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By Tom Nicholls

BB
P’S CHIEF executive, John
Browne, closed the 18th World
Petroleum Congress with a
speech challenging the oil
industry to prove to a doubting

world that oil and gas can serve its long-
term energy needs in a sustainable way.

Delivering the prestigious Dewhurst lec-
ture yesterday, Browne said soaring ener-
gy demand and the need to handle global
warming are among the reasons why many
people feel “insecure” about energy. 

He also said short-term factors such as
the 80% leap in oil prices in the last 18
months, the knock-on effect the recent
hurricanes in the US had on the entire
global oil-supply system and Iraq’s
inability to develop its oil and gas
because of insurgency had added to pub-
lic unease about the future of energy.

Browne told delegates that predictions
of the end of oil are “misplaced”. He said
“we have to prove the case once again”,
but expressed his confidence that the oil
industry has the capacity and experience
to rise to the challenge. “This industry is
too often seen as part of the problem. In
fact, I believe we have a unique ability to
offer solutions,” said Browne.

He said that with decades’ worth of
reserves already booked, more to be
found and vast volumes of unconvention-
al oil to tap into, the world is “very clear-
ly” not running out of oil. And he said the
industry is making the necessary invest-
ments to bring that oil to market, pointing

out that the top five private-sector oil
companies are now investing a total of
around $50bn a year.

Listing the astonishing rate of techno-
logical progress in oilfield technology
over the last 30 years, he speculated about
what might be achieved in the next 30.
“From everything I see happening, there is
enormous scope for optimism,” he added.

Browne also emphasised the importance
of energy companies behaving in a respon-
sible way, wherever they operate. “If we
believe in the global market, we have to
make sure that the benefits are spread
widely.” But he added that progress is
being made. “We’re beginning to learn
that if you want to manage the risk of a
very long-term investment, it’s important
to be engaged with the countries you oper-
ate in, not just extracting resources and
paying taxes, but also playing a part in the

successful development of those countries,
being transparent about what you pay,
staying out of politics, avoiding bribery
and working with local communities to
develop enterprise and education.” 

Industry advances

In addition, Browne – one of the most
influential figures in world energy – told
delegates that they can no longer duck the
issue of global warming. “The period
when people could live in hope that
issues such as climate change would be
disproved or go away has passed.” But
yet again he drew attention to advances
the industry has made in developing tech-
nologies to combat the problem. “I
believe the industry is beginning to pro-
vide long-term answers to the environ-
mental challenge of climate change.”

BP’s Browne tells industry:
prove doomsayers wrong 

Eivald Røren presents Lord Browne with a tribal chief’s walking stick.  

By NJ Watson

BBY THE time Africa next hosts the
World Petroleum Congress, the conti-

nent will have become a significant play-
er in the provision of the world’s energy
needs. That was the wish expressed by
Ayanda Mjekua, chairperson of the WPC
South African National Committee, at the
closing ceremony of the 18th Congress.
He said he hoped the continent can build
on the success of this Congress to the ben-
efit of all of its people. 

Mood of optimism 

The departing president of the WPC,
Eivald Røren, said he hoped the global
press coverage the Congress had received
would put across the mood of optimism
that has been a feature of the Congress –
something President Thabo Mbeki had
asked delegates for at the opening cere-
mony. “Africa has had the chance to
showcase the opportunities that exist
within its borders,” he said. 

The Congress featured the participa-
tion of 98 countries and 6,644 accredited
people, who listened to over 500 speak-
ers over the four days. The subjects cov-
ered by the speakers ranged from how to
root out the cancer of corruption in the
industry – which, globally, amounts to
an estimated $1 trillion a year – to
reforming the process for measuring
reserves, rejuvenating the industry with
more young people and women, and
working towards the dream of develop-
ing green fossil fuels.

Earlier in the day, South Africa’s
energy minister, Lindiwe Hendricks,
told a press conference that the
Congress was about dialogue and shar-
ing information, which are critical in
today’s world. “Dialogue on oil prices
and price volatility is critical as it has a
significant impact on both producer and
consumer countries,” she said. 

WPC closes with
renewed message
of hope

‘This industry is too often
seen as part of the prob-
lem. In fact, I believe we
have a unique ability to
offer solutions’



By Tom Nicholls and NJ Watson 

JJ
EROEN van der Veer, the chief
executive of Royal Dutch Shell,
has said his firm is considering
expanding its refining capacity to

take advantage of the improved outlook
for the downstream business. 

Speaking to journalists after deliver-
ing a speech to yesterday’s plenary ses-
sion – on sustainability of supply in oil
and gas – van der Veer said increased
profit margins in the refining business
would encourage refiners to find ways
of maximising throughput at existing
plants and also to expand those facilities
with add-on units. 

He said Shell is looking at its “short-
term options. We are normal business-
men, so if we see an increased business
outlook, of course we look at it.” 

He blamed the present shortage in
world refining capacity on the industry’s
failure to predict recent demand increas-
es, adding that the effect has been exacer-
bated by the recent hurricanes across the
US Gulf coast, where many of the US’
major refineries are located. 

Earlier, in his speech to the Congress,
van der Veer told delegates that, with
projects becoming larger, more technical-
ly complex and more costly, the stability
of investment conditions and the operat-
ing environment has become as important
as the oil price for the success of projects. 

