
Our energy is your energy

Imagine if confronting climate change and solving 
energy needs were inseparable
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By Derek Brower

OPEC went on the offensive yesterday, 
dismissing the IEA’s claim that prices 
have brought the world into a “third oil 
shock” and saying the agency’s figures 
lacked sufficient transparency to encour-
age producers to bring more oil on stream 
in the long term.

And Abdulla El-Badri, Opec’s secre-
tary-general, told WPC News in Madrid 
that in a market now “disconnected” from 
fundamentals, “it is anyone’s guess” how 
high prices will rise. “People say $100 [a 
barrel] and it goes to $100. People say 
$150 and it goes to $150. Now people are 
saying $170 or $200 – but I hope it will 
not happen, because there is no reason 
whatsoever to reach that.”

With OECD stocks at 53.3 days, he said 
world supply remained adequate, blaming 
speculators for “leading this hijacking of 
the market”. El-Badri also said geopoli-
tics is pushing prices higher – and sug-
gested that an attack on Iran could trigger 
that country’s use of the “oil weapon”.

“If something happened in Iran, it is 
difficult to replace 4.1m or 4.2m barrels 
a day (b/d) [of Iranian production],” he 
said. “The price, of course, will go up.”

Relations between the US and Iran 
remain tense amid Western suspicions 
about Iran’s nuclear programme. On Sat-
urday, the head of Iran’s Revolutionary 
Guard said Iran would close the straits of 
Hormuz if attacked by Israel. About 25m 
barrels of oil – 40% of Mideast produc-
tion – pass through the straits every day.

“When you are in war, you are in war – 
you can use anything,” El-Badri said.

And the Opec boss used figures from 
the IEA’s own most recent market report, 
released here on Tuesday, to reject the 
agency’s claims that a tight supply/de-
mand balance is driving up oil prices.

According to the report, the “call on 
Opec” for crude so far this year is still 
beneath the group’s production of 32.2m 
b/d, he said. “We see excess capacity.”

In addition, the group’s spare capacity 

will continue to grow, with Opec set to 
invest $160bn to increase capacity by 5m 
b/d by 2012.

El-Badri also hit out at IEA statistics on 
Opec’s production capacity. In its most re-
cent report, the IEA subtracts 1m b/d from 
Opec’s own estimate of its spare capac-
ity, claiming “historically effective Opec 
spare capacity averages 1m b/d below no-
tional spare capacity”. 

El-Badri suggested the adjustment was 
arbitrary. “There is nothing called ‘effec-
tive’ capacity,” he said. And he said a lack 
of accurate data from consumers about fu-
ture demand could undermine long-term 
upstream investment. “The last [IEA] re-
port gives no transparency whatsoever.”

Opec could spend $300bn up until 2020 
investing in new capacity to reach 38m 
b/d, he said. But without adequate assur-
ances over demand the group fears the 
money could be wasted.

“Suppose we invest to satisfy the mar-
ket and the market doesn’t absorb that 
quantity. That [$300bn] could be used on 
housing, education, health – lots of areas 
where we can improve the standard of life 
of our people. 

“All we want is a clear picture of 
demand.”

El-Badri admitted that Opec is “an-
noyed” by claims that it could do more 
to ease prices. “We are annoyed because 
we are investing, we are producing more 
than the market needs. We are annoyed 
because the price we see at this time 
shows a disconnect between price and 
fundamentals.”

He added: “We want to see a price that 
reflects fundamentals not a price that re-
flects speculation and other factors.”

In New York yesterday, front-month 
crude was trading at around $141/b as 
WPC News went to press.

Opec: supply adequate; 
IEA lacks transparency

WPC ends on  
a high note
By Edouard de Guitaut

DELEGATES have applauded the organ-
isation behind the 19th World Petroleum 
Congress, declaring the event a success.

Abdullah bin Hamad Al-Attiyah, en-
ergy minister of Qatar – which will host 
the 20th WPC, in 2011 – told WPC News 
that Madrid has set a “high standard”. 

Said Yusof Raffie, senior vice-president 
of Saudi Aramco: “I want to give the or-
ganisers a pat on the back.” 

A total of 4,300 delegates – including 
500 CEOs and 35 ministers – and 550 
journalists attended, with 14,500 people 
visiting the exhibition. 

“The 19th WPC has been an overwhelm-
ing success in all dimensions – the techni-
cal programme, attendance, logistics, de-
mographics and social events,” said WPC 
president Randy Gossen. The participa-
tion of 700 young people “has added value 
through their enthusiasm and vitality”.

Franklin Boitier, technical communi-
cations manager at Total, described the 
event as a unique chance to network and 
said the quality of the speakers had been 
“extremely high”. Izeusse Braga, head of 
international communications at Petro-
bras, praised the work done by the techni-
cal-programme team.

Alfredo Barrios, president of BP Group 
Spain, thanked “the professionals who 
have made this conference possible, espe-
cially those in the administration and secu-
rity areas, as well as all the delegates who 
have shared their perspectives and con-
tributed to lively and interesting debates”. 

Chevron’s Ali Moshiri was similarly 
upbeat: “Chevron applauds the fine plan-
ning and execution of the WPC in 2008.”

Thanking King Juan Carlos I of Spain 
for presenting the WPC’s awards on Mon-
day, Jorge Segrelles, chairman of the Span-
ish Organising Committee, said he had 
been concerned that Spain’s participation 
in the European football final would mean 
a lower-than-expected turnout at Sunday’s 
opening dinner, but that an impressive fig-
ure of over 3,000 had attended “on a very 
special night for Spain”, which beat Ger-
many to win its first title in 44 years. He 
added: “Although we weren’t able to watch 
the match, the result made up for it.”Opec’s Abdulla El-Badri and IEA executive director Nobuo Tanaka
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By Tom Nicholls

WAGE inflation will accelerate in the 
next few years as a wave of new offshore 
rigs come into service, according to An-
drew Gould, chairman and chief execu-
tive of Schlumberger.

“There is going to be another war of 
trying to hire each other’s people to staff 
these jobs,” he told WPC News in Ma-
drid, identifying the shortage of engineer-
ing talent as the industry’s most serious 
problem. “Anyone with over 10-15 years 
experience in a technical domain – every-
one’s trying to hire the same population.” 

Gould said Schlumberger has experi-
enced roughly a 50% surge in the wages 
of technical staff over the last four years. 
And he said that while salaries have 
reached a plateau, they will accelerate as 
the 160 or so rigs that are under construc-
tion worldwide come into service.

Meanwhile, he said high oil prices are a 
signal of the urgent need to step up invest-
ment in oil and gas projects. 

“It’s time we all made a recognition 
of what I think is the market is trying to 
signal – at what price people are really 
prepared to get serious about investing 
in oil and gas.”

As well as the talent shortage, barri-
ers to investment include limited access 
for private-sector oil companies to pro-
spective acreage and unhelpful changes 
in taxation in developed and developing 
countries. “Every time you change a tax 
regime, you’re introducing an additional 
level of uncertainty and risk into the in-
vestment equation,” he said.

He dismissed suggestions that services 
companies such as Schlumberger would 

be negatively affected if oil companies 
were to undertake more work under serv-
ices contracts. 

This week, BP’s chief executive, Tony 
Hayward, said international oil compa-
nies (IOCs) must move beyond the “his-
torical model that requires ownership of 
reserves and production”. 

