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“Best	
  prac7ces”	
  on	
  project	
  execu7on	
  have	
  a	
  long	
  history	
  –	
  and	
  yet…	
  





4 |  Spotlight on oil and gas megaprojects

We found that cost and schedule overruns were common in all industry segments and 
regions, though the data set out in Figure 4 and the map below suggest that certain 
segments and geographies perform far more poorly than others.
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Analysis (IPA) 2011 industry study. In that study, the agency found that 78% of 
upstream megaprojects faced either cost overruns or delays, a deterioration from 2003, 
when 50% of the projects were over budget or late.2 

Our research shows that  the 
majority of projects are facing 
delays and/or cost  escalat ions and 
these overruns are prevalent  in all 
of the segments and geographies.

We evaluated the performance of 
megaprojects on two criteria — cost 
and time — to gauge the proportion 
of projects that are forecast to fail to 
deliver on budget and schedule. Of 
the 365 megaprojects, cost data was 
available for 205 projects and time 
data for 242.

The study revealed that the majority 
of the projects were delayed and/or 
faced cost overruns when measured 
against estimates made during the 
initial stages of the project life cycle.
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of the projects 
are report ing 
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an industry observer,”  Jefferies, 24 January 2014, 
via Thomson One.
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Figure 4: Proport ions of projects facing cost  overruns, 
schedule delays and average project  budget  overruns 
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4 Strategy&

Capital efficiency on the decline

To boost their exploration and production (E&P) efforts, oil and gas 
companies have increased their annual capital budgets by a factor of 
two or even three in the last eight years. Yet during that time, they have 
failed to enhance production by the same degree (see Exhibit 1). Making 
the situation even more challenging, oil prices did not grow as fast as 
capital expenditures (capex) per barrel over that same period. 

Put simply, E&P firms’ capital efficiency has decreased since 2005.  
This development has eroded profits and made investors nervous about 
whether future operational cash flows will be enough to fund ambitious 
investments and deliver adequate shareholder dividends (see Exhibit 2, 
next page). If oil prices were to significantly decrease, the situation 
would become even more worrisome.

Exhibit 1
Oil and gas production has not kept up with development costs

* Includes BP, Chevron, 
ExxonMobil, Shell, and 
Total.

Source: Annual reports; 
Strategy& analysis

0

50

100

150

200

250

% 300

Production 
Development cost 

Capex and production for five supermajors* 
(indexed to 2005)

2005 2006 2007 2008 2009 2010 2011 2012 2013

Percentage increase

Project Performance Compromises Business 
Performance & Shareholder Value




Op7mizing	
  the	
  wrong	
  project	
  metrics	
  does	
  not	
  op7mize	
  economic	
  
performance	
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Root Causes and Remedial Actions are thought to be known – but do they work?


Source: E&Y Spotlight 
on Oil & Gas projects




Summary	
  

•  Projects	
  are	
  not	
  performing	
  
•  Project	
  underperformance	
  compromises	
  business	
  performance,	
  

customer	
  &	
  shareholder	
  value	
  
•  Tradi:onal	
  remedial	
  ac:ons	
  are	
  not	
  a	
  fix	
  
•  We	
  are	
  all	
  here	
  to	
  debate,	
  understand	
  and	
  iden:fy	
  be?er	
  

solu:ons….	
  