“What is best for the industry and
security of supply is stable, supportive
investment conditions and we want to
see that outside of the OECD because
that is where most of the reserves are
found,” he said.

Van der Veer said all of Shell’s liquefied
natural gas (LNG) projects in Nigeria are
on schedule and on budget. However, that
situation stands in stark contrast to the
company’s major LNG project off
Russia’s east coast – Sakhalin 2. There,
project costs have doubled to $20bn and
van der Veer said the shareholders will
have to absorb the full effect of the pro-
ject’s disastrous $10bn cost overrun. 

He said Shell is still talking to the other
partners, but that “everyone has to pay
according to his equity share or you have
to secure funding from the banks.” Shell
leads the project with a 55% share,
implying it will have to stump up an extra
$5.5bn. The other investors are Mitsui
(25%) and Mitsubishi (20%). 

Van der Veer also denied press specula-
tion that a swap deal with Gazprom under
which Shell will exchange part of the
Sakhalin project for a stake in the Russian
gas monopoly’s Zapo field will be
delayed. He said the discussions were
proceeding according to schedule and
that a result is expected next year. 

He also said that while Shell does not
speculate on the oil price, “we see a very
tense situation”. However, he added that
he expects the “laws of economy will
work”, eventually triggering a fall in
demand, which will cool markets down. 
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Shell considers boosting
downstream capacity

Global economy suffers
governance failure 
By Tom Nicholls

THE LACK of progress in tackling
corruption, especially in the devel-
oping world, is a “governance fail-

ure of the globalised economy”, said
Peter Eigen, chairman of Transparency
International. Speaking at yesterday’s
plenary session on corporate governance,
Eigen said this was the responsibility of
the private sector, the “northern govern-
ments who tolerate it” and of leaders in
the developing world. 

In a speech that did not pull its punches,
he said there is “nothing more damaging”
than corruption to the oil industry’s image
and nothing that has done more to sustain
poverty and misery in poor countries. 

Eigen appealed to banks to become part
of the solution by making loans and financ-
ing for extractive-industry projects condi-
tional on firms making a commitment to
transparency. He called for the creation of
a global framework in which the public and
private sectors can co-operate. 

Prone to corruption

Extractive industries are particularly
prone to corruption – partly because com-
panies have limited ability to choose
where they operate and partly because the
size of extractive-industry investments are
“very often totally out of proportion with
the economic reality” in poor countries. 

Eigen applauded the efforts of some oil
firms to act in a responsible way, but said
that it is not sufficient to leave corporate
governance issues up to the corporate
world. “It is good that there are compa-
nies like Shell, BP, Nexen, Hydro and
Statoil that are taking this responsibility
very seriously, but in my opinion we
can’t rely on this for global governance.” 

Encouragingly, though, he said that he
believes corruption is “going down” even
if it is a very slow process that could take
generations.

He said a particularly important initia-
tive has been the establishment of a system
under which privately owned companies
all agree to stop bribing each other and

face hefty sanctions if they fail to stick to
the terms of the agreement. Its advantage,
he said, is that it creates a level playing
field. Without it, companies that unilater-
ally decide to ban bribery within their
organisations suffer a competitive disad-
vantage against less scrupulous firms. 

He added that he hopes that the
Extractive Industries Transparency
Initiative, launched by the UK prime min-
ister, Tony Blair, at the World Summit on
Sustainable Development in
Johannesburg three years ago, will
become a “very concrete further step in
fighting corruption”. And he said
Transparency International’s first contact
with the World Bank’s new president,
Paul Wolfowitz, indicates that the World
Bank “will continue to develop very valu-
able programmes against corruption”. 

Eivind Reiten, president and CEO of
Hydro, told the same session that compa-
nies should make proper corporate gover-
nance procedures an integral part of their
business models. “Factors that influence
the integrity of our industry go far beyond
funding good causes,” he said. “We’ve
made it an integral part of our daily busi-
ness. It has to be in order to filter through.”
He added that while commercial contracts
are “very important”, the most vital “are
the ones we have in the societies we oper-
ate. In the long run that’s really what influ-
ences the image of our industry.” 

Jeroen van der Veer, CEO, Royal Dutch Shell.
The company does not speculate on the oil
price, but he sees “a very tense situation”

Peter Eigan, chairman, Transparency
International. corruption in extrative indus-
tries is “going down”, but it is a slow process

NJ Watson

ON THE day it was announced that ABN
Amro would be one of the lead arrangers
for the $13bn in financing Gazprom
needs to acquire Sibneft, Piero Overmars,
head of wholesale clients at the Dutch
bank, said the capital markets will have
the capacity to provide such funding to
the industry over the next 25 years. 

Speaking at yesterday’s plenary session
on sustainability of supply, Overmars
said the industry is going through a mas-
sive and complex structural change, but
that the capital markets will be able to
provide the estimated $5.7 trillion that
will be needed to complete this process
over the next quarter of a century.

Most of the money for these huge proj-
ects and acquisitions will be raised in the
debt markets, he said, and the challenge
for international oil companies (IOCs)

and places such as Africa is to marshal
the increased funding necessary. 