Other senior industry executives, in-
cluding Total’s chairman, Thierry Des-
marest, have also suggested that services 
contracts may become a more common 
contract model for IOCs. But, said Gould, 
“they’ll still use us to do the work. It’s just 
a different holder of the contract.”

Meanwhile, with the cost of an offshore 

rig now around $0.6m a day – and support 
vessels and associated services typically 
pushing the cost to around $1.2m a day – 
technologies, such as seismic, capable of 
increasing the accuracy of well placement 
and limiting downtime will be at a pre-
mium, he said. The oil companies “don’t 
want us to stop work”, he said.

In addition, technologies that improve op-
erators’ ability to identify bypassed oil have 
not kept pace with developments in drilling 
technology, but will also prove vital, given 
the need to increase recovery factors at ex-
isting oilfields, said Gould. “We can drill a 
squash court from 10 miles away. But you 
have to find the squash court.”

Iran claims gas output to double by 2012

Schlumberger sees talent war intensifying

By Alex Forbes

IRANIAN gas production will more than 
double between 2007 and 2012, rising 
from 132bn cubic metres (cm) last year to 
180bn cm in four years’ time, National Ira-
nian Gas Company (NIGC) has claimed. 
And this year, output will be substantially 
up from 2007 levels, at 180bn cm.

Much of this rise will come from new 
supply projects in the offshore South Pars 
field, said NIGC. Two projects due to 
come on stream this year, after long de-
lays, are South Pars phases 6-8, which 
is being developed by National Iranian 
Oil Company and has Norway’s Statoil-
Hydro as the foreign partner, and South 
Pars 9-10, which is being developed by 
the Iranian company Petropars. Both will 
supply domestic gas needs.

Natural gas infrastructure will also wit-
ness strong growth as several large trans-

mission pipeline projects start operation 
from this year.

Pipelines expected to come on stream in 
2008, NIGC officials said, include the Iran 
Gas Trunkline 5 (Igat 5), a 504 km line 
running along the southwest Mideast Gulf 
coast that will transport gas from phases 
6-8 of South Pars for re-injection into oil-
fields in Khoozestan province. Also due 
this year is Igat 6, from South Pars to the 
provinces of Bushehr and Khoozestan.

The bringing on stream of these pro-
duction and transmission projects will 
be good news for Iranian gas consumers, 
who, in recent years, have suffered severe 
gas shortages during the coldest part of 
the year. The shortages were particularly 
acute last winter, leading to interruptions 
in gas exports to Turkey.

Pipelines due on stream next year in-
clude Igat 7, from South Pars to the Hor-
muzgan and Kerman provinces. This line 

will also carry gas for export to Pakistan 
and India if the three nations involved are 
able to reach a final agreement.

Due on stream in 2009 is Igat 8, a 1,050 
km line running north from South Pars to-
wards Tehran.

Analysts said that while NIGC’s time-
table for completion of South Pars phases 
6-10 and Igat 5 and 6 looks realistic, they 
doubt whether Igat 7 and 8 will come on 
stream as quickly as planned.

There are even greater doubts about 
Iran’s export plans, given the country’s 
failure to get its LNG industry off the 
drawing board, despite having the world’s 
second-largest gas reserves.

Nonetheless, NIGC remains upbeat, 
projecting that LNG production will start 
in 2011 at the 10m tonnes a year Iran 
LNG project, at the 10m t/y Pars LNG 
project in 2012 and at the 16.2m t/y Per-
sian LNG in 2013.

By NJ Watson

ANGOLA’S production will “soon” pla-
teau at 2m barrels a day (b/d), but the 
country will need another $100bn of in-
vestment to keep it at that level in the me-
dium term, according to Sonangol.

The state-owned oil firm can “guar-
antee” 2m b/d for four to five years, ac-
cording to vice-president Syanga Abilio. 
But with fields ageing, more $100bn will 
need to be invested to keep it at that level 

beyond 2012 or 2013, he said. That will 
involve the drilling of over 100 new ex-
ploration wells and the construction of 
more than 10 floating production, stor-
age and offloading vessels over next five 
to seven years.

An important part of that effort will be 
the resumption of the licensing round for 
new blocks that was supposed to have re-
sulted in bids being submitted in March. 
But the process will not restart until 2009 
at the earliest. 

One reason for the delay is that elec-
tions are being held in early September 
and the authorities decided against hav-
ing a licensing round that would carry 
over from one administration into an-
other, he said. 

Another reason, said Abilio, was that, 
for the first time, several proposals had 
been received from local oil and gas com-
panies and it had been necessary to give 
them more time because of their lack of 
familiarity with licensing procedures.

Angola needs $100bn to keep output steady
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Andrew Gould – “everyone’s trying to hire the same population”

Access to reserves 
critical as gas demand 
surges, says Shell
By Alex Forbes

ACCESS to reserves remains the greatest 
challenge the natural gas industry faces 
in ramping up supply to meet projected 
growth in demand over coming decades, 
Linda Cook, Shell’s executive director for 
gas and power, claimed yesterday.

“We have a world racing ahead with un-
paralleled growth in demand for energy – 
in particular natural gas – and an industry 
challenged to keep pace,” she told dele-
gates at the 19th WPC in Madrid. “We 
need access to gas.”

And she called on the US to open up 
acreage that is presently off-limits to ex-
plorers. “Large prospective areas have 
only restricted access or are off-limits,” 
she said. “This includes essentially all of 
the Atlantic and Pacific coasts, and the 
eastern portion of the Gulf of Mexico.”

She added the little exploration that has 
been carried out in those areas took place 
30 years ago and has not been tested with 
the latest exploration technology.

Cook also said that even when permits 
are granted, operations can be derailed 
by opposition from local communities or 
NGOs. Last year, she said, Shell spent 
“hundreds of millions of dollars to ac-
quire leases, run seismic, and mobilise for 
the very short drilling season” offshore 
Alaska, only to be blocked by a legal ac-
tion filed by an NGO in California.

Local opposition is an obstacle for ex-
plorers in many other parts of the world, 
she added. But she said the industry had 
proved it can operate responsibly in new 
frontiers, “protecting the environment and 
working closely with local communities”.

Linda Cook called 
on the US to open 
up acreage that is 
presently off-limits 
to explorers – “all 
of the Atlantic and 
Pacific coasts, and 
the eastern GOM”
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Dutch minister in town for 
gas talks with Iran, Angola

Gassi Touil LNG: building 
to start “very soon”

By NJ Watson

THE Netherlands plans to line up new gas 
suppliers in an effort to turn the country 
into a gas hub for markets in western Eu-
rope, according to the Dutch energy and 
economic affairs minister, Maria van der 
Hoeven.

Speaking exclusively to WPC News two 
days after giving the green light for con-
struction of the country’s first LNG-im-
port terminal, van der Hoeven said she 
was attending the WPC to have discus-
sions with potential suppliers, including 
Iran and Angola.

“We want to grow into a gas hub to 
provide west European markets and this 
LNG terminal is of utmost importance to 
bring this idea to realisation,” she said. 
“The LNG terminal already has a number 
of customers, so it’s very important to 
organise supply to the Netherlands and 
that’s why I’m very interested in having 
discussions with my colleagues from, for 
instance, Iran and Angola.”

