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Kurdistan unhappy as
Baghdad opens upstream

By Derek Brower

THE IRAQI oil ministry opened six oil-
fields to foreign companies yesterday in
an attempt to boost production to 4.5m b/d
by 2013. The announcement will trigger a
rush of bidding by companies eager to tap
the world’s third largest oil reserves. The
ministry also hopes soon to sign short-
term agreements with a handful of majors
in the interim in an effort quickly to in-
crease production by 0.5m b/d.

Before the ministry’s announcement
yesterday, Shell boss Jeroen van der Veer
said he hoped contracts with the Iraqi gov-
ernment could be signed “within weeks
rather than months”.

But oil minister Hussein al-Shahristani
named another 35 companies that will
also be allowed to bid for longer serv-
ice contracts on the Kirkuk, Remeila, Zu-
bair, Qurna West, Maysan and Bay Hassan
fields. Al-Shahristani described the fields
as “the backbone of Iraq’s oil production”.
Output is presently about 2.5m b/d.

Bids must be submitted by end-March
2009, with awards to be made next June.
A 25% stake in each contract must be held
by an Iraqi company, said the ministry.

However, yesterday in Madrid the min-
ister of natural resources for the Kurdis-
tan Regional Government (KRG), a semi-
autonomous region of Iraq, claimed the
contract model proposed by the oil min-
istry in Baghdad would cost the country
“trillions of dollars” in lost revenue, result
in slow development of its oil production
and contravene the constitution.

In an interview with WPC News, Ashti
Hawrami said the technical-service agree-
ments (TSAs) on offer are “likely to fail.
We don’t encourage these contracts. It is
not in the interests of Iraq or in the inter-
ests of the companies.”

The KRG yesterday published the re-
sults of a study it commissioned to com-
pare the production-sharing contracts it
has offered to companies operating in
Kurdistan with the Iraqi oil ministry’s
proposed risk-service contracts (RSCs).

The report, by consultant Pedro van

Meurs and law firm Clifford Chance, con-
cludes that there is “no doubt” the RSC
model “would be a real tragedy” for Iraq,
and “completely misaligns the interests of
the investor and the host government in
terms of cost efficiency”.

The report also faults the oil ministry’s
TSAs, an interim model that would in-
vite companies to help boost output from
producing fields. “International oil com-
panies do not really have an incentive to
give good advice. They receive the same
consulting fees regardless of the results of
the field production.”

Hawrami predicted the contracts would
not encourage the majors to invest ade-
quate resources on given oilfields, and
asked: “Since when did the majors be-
come consultants?” He also criticised a
lack of transparency in negotiations with
the majors, who were granted exclusive
access to data relating to the fields they
hope to develop on short-term contracts.

And Hawrami warned potential bid-
ding companies that they could be blamed
when the TSAs fail to deliver the kind of
growth in production Iraqis expect. “Itis a
trap,” he said, adding: “You’ve been wait-
ing five years; wait another five.”

Output of “7m, 8m or 9m barrels a day”
would not be achieved by offering com-
panies “lousy contracts” that don’t en-
courage them to develop all of Iraq’s oil.

And Hawrami said any new contracts
signed are unlikely to be approved by
parliament or the government, given that
they will not maximise revenue from
Iraq’s resources, as demanded by the
country’s constitution. “Anyone sensible
will not sign [an agreement],” he added.
“If you don’t have a legal framework it
will end in tears.”

Iraq’s cabinet agreed a proposed oil law
for the country in 2007, but opposition
from the KRG and others has so far pre-
vented it from passing into law.

&t
&
~
2
g
4
g
2
F
©
S
&

@

King Juan Carlos I of Spain addresses delegates after presenting the WPC Youth

and Excellence Awards (see page 2)

Petrobras not
seeking special
treatment

By Tom Nicholls

PETROBRAS won’t seek privileged ac-
cess to unlicensed parts of Brazil’s pre-
salt province, José Sergio Gabrielli, the
firm’s chief executive, said yesterday.

“We are not asking for any kind of priv-
ileges,” Gabrielli told WPC News. He
added that unitisation agreements with
neighbouring acreage holders would be
necessary if reservoirs identified by Petro-
bras continue into other blocks.