Gazprom is looking to raise some
$13bn in financing from Western banks, a
Russian record, to buy Russia’s fifth-
largest oil producer, Sibneft. ABN Amro
and Dresdner Kleinwort Wasserstein are
lead arrangers of the loan, which the

banks said yesterday is waiting for final
signatures and is also likely to involve
other Western banks.

However, Overmars said the capital
markets would only provide this capital
for IOCs and national oil companies as
long as those firms and the lending banks
carry out much deeper due diligence to
include such risks as sustainable-develop-
ment requirements. “Banks now have
sustainable departments that assist the
commercial department in evaluating the
risk,” Overmars said. 

A particularly important step towards
this goal has been the introduction of the
Equator Principles – a strict, but volun-
tary, set of guidelines for managing envi-
ronmental and social issues in project-
finance lending. Thirty major privately
owned banks have so far signed up to the
principles, which are fast becoming an
industry standard, he said. 

Capital markets to meet funding for energy projects 

Piero Overmars, head of wholesale clients,
ABN Amro. The bank will be one of the lead
arrangers for the $13bn loan Gazprom needs
to buy acquisition of Sibneft

De Veer blames the short-
age in refining capacity
on the failure to predict
demand increases



It took us 125 years to use
the first trillion barrels of oil.

We’ll use the next trillion in 30.

CHEVRON is a registered trademark of Chevron Corporation. The CHEVRON HALLMARK and 
HUMAN ENERGY are trademarks of Chevron Corporation. ©2005 Chevron Corporation. All rights reserved.

Energy will be one of the defining issues of this ce
ntury. One thing is clear:
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By Matt Garber

BRAZIL’S Petrobras is using and testing
new ultra deep-water technologies that it
hopes will enable it to boost output to
2.3m barrels of oil equivalent (boe/d) by
2010, said Ricardo Luis Carneiro
Baltrão, Petrobras’ general manager for
R&D for the production business. 

Two-thirds of the firm’s production of
around 2m boe/d comes from deep water
– depths ranging from 300 metres to
1,500 metres. But Baltrão sees enormous
potential in ultra-deep water – over 1,500
metres. For now, the ultra-deep con-
tributes just 5% of Petrobras’ output. 

High external pressures, low tempera-
tures, remotely connected operations and
long-distance tiebacks are just a few of
the hurdles the company faces in attempt-
ing to produce oil – often heavy crude –
in such extreme water depths. 

Production of heavy oil – 16-17°API
gravity – from ultra-deep water, uncon-
solidated sandstone reservoirs causes
completion and flow-assurance prob-
lems. High volumes of produced water
from these subsea wells must also be
managed economically. But with innova-
tive technologies ultra-deep production
can be economic, Petrobras said. 

Petrobras’ ambitions
run ultra deep

By Tom Nicholls

COLOMBIA has high hopes that a
surge in exploration interest from a
raft of foreign operators will help

it transform its upstream industry.
New exploration terms brought in last

year have led to a sharp increase in the
number of applications for exploration
licences. According to Armando
Zamora, director of Agencia Nacional
de Hidrocarburos (ANH), the upstream
regulator, there have been 60 licence
awards in just over a year and the
agency is now receiving about 10 appli-
cations a month. Over the last 15 years,
it signed an average of just 20-30 a year,
Zamora told 18WPC News.

“There have been exploration disap-
pointments,” admitted Zamora. “But that
was because the level of upstream activity
for 15 years was very low. Now, activity is
increasing to a level we had when we had
exploration successes in the 1980s.” 

Oil is vital to the Colombian economy
– it accounts for 2.5% of GDP, is the
country’s largest earner of foreign
exchange and the biggest generator of
fiscal revenue. But output has slumped
from 0.85m barrels a day (b/d) in the late
1990s to around 0.52m b/d, of which the
country consumes about 350,000 b/d. 

However, Zamora says investments in
enhanced recovery and in marginal-field
development have stopped the decline.
Going forward, it is hoped that a series of
“small, low-risk discoveries” operated by
minor independent companies will help
drive a recovery to 0.7m b/d – a target
ANH hopes to hit in five years’ time.

And with exploration work intensify-
ing, ANH says its “base case” is for the
discovery of an additional 4bn barrels of
oil between now and 2020. Existing
reserves are around 1.5bn barrels.

Zamora said ANH has identified four
areas with particularly good potential.

There is highly prospective, gas-prone
acreage on the Caribbean coast – onshore
and offshore – he says, adding that the
block owners, ExxonMobil and Petrobras,
claim there may be enough gas in the
Tayrona field to support a liquefied natu-
ral gas export plant. The US and Brazilian
companies must give up half of the block
next year and ANH is planning to recycle
the relinquished acreage in a bid round. 

The second area of the country with par-
ticularly good potential, said Zamora, are
the foothills on the eastern side of the
Andes. He claimed there are a “number of
exciting prospects” there, including
Lukoil’s Condor block, Talisman’s Tángara
field and Petrobras’ Tierra Negra field. 

A third area of the country that could
yield discoveries is the Pacific, which is
almost completely unexplored, he said.
Several companies have expressed an
interest and a speculative seismic survey
of the frontier area is being shot by
Norway’s InSeis Terra. 