This week, Linda Cook, Shell’s execu-
tive director for gas and power, said buy-
ers in Asia and Europe are quickly “mop-
ping up”, under long-term contracts, vol-
umes that had previously been considered 
flexible. And she warned that countries 
or customers who are unwilling to secure 
supplies under long-term contract run the 
risk that the natural gas won’t be there 
when they need it.

Rotterdam’s Euro0.8bn Gate LNG ter-
minal, a joint project of Nederlandse 
Gasunie and Vopak, will have an ini-
tial annual throughput capacity of 9bn 
cubic metres (cm) when it’s completed 
in 2011 – expandable to 16bn cm. Gate 
has already signed long-term contracts 
with three major European energy com-

panies, Dong Energy, EconGas and Es-
sent, for 9.0bn cm/y.

In another strand of its effort to diver-
sify its gas supplies, van der Hoeven said 
her government remained a firm supporter 
of Russia’s controversial Nord Stream gas 
pipeline, which will eventually pipe 55bn 
cm/y to Germany across the Baltic Sea.

On 20 June, Gasunie closed a deal to 
acquire a 9% stake in the consortium 
building the Nord Stream gas pipeline. 
Following the deal, Gazprom holds 51% 
in Nord Stream, while Wintershall and 
E.ON Ruhrgas hold 20% each.

“The idea with Nord Stream on one 
hand and LNG terminals on the other, and 
Nabucco coming in from the south, is that 
we have a firm supply of gas and are not 
dependent on one country for supply.”

By Alex Forbes

CONSTRUCTION contracts for Algeria’s 
Gassi Touil LNG project will be awarded 
“very soon”, enabling the long-delayed 
project to come on stream as early as 
2011, says the head of Sonatrach.

Mohamed Meziane also confirmed that 

Sonatrach is proceeding with the project 
on its own, having last year rescinded con-
tracts with former Spanish partners Repsol 
YPF and Gas Natural, because of delays 
and cost overruns. He declined to say what 
the project was now expected to cost.

Gassi Touil was originally due to come 
on stream in 2009 and the delay in getting 
construction under way was an important 
factor in Algeria having to shift its gas-ex-
port target of 85bn cubic metres a year by 
2010, to 2012.

Algeria’s other new LNG project – 
the Skikda re-build – also faced delays 
in award of the engineering, procure-
ment and construction contract. This did 
not take place until mid-2007, more than 
three years after an explosion destroyed 
the trains that it will replace. Like Gassi 
Touil, Sonatrach expects the plant to 
come on stream in 2011.

Separately, Meziane said 70 compa-
nies had been pre-selected to participate 
in Algeria’s latest international oil and 
gas licensing bid round, the first to be or-
ganised since the new hydrocarbons law 
came into effect in 2005. The opening of 
the data room is to be announced “within 
weeks” and the round should be com-
pleted before the end of 2008.

Alberta defends 
environmental 
record
By Derek Brower

CANADA will employ the “best and lat-
est technology and engineering available” 
to solve environmental problems arising 
from its development of the oil sands, and 
is to launch an aggressive programme to 
reduce emissions and air pollution.

“There isn’t any development [of the 
oil sands] that has taken place or that will 
take place that is not sustainable,” said 
Alberta energy minister Mel Knight. In 
an interview with WPC News yesterday 
in Madrid, he also attacked “misinforma-
tion” about oil-sands development.

Some US states are considering legisla-
tion to prevent drivers buying gasoline de-
rived from the oil sands, on the grounds 
that they yield more greenhouse-gas 
(GHG) emissions than fuel derived from 
conventional oil because of the energy-in-
tensive nature of oil-sands production.

Knight said 80% of emissions from a bar-
rel of oil from the oil sands are “on the con-
sumer end” and that the issue of “dirty gas” 
showed a basic misunderstanding of the in-
dustry. “The gasoline you put in your car is 
not dirty – it doesn’t matter what the feed-
stock for the refinery was, the end product 
is still the same.” But he added that the Al-
berta government will “address the 20% 
that comes from the production side”.

The oil sands should be producing 3.5m 
b/d by 2015. Reserves amount to 1.7 tril-
lion barrels, making it the second-largest 
source of oil outside Saudi Arabia. But their 
development has been criticised as costly 
both in environmental and financial terms.

Knight said such complaints lack per-
spective. “Globally Canada accounts for 
4% of emissions – and the oil sands less 
that one-tenth of 1%,” he said. Mean-
while, Alberta’s baseload coal genera-
tion produces 48% of the province’s GHG 
emissions – more than double the amount 
produced from the oil sands.

Air-quality monitors around the oil-
sands developments, in central and north-
ern Alberta, rate it as “good or best” and 
better than that found in any North Amer-
ican city, he claimed.

And Alberta and the federal govern-
ment would “in the very short term” make 
a “very aggressive stand” on CO2 emis-
sions from the oil sands, Knight said. 
Carbon, capture and sequestration (CCS) 
would be the “main building block” to 
move forward with some “absolute re-
duction in CO2 emissions”. CCS will 
cut emissions from the oil sands by 15m 
tonnes a year (t/y) by 2015, Knight said. 
Greenpeace estimates emissions from the 
oil sands to be around 40m t/y at present 
and says emissions will double by 2011.

Knight refused to be drawn on how 
the province would develop its CCS pro-
gramme, but pointed to an existing facil-
ity in neighbouring Saskatchewan as evi-
dence of CCS’ potential.

He also rejected claims that the oil 
sands use too much natural gas and wa-
ter for extraction. “Most operators recy-
cle 90% of the water they use,” he said. 
Companies like Suncor, one of the sands’ 
biggest operators, had also reduced gas 
use by 45% in the past decade, he said. 
And he expects new mining and extrac-
tion techniques to make even more effi-
cient use of those resources. 

Maria van der Hoeven
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Chevron is a proud sponsor of the
19th World Petroleum Congress. 

For daily conference updates,
please visit www.chevron.com/wpc 

News in brief
OIL PRICES are set to remain high 
unless there is a “strong effort” worldwide 
to reduce demand, the head of the Institut 
Francais du Petrole (IFP) said yester-
day. “Supply can hardly follow demand 
growth,” the organisation’s head, Olivier 
Appert, told WPC News in Madrid, citing 
resource nationalism as one of the main 
drivers behind oil-price inflation. At the 
same time, he added, demand is not 
responding significantly to high prices 
because of the “buffer effect” of taxation 
and subsidies. According to IFP calcula-
tions, on a worldwide basis, a doubling 
in oil prices results in an increase of only 
20-30% in prices at the pump, causing a 
fall in demand of just 3-4%. In addition, 
the effect of price increases on demand 
is being offset by the demand increases 
related to economic growth, he said. 

