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- Good afternoon ladies and gentlemen. |
would liketo thank the | AEE (I nternational
Association for Energy Economics) for
Inviting meto speak heretoday.

- What 1’d liketo do today isto look forward
to the challengesthat the North Sea will face
In the future—there’ s probably not a better
location to do thisand thetimingisright.
Over thelast 12 monthsor so it has become
clear that the UK North Seaisat aturning
point in itsevolution.

- Having enjoyed 30 years of un-interrupted
growth, it now facesthe prospect of decline as
existing fields are depleted and new finds
become fewer, smaller and more costly to
develop.

- Thisdoes not mean that the UK North Seais
In “harvest mode”, and as | will discussin my
remarks, | believethereare stepstheindustry
and the government can taketogether to
create a new futurefor the UK North Sea.



Slide 1 - Agenda
So my agenda today isto briefly cover:
- the history and outlook for the industry,

- summarize BP' s position as seen
through the eyes of a global super-
maj or,

- reflect on the challenge of creating a
new future—in the face of a seeming
Inexor able decline,

- and to look at the global
competitiveness of the UK North Seain
light of the fiscal changesintroduced in
therecent budget.



Slide 2 — Production Outlook

L et me begin with thetrack record — always
a good placeto start:

- From the early seventiesthrough the
mid-eighties, the North Sea enjoyed
significant growth in production. This
was driven by large scale finds
Including BP’sown Fortiesfield.

- By the mid-eighties oil priceswere
lower and we faced a future production
declinethat, at thetime, seemed similar
totoday. Thebigfieldswerein decline
and sgueezing mor e production and
acceptable returns out of current and
future developments became a greater
challenge.

- However, as we can see from the graph,
and as many of you know, both industry
and gover nment met that challenge;
new field development filled in many
gapsin the map and volumesrose again
through the nineties.



Slide 2 — Production Outlook (Continued)

- Specific interventions at thistime were
the CRINE cost reduction initiative led
by industry,

- and Government’srolein the
elimination of PRT and in gas market
liber alization.

So, where are we today?

- The generally accepted view isthat we
are about half way through the basin’s
life.

- The White Zone in the West-of-
Shetlands, once seen by both BP and the
Industry asthe opportunity to maintain
current levels of production, has seen
extremely disappointing exploration
results.



Slide 2 — Production Outlook (Continued)

- Future exploration will add more
reser ves and one-off successes such as
Buzzard will still occur. But for the
most part, new findswill be smaller,
fewer and more spread out.

- Basin production will be increasingly
dependent on better technology,
improved recovery from mature fields,
and efficient development of remaining
discoveries such as Clair.

- The next 2-to-3 years will see the onset
of production decline, which islikely to
accelerate beyond 2005. Thechallenge
theindustry and gover nment faceis
how to create a future that manages
declinein the most efficient way to
ensurethat every possible barrel of ail
IS recovered.



Slide3—-BP at a Turning Point

BP'sstory in the UK North Seamirrors
Industry experience over thelast decade.

- Through the 1990’ swe grew production
at 5% pa and reduced unit costs by
about 3% pa over the same period.

- We developed numer ous new fields.
Significant post ‘93 investments
Included ETAP, Foinaven and
Schiehallion. All required new
technology and innovation, and were
enabled by the change in fiscal regime
In 1993 when PRT wasremoved.

The challenge today looks very different
from a decade ago:



Slide 3—-BP at a Turning Point (Continued)

- Our base production has begun to
decline from highsin 2000 and 2001,

- and most importantly, we don’t have
the same development opportunities as
a decade ago. Clair, Rhum, Devenick
and othersareimportant but they'reno
substitutesfor Bruce, Miller,
Schiehallion, Foinaven, and ETAP
...and as| have already noted the White
Zonefailed to deliver any major new
discoveriesfor BP.

- Investment has shifted to infill &
mature field investments. In the nineties
we drilled infill wellsmainly in Forties
and Magnus... today we are active
nearly everywhere. Almost 50% of our
capital in 2002 will be invested in infill
drilling in maturefields.