The fourth prospect is an onshore
heavy-oil deposit, to the southeast of
Bogotá. State-owned Ecopetrol claims
the 15,000 square km block may contain
1bn barrels of heavy oil and is looking for
a strategic partner to help it develop the
area. Eight majors have qualified to bid,
Zamora said. 

Colombia: Good potential, high hopes 

Armando Zamora, director of ANH. The level
of upstream activity in Colombia is rising

By NJ Watson

RROUTINE gas-flaring in countries
affiliated to the World Bank’s flaring-

reduction programme will be slashed by
40-60% by 2008, according to a study by
the organisation.

Bent Svensson, a programme manager
at the World Bank, told a roundtable dis-
cussion on flaring that the data are still
being compiled, but that the institution’s
partnership countries, which account for
nearly half the gas the world produces,
“will significantly reduce gas flaring”
between now and 2008.

The World Bank’s Global Gas Flaring
Reduction Partnership (GGFR) was set
up in 2002 and now comprises 11 coun-
tries, as well as BP, Chevron, Eni,
ExxonMobil, Marathon, Norsk Hydro,
Statoil, Shell, Total and Sonatrach. The
11 countries contribute 45% of the gas
flared globally — around 50bn cubic
metres a year (cm/y). 

The worst culprit is Nigeria, although it
has made significant progress in reducing
the amount of gas flared, from 70% of

total gas produced in 1996 to 40% in
2004, mainly through a policy shift from
penalties to incentives. Nigeria plans to
eliminate the practice by 2008, but to
achieve this it must deliver the gas to
points where it can be used and attract
huge amounts of investment into the
country’s gas industry, said Abiodun
Ibikinle, a petroleum ministry official.

But while good progress is being made
in the GGFR member countries, eliminat-
ing the harmful process across the globe
will be constrained by nations not in the
programme, including Iraq, Iran and
some South American countries. “It will
take longer there,” said Svensson.

Gunnar Berge, director general of the
Norwegian Petroleum Directorate, said
the experience of Norway, which has the
lowest amount of flaring of any sizeable
gas producer in the world, has been that
market incentives, such as tax breaks or
carbon credits, are the most effective
ways of cutting the practice out. 

The value of such an approach becomes
clear when the high cost of halting flaring
is taken into account. Basil Omiyi, man-
aging director of Shell Petroleum
Development in Nigeria, said his firm has
spent $2bn since 1999 to reduce the
amount of gas it flares by half and will
have to spend another $2bn in order to
finish the job by the end of 2008. 

Gas flaring to fall dramatically
in World Bank partnership 

While good progress is being made in the
GGFR member countries, eliminating the
harmful gas flaring across the globe will be
constrained by nations not in the programme

Nigeria plans to eliminate
gas flaring by 2008, but
to achieve this it must
attract huge investment
into its gas industry
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Interview with Wolfgang Ruttenstorfer,
chief executive officer, OMV

Q The acquisition of Romania’s
Petrom has propelled OMV into the
ranks of groups such as Statoil and
Hydro. What tempted OMV to pay
$1.9bn for Petrom? 
A Petrom is one of Central Europe’s
largest energy assets, is profitable and has
huge growth potential. Through the
acquisition of 51% in December, OMV
has reserves of more than 1.4bn boe, pro-
duction of about 345,000 boe/d, refining
capacity of 26.4m t/y, 2,457 filling sta-
tions in 13 Central European countries
and a market share of 18% in the Danube
region. Petrom’s E&P portfolio brings oil
and gas reserves of about 1bn boe, pro-
duction of about 220,000 boe/d, and off-
shore assets in the Black Sea, as well as
E&P concessions in Kazakhstan. 

We plan to invest about Euro1.2bn in
modernising the company, up to 2008,
and have a structured quarter-by-quarter
plan already under way. This starts with
centralising IT, marketing, procurement
and finance; realising greater synergies
between E&P and refining; and trans-
forming the filling station business into a
franchise model. 
Q What will be the biggest challenges
in integrating Petrom?
A We conducted extensive due diligence
in preparation for our bid for Petrom, so
we were fully aware of the challenges
associated with integrating the company.
OMV’s management has extensive expe-
rience in not only operating in the
upstream and downstream markets of
Central and Eastern Europe, but also in
acquiring and integrating assets in the
region. The example of OMV’s own
transformation into a highly efficient and
profitable company demonstrates our

expertise in turning round underperform-
ing companies. 
Q What opportunities in gas is OMV
looking at?
A Gas is one of OMV’s three key busi-
nesses. As well as being the leading gas
supplier in Austria, OMV is a core gas
hub not only for Central Europe, but also
for the rest of the continent; about a third
of all Russian gas exports to Western and
Southern Europe flow through OMV’s
pipeline network, centered on our opera-
tions at Baumgarten.

Austria is continental Europe’s most
liberalised gas market. OMV’s experi-
ence is, therefore, a competitive advan-
tage in Central and Eastern Europe where
liberalisation is high on the agenda.

Our expansion plans are focused on the
3,300 km Nabucco gas pipeline, which
will provide an additional route for gas to
be transported from Russia and Central
Asia to Austria, and throughout Europe. 