POSITIVE Energy at WPC – The ener-
gy industry needs to create more high-
profile, visible female role models as a 
way to attract women into the workforce 
and help plug the growing skills shortage. 
That is the view of Wendy Fenwick, who 
has just been promoted to lead Ernst & 
Young’s oil and gas business in Europe, 
Middle East, India and Africa. “There are 
a lot of women who took breaks from the 
industry, so how do we identify that pool 
of talent and bring it back the workforce, 
while also attracting young women to 
the industry? It’s a very interesting chal-
lenge,” Fenwick told WPC News. Playing 
a crucial role in meeting that challenge, 
she says, are industry network groups 
such as The Petroleum Economist’s 
Positive Energy, which organised a series 
of events at the 19th WPC. “We’ve had 
some very senior and truly inspirational 
women, such as Shell’s Lynda Armstrong 
and Chevron’s Rebecca Roberts, come 
and talk candidly about their career expe-
riences. Hearing from them is very help-
ful to younger women at the start of 
their careers and people like me halfway 
through theirs,” she said.
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Operators venture into deeper Chinese waters
By Ian Lewis

STATE-owned oil companies are 
moving ever-deeper offshore in 
search of new discoveries as China 

tries to limit its considerable depend-
ency on imports. With CNOOC estimat-
ing some $50bn of investment may be 
needed for deep-water ventures by 2020, 
opportunities are opening up for foreign 
companies with the right know-how. But 
it is no secret that, where possible, the 
sector will remain the preserve of national 
oil companies (NOC). 

Onshore, where drilling is more straight-

forward and the bulk of known oil and gas 
reserves lie, it will be Sinopec and Pet-
roChina that will be largely responsible for 
the task of extracting them. But offshore, a 
number of foreign firms are already active 
and are likely to assume a greater role, es-
pecially in deep water, albeit in ventures 
where CNOOC – the NOC responsible for 
offshore exploration and production – will 
be the 51% majority partner.

BP, Shell, Chevron and ConocoPhil-
lips all have interests in shallow-water ar-
eas, while smaller firms have also started 
to extend their reach into the riskier deep-
water fields. Just over half of the 50 off-
shore oilfields CNOOC has in produc-
tion are being jointly developed with part-
ners through production-sharing contracts 
(PSCs) and there has been recent success 
for foreign explorers, including the coun-

try’s first significant deep-water find. 
Husky Energy’s large Liwan gas discov-

ery in the deep water of the Pearl River 
Mouth basin, in the South China Sea, in 
2006, revealed the presence of hydrocar-
bons in the area for the first time. If esti-
mates of 4-6 trillion cubic feet (cf) of re-
serves prove correct, this will be one of the 
largest gasfields in the country. The Cana-
dian firm says it has completed interpreta-
tion of 3-D seismic data from Liwan and is 
awaiting the arrival of the West Hercules 
deep-water drilling rig in mid-2008.

Given Husky’s success, it is no surprise 
that Anadarko has drawn up plans to push 
on with exploration of deep-water Block 
43/11, which lies just south of the Husky 
discovery. With 2-D seismic acquisition 
due for completion, preparations are un-
der way to drill a 4,000 metre exploratory 
test well during the second half of 2008. 
The block covers 9,729 square km in 
depths ranging between 1,500 metres and 
3,000 metres and could prove to be either 
a gas or oil province, Anadarko says.

Anadarko is already pumping an aver-
age of 46,000 barrels a day (b/d) of oil 
from the shallow-water Caofeidian com-
plex, where it is operator with a 29.18% 
stake (CNOOC has 51%, Newfield Ex-
ploration 12% and Singapore Petroleum 
7.82%). The company says it wants fur-
ther assets in both the South China Sea 
and the East China Sea. 

CNOOC has signed 10 deep-water 
PSCs with foreign companies in the South 
China Sea, but it is not rushing to sign 
more. In its annual licensing round in 
April, it offered 17 offshore blocks for 
foreign participation, but these covered 
over 45,000 square km of shallow-water 
areas in the South China Sea and no deep-
water blocks. Last year, CNOOC offered 
22 blocks, including one in deep water.

“The foreign companies are most ex-
cited about the deep-water blocks – they 
are higher risk, but higher potential,” says 
Mark McCafferty, an analyst at Wood 
Mackenzie, a consultancy.

Whatever deep-water opportunities are 
offered in coming months, the superma-
jors may remain reticent. With only the 
Husky discovery made so far and that yet 

to be fully appraised, they will be waiting 
for further discoveries to be made before 
embarking on potentially complex and 
costly deep-water ventures.

It also remains to be seen whether oil 
or gas predominates in the blocks around 
the Husky find. With gas production set to 
play a greater role in Chinese companies’ 
portfolios, as onshore pipeline infrastruc-
ture develops fast and plans to increase 
gas usage solidify, this is not the stum-
bling block it once was.

With or without foreign partners, Chinese 
firms are determined to maximise the po-
tential of domestic reserves and have made 
some significant discoveries. PetroChina’s 
2007 discovery in Bohai Bay, off the east 
coast, was the largest for a decade with es-
timated reserves of up to 2.2bn barrels.

“They have done a good job of main-
taining production and enhancing produc-
tion of older fields, but no-one is expecting 
a massive turnaround,” says McCafferty.

These efforts have enabled China to 

become the world’s fifth-largest oil pro-
ducer, but they are unlikely to stave off a 
medium-term fall-off in output, assuming 
a string of deep-water mega-discoveries 
are not forthcoming.

In first-quarter 2008, China managed a 
2.2% year-on-year increase in crude pro-
duction to 344m barrels, according to 
government figures. PetroChina, which 
produces around 60% of the country’s 
crude, has been struggling to raise pro-
duction from fields in the northwest and 
west of the country that have traditionally 
been among China’s production main-
stays. Sinopec produced around 20% of 
the total, while CNOOC and its PSC part-
ners produced the rest. 

This is a country now firmly in thrall 
to imports. China produced 3.73m b/d of 
crude in 2007, compared with estimated 
consumption of around 7.5m b/d, accord-
ing to US Energy Information Administra-
tion data. Gas production in 2006 was 1.96 
trillion cf, roughly matching consumption. 

Price caps put a squeeze on China’s refiners
By Ian Lewis

THE COUNTRY’S refiners are starting to 
feel the pinch, as government restrictions 
over how much they can charge for prod-
ucts in the domestic market prevent them 
from passing on the rising cost of oil im-
ports to consumers.

In April, Sinopec, Asia’s biggest refiner, 
announced a slump in net profit for first-
quarter 2008 to around $0.9m, from some 
$2.75bn a year earlier. The company said 
the imbalance created by high oil prices 
and price caps on refined products cut prof-
its. PetroChina, other main refiner, also re-
corded a sharp fall in first-quarter profit.

Such problems highlight the difficult 
path the Chinese government must walk 
between ensuring refiners can finance the 
rapid expansion – to keep up with grow-
ing domestic demand for products – and 
pushing up prices to a level that might 
cause popular unrest. 

Last month, the government eased some 
of the pressure by sanctioning a 20% rise in 

fuel prices. That followed an attempt by the  
finance ministry to alleviate some of the 
pressure on the refiners by agreeing to a tax 
refund on some of Sinopec’s and PetroChi-
na’s fuel imports in April. Analysts say the 
government may also change windfall tax 
rules on crude production to ease the finan-
cial burden on the two firms, which are also 
the main players in the upstream. 

The refining sector is struggling to keep 
up with demand, which is growing rap-
idly partly in response to capped prices. In 
the first quarter, consumption of gasoline, 
diesel and kerosene rose by 16.5% year-
on-year to 52.73m tonnes, according to 
the China Petroleum and Chemical Indus-
try Association. And China’s voracious 
appetite for fuel can only expand. 

In the automotive sector, the number of 
cars is set to grow from 31m vehicles in 
2005 to some 125m vehicles by 2020, ac-
cording to International Energy Agency 
data. PetroChina estimates that, by then, 
the country will need to double its re-
fining capacity to feed oil consumption 

equivalent to about 12m barrels a day.
The need for speed in boosting refin-

ing output has ensured downstream oil 
and gas is much more open to foreign in-
volvement than upstream, but, as with 
upstream ventures, foreign partners are 
more likely to gain entry to the market 
if they can offer added value in terms of 
technical expertise – or if they supply oil 
and gas to China. 

