost-efficiency. For
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instance while our gas pipelines were based on larger fields, the development in

recent years has been that new gas fields are smaller - with the exception of

Ormen Lange. At the same time new field discoveries are made farther away

from the markets and on greater water depths. These challenges counteract cost

reductions following from technological improvements in the development of

fields and pipelines. The development of natural gas resources can benefit

considerable from utilising the potential for economies of scale. In order to build

an economic basis for the development of new pipelines and fields, projects

should be evaluated simultaneously. The development of a gas field would

normally require a level of guaranteed offtake. Furthermore, gas fields are

dependent on pipelines for transportation. The co-ordinated development of an

integrated pipeline system on the Norwegian continental shelf has enabled even

smaller gas fields to be developed. Also, the use of supply contracts has been an

important tool to achieve a flexible and good management of resources. Supply

contracts increase the security of supply of gas while simultaneously enabling us

to produce and transport natural gas more cost-efficiently.

We are today standing at a crossroad in the European gas business. The Gas

directive, which was approved by the EU parliament last year, will create

challenges and opportunities also for the Norwegian gas activities.
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The Government intends to implement the Gas Directive, provided we obtain

assurances from our EEA-partners that we can continue to have an adequate

system of management of our petroleum resources which is consistent with the

directive. The existence of a satisfactory resource management policy it will

make it easier for the companies to make decisions about development of new

gas fields. The gas industry is very capital intensive, and the aspect of risk will

always be on the agenda.

The European gas industry has an impressive track record. Gas has become

highly competitive in almost every stationary energy application. From the

environmental point of view gas is the fuel of choice among the conventional

fossil fuels. With our gas resources, with our production facilities Norway will

continue to be a major supplier of gas to Europe.

Thank you for your attention!