The Nabucco project is under evalua-
tion. The final decision to go ahead with
construction will be made in 2006 or
2007 and will depend on successful
financing negotiations. The initial find-
ings of the feasibility study indicated an
investment of around Euro4.6bn would
be necessary for construction and early
indications suggest operations could
begin in 2011. Realisation of the pipeline
would play an important role in meeting
the increased demand for gas in Europe. 
Q Where is OMV exploring and where
might the company look in the future? 
A OMV has a balanced international
E&P portfolio in 18 countries, divided
into five core regions: the
Danube/Adriatic, North Africa, the UK
North Sea, the Middle East, which
includes Iran, and Australia/New
Zealand. We are considering developing
Russia as a sixth core E&P region.

OMV: Expansion plans

By WJ Simpson

EE
VERY $10 a barrel rise in oil
prices this year has translated
into a C$0.05 rise in the
Canadian currency. Although not

everyone agrees the link is conclusive,
the trend has become a factor in the latest
rush by global companies to grab a share
of the Canadian petroleum sector.

Even if predictions are accurate and oil
output grows from 3m barrels a day (b/d)
to 5m b/d over the next decade, then dou-
bles to 10m b/d by 2025, Douglas Porter,
deputy chief economist at BMO Nesbitt
Burns, doubts the country will become a
one-commodity wonder like Norway and
Saudi Arabia, with energy usurping manu-
facturing as the primary economic driver.

The more immediate issue is the pressure
on potential foreign buyers of oil and gas
assets to bulk up on the currency before it
adds more muscle. Taking a bullish view of
Canada’s overall economy, David Bloom,
director of currency strategy for HSBC
Holdings, has urged clients to sell US dol-
lars and buy Canadian.

Echoing that recommendation, Carl
Weinberg, chief economist at High
Frequency Economics in New York, says
the predicted rise in oil volumes could
make the Canadian dollar the strongest
currency among the G8 nations and
China by 2015.

For now, Daniel Ondrack, a manage-
ment professor at the University of
Toronto, says that despite the appreciat-
ing dollar, energy purchases are “still
quite affordable”, especially by Chinese
and Indian companies that are hungry for
“anything related to fuel”.

Seize the opportunity

Seizing their opportunity, Kinder Morgan
and Total took a mid-summer plunge into
the oil-sands sector, following deals earli-
er this year by China’s state-owned
Sinopec, CNOOC and PetroChina, to
gain a stake in start-up projects and a pro-
posed export pipeline to Asia.

Houston’s Kinder Morgan caught
everyone off guard with a friendly
C$6.9bn ($5.8bn) bid for Terasen, an oil

and gas utility that is in a heated battle
with Enbridge to secure customers for
rival 400,000 b/d oil-sands pipelines to
the British Columbia coast, opening
tanker routes to Asia and California.

Kinder Morgan’s chairman, Richard
Kinder, says the oil sands give the com-
pany a chance to “dramatically broaden
our footprint into Canada. There is a def-
inite need for additional pipeline infra-
structure from the Alberta oil sands and
we have a great opportunity to use the
capital strength of our combined compa-
ny to help meet the growing demand of an
oil-starved world,” he says.

Total gave weight to its eventual objec-
tive of producing 0.5m b/d from the
Athabasca oil sands by acquiring Deer
Creek Energy for C$1.35bn, taking over
the Joslyn project.

Philippe Arman, Total’s director of
exploration and development for the
Americas, says the firm – which has a
50% stake in ConocoPhillips’ Surmont
project – is considering the possibility of
doubling Joslyn’s first-stage output to
100,000 b/d and is on the lookout for a
third major oil-sands investment.

“The single most important message I
read is a really strong and ever-increas-
ing interest in the oil sands,” says
Enbridge’s chief executive officer
(CEO), Patrick Daniel.

Reacting to the two deals, Canada’s
trade minister, Jim Peterson, says he

would not be surprised if “people from
around the world wanted access to our
energy, or saw our energy companies as
very good investments”. 

To the end of August, there had been a
resounding vote of confidence in the
industry, with foreign buyers acquiring
assets for C$17bn, up by 26% from the
same period of 2004. Ondrack says the
best bets are companies that are widely
tracked on the stock market, along with
those that have low price-earnings ratios,
putting them in the bargain category at a
time when any deals of any kind are
becoming harder to find.

Petro-dollar spurs
Canadian oil rush

Bitumen and water storage tanks at MacKay
River.  Photo courtesy Petro-Canada
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By Martin Quinlan 

TT
HE CHEMICALS business has, at
last, seen an appreciable increase
in demand for its products. Led by
growth in the economies of the

US and China, world demand for chemi-
cals (excluding pharmaceuticals)
increased by 4.4% in 2004, compared
with the previous year. Accordingly, the
large operators have been able to increase
their plant utilisation rates and, generally,
they have been able to raise their prices to
recover the rising cost of hydrocarbons. 

Petroleum Economist’s latest annual
survey of the sector, covering seven large
chemicals firms and the chemicals sub-
sidiaries of the five major oil companies,
finds that the average return-on-assets
increased to 6.4% in 2004. This is the best
figure achieved since 1997, when the
industry was sliding downwards from the

peak of the last business cycle. From
1998 to 2003, the sector was in a long
trough, with the hint of an upturn in 2000
and 2001 coming to nothing. 