“China is opening up, but the doors are 
still heavily guarded. It is not a profita-
ble market to enter in the short term, but 
companies are betting that getting in early 
will reap rewards in the long term,” says 
one analyst.

Shell is the best-established interna-
tional player in the downstream sector, 
with interests in refining, bitumen pro-
duction, jet-fuel distribution, lubricants, 
gas transmission and marketing. But oth-
ers are building up their portfolios. 

Last December, the government ap-
proved a plan for the country’s biggest 
petrochemicals venture so far – a $5bn re-

finery and chemicals complex to be built 
by Sinopec and Kuwait Petroleum Cor-
poration (KPC) in Nanshu, Guangdong 
province, by 2010. KPC’s involvement is 
a factor of China’s fast-growing crude im-
ports from Kuwait. The project is larger 
than the $4.3bn petrochemicals complex 
being built by China National Offshore 
Operating Company and Shell at Hu-
izhou, also in Guangdong.

Downstream partnerships
Both are part of an expanding portfolio of 
downstream partnerships with foreign in-
vestors. In mid-2007, Sinopec, ExxonMo-
bil, and Saudi Aramco set up two ventures 
requiring $5bn of investment, most of it 
foreign, to expand a petrochemicals refin-
ery and operate a chain of 750 fuel stations 
in Fujian province. The refinery, which 
will mainly process sour Arabian crude, 
will have a 0.8m tonnes a year (t/y) ethyl-
ene steam cracker, a 0.8m t/y polyethylene 
facility, a 0.4m t/y polypropylene facility 
and a 0.7m t/y aromatics complex.

Chinese oil production forecast

Source: Wood Mackenzie
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From Alex Forbes

WHEN ExxonMobil and Qatar 
Petroleum decided in July 2002 
to build a two-train liquefied 

natural gas (LNG) project to supply 15.6m 
tonnes a year (t/y) to the UK, a new era 
dawned for what was previously seen as a 
specialist niche in the energy industry.

Each of the 7.8m t/y “mega-trains” 
trains would be 50% larger than any built 
before. By their very size alone, they 
symbolise LNG’s move into the main-
stream of natural gas. 

Over the ensuing three-and-a-half years, 
Qatar and its various international oil com-
pany partners – ExxonMobil, ConocoPhil-
lips, Shell and Total – reached final invest-
ment decision on six mega-trains, a total 
additional production capacity of 46.8m 
t/y, at a cost of tens of billions of dollars.

When all these projects are completed, 
Qatargas will be the world’s largest LNG-
producing company, with capacity of 
41.2m t/y. Its sister company, RasGas, will 
be a close second, with 36.3m t/y. Each 
will be a bigger producer than the next 
biggest LNG-producing country – Indone-
sia (around 21m t/d) – making Qataris, per 
capita, the planet’s richest people.

All four mega-trains, two at Qatargas 
2 and one each at the other two projects, 
have been under construction for some 
time. So have another two mega-trains at 
RasGas. The first of these trains is several 
months behind schedule and as our tour 
begins, you can see why. Time and again 
we are forced to double back and take a 
different route, because a track that was 
clear yesterday is blocked today. “Imag-

ine,” says a project engineer, “what it’s 
like just trying to get a crane from one 
part of the site to the other.” 

Each train is 1 km long, there are four 
of them, and there are 35,000 people 
working on their construction. 

As we wend our way around we pass a 
seemingly endless succession of huge steel 
structures, vast pressure vessels, storage 
tanks, complex interweavings of piping, 
all towered over by innumerable cranes. 
“This,” says the engineer, “is a world-scale 
three-dimensional jigsaw puzzle.”

Earlier, Qatari energy minister, Abdul-
lah bin Hamad Al Attiyah, told Petroleum 
Economist that he was “not concerned” 
about project delays and still considered 
2010 a realistic target for meeting the tar-
get of 77m t/y of production. “If there is a 
delay of a few months, we will cope with 
it. We are putting a lot of pressure on our 
contractors to meet their commitments. We 
are pushing them hard for recovery plan-
ning to tackle this few months’ delay.” 

The most obvious source of the de-
lays is overheating in the energy-project 

construction market, creating shortages 
of labour, skilled people and materials. 
The engineering, procurement and con-
struction contracts for the mega-trains 
were awarded mostly before the overheat-
ing began. But the Qatargas expansion 
project has struggled. By comparison, the 
first RasGas expansion project brought 
trains 3, 4 and 5 on stream within budget 
and ahead of schedule – and well before 
the overheating got under way.

Sibling rivalry
While Qatargas and RasGas co-operate 
efficiently in many ways, sibling rivalry 
between the two groups is strong. There 
has been talk of merging them – to cre-
ate an overarching Qatar LNG – but the 
existing structure is working well. To 
simplify day-to-day management of all 
the various joint ventures, two operat-
ing companies were created, one for the 
Qatargas projects and the other for the  
RasGas group. 

Housing, feeding and transporting the 
35,000 people working on the projects 
isn’t easy, either. And with a workforce-
from 54 countries and speaking more than 
20 languages, just communicating safety 
messages is far from straightforward. 

Co-ordination between the three project 
companies is another issue, because the 
foreign partners are different in each one, 
as are their time-lines. It seems inevitable 
that at times there must be competition 
between them for available resources. 
The official line now is that the first of the 
mega-trains will reach mechanical com-
pletion in June/July and that first LNG 
will be produced “in the third quarter”. 

Pearl GTL – a gem of a project, so long as it works
Interview by Alex Forbes

CONSTRUCTION is ramping up on the 
Qatar Petroleum and Shell-sponsored Pearl 
GTL venture in Qatar, one of the larg-
est energy projects by value in the Middle 
East. Many will be surprised at how much 
money the project will make – if the tech-
nology works. The project’s managing di-
rector, Andy Brown, gives insights into the 
project’s economics and progress. 

Q Since Shell took the final investment 
decision (FID) to proceed with Pearl 

in 2006, there has been much speculation 
on the project’s economics. At the time of 
FID, people calculated from figures Shell 
had published that the required invest-
ment would be $12bn-18bn, compared 
with $4bn-5bn when the project was 
proposed. You said at the beginning of 
2007 that $10bn had been committed in 
contracts that had been awarded. What 
can you say now about costs?

A Our guidance hasn’t changed. We 
will produce around 3bn barrels 

of oil equivalent (boe) of wellhead gas 
over the period of our development and 
production-sharing agreement (DPSA). 
Development costs of the project are 
between $4 and $6 a barrel. That equates 
to between $12bn and $18bn. 

Q What can you say about the econom-
ics? On the one hand, we’ve seen 

very large increases in recent years in the 

costs of energy projects. On the other hand, 
we’ve seen oil prices move upwards. Are 
the economics more or less robust than 
they were when you took FID?

