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Economic Evaluation

This course is designed primarily for technical and other non-commercial staff 
with 1-10 years’ experience who want to understand how economic decisions 
are made in the upstream oil and gas industry, and how risk and uncertainty 
are handled.

The course is designed to help participants understand how decisions are made in 
the upstream oil and gas industry. 
The course will start with an overview of the global oil and gas industry before focusing on project economics 
and the use of economic indicators in decision making. Different contractual structures will be considered. The 
impact of risk and uncertainty will then be explored, with the introduction of tools such as decision trees and 
spider diagrams. Human bias in decision making will also be covered. The course will use a mixture of lectures 
and exercises, concluding with a team workshop to integrate learnings from the week. 

Objectives, outcome:

1. Appreciate the economic context within which oil and gas industry decisions are made

2. Describe the role of petroleum economics in E&P decision making and key drivers of economic 
indicators (e.g. production & reserves, capex & opex, prices)

3. Construct a cash flow forecast, determine pay-back time and economic lifetime. Understand 
discounting by calculating a Discounted Cash Flow (DCF) 

4. Calculate key economic indicators, e.g. NPV, measures of profitability such  as IRR, unit technical costs. 
Understand their role in project ranking and decision making

5. Apply procedures for ranking prospects

6. Evaluate exploration projects by the expected monetary value (EMV)

7. Apply DCF techniques to incremental projects

8. Apply methods of uncertainty estimation and risk management

9. Recognise human bias in uncertainty estimation
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Economic Evaluation continued

Course Outline

Economics overview
• What is economics and when is it used?
• Macro & micro economics
• Key concepts – e.g. supply and demand,

relationship to prices, cost of supply

Global economic drivers in the oil and gas industry
• Oil and gas supply and demand
• Current trends that may change the balance

Cashflow
• Project vs corporate cash flow
• Building a cash flow – sources of data
• Cashflow indicators – payback, net cash surplus,

economic life
• Inflation and exchange rates
• Trends in prices and costs

Discounting and Discounted Cash Flow
• The time value of money
• Discounted Cash Flow (DCF) & NPV
• The cost of money (sources of finance and the

Cost of Capital)

Fiscal systems (contracts between oil companies & 
host governments)

• ’Government Take’ & typical ‘Petroleum
Agreements’

• Tax & Royalty systems
• Production Sharing Contracts or Agreements
• The role of IOCs and NOCs

Economic indicators used for operational 
decision making

• Economic indicators including profitability and
other metrics

• Project screening and ranking
• Incremental economics including sources of

value

Risk & Uncertainty
• Definitions
• Monte Carlo simulation
• Decision tree analysis including exploration
• Appraisal and Value of Information (VOI)
• Development planning and risk management
• Sensitivity – spider diagrams

Decisions making using economics, risk and 
uncertainty

• A framework for decisions in oil and gas
companies

• Corporate planning including portfolio theory
• Budgeting decisions including project selection

Courses available from this series:
Strategy & Performance Management
Petroleum Economics
Oil and Gas Business Decisions
Risk Analysis
Petroleum Economics and Risk Analysis
Oil and Gas Risk Management
E&P Business Simulation (Panacea)
Asset Trading Game
Petroleum Risk and Portfolio Management

Course Duration: 5 days

Course Tutor

Richard Oxlade MEng

Richard is an oil and gas industry business advisor with a 
petroleum/reservoir engineering background. He worked 
for BP in a range of technical, commercial and leadership 
roles and at AGR has taught and consulted in the areas of 
reservoir engineering and development concept selection. 
He is recognised as a strong analytical thinker who can 
cover strategic issues and is respected for providing 
business advice at all levels of organisations up to CEO 
level. He has a track record of bringing multi-disciplinary 
teams together, complemented by enthusiasm for 
developing others through coaching and training.



Business & Risk Series

TRACS International Limited
3rd Floor, Union Plaza, 
1 Union Wynd, Aberdeen AB10 1SL, 
Scotland, UK

Day Morning session 10:00-12:45 (2h 45min) Afternoon Session 1:30-5:00 (3h 30min)

Day 1

Lecture 1: Economic overview & E&P project characteristics

Lecture 2: Global economic drivers

Lecture 3: Project Cashflow

Exercise: Cashflow construction

Lecture 4: Discounting and NPV

Exercise: Discounted cashflow

Day 2

Lecture 5: Economic indicators & ranking

Exercise: Profitability indicators

Lecture 6: Fiscal systems, NOCs

Lecture 7: Inflation & exchange rates

Exercise: Impact of inflation

Lecture 8: Incremental project economics

Exercise: Incremental project economics

Day 3

Lecture 9: Describing uncertainty

Lecture 10: Monte Carlo method

Lecture 11: Exploration risk & uncertainty

Demonstration: Risk software 

Exercise: Exploration risk & uncertainty

Lecture 12: Decision Tree Analysis

Demonstration: Decision Trees

Day 4

Lecture 13: Appraisal economics (VOI)

Exercise: Appraisal

Lecture 14: Human bias (heuristics)

Lecture 15: Risk & uncertainty in field development

Exercise: Development uncertainties & risk 
management

Lecture 16: Using decision trees for development 
decisions

Exercise: Aquifer impact on a development 
decision

Day 5

Lecture 17: Portfolio theory

Lecture 18: Developing strategies & business plans 

Workshop: (Trakistan)

Workshop: (continued)

Final group presentations

Economic Evaluation continued