However, he would not comment on a
proposal by Brazilian energy minister Ed-
ison Lobao last week to set up a new na-
tional oil company to oversee develop-
ment promising sub-salt layer acreage that
has not yet been licensed to exploration
firms. “The decision to do a 100% state-
owned company is a government decision.
Petrobras has nothing to say on that.”

Petrobras has made a string of large
discoveries in the Santos basin’s pre-salt
frontier, in deep water offshore Rio de Ja-
neiro. Its Tupi field alone could hold up to
8bn barrels. Petrobras plans to commence
an extended well test in the first quarter
0f 2009, producing 20,000-30,000 barrels
a day (b/d). Flows will rise to 100,000 b/d
in 2010, when a pilot project comes on
stream and the ramp-up to full output —
1m b/d has been discussed — will proba-
bly not occur until after 2014.

Other nearby discoveries hold even
greater promise. In April, Haroldo Lima,
head of Brazil’s upstream regulator,
blurted out that the reserves in Petrobras’
Carioca field might amount to as much as
33bn barrels of oil equivalent (boe).

Petrobras quickly distanced itself from
those remarks, saying it had drilled only
one well in the area and could not produce
a reliable reserves figure. It is likely to be
several months until the company is able
to start work on a second well at the field,
because its rigs are all in use elsewhere,
said Gabrielli.

Petrobras is producing about 1.9m b/d
in Brazil and 2.3m boe/d worldwide. Not
including production from pre-salt dis-
coveries, it aims to lift that to 3.1m boe/d
by 2012 and to 4.1m boe/d by 2015.

TOTAL

Our energy is your energy

Imagine an energy partner that brought yolﬂlllhtha expertise at once

t for energy

o

Our energy is your energy ToraL



Tuesday 1 July 2008

News

Amendments to Social Responsibility
Global Village programme
(Stand 7460, Pavilion 7)

Tuesday, 1200-1230 CDA: Corporate
Engagement Project (CEP)

Wednesday, 1030-1100: Spanish Guitar/
Gaia-Shell: Program of socio-environ-
mental capacity building and mobilisation
1430-1500 Engineers Against Poverty:
Engineer Against Poverty and Amec

Awards results
Youth award

Best young author:

Jaime Turazzi Naveiro, Petrobras
Title of paper: Perspectives to the
Southern Cone Gas Balance Using a
Game Theory Approach

Co-authors: Fernando Mauricio de
Aquino, Pedro Leonardo Neves
Finalists:

Laura Watt, Accenture, UK

Title of paper: Putting talent at the heart
of your strategy can mean success in
frontier markets; and

Jifeng Liang, China Offshore Oil and
Gas Development and Utilization
Company, China

Title of paper: Corporate Social
Responsibility of Overgas

Excellence awards

Social Responsibility category:
For small to medium-sized companies:
* Overgas, Bulgaria. Corporate Social
Responsibility of Overgas

For large companies:

* Chevron Global HIV/Aids programme.

Technical Development category:

For small to medium-sized companies:
* Sarkhoon & Qeshm Gas, Iran. “Solar
Dew” as an Innovation System for
Sarkhoon Gas Treating Plant’s Oily
Wastewater

For large companies:

* Indian Oil Corporation, India.
Hydroprocessing Technology for Green
Fuels: Basics to Commercialisation
through Innovation
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BP calls for new model
for IOC-NOC relations

By Derek Brower

INTERNATIONAL oil companies (I0Cs)
must move beyond the “historical model
that requires ownership of reserves and
production” as the sector adapts to an era
of rapidly rising demand and high energy
prices, Tony Hayward, chief executive of-
ficer (CEO) of BP, said yesterday.

Speaking to delegates at the WPC in
Madrid, the BP boss said national oil
companies (NOCs) and IOCs must co-op-
erate better if the industry is to satisfy rap-
idly rising demand.

Hayward echoed comments by Total
chairman Thierry Desmarest, who said
earlier this month that his company’s
agreement with Gazprom to develop the
huge Shtokman gasfield, in the Barents
Sea, could be a new model for relations
between I0Cs and NOCs.

And yesterday Shell’s CEO, Jeroen
van der Veer, said joint ventures between
Gazprom and foreign partners are likely to
follow the Shtokman model (see right).

The Shtokman agreement, which also
includes Norway’s StatoilHydro, gives
the foreign partners a minority stake in
the company developing the field. But
Gazprom says it will own all of the reserves
at Shtokman. Analysts have described the
deal as a “glorified service contract”.