A Insomuch as our cost guidance hasn’t 
changed and insomuch as there’s a 

view that oil prices have firmed upwards 
in the last 18 months, the project is look-
ing attractive. We have development costs 
of $4-6/b and we sell GTL products at 
crude values plus product-price margins, 
plus the GTL premium on top. We will 
produce 140,000 barrels a day (b/d) 
of GTL and 120,000 boe/d of conden-
sate, liquefied petroleum gas and ethane. 
Multiply that by the number of days 
we’ll be producing and the relevant pric-
es, and you can quite quickly calculate 
what kind of payback period this project 
might have. We’re comfortable with the 
economics of the project.

Q How does the DPSA you’ve signed 
with the Qataris work?

A We, the contractor, invest 100% of the 
capital from our balance sheet. We’re 

under some government constraints, but 
essentially we are operating the project 
during the construction and we will operate 
the plant when it starts up. When revenues 
start to come in, a portion is allocated for 
cost recovery, to pay for recovery of capi-
tal costs and continuing operating costs. 
The remainder is profit and that’s shared 
between the Qatar government and Shell.

Q To contain costs, Shell adopted a 
complex contracting strategy: to 

increase competition by dividing up work 
among lots of contractors; and to employ 
a project-management company (PMC) 
to pull everything together. How well is 
that working?

A We split the projects into two parts, 
one being elements under the reim-

bursable part, which are the core GTL 
process and the utilities. By reimbursable, 
I mean we, with the help of the PMC 
(JGC/KBR), directly award the construc-
tion sub-contracts and the main equip-
ment and bulk material orders. That’s a 
little less than half of the scope.

A little more than half of the scope are 
all the lump-sum contracts around the pe-
riphery of that: the feed-gas processing; 
the air-separation units (ASUs); the tanks; 

the liquids processing, which is the re-
finery part; the effluent treatment plant, 
which is the water-management part; and 
various other contracts, such as the build-
ing of the camp for the workers. 

All those lump-sum contracts were let on 
a competitive basis. We were able to look 
at more than one bidder when we made the 
award – which is what we were after. We 
have in the process brought in a lot more 
resources. We have Linde from Germany 
doing the ASUs; we have Chiyoda and Hy-
undai Heavy Industries doing the feed-gas 
processing; we have Toyo and Hyundai 
E&C doing the refinery part; and we have 
Saipem with Veolia Water and Al Jaber do-
ing the water-treatment plant.

Q What is the status of progress on the 
project?

A Like any project it’s all about design, 
procurement and construction. Detailed 

design is well advanced. Procurement is in 
full swing – we’ve starting to receive the 
main equipment. We’ve already received 
our first four GTL reactors and three are 
installed on site. And we’re now starting 
to ramp up construction [around 30,000 
workers are now on site].

Site preparation is essentially com-
plete. The water treatment plant’s run-
ning. We’re finalising the roads and 
putting in things like temporary power 
and temporary water to allow the big 
construction effort to begin. So it’s all 
moving ahead according to plan. 

A postcard from Ras Laffan

Andy Brown: ‘We’re comfortable with 
the economics of the project … and with 
the returns it gives to Qatar’

Qatargas 2 under 
construction at Ras 

Laffan Industrial City
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By Ian Lewis

A UN Food summit in Rome last 
month largely avoided the contro-
versy about the inflationary effect 

some parts of the biofuels industry may 
be having on food prices. But with an 
EU-US spat over US biofuels producers’ 
splash-and-dash tactics still simmering, 
this is a problem that will not go away.

The UN Food and Agriculture Organ-
isation’s (FAO) High Level Conference 
on World Food Security was marked by 
a bad-tempered disagreement between 
Jacques Diouf, the FAO’s director-gen-
eral, and US agriculture secretary Ed 
Schafer over the extent to which demand 
for biofuels, especially in the US, is driv-
ing up food prices.

“Nobody understands how $11bn-12bn 
in subsidies in 2006 and protective tariff 
policies have had the effect of diverting 
100m tonnes of cereals away from human 
consumption, mostly to satisfy a thirst 
for fuel for vehicles,” Diouf told the con-
ference in remarks aimed, in part, at the 
growing US market.

Sustainable development
FAO data circulated at the conference 
suggested increased biofuels production 
accounted for nearly 60% of the global 
rise in the use of coarse grains and wheat 
between 2005 and 2007, and for 56% of 
the increase in use of vegetable oils. Sepa-
rately, the IMF estimates biofuels produc-
tion has been responsible for up to 30% of 
recent global food-price rises. 

But Schafer contested this, saying that 
biofuels production was responsible for 
less than 3% of price increases.

The conference’s final declaration was 
carefully worded to avoid offending ei-
ther side: “It is essential to address the 
challenges and opportunities posed by bi-
ofuels, in view of the world’s food secu-
rity, energy and sustainable development 
needs.” It eschewed any direct warnings 
over possible negative effects, instead re-

ferring to the need for “in-depth studies” to 
ensure biofuels are developed sustainably.

Fudged declarations are unlikely to 
quell debate over this or other aspects of 
the biofuels industry. Next up could be an 
escalation of the EU-US row over alleged 
US dumping on the European market. 

European biodiesel producers filed an 
official complaint to the European Com-
mission on 25 April about federal sub-
sidies to the US biodiesel industry – the 
so-called splash-and-dash regime under 
which US producers can add just a drop 

of mineral diesel fuel to biodiesel for ex-
port to become eligible for tax credits 
worth up to $300 a tonne. These US ex-
ports can then be treated as pure biofu-
els on reaching Europe, making them eli-
gible for further subsidies under EU reg-
ulations. The European Biodiesel Board 
(EBB) argues that, in many cases, US bi-
ofuel can be sold on European markets 
at less than the cost price of locally pro-
duced biodiesel.

The EBB’s US equivalent, the National 
Biodiesel Board, says the European in-

dustry’s troubles are the result of a reli-
ance on expensive feedstock and the fail-
ure of governments in some countries to 
support them adequately. But this defence 
is expected to cut little ice and the Com-
mission is likely to launch an investiga-
tion into the dumping allegation, which 
could result in punitive duties being im-
posed on US biodiesel imports. How-
ever, one source close to the EU side of 
the dispute says the Commission is hope-
ful a resolution will be found without go-
ing down that route. 

The US’ National Biodiesel Board says 
the EU industry’s troubles are the result 
of a reliance on expensive feedstock

Biofuels argument intensifies

PAPERS 
CALL FOR 
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Riyadh sees limits to oil demand growth
By James Gavin

SAUDI Arabia is planning significant 
increases in upstream activity that 
should, it hopes, end accusations 

that it is not doing enough to develop its 
oil resources. Under a revised five-year 
plan, the company will boost drilling 
activity by a third and upstream invest-
ment by 40%, to $14bn. 

Yet while it may be keen to prove its 
commitment to upstream development – 
and to establishing a more balanced oil 
market, characterised by lower prices – 
the government has also expended con-
siderable effort in recent weeks on damp-
ening market expectations about how 
much more oil it will supply.

In April, King Abdullah bin Abdulaziz 
said there would be a moratorium on de-
veloping new discoveries in order to safe-
guard the country’s oil resources for fu-
ture generations. Within days, the coun-
try’s oil minister, Ali al-Naimi, reinforced 
the new, more cautious thrust to Saudi en-
ergy policy. He told Petroleum Argus that 
there was no longer any reason to step up 
the kingdom’s oil production capacity be-
yond the 12.5m barrels a day (b/d) level 
that the Saudis are due to reach in 2009. 
“It behoves us to pause, instead of ex-
pending unnecessary funds on expand-
ing capacity that will probably not be 
needed,” al-Naimi was quoted as saying. 