Slide 3—-BP at a Turning Point (Continued)

- Going forward, we must manage decline
In the most economical way. That
means keeping unit production costs
flat as base production decr eases and
utilizing infrastructure and economies
of scalethat are available today, but
that probably will not be available a
decade from now. All of thisis, of
cour se, predicated on the basin
remaining competitive in a global
context.



Slide 4 — BP Resour ces. Opportunities and
Challenges

Let menow turnto BP'sNorth Sea
resour ce base, which is probably broadly
reflective of the North Sea as a whole and
certainly servestoillustrate the nature of
our future challengesand, | believe, the
Industry’sat large.

We have some 5bn boe of future resources
Including barrels beyond current technical
limits. Just to put the North Sea in context
—that ismorereservesthan in the Deep
Water Gulf of Mexico where we have some
3bn boe net, and Azerbaijan where we have
some 1.5bn boe—so the North Sea remains
iImmensely important to BP and we expect
to be doing business herefor avery long
timeto come.

- The“base”, or already-producing
reserves, contains developed reservesin
excess of 2bn boe. Thisbaserequires
ongoing investment and, oper ational
and cost -control excellence.







Slide 4 — BP Resour ces. Opportunities and
Challenges (Continued)

- We also have morethan 1bn boe of
what werefer to as “quality
development options’. Theseinclude
fields such as Rhum, Devenick and
Clair, and infill opportunitiesin existing
fields. Thesewill bethe focus of our
Investment activity over the next few
years.

- We also have a significant tranche of
reserves, morethan 1bn boe, of
“marginal development options’, which
arenot likely to attract investment
today.

- However, we know what we need to do
to access them. The opportunities here
need lower cost wells, enhanced ail
recovery schemes or low-pressure gas
oper ations.



Slide 4 — BP Resour ces. Opportunities and
Challenges (Continued)

- Thekey to producing these reserves will
be the application of technology such as
4D seismic, through tubing rotary
drilling and additional compression.
Accessing this significant prizeisa
major challenge.

- And finally, amore elusive prize of 1bn
boe exists beyond our current
technological capabilities.

Sothereisalot togofor. How arewe going
about 1t?



Slide 5 - Creating the Future
Therearethreekey levers:
- The application of the right technology,

- The creation of commercially innovative
solutions,

- and continually reinventing our
business processesto lower unit costs
and realize productivity gains.

- All of these can only work if they take
placein an environment of fiscal
stability and global competitiveness —
something | will return to later.



Slide 6 - Technology
Let mestart with technology :

- Increased recovery factorsin mature
fields such as Fortiesreflect the ongoing
delivery from technology. 4D seismicis
one of the key applications. It has
proven particularly successful in fields
like Forties, Foinaven and Schiehallion
wher e un-swept areas of thefield
providethe best infill targets.

- Having identified un-swept oil, we need
to accessit at lower costs. In Alaska we
succeeded in reducing access costs by
75% using Coiled Tubing Drilling—the
challengeistoreplicate that
performancein the North Sea.

- IntheWest of Shetlandswe arein the
process of designing wells for subsea
through tubing rotary drilling at low
cost. Through tubing rotary drilling and
multilateral drilling will be key levers
for accessing maturereserves.



Slide 6 — Technology (Continued)

- Most of our new developmentswill be
satellites. Thenext phaseof ETAP s
underway with the development of the
Mirren & Madoes satellites. Thisisa
great example of commercial
consolidation unlocking the
developments.

- Other major satellites will be Rhum and
Devenick. For Rhum, we are looking at
a sub-sea tieback as a development
option over a distance of 45km. This
would be one of the longest high-
pressur e sub-sea tiebacksin theworld.

- Thefew remaining green-field
developments such as Clair demonstrate
how we have managed to unlock

mar ginal fields by bringing Gulf of
Mexico learnings and global best cost to
the UK North Sea.



Slide 7 — Commercial | nnovation
L et me now turn to commercial innovation.

We support and promote the need for
change and have been very activein this
area.

- We'vereduced our fallow acreage
portfolio from 200 blocksto 50 and are
actively working on therest.

- Wecan't stop here. Theindustry needs
to become even moreinnovative aswe
head into maturity. Thekey areasto
address include redevelopment of old
fields and decommissioning.

- BP hasalong history of commercial
Innovation in the North Sea.