Majors profit

At times of rising prices for feedstocks and
energy, the oil companies’ chemicals sub-
sidiaries usually do better than the large
chemicals firms. Last year’s results bear
this out, with the oil companies’ chemicals
subsidiaries achieving an average return-
on-assets of 8.2% while the chemicals
firms achieved 5.1%. Our survey finds that
the major oil companies drew 4.9% of
their income from their chemicals opera-
tions in 2004 (see Table 1).

In the past, the low points in the notori-
ously cyclical chemicals business have
been followed by steep up-cycles – usual-
ly explained by a change of sentiment and

rapid re-stocking throughout the chemi-
cals chain, in readiness for the next
growth period. If this behaviour prevails,
2005 may turn out be a very strong year. 

Strong first- and second-quarter results
support this view. Against it, however, is
the suggestion that the chemicals busi-
ness has become less extreme in its cycli-
cality. As a result of 10 years of extensive
restructuring – now virtually a continuous
process for some firms – surplus capacity
has been shed and the extreme low-points
in profitability seen in the past are being
avoided. But the low-points, and resulting
competitive prices, had the useful func-
tion of kick-starting the next up-cycle. 

Since the mid-1990s, many of the large
chemicals firms have given up their earli-
er business model, which prized size and
a wide spread of operations – size to max-
imise the synergies between different
businesses and spread to minimise the
effects of cyclicality, with a downturn in
one business being compensated for by
upturns in others. Instead, they have
sought streams of related businesses, with

an emphasis on research-intensive effect
or performance products. Asset sales have
concentrated the low-margin commodity
businesses – such as olefins and plastics –
in the hands of specialist firms, operating
to a commodity business model.

This trend continues. BP, for example,
plans to float its olefins and derivatives
operations later this year, as Innovene,
and in January Bayer floated a large part
of its commodity chemicals and poly-
mers businesses as Lanxess. However,
not all such ventures have been success-
ful. BASF and Shell have taken large
charges on their accounts to reflect the
reduced value of their Basell subsidiary,
to which they transferred their olefins
operations in 2000 and had been trying
to sell for a year.

Currency effects

Besides the high cost of hydrocarbons, a
common theme of last year’s results was
the effect of currency exchange rates –
negative for the Europe-based firms,
whose sales in the US yielded less rev-
enue when converted into relatively
strong euros. The US-based firms benefit-
ed from the euro’s strength in export mar-
kets shared with the Europeans.
Accordingly, the European chemicals
firms in our survey showed an average
return-on-assets of 4.9% while the US
firms showed 5.6%.

Katrina – the 100-year storm
By Martin Clark

IN THE END, Hurricane Katrina was
bad. The damage to the Gulf of Mexico
oil infrastructure was simply huge,

both onshore and offshore. 
Of the 4,000 Outer Continental Shelf

oil and gas production facilities, 37 shal-
low water platforms were destroyed,
though these only make up about 1% of
total Gulf production. More significantly,
four large deep-water platforms –
accounting for about 10% of the pre-
storm federal offshore Gulf oil produc-
tion – suffered extensive damage,
according to the US Minerals
Management Service (MMS). 

The government agency said these
facilities could take up to six months to
bring back on line; some pipelines, it
added, suffered damage that could also
take months to repair. One rig was pulled
loose from its moorings and wedged
under a major bridge across the Mobile
River, in southern Alabama. 

While ordinary Americans try to come
to terms with the storm and its catastroph-
ic effects on the city of New Orleans, oil
and gas experts are already looking for
future lessons. The extensive casualty list
– not to mention an insurance bill likely to
stretch into many billions of dollars – rais-
es questions about the adequacy of some
platforms, rigs and pipelines working in
the offshore province. 

Once in a lifetime onslaught

There have been suggestions that this
might entail a re-think of the 100-year
storm idea, whereby facilities are built to
withstand a once in a lifetime onslaught
from the elements. The classification soci-
eties – such as the American Bureau of
Shipping and Det Norske Veritas – will
play a role, alongside the authorities and
oil companies themselves, in assessing
whether any changes are necessary. 

But while the industry has proved its
mettle in securing installations from oil

spills and evacuating personnel, physical
damage to facilities from super storms is
perhaps something that is outside the con-
trol of planners. “We build for a 100-year
storm,” says one oil executive. “It’s hard
to do anything more than that.”

Candida Scott, an engineering expert
at IHS Energy, agrees. “I don’t know if
there is much more you can do to
strengthen these facilities. We already
design to very stringent standards”.
Indeed, the Gulf of Mexico already has
among the world’s highest design values
for storm variables such as wind, wave
and current. 

Platforms have grown in scale to
accommodate greater wave height, for
example. Some older platforms,
designed to resist 25-year storms, have
decks some 35 to 40 feet above sea level.
This would allow 45-55-foot waves –
from their troughs to their crests – to pass
under the rigs. That might seem like
plenty, but most structures that suc-
cumbed to the hurricanes were of this

vintage. Some modern platforms beat
even that precaution, with decks at 60
feet or higher; at that level, a 72-foot
wave will pass under the deck. But even
this raises issues – if the maximum wave
height is below the cellar deck then the
wind load is increased.