BP’s Russian joint venture TNK-BP was
last year forced to sell its stake in the large

Tony Hayward

Kovykta gasfield, in Russia, to Kremlin-
controlled Gazprom. The UK major has
since sought to tie up a strategic agree-
ment with the Russian gas monopoly.

Hayward’s words yesterday were a con-
cession to the shift in power of recent
years from the majors to resource-rich
NOCs. Iraq also indicated yesterday that
it would seek to hire a host of IOCs as
service providers for upstream develop-
ments. BP is likely to be among the bid-
ding companies.

NOCs hold 80% of global reserves,
noted Hayward, but IOCs still hold tech-
nological skills, know-how and operat-
ing experience. “We need more partner-
ships, more joint ventures, and more alli-
ances,” he said. “In my opinion, the time
has come to develop new forms of con-
tractual relationships that move beyond
the historical model that requires owner-
ship of reserves and production.”

Meanwhile, Hayward also called for
governments to lower taxes on oil firms in
order to boost sluggish production growth
around the world, which he said had failed
to respond to rapidly rising demand.

Taxation has become “dangerously
high” for oil companies, he said. “When
prices are rising - in any industry - this is
counter-productive. Higher taxes mean
businesses have less money to invest in
new production.”

Hayward also dismissed peak oil and
speculation as factors behind the rising oil
price, saying the sector’s problems were
“above the ground — not below it”.

Another “myth”, the BP boss said, was the
notion that the world could switch quickly
to alternative energy. Biofuels, wind, and
solar energy comprise less than 2% of glo-
bal energy production, he said. “Any fu-
ture for humankind is going to depend, for
a long time to come, on fossil fuels and coal
is the fastest growing fuel type.”

And while demand from developing
countries continues to drive demand, Hay-
ward said oil companies must retool and
rehire to keep up. “We need to get peo-
ple and resources in the right place. We
don’t have enough experienced scientists
and engineers. We have too few univer-
sity graduates with the right qualifications
and training, and not enough are joining
our industry. To compound the problem,
many of the most well qualified people in
the industry are close to retirement.”

Jeroen van der Veer

Shell: full Bonga
output in days,
not weeks

By NJ Watson

SHELL’s chief executive, Jeroen van der
Veer, said full production at the compa-
ny’s Bonga facility off the coast of Ni-
geria, which was attacked on June 19 by
militants, had not yet been restored, but
that operations will return to normal in “a
matter of days, not weeks”.

The attack on the Bonga FPSO, 120 km
off the Nigerian coast and even further
from any large port, forced Shell to stop
production at the 190,000 barrels a day
(b/d) field, and to declare force majeure
for June and July, meaning it cannot guar-
antee to meet contractual obligations.

Speaking to reporters on the sidelines of
the 19th World Petroleum Congress, van
der Veer also confirmed that the Yamal
peninsula is included in the agreement he
has signed with Russia’s Gazprom to look
for opportunities to produce and liquefy
natural gas around the world.

He said any developments there are
likely to be structured in a similar way
to the project set up to develop the
huge Shtokman gas field; in that project,
Gazprom’s foreign participants have re-
ceived stakes in a special company set up
to operate the project, not in the company
that holds the licence for the field.

StatoilHydro’s $2bn Troll boost

By Derek Brower

NORWAY’s StatoilHydro and partners
want to invest another $2bn in the Troll
oil and gas field to increase oil production
and maintain gas exports.

Troll holds 60% of Norway’s near 3 tril-
lion cubic metres (cm) of natural gas re-
serves and averages production of around
138,000 barrels a day of oil and 120m
cm/d of gas. The development should also
boost output from nearby fields, Statoil-
Hydro said on Friday.

The plan, which needs government ap-
proval, includes a new gas-injection plant
for improved oil recovery on the Troll B
platform, to be on line by 2011; a new gas
pipeline from the Troll A platform to the
Kollsnes gas plant, due on stream in 2011;
and replacement of gas production pipes

in wells running up to Troll A. Gas in-
jection in Troll West will increase oil re-
serves by 17m barrels.

The development “will provide for
profitable oil production until 20307, said
Hege Marie Norheim, senior vice-presi-
dent for StatoilHydro’s reserves and busi-
ness development on the Norwegian con-
tinental shelf.