But there is no contradiction, at least 
in Saudi eyes: to maintain crude produc-
tion at existing fields, the company says 
it needs to drill more wells – as many as 
248 in the 2009-13 period, a substantial 
increase from the 187 that it had previ-
ously thought would be necessary. High 
rig and labour costs – the national oil 
company, Saudi Aramco, says planned 
engineering man-hours on its domestic 
projects in 2009 will exceed 50m, com-
pared with just 17m in 2005 – add to the 
inflationary effect. 

And delays to schemes such as the 
0.5m b/d Khursaniyah oilfield develop-

ment, originally scheduled for 2007, but 
now put back to the second half of 2008, 
following delays in the construction of 
the associated gas processing plant, have 
also raised costs.

The government is proving unusually 
transparent about the cost of its expan-
sion schemes, claiming the addition of 
new capacity now implies an outlay of 
$5,000-8,000 a barrel, compared with about 
$2,000/b on the Ghawar field – the source 
of most of the Saudi crude on the market. 

Aramco is also increasing offshore 
spending – at its main offshore fields, 
Safaniyah, Marjan, Berri and Zuluf – un-
der its five-year plan: the company will 
invest $2.58bn in offshore maintenance, 
a substantial increase from the previous 
budget of $2.25bn. 

While Aramco’s upstream budget should 
ensure it’s able to meet its target of in-
creasing production capacity to 12.5m b/d, 
the kingdom – judging by al-Naimi’s com-
ments – appears reluctant to invest in fur-
ther expansion, given what it sees as an 
uncertain outlook for global oil demand.

“There is concern about the long-term 
outlook for global demand growth given 
the various alternative fuel plans and the 
US’ new vehicle fuel-economy stand-
ards,” says Paul Tossetti, director of oil 
markets at PFC Energy, a consultancy, 
and a former consultant to Aramco. 

Saudi policymakers have, generally, ad-
justed swiftly to changes in the US mar-
ket and recent events suggest that remains 
the case. Since President George Bush an-
nounced plans in April to raise fuel econ-
omy standards for cars and trucks to 
13.4 km a litre (31.6 miles a gallon) by 
2015, Saudi officials have repeatedly said 
that this – and other efforts to minimise 
fuel usage and promote carbon-efficient 
sources of energy – may undermine the 
country’ security of demand by causing a 
general decline in oil consumption. 

Demand misinformation
In his interview with Argus, al-Naimi 
said there will be no reason to increase 
production capacity beyond 12.5m b/d 
until 2020 at least. The kingdom, he 
said, had revised down its projections for 
oil demand in 2030 to 106m b/d, from 
130m b/d. Riyadh also claims that some 
consumer groups have spread misinfor-
mation about global demand. The latest 
International Monetary Fund economic 
forecast, for example, shows a deterio-
rating global economic environment this 
year and next; as a result, the IMF fore-
casts global oil-demand growth in 2008 
will be 1.3m b/d – 460,000 b/d lower 
than previously expected.

Sadad al-Husseini, Aramco’s former ex-
ecutive vice-president of exploration and 
development, tells Petroleum Economist 
that as alternative fuels enter the market 
and as more efficient transportation sys-
tems are developed, consumption growth 
may level out. “You might not need to go 
further than 12.5m b/d,” he says. 

The concern about demand for Saudi oil 
has resulted in an integrated approach to 
oil developments, with Aramco expand-
ing its downstream footprint to ensure that 
sufficient capacity exists to process the 
heavy, sour grades that form the bulk of its 
spare capacity. A shortage of refining ca-
pacity – particularly for heavy, sour crudes 
– is the main cause of tightness in oil mar-
kets and the greatest threat to supply secu-
rity in the future, the company claims. 

Aramco’s new five-year plan is said to 
provide for a significant increase in cap-
ital spending on refining. Aramco is pre-
paring to commit $4.1bn of new financ-
ing to upgrade its Ras Tanura refinery, an 
increase of $1.7bn on the investment it 
had previously envisaged. Planned new 
capacity additions will raise domestic re-
fining capacity from 2.1m b/d to more 
than 3.5m b/d by 2013. 

Investments of this sort will be accom-
panied by some grumbling. The Saudi 
view is that while the kingdom is doing 
its part to relieve tightness in the oil mar-
ket, others are failing to pull their weight. 
“We don’t see global moves to build more 
refineries or add more shipping capacity,” 
says Husseini. “It doesn’t makes sense to 
work on one end of the chain when noth-
ing is happening at the other end.”

Not all share this perception of the king-
dom struggling valiantly to relieve a tight 
global oil market. Even Sheikh Zaki Ya-
mani, the Saudi oil minister during the 
1970s, has criticised Opec for failing to 
supply enough crude to the market to re-
build stocks after the winter. 

This criticism goes to the heart of Saudi 
oil-market strategy. King Abdullah’s re-
cent reference to future generations “de-
serving the benefit of oil revenues” – 
achieved by extending the country’s oil-
production horizon by producing less now 
– suggests that Saudi decision makers will 
continue to subordinate the needs of the 
world’s consumers to the long-term well-
being of their subjects.

Oil output capacity additions  

’000 b/d Expected Expected
Project Start-up addition
AFK (Khursaniyah) 2008 500
Nuayyim 2008 100
Shaybah 2008 250
Khurais 2009 1,200
Manifa 2011 900
Total  2,950

Source: Saudi Aramco

Saudi oil and gas reserves

Source: BP Statistical Review of World Energy
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‘The projection of [oil] demand is 
on the decrease. The projection of 
alternative fuels is on the rise’ 
There will be no reason to increase 
production capacity beyond 12.5m 
b/d until 2020 at least
Ali al-Naimi, Saudi oil minister

High rig and labour costs are adding to 
the inflationary effect

Photo courtesy Saudi Aramco
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Repsol YPF: turning the corner
Its first-quarter results sug-
gest the business outlook for 
Repsol YPF is improving 

By NJ Watson

WHEN Repsol YPF revealed 
in February that 2007 prof-
its were down by 16% on the 

year, despite record oil prices, but then 
described how business was about to 
improve, the collective groan from the 
analyst community was almost audible: 
Repsol YPF has made upbeat strategy 
presentations before – and all too often 
failed to deliver. 

But on 13 May, the Spanish energy 
group announced a confusing, yet surpris-
ingly healthy, set of first-quarter figures – 
confusing because the firm provided sev-
eral pro forma profit figures to reflect 
changes in its business and healthy be-
cause the figure that most analysts iden-
tified as the important one showed net 
profit of €0.811bn ($1.25bn). While vir-
tually flat from the year-earlier period, it 
was above the consensus forecast. 

The headline figure the company gave 
was even better, showing a rise in net 
profit of 36.5% from the year-earlier 
period, to €1.2bn. That figure included 
€236m in non-recurring items, particu-
larly accounting and tax gains linked to 
the sale of a 15% stake in its Argentine 
subsidiary, YPF, and a €165m revaluation 
of its inventory.

So what has changed in Repsol YPF’s 
business and will the improvement 
continue? 