Vulnerable installations

New technology continues to improve
safety and resilience on modern installa-
tions and the bulk of the storm damage –
both from Andrew a decade ago and
Katrina a few weeks ago – occurred to
older facilities, in shallower waters.
However, the vulnerability of some of the
newer, state-of-the-art deep-water instal-
lations is more worrying. Indeed, as the
industry moves further offshore the risks
become even greater. Aside from the
existing sophisticated deep-water oil rigs,
the Gulf of Mexico is one of the preferred
locations for some of country’s new wave
of LNG import terminals. 

The Chemelot petrochemicals complex with the DSM and Sabic plants, Geleen, Netherlands

Chemicals: An
upturn, at last
The worldwide chemicals business climbed out of its
long slump last year and achieved its best results since
1997. The sector’s characteristic cyclicality points to an
acceleration of the recovery this year – but high prices
for feedstocks and energy could check the upturn 

Table 1: Chemicals performance, 1994-2004

Average return on chemicals assets, %
1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Chemicals  companies 4.8 8.0 6.3 5.1 4.8 3.2 3.9 7.6 4.0 1.9 5.1
of which:
Western Europe-based 3.6 6.0 5.1 4.1 4.7 3.0 3.3 8.6 6.5 1.3 4.9
US-based 6.7 11.0 8.1 6.7 5.1 3.6 5.3 4.9 -2.1 3.4 5.6

Oil  companies 8.1 23.3 11.7 10.6 5.8 5.7 7.0 2.3 4.2 3.7 8.2
Sector 6.1 13.7 8.3 7.0 5.1 4.1 5.2 5.4 4.1 2.6 6.4
Share of oil companies’ earnings derived

from chemicals sector 14.3 40.4 14.5 12.3 20.8 9.8 6.2 2.5 6.2 2.5 4.9

Note: 2003 and 2004 figures are taken from this year’s survey; earlier figures are from previ-
ous surveys

The low-points, and
resulting competitive
prices, had the useful
function of kick-starting
the next up-cycle
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GDP (2003E): $13.4bn (the oil sector accounts for over 40% of GDP)
Population: 11 million  Exports: crude oil, diamonds, refined petroleum products
Imports: consumer goods, military and capital goods, machinery  Petroleum min-
ister: Desiderio da Costa (since 2002)  Minister of energy and water: Jose
Botelho de Vasconcelos  NOC: Sonangol (established in 1976) 
Oil
Reserves (2004): 8.8bn barrels   Production (2004): 0.99m b/d (to reach 2m by 2008)
Consumption (2003E): 50,000 b/d  Refineries: Fina Petroleos de Angola, 39,000 b/d
(Sonangol, 36%, Total, 61%, private investors, 3%)  Lobito 200,000 b/d (planned),
due on stream in 2007  Main oil sales (2004): Cabinda, China (60%), US (35%);
Nemba, China (35%), US (25%), Indonesia (18%); Kuito, India (60%), China (18.5);
Palanca, China (19%), US (18%), Angola (17%), France (12.5%), Taiwan (11%);
Girassol: US (40%), China (20%), France (11%), India (9%); Xikomba: US (65%),
China (32%); Hungo, China (38%), US (46%)

Natural gas
Reserves: 370bn cm  Consumption (2003): 0.72bn cm  LNG: Angola LNG –
shareholders Chevron (32%), Sonangol (20%), and BP, Exxon, Total (12% each);
4m t/y capacity  from one train. Delayed – start up scheduled for 2009

Angola facts

Norway: come and
drill in the Barents Sea
By Martin Quinlan 

PP
RECISELY 25 years of tentative
moves into the Barents Sea – dur-
ing which there was a three-year
ban on exploration and, until

recently, a prohibition on year-round
drilling – came to an end earlier this year,
when the Norwegian government set
course for extensive exploration of this
vast and little-known area. Bids were invit-
ed for 30 blocks in the Barents Sea and 34
blocks in the Norwegian Sea, making the
19th licensing round the largest offer of
Norway’s frontier territory in recent years.

The petroleum and energy minister,
Thorhild Widvey, says the years of cau-
tion have shown that it is “possible to
have large-scale petroleum activities in
the Arctic in a manner that is environ-
mentally acceptable”. Since the first
Barents Sea licences were awarded, in
Norway’s fifth round, of June 1980, 61
wells have been drilled there without
accidents – although a spill of hydraulic
oil earlier this year did nothing to ease the
concerns of fishing representatives. 

Undiscovered resources 

According to the Norwegian Petroleum
Directorate (NPD), discoveries made in
the Barents Sea to end-2004 contain
171bn cubic metres (cm) of proved or
contingent reserves of gas, together with
about 265m barrels of condensate, oil
and natural gas liquids. Additionally, the
NPD estimates that there are undiscov-
ered resources amounting to 6.2bn bar-
rels of oil equivalent (boe), bringing the
total to 7.6bn boe. 

The blocks offered in the Barents Sea
form the basis for a gradual exploration
of the area, according to the petroleum
ministry. Applications must be in by 15th
November, with awards due to be made
in the first quarter of 2006. 

Separately, the Norwegian and Russian
prime ministers signed an agreement to
promote the “comprehensive develop-
ment” of their northern areas. Still unre-
solved, however, is the delineation of the
offshore border between the two coun-
tries’ parts of the Barents Sea. 