Previous development plans had stalled
over worries that increased gas produc-
tion could hit oil output and amid disa-
greements between Statoil, which oper-
ated the gas development, and Hydro,
which operated the oil. The companies
merged last year.

Troll partners are StatoilHydro, opera-
tor and 30.58%, state-owned Petoro, 56%,
Shell, 8.1%, Total, 3.69%, and Cono-
coPhillips, 1.62%.

News in brief

‘Europe’s first’ clean-coal electricity
plant — UK independent electricity pro-
ducer Powerfuel Power has selected GE
Energy to supply gas and steam turbines
for what is claimed to be Europe’s first
clean-coal electricity generation plant.
The proposed 900 MW integrated gasifi-
cation and combined-cycle (IGCC) plant
at Hatfield in the UK will be the first of
its kind to integrate CO: capture “from the
beginning”. The “near-zero-emissions”
plant, scheduled to start operation using
natural gas as fuel at the end of 2011,
will be converted to operate using syngas
in 2013. The project will be the world’s
largest IGCC and Powerfuel’s intention
is to capture and store up to 90% of the
station’s carbon emissions.

WWW.Wpc-news.com
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Cap, trade, capture and store
carbon, please - but no EU subsidies

By NJ Watson

A COMBINATION of systems to cap and
trade emissions, and to capture and store
carbon, is the only sustainable way to
meet the world’s demand for energy over
the next 50 years, but don’t expect the Eu-
ropean Commission to subsidise this, del-
egates were told yesterday.

“From the EU side, the most we can
do is to provide the legal framework
and also to support research and devel-
opment activities, but you can clearly
read my lips: there is never an inten-
tion to have subsidies for carbon capture
and storage (CCS),” Andris Piebalgs, the
energy commissioner for the European
Commission, said.

The EU, which now believes CCS tech-
nology can reduce CO2 emissions on
a “massive scale”, is planning to build
10-12 industrial-scale demonstration
projects, costing some $1bn each.

“The only subsidies for CCS we are
seeking will be for demonstration projects
on how to support all CCS in a safe and
transparent way,” says Piebalgs.

Jeroen van der Veer, Shell’s chief ex-
ecutive, said CCS — together with cap-
and-trade systems like the EU’s Emission
Trading Scheme (ETS) — form a two-pil-
lar approach that Shell sees as the only
realistic way to reduce emissions while
continuing to deliver the energy that the
world needs to prosper.

“We need to deliver all the energy we
can get from many different sources. We
need to grow the renewable business and
continue to develop the fossil fuel busi-
ness,” said van der Veer.

However, one pillar can’t survive with-
out the other — something that politicians
in many parts of Europe seem unable to
understand, he added. He said many be-
lieve the only purpose of capping and trad-
ing carbon emissions is to penalise the use
of fossil fuels, which in turn would stim-
ulate the development and use of alterna-
tive energy sources, particularly wind and
solar. “I think those people are wrong,” he
said. “We need both CCS and ETS, and
we need both at same time ... one can’t be
successful without the other.”

The EU’s ETS, despite its flaws, is gen-
erally regarded as having done a fairly
good job of creating an economy-wide
price for carbon, which stands at €27 a
tonne. In 2007, emissions trading grew
into a $60bn business — most of that from
within the EU.

Read my lips: there is never
an intention to have subsidies
for CCS — Andris Piebalgs

But Van der Veer said any cap-and-trade
system must eventually include all the
OECD countries, plus Brazil, Russia, In-
dia and China; and greenhouse-gas emis-
sions certificates should be fully convert-
ible across those markets.

Given the difficulties that the EU’s 27
governments have had in agreeing on the
structure of the ETS, it remains far from
certain whether a global agreement could
ever be achieved.

But BP’s chief executive, Tony Hay-
ward, is optimistic that progress will be
made. Carbon trading is starting with re-
gional blocks in the US, Europe and Asia,
but with regional markets such as Califor-
nia already talking about joining up with
the EU’s ETS system, the market appears
to be doing its work and “a global price
for carbon will soon emerge.”

RasGas LNG mega-trains on track for
2009 start-up, despite Gulf challenges

By Alex Forbes

QATARI LNG producer RasGas is con-
fident of bringing both its new LNG
mega-trains on stream during 2009, de-
spite the severe overheating that has oc-
curred in the energy-project construc-
tion business in the Mideast Gulf.

