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AGENDA

• Common conceptions of 
petroleum projects are tested

• by empirical research on the
Norwegian petroleum sector

• Joint with colleagues at the
research group of industrial
economics at the University of 
Stavanger 



http://offshore.no/sak/62357_
oljesprekkene_har_kostet_174_milliarder

Cost overruns at the NCS 
are increasing

• 1970-1984 74%

• 1985-2015      29%

• Last ten years 25% 

Lorentzen, S. and P. Osmundsen (2016), “Cost performance on the Norwegian 
continental shelf”. Data: NPD

http://offshore.no/sak/62357_oljesprekkene_har_kostet_174_milliarder
http://offshore.no/sak/62357_oljesprekkene_har_kostet_174_milliarder


Cost overruns at the NCS are higher
than in other petroleum regions

North America

Latin America

Europe

Africa

Middle East

Asia-Oceania

http://www.tu.no/artikler/matte-fjerne-42-000-meter-overflodig-kabel-pa-goliat/276274

Spotlight on oil and gas megaprojects. 
Ernst & Young, 2013.
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http://www.tu.no/artikler/matte-fjerne-42-000-meter-overflodig-kabel-pa-goliat/276274


Cost overruns at the NCS are higher
than in other industries

Sovacool, B K, Gilbert, A and Nugent, D (2014). “Risk, innovation, electricity infrastructure and 
construction cost overruns: Testing six hypotheses”, Energy 74, 906–917.

Type of project Mean

Railway 45%

Bridge/tunnel 34%

Road 20%

All projects 28%

Flyvbjerg, B, Skamris Holm, M K and Buhl, S L (2003). “How common and how 
large are cost overruns in transport infrastructure projects?”, 
Transport Reviews 23 (1), 71–88. 

The average cost overrun for electricity development
projects is 66%.



Cost overruns are related to 
the business cycle

• Multi-variate empirical research on cost overruns

• The study considers 80 projects, 2000-2013.
• Data source: NPD

• Find that the following factors contribute most to overruns:
• Employment surprise

• Oil price surprise

Dahl, R.E., Lorentzen, S., Oglend, A. and P. Osmundsen (2016), “Pro-cyclical petroleum investments 
and cost overruns”.



Spot oil prices affect investments

Emhjellen, M. and P. Osmundsen (2016), “Oil project selection by metrics”, proceedings, 39th IAEE International 

Conference, Bergen, June 19-22, 2016. International Association for Energy Economics.

Metric used for project rankings

Breakeven price, P
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Cost overruns at the NCS 
are due to the tax system

• Reference: neutral tax

- Same IRR before and after tax

• Model field results

• IRR before tax 15.3%

– 11.3% after tax

• Current tax system

– Effective tax rate of 83%

• Considerably higher for companies out of tax position

– Incentives for underinvestment

• Tax system is not neutral

– Underinvestment

– Even worse for projects with lower IRR before tax

• Cuts in tax depreciation will generate an effective tax rate over 100%

Osmundsen, P., Emhjellen, M., Johnsen, T., Kemp, A. and C. Riis (2015), “Petroleum taxation contingent on counter-factual investment
behavior”, Energy Journal 36, 1-20. 



0

1

2

3

4

5

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

In
d

ex
 (

2
0

0
0

 =
 1

)

Oil price Natural gas price Rig rates

Investment NCS Employment Average wage

Project cost at NCS 
will remain permanently high

Rig rates refer to average rig rates for floaters, USD per day, on the 
Norwegian continental shelf (source: RS Platou). Investments are total 
petroleum related investments on the Norwegian continental shelf (source: 
SSB). Wages are wages for employees related to Norwegian petroleum 
activities (source: SSB), and employees are number of employees related to 
Norwegian petroleum activities (source: SSB). Osmundsen, P., K.H. Roll and R. Tveterås (2012), "Drilling speed - the relevance of experience", Energy 

Economics 34, 786-794. 
Osmundsen, P., Roll, K., and R. Tveterås (2010), “Exploration Drilling Productivity at the Norwegian 
Shelf”, Journal of Petroleum Science and Engineering, 73, 122-128. 

Dahl, R.E., Lorentzen, S., Oglend, A. and P. Osmundsen (2016), “Pro-cyclical petroleum investments 
and cost overruns”.



http://www.dn.no/nyheter/energi/2016/08/29/0703/statoil-ker-verdien-av-johan-sverdrup

Projects at the NCS 
will no longer be profitable

http://www.dn.no/meninger/debatt/2015/09/14/2156/Oljemarkedet/gjentar-feilene-fra-igr

http://www.dn.no/nyheter/energi/2016/08/29/0703/statoil-ker-verdien-av-johan-sverdrup
http://www.dn.no/meninger/debatt/2015/09/14/2156/Oljemarkedet/gjentar-feilene-fra-igr


Osmundsen, P. (2015), «Prognoser for oljenæringen – fakta eller skremselspropaganda?», 
Norsk Sokkel nr 1, 2015, s. 36-38
http://npd.no/Publikasjoner/Norsk-sokkel/Nr1-2015/Prognoser-for-oljenaringen/

Cappelen, Å, Eika, T. og J. B. Prestmo (2010), «Nedbyggingen av 
petroleumsvirksomheten – Hvor store blir virkningene for norsk økonomi?», SSB, 
Rapporter 46/2010, på oppdrag fra Finansdepartementet.

http://www.dn.no/nyheter/energi/2015/06/12/2150/Olje/satser-alt-p-ny-oljeopptur

http://www.upstreamonline.com/live/1402878/norway-painting-overly-bleak-market-picture

NCS production and tax revenue
in steep, permanent decline

http://www.dn.no/nyheter/energi/2015/06/12/2150/Olje/satser-alt-p-ny-oljeopptur
http://www.upstreamonline.com/live/1402878/norway-painting-overly-bleak-market-picture

	03 Osmundsen_c
	03 Osmundsen


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