The new initiative could lead to
Norway’s Statoil and Hydro joining the
development of the huge

Schtokmanovskoye gasfield in the
Russian part of the Barents Sea. Statoil’s
development of the Snøhvit field and its
construction of the world’s most northerly
liquefied natural gas (LNG) facility are
well under way, giving the company good
credentials for involvement in the
Schtokmanovskoye project. Statoil, Hydro
and Russia’s Gazprom signed a co-opera-
tion agreement in June to work together to
assess northern oil and gas resources.

Last month, Statoil announced another

cost over-run on its Snøhvit LNG devel-
opment. It says gas production will now
start eight months late, on 1 June 2007,
with regular deliveries starting on 1
December 2007. Chief executive Helge
Lund admitted Statoil had struggled with
problems from the outset, mainly because
the project was not sufficiently mature
when it was sanctioned in 2001.

The firm confirmed the cost of the field
development and the LNG facility, but
excluding LNG carriers, will be
NKr58.3bn ($9.1bn). 

The rising cost of the project and its
questionable economic attraction has
increased the pressure for its expansion
by the construction of a second liquefac-
tion train. But start-up is unlikely before
2010-12, the firm said. Capacity of the
first train will be 4.1m tonnes a year (t/y),
equivalent to 5.67bn cm/y of gas.

By James Gavin 

CONFIDENCE has returned to the
UK North Sea. Some 70 explo-
ration and appraisal wells are

expected to be drilled on the UK conti-
nental shelf (UKCS) this year.
Applications for the latest offshore oil
and gas round, which closed in June, hit a
three-decade high, with firms bidding for
a record 279 blocks – an increase of 115
on the previous round.

A survey last year of 200 oil and gas
firms, by the geophysical company
Robertson Research, found the UK the top
destination for new upstream investments. 

The UK Offshore Operators
Association (UKOOA) claims only half
of the UK North Sea’s oil and gas has
been exploited. It estimates that the
basin contains some 28bn barrels of oil
equivalent (boe) and could continue
producing until 2050. As such, it repre-
sents an attractive long-term investment
opportunity for a range of companies, it
says. UKOOA says a record number of
companies are now active on the UKCS,
attracted by a relatively stable political
and fiscal regime and a positive busi-
ness environment. 

Concerns remain 

Yet concerns remain about the UK’s
prospects. Not only is production declin-
ing year-on-year – total oil production in
the UK was 2.03m barrels a day (b/d) in
2004, a 13% decrease from 2003 – but
the average size of finds is also falling. 

The traditionally active asset market
has also shown increasing signs of slug-
gishness as high oil prices have endured,
making it more difficult for new entrants.
Assets are just too expensive, says
Graeme Sword, at private equity group
3i. “We’ve seen a slow-down in asset
sales at the smaller end.”

However, some large individual deals

continue to be announced. Canada’s
Nexen bought EnCana’s UKCS assets for
$2bn in late 2004. But projections that the
market would remain highly liquid, with
£4bn ($7bn) worth of deals being struck
over the next four or five years, appear
over-optimistic.

Lost appetite 

The majors seem to have lost their
appetite for selling North Sea assets
because they can generate strong cash
flow, slowing down a process that had
seen them offloading what they regarded
as marginal assets to independents. The
result is a very competitive mergers and
acquisitions market, with a small pool of
assets being chased by an array of buyers. 

Some independents, those with cash to
spare, say deals remain to be done –
although they may find it hard to repli-
cate the profitable deals groups such as
the one Tullow Oil achieved in the hey-
day of 2000, when there were more bar-
gains around.

Snøhvit will be the world’s most northerly liquefied natural gas facility

Snøhvit facts  
Recoverable reserves: 190bn cm of gas, 
113m barrels of condensate, 5.1m tonnes of
natural gas liquids  
Water depths: 250-345 metres 
Development solution: Remotely operated
subsea installations and pipeline transport
to land 
Pipeline: 143 km line with multiphase flow 
Land plant: Melkøya, just outside the
shipping channel into Hammerfest 
Annual exports: 4.1m t/y of LNG, 3.1m-
5.7m barrels of condensate, 150,000-
250,000 tonnes of liquefied petroleum gas 
Shipments: About 70 LNG cargoes a year
Production period: 2006-2035 
Project licensees: Statoil (operator,
33.53%), Petoro (30.00%), Total (18.40%),
GdF (12.00%), Amerada Hess (3.26%), and
RWE Dea (2.81%) 

Source: Statoil

The Auk A platform in the Central North Sea

The majors seem to have
lost their appetite for sell-
ing North Sea assets 

UK: looking for a foothold
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a great diesel... deserves a great diesel
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The best stand awards ¡Viva España!

Delivering the news with a smile

Congratulations to
the winners of the
best stand awards.
From top to bot-
tom: Kuwait
Petroleum
Corporation,
large stand;
Norway’s Hydro,
medium stand;
China, small stand 

The handover of the
Council flag from
South Africa to
Jorge Segrelles
(right), chairman of
the Spanish commit-
tee of the World
Petroleum Council.
The 19th World
Petroleum Congress
will be held in 2008
in Madrid 

A good job well done. A big thank you from Petroleum Economist to the
team of volunteers that has distributed 18WPC News at the Congress