This will come as welcome news to
buyers in an LNG market that has seen
supply become increasingly tight. Many
proposed projects are struggling to reach
final investment decision and some of
those that are going ahead are facing de-
lays and cost-over-runs.

Speaking to WPC News, the company’s
operations manager, Hamad M Al-Mu-
hannadi, said the first of the mega-trains —
the sixth to be constructed by the RasGas
group of companies — is expected to start-
up before the end of the first quarter next
year, with the second train due to start up
before the end of the third quarter.

Al-Muhannadi added that each train is
expected to take around six months to
ramp up from first LNG production to
the full design output capacity of 7.8m
tonnes a year (t/y). This means that full
combined output of 15.8m t/y should be
reached by the end of first-quarter 2010.

RasGas’ record of bringing large LNG
trains into production has been impres-

sive, with all three of the 4.7m t/y trains
in the RasGas Expansion (RGX) project
having come on stream on time and
within budget, between 2004 and 2006.
In fact, the last RGX train to come on
stream, Train 5, was several months
ahead of schedule.

However, the RGX trains were largely
completed before the overheating of the
construction market really took hold.
First LNG production from Train 5 was
in late 2006.

“We have seen some impact in terms
of supply of resources so there have been
shortages of materials,” said Al-Muhan-
nadi, “and the equipment vendors are also
experiencing some delays. The industry
as a whole has experienced a crunch — so
we have been affected by what is going
on around us.”

Another challenge for RasGas will be
the new technology being used for what
will be the world’s largest gas-liquefac-
tion trains. “We did experience some
problems with Train 3, but we had fewer
problems with Train 4, and with Train 5
things were pretty smooth,” said Al-Mu-
hannadi. “With Trains 6 and 7 — because
we have built this experience — we have
teams that have been dedicated to really
understanding the new technologies that
are coming.”

Hamad M Al-Muhannadi

USGS looks
towards fourth
trillion

By Tom Nicholls

THERE are around 0.5 trillion barrels of
conventionally recoverable oil yet to be
found in undiscovered fields and “prob-
ably” over 100bn barrels in the Arctic,
Donald Gautier, a geologist at the US
Geological Survey (USGS) told dele-
gates yesterday.

The USGS, a government-funded re-
search organisation, is due to publish an as-
sessment of the Arctic’s hydrocarbons po-
tential in the next few weeks. That study,
said Gautier — who had been speaking at
a Congress session entitled Chasing the
third trillion — would provide precise guid-
ance on the USGS’ findings; but he said
that there is a “50:50 chance that there are
100bn barrels of reserves north of the Arc-
tic Circle” and the same probability that
there is “in excess” of 0.5 trillion barrels of
conventional recoverable oil to be found.

The first trillion barrels of oil have been
produced. The second trillion is accounted
for by existing proved reserves of some 1.2
trillion barrels, which also leaves 200bn
barrels towards the third trillion. Reserves
increments at established fields, nearly
200bn barrels of recoverable heavy oil in
Canada and the undiscovered 0.5 trillion
barrels believes would be likely more than
to account for the third trillion.

“The question of whether the third
trillion exists is not really much of
an ‘if” at this point” — USGS

“My view,” Gautier told WPC News, “is
that the question of whether the third tril-
lion exists is not really much of an ‘if” at
this point.” A more interesting question,
he added, concerned the fourth trillion.

Much of the undiscovered oil is likely
to be in areas where oil has been found
in the past, said Gautier, but he identified
Russia, the Arctic and the deep-water ar-
eas of the Gulf of Mexico (GOM), west
Africa and Brazil as highly prospective.
“Recent spectacular successes in Brazil
are consistent with the idea that a great
amount of resource remains to be found in
the continental margins, in deep water.”

Tony Hayward, chief executive of BP,
made a similar statement at an earlier ses-
sion, telling delegates that production in-
creases will have to come from frontier
provinces such as Canadian oil sands, the
Arctic Circle and the deep-waters GOM.

But while the world almost certainly
has the geological potential to supply the
third trillion, efforts to prove up resources
risk being stymied by politics and envi-
ronmental barriers.

David Boone, head of Canada’s Escav-
ara Energy, said environmental and polit-
ical obstacles had the potential to “shut
down” frontier regions as fast as the indus-
try’s “space-age technology” could open
them up. Robert Skinner, senior vice-pres-
ident of commercial and business devel-
opment at StatoilHydro Canada, said fail-
ure to tackle environmental issues and
other problematic areas of energy policy,
or adequately to address the industry’s
growing manpower shortage could mean
the industry will not even be able to chase
the third trillion, let alone catch it.