Slide 7 — Commercial | nnovation
(Continued)

- MAST, the mature assetsteam which
transformed the potential of Beatrice,
Buchan and Clydefields, was at the
forefront of this.

- Astheoperator of ETAP we brought a
collection of marginal fieldstogether to
create a giant oil and gasfield.

- Morerecently we have taken the
Satellite Accelerator concept into the
area of maturefield redevelopment.
Through thisinitiative, we are
attempting to combine BP and supply
chain expertise with 3"%-party
Investment to access a significant
redevelopment prizein the Northern
North Sea Don field.



Slide 7 — Commercial | nnovation
(Continued)

- Another key area we must deal with is
decommissioning. This hasthe potential
to continueto beamajor barrier to
trades. We are considering more
Innovative ideas such asthetemporary
far m-outs of assets when they don’t
meet our investment criteria.

- Morerecently, the Magnus enhanced oil
recovery schemeisan extra-ordinary
example of commercial innovation at its
best:



Slide8 —Magnus EOR

» Gasthat was previoudly flared or
reinjected in the West of Shetlandsis
now piped through a new sub-sea
pipeineto Sullom Voe for enrichment
with gasliquids,



Slide9 -Magnus EOR (Cont’d)

»and from thereit flowsthrough
another new lineto Magnusfor
Injection into thereservoir for usein
an enhanced oil recovery scheme —
that will add 50m bbls of field
reserves and extend field life beyond
2015;



Slide 10— Magnus EOR (Cont’d)

»\When the gas comes out of the
reservoir, it will then be piped tothe

gas processing terminal at St Fergus,
north of Aberdeen.

» The commercial agreementsrequired
to completethisproject involved the
JV partnersin Schiehallion, Foinaven,
Sullom Voe, and M agnus, morethan
30 different companiesin all.



Slide 11 — Business Pr ocesses

L et me now talk about business processes
and some of thethings BP isdoing to keep
Investment spend in the UK while at the
same time unlocking the full capability of
our suppliers

- Over 80% of our third-party spend in the
North Seaiswith UK companies. This
year, that represents 80% of around
$2.3bn, including $1bn in capital
expenditures.

- Up to 10% of our annual expenditureis
with Small to Medium Sized Enterprises
or “SMES’. We seethese companies as
an important sour ce of innovation, which
Iscritical for the future of the North Sea —

- It isvital that we unlock more of this
potential and make it easier for smaller
companiesto gain accessto companies
like BP



Slide 11 — Business Processes (Continued)

- In that regard we have run a number of
“Share Fairs’ for suppliersand
contractorsand SMEsto share our future
plans.

- We've also worked closely with
government on these issues. We've been
an active participant in the DT
sponsored SM E mentoring program
where a number of our younger high-
potential staff have developed mentoring
relationshipswith SMEs.

- We have also been active participantsin
the PILOT Progress Partnership Work
Groups and contract initiatives and have
signed up to theindustry’s commercial
code of practice welcomed by gover nment
earlier thisyear.

- Inthe second half of last year, we began

to re-engineer our own internal business
processes with the objective of delivering
Great Operating perfor mance:



Slide 11 — Business Processes (Continued)

- With the Great Operator or GO
business process we ar e focusing on
key operational performance levers,

- Making investmentsin intellectual
capital, rather than financial,

- And driving for best in class across all
our operations—a 25% increasein
performance.

Thismeans being ableto minimise the
production declinerate of our mature
fields by excellent reservoir
understanding and management, by
drilling the very best infill wells at
significantly lower costs, by achieving
world class standardsin the way we
execute our projects, and by keeping our
facilities— bethey platforms or pipelines—
operating as close to 100% efficiency as
we possibly can.



Slide 11 — Business Processes (Continued)

One of the other important consequences of
our Great Operator drivewill be continued
progress along our journey of eliminating
Injuriesto our people. Over the past decade
we have already reduced the incidence of
injuriesmorethan 10 fold, and are now
approaching industrial world-class
performance.

The DAFC frequency rate for all our North
Sea operations year-to-dateis0.05 a
fantastic achievement —onethat the North
Sea team isrightly very proud of!