WWW.Wpc-news.com
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Opec and the dollar

If Opec pulled the plug on the dollar, the financial turbulence of the last year could
be eclipsed by even greater problems. But the cartel will not take the step

By Derek Brower

OU OWN the world’s most valu-

i able commodity. And when you

sell it, the buyer gives you a piece
of paper whose value has been plummet-
ing for months. In these terms, it is not
hard to see why Opec members wince
when they talk about the persistent weak-
ening of the dollar. They sell oil, they
receive dollars in exchange and when
they come to use them — to buy food,
luxury goods, weapons and whatever else
they need to import — they find that the
currency is now worth a little less than it
was when they sold the oil.

The erosion of the oil producers’ pur-
chasing power is part of a cycle that is,
to a large extent, out of their hands. As
the US economy has spluttered, the Fed-
eral Reserve has cut interest rates in an
effort to rescue it from full-blown reces-
sion. As lower interest rates make the dol-
lar less attractive compared with other
currencies, such as the euro, in countries
where interest rates are higher, the dollar-
denominated price of oil rises to compen-
sate. And, as oil prices rise, the threat of
recession in the world’s biggest consumer
countries — and especially the US — be-
comes greater again.

Dollar under threat

It is not quite that simple: there are other
reasons for the oil-price rise, not least
the apparently unquenchable appetite for
crude in the booming economies of Asia
— inflated in many countries by gener-
ous state subsidies on refined products —
and the industry’s failure to keep supply
growing as quickly as demand. But the
dollar is, nonetheless, under threat.

The issue came to a head at an Opec
meeting in Riyadh in November, when
Venezuela and Iran both called for the
group to abandon the dollar — “a worth-
less piece of paper” — and price its oil ei-
ther in euros, against which the dollar’s

fall has been stark, or a basket of curren-
cies. In February, Iran’s long-awaited oil
bourse opened on Kish Island, trading oil
and products in euros and Iranian rials.

The opening of the bourse passed
largely unnoticed — and failed to trigger
the collapse in the dollar predicted by
some analysts. But elsewhere among the
Opec nations, the momentum for a wider
switch away from the dollar has grown.
“Maybe we can price the oil in the euro,”
Abdulla El-Badri, the group’s secretary-
general, said in February. “It can be done,
but it will take time.”

As a symbol of US power in the world,
the pre-eminence of the dollar takes some
beating. That is why its recent decline has
also been heralded by some, gleefully, as
a signal of the “empire’s” decline. “With
the fall of the dollar, the deviant US impe-
rialism will fall as soon as possible too,”
Venezuela’s President Hugo Chavez said
last year.

But dropping the dollar would have
wider repercussions. China’s foreign-cur-
rency reserves stand at almost $1.5 tril-
lion, according to the CIA; Japan’s at al-
most $0.9 trillion; and Russia’s at al-
most $0.5 trillion. Over 60% of global re-
serves are in dollars. If Opec suddenly de-
manded euros instead of dollars for its oil,
the plunge in the currency’s value would
hardly be welcomed in the capitals where
the reserves are concentrated. If China
sold its dollars, the currency would col-
lapse — but so would China’s ability to ex-
port goods to the US.

Nor would such a move be welcome in
the euro-zone, where pricier euros would
hit exports and wipe out any benefit the
zone accrues by buying energy in dollars.

But perhaps most significant are the $4
trillion of dollar reserves held by the Mi-
deast Gulf states themselves, suggests
Stephen Schork, editor of the Schork Re-
port, a newsletter about oil prices. The
Gulf’s Opec members would be unlikely
to devalue their currency reserves over-

Venezuela and Iran have
both called for Opec to
abandon the dollar

Exchange rate and oil price
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night. Saudi Arabia, for one, quickly dis-
missed the currency shift idea in Novem-
ber. Other producers around the world
would also take a hit from such a switch,
given that consumers are transferring some
$1.8 trillion a year to oil exporters, accord-
ing to investment bank Goldman Sachs.

And there are other fundamental rea-
sons why such a switch would not work.
Despite the Iranian bourse and the efforts
of Dubai to become a regional trading hub
for commodities, Opec has no real ability
to set the price, says Manouchehr Takin,
an analyst at the Centre for Global En-
ergy Studies. “They follow what happens
in New York and London.” It may be in
the interests of Opec’s Gulf states to de-
velop a benchmark to rival Brent or WTI,
but the varying qualities of the crudes
sold from the region would make that dif-
ficult, he says.

Economics tells us that it does not
matter whether I buy something
by paying Australian dollars for it,
or yen, or euros: the market would
adjust to whichever piece of paper
became its reserve currency

And it would be just as hard to unravel
an entire trading complex that is based on
dollars. Until that happens, prices for the
world’s oil markets will be decided by
traders in the US and UK. Schork agrees,
pointing out that the volume of screen
trading in futures on ICE and Nymex — all
in dollars — is at least as big as the trading
in physical oil elsewhere.

Other solutions exist. The dollar pegs in
the Gulf could be adjusted to increase the
value of local currencies — and their pur-
chasing power. Kuwait dropped its dollar
peg for the dinar last year and the currency
remains the highest valued in the world:
one dinar buys almost four dollars.

For some economists, the debate is ir-
relevant anyway. “Ultimately economics
tells us that it does not matter whether I
buy something by paying Australian dol-
lars for it, or yen, or euros,” says An-
drew Oswald, professor of economics at
the University of Warwick. “These differ-
ences eventually come out in the wash.”

In other words, the market would adjust
to whichever piece of paper became its re-
serve currency.

Tax lift for older
UK fields

By Martin Quinlan

A TAX change agreed by the UK govern-
ment should give a lift to new develop-
ments at the country’s older oil and gas
fields. The authorities are to allow new
fields to be designated within the areas of
the existing fields still paying Petroleum
Revenue Tax (PRT).

Because PRT was abolished for fields
given development consent after 16 March
1993, the newly designated field will be
exempt from the tax while the older field
surrounding it continues to pay the tax.

The Department for Business, Enter-
prise and Regulatory Reform (DBERR)
says the change will affect about 30 PRT-
paying fields and could lead to new de-
velopments that together could flow a
peak of 20,000 barrels a day. It is under-
stood that about 120 fields are potentially
still liable to PRT, but most do not have
to make payments because the tax reliefs
available exceed the income.

The change — announced by prime min-
ister Gordon Brown and the finance minis-
ter, Alistair Darling, at a meeting with the
industry association, Oil & Gas UK — ap-
parently took companies by surprise. The
association said the change “will provide
further stimulation for future investment”.

The North Sea Tartan oil platform

A DBERR official said: “It will be up to
licensees to make a case for a change of
field determination on economic grounds”.
Applications will be scrutinised by offi-
cials to ensure there is a genuine case and
that “it satisfied economic, geological and
wider fiscal requirements”.

Because of the declining number of
fields paying PRT, abolition of the tax has
been discussed at government-industry
meetings for some years. Companies with
interests in the old, formerly-large pro-
ducers say additional investments can be-
come unattractive when the field-lifetime
allowance against PRT has been used up.

But there are differing positions. Compa-
nies with fields coming up for decommis-
sioning want PRT to be retained, or other
arrangements made, because PRT allows
decommissioning costs to be offset against
past profits. There is also concern that,
if PRT is abolished, the government will
raise another tax to compensate — proba-
bly the 20%, Supplementary Charge, an in-
crease in which will affect all producers.

PRT, set at 50% after reliefs, yielded
£1.651bn ($3.231bn) in the 2007-08 tax
year, down from a peak of £7.177bn in
1984-85. The UK’s main petroleum tax
now is Corporation Tax, which yielded
£3.611bn in 2007-08, while the Supple-
mentary Charge yielded £2.500bn. In-
cluding licence fees, oil and gas pro-
duction gave the government a total of
£7.822bn last year.
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NOCs and IOCs getting along just fine

With the cost of steel I can only afford to build one this big ...

... I can build one this big

Photograph © Eric Kampherbeek, www.lacouleur.nl Printed by PrinterMan, Algete, Madrid. www.printerman.es
In 2011 for the first time the World Petroleum Congress . . ;/& )
. . 3 N PETROLEUM INGRESS L./
will come to the Middle East, the World’s key supplier of energy... TS e QATAR
Will YOU be in Doha? Experience Qatar today at the Qatar Pavilion between Halls 7 & 9

WWW.WpC-news.com 14