Slide 12 — Role of a Super-major

L et menow turn totherole of a super
maj or.

BP isa strong believer that thereisroom
for everyonein the North Sea —from super -
majors, medium sized independents, new
entrants and niche players.

So wher e can we contributein adistinctive
way?

- The scale and the consistency of our
Investment isimportant. Thisyear we
will beinvesting around $2.3bn in total
in the UK North Sea, including $1bnin
capital. That has a significant impact on
the supply chain —as|’ve already said -
with theright investment climate - we
have thefinancial strength to maintain
thislevel of spend through the cycle —
perhapsin away that smaller players
may find difficult.



Slide 12 — Role of a Super-major
(Continued)

- Webring aglobal perspectivetothe UK
North Sea—theability to transfer

lear ning from other provinces—for
example, deepwater Gulf of Mexico
expertise applied to the West of Shetland
and thereverse of course applies.

- Our diverse portfolio and breadth of
activity mean that we can generate
options and takerisksthat others cannot
—the Magnus EOR isan excellent
example of that.

- And we can play amajor rolein the
Industry leader ship needed to takethe
North Sea forward and create a new
future... most recently through PILOT
and related initiatives.

- Thisbringsmeto oneof theissuesthat is
facing theindustry today —the need for
fiscal stability.



Slide 13 — Global Competitiveness

| have highlighted examples of resource
expansion and production growth enabled
by both management excellencein the
Industry and a stable fiscal regime provided
by the gover nment.

- The stability of the fiscal regime had
encouraged theindustry to focuson the
remaining potential of thearea—up to
18bn bbl of oil, and up to 90 TCF of gas
which hasyet to be produced or
developed —and had led to the situation
where against all predictionswe were
seeing a continued increase in
production —to a new peak of 2.5m
barrelsof oil and 10.9bn cubic feet of
gas per day next year.



Slide 13 — Global Competitiveness
(Continued)

- The stability could not offset eventual
decline, but it had succeeded in
extending thelife of the whole province,
In maintaining our self-sufficiency in oil
and gas for much longer than predicted
and in sustaining the 265,000 jobs which
depend on the North Sea, including a
very large number in Scotland.

Unfortunately the situation changed with
therecent budget statement.

As a company, and indeed the industry, we
have previously commented on the impact
of the budget —the estimated £8bn which
will belost to theindustry through to 2010,
the uncertainly over thetiming of the
abolition of Royalty, and the now very high
marginal tax rateson our oldest fields—the
very onesin which it isnecessary to
continueto invest.



Slide 13 — Global Competitiveness
(Continued)

The global competitiveness of the North Sea
has been reduced by the fiscal changes, and
thisisunfortunately likely tolead to
reduced investment and to hasten the
declinein production.

BP believesthereforethat further changes
In North Sea taxation are now required.
The sooner these can be agreed, the greater
chance of minimising the damage caused by
the Budget. The abolition of Royalty and
the allowance of Financing costs ar e of

cour se necessary, but by no means,
sufficient improvements. Without further
changes, BP and other companieswill find
It much mor e difficult to justify the sort of
Investments, particularly in maturefields,
which can significantly prolong thelife of
the North Sea.






Side 14 - Summary

In summary, we are at avery important
moment in the history of the North Sea after
30 years of un-interrupted growth. We face
the onset of decline.

- Our challengeisto createafuturewhere
declineis managed in such away to
ensurethat every possiblebarrel is
recovered and that the North Sea never
enters harvest mode.

- Thekeystothisarefirstly Technology —
how innovative can theindustry bein its
application of technology —the signsto-
date are very encouraging.

- Secondly, Commercial Innovation: with
support from the DTI, can we create ever
mor e innovative commer cial structuresto
ensure a steady flow of capital from all
sour ces— From super-majors, the
Independents, ventur e capitalists and
private equity - into the North Sea - again
theearly indicationsarevery
encouraging.



Slide 14 — Summary (Continued)

- And finally, can the gover nment create
theright long term fiscal regimeto ensure
that the North Searemainsglobally
competitive so that the available capital
flowsto the North Sea and to Scottish and
UK jobsand not to other countriesfor
construction or other provincesfor
Investment.

L adies and Gentlemen, Thank Y ou.