One of the most important changes 
is a decision to reduce its exposure to 
Latin America, the source of many of 
its problems; operations in the continent 
have been adversely affected by produc-
tion declines at ageing fields, contract 
changes by governments seeking higher 
rents for the state and the heightened reg-
ulatory uncertainty that characterises re-
source nationalism. The company now 
wants 55% of its assets to be located in 
OECD countries by 2012, 31% in Latin 
America, and 14% in Trinidad & Tobago 

and elsewhere. That compares with 54%, 
38% and 8%, respectively, in 2007.

The company has made particular head-
way in reducing its exposure to Argen-
tina, where it bought former state-owned 
oil company YPF in 1999. During the 
first quarter, Repsol YPF completed the 
divestment of a 14.9% stake in YPF, rais-
ing $2.2bn for the company to invest in 
acreage outside the region. 

On 15 May, chief executive Antonio 
Brufau said the firm would press on with 
its plan to float another 20% of the sub-
sidiary on the Buenos Aires stock ex-
change in the second half of the year. 
That might raise another $3bn. “The 
company has turned a corner in its efforts 
to diversify away from troublesome Ar-
gentina,” says David Stedman, an analyst 
at Daiwa Institute of Research. 

Excluding Argentina from its upstream 
division, Repsol YPF’s overall produc-
tion was about 4% lower in underlying 
terms in the first quarter, which is an im-
provement from the 8% overall decline 
recorded over the whole of 2007. How-
ever, it still compares unfavourably with 
the performance of other oil majors. 

To address this problem, at its Febru-
ary strategy presentation for 2008-12, Br-
ufau outlined plans to invest €32.8bn – 
€11.7bn more than the budget set in its 
previous strategic plan, from 2005. The 
Spanish firm will focus on 10 projects that 
will be responsible for 75% of the group’s 
projected growth over the next few years. 
These include five large upstream projects: 
Brazil’s Carioca oilfield; the Shenzi and 
Genghis Khan fields in the Gulf of Mex-
ico; the Libya I/R field; Algeria’s Reg-
gane gasfield; and Block 39 in Peru. The 
list also includes three large downstream 
projects in the Iberian Peninsula. 

With 70% of investment to be fo-
cused on three core exploration areas 

– North Africa, northern Latin Amer-
ica and deep-water areas in the Gulf of 
Mexico and Brazil – Repsol YPF aims 
to add 400m barrels of oil equivalent 
(boe) by 2012 at the same time as reduc-
ing the “geological risk profile of its ex-
ploration portfolio”.

The Carioca oilfield, in which Repsol 
YPF holds 25%, is a notable recent suc-
cess. In April, Haroldo Lima, head of 
ANP, Brazil’s upstream regulator, blurted 
out that the field’s reserves might amount 
to 33bn boe, which would make Carioca 
the world’s third-largest field. Operator 
Petrobras, which holds 45% (the UK’s BG 
Group holds the remaining 30%), swiftly 
qualified that statement by saying it would 
take until July at least to drill deep enough 
to make an accurate estimate. But even 
if just 10% of Lima’s reserves figure is 
proved, then Repsol YPF would be add-
ing 0.825bn boe. That would increase the 
company’s reserves by a third.

“With this find, Repsol YPF solves 
a large part of its reserves-replacement 
problem for the next few years and could 
increase the life of its reserves to nine 
years and approach the level of other in-
tegrated oil companies, which have a life 
of 10-12 years,” says Alvaro Navarro, an 
analyst at the Spanish investment bank 
Ahorro Corporacion Financiera.

Repsol YPF’s first-quarter figures also 
show an improving trend in the refining 
and marketing segment. Operating profit 
from the refining division was up by 2% 
as a strong performance in petrochemi-
cals offset a contraction in the company’s 
Spanish refining margins, which fell by 
19% compared with first-quarter 2007. 

Set for a strong Q2
Higher prices for products sold in Argen-
tina since August were the main reason 
behind the strong performance of YPF in 
the period and prices there are set to con-
tinue rising. In addition, with the group 
expected to benefit from higher prices 
downstream in Brazil from June, Repsol 
YPF looks set for a strong second quar-
ter. Says Stedman: “The long period of 
dull operational and financial perform-
ance may finally be coming to an end.”

Repsol YPF at a glance
Reserves: 1.117bn boe
Reserves replacement rate: 32.5% 
Production: 390,000 b/d
Refining throughput: 333,000 b/d
Net income: €3.188bn
Net sales: €55.923bn
Market capitalisation: €33.31bn
Return on average capital employed: 13.2%
Chief executive: Antonio Brufau
Headquarters: Madrid
Number of employees: 36,562

Figures for 2007, unless otherwise stated

Source: Repsol YPF; Petroleum Economist

To address declining 
production, Repsol YPF 
plans to invest €32.8bn

The firm has made particular 
headway in reducing its exposure 
to Argentina, divesting a 14.9% 
stake in YPF, the former NOC

Photo courtesy Repsol YPF
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Saudi Aramco’s 75th anniversary is a great milestone,
but at our Research & Development Center, we’re
focused on the future … a better future.
How can petroleum fuels burn cleaner and more efficiently? What are the best ways
to combat corrosion? Could nanotechnology be used in coating pipes? These are
the kind of questions we’re faced with as the world’s leading supplier of crude oil.
We employ the world’s top scientists and engineers to help us find the answers.

Saudi Aramco … looking ahead to the next 75 years
www.saudiaramco.com

www.saudiaramco75.com
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Petrobras on top in Latin America
By Robert Cauclanis

PDV HAS the largest proved oil 
reserves outside the Middle East 
and achieved sales of $96bn last 

year. But the Venezuelan national oil 
company (NOC) is in trouble: production 
is falling and, with a substantial margin 
of its profits being used to fund social 
projects, oil investment is insufficient.

PdV’s decline coincides with an impres-
sive rise in the fortunes of Brazil’s NOC, 
Petrobras. When Venezuelan President 
Hugo Chávez was elected in 1998, PdV 
dwarfed Petrobras, producing 3.5m bar-
rels a day (b/d) of oil, compared with the 
Brazilian company’s 1.1m b/d. But Petro-
bras, which has recently boosted oil ex-
ports to the US, says its expects to be big-
ger than PdV within a few years. In sales, 
profit and upstream spending, Petrobras 
has already overtaken PdV. In crude out-
put and reserves growth, the Brazilian 
company is gaining on its rival.

Since 1998, Venezuela’s production has 
fallen; PdV claims that it is producing 
around 3.3m b/d, but other organisations, 
such as the International Energy Agency, 
estimate output at 2.3m-2.4m b/d. In the 
last 10 years, Petrobras has raised its out-
put in Brazil by around 70% to nearly 
1.9m b/d. Petrobras plans to reach 2.1m 
b/d of oil production by December. With 
around 340,000 b/d of (non-Petrobras) 
ethanol production, Brazil may already 
outdo Venezuela this year in production 
of petroleum and equivalent liquid fuels.

Local fuel subsidies are one reason why 
PdV is much less profitable than Petro-
bras: retail gasoline costs around $0.05 a 
litre in Venezuela, while consumers pay 
$1.50/l for gasoline in Brazil. 

Petrobras is already ahead of PdV in 
sales, with $112bn last year, compared with 
$96bn for PdV. Petrobras achieved a profit 
of $13.1bn in 2007. Depending on whom 
you ask, PdV’s net income amounted either 
to $3.5bn, according to the Central Bank, or 
$6.3bn, according to PdV.

PdV aspires to pump 6.2m b/d in Ven-
ezuela by 2020, but spending is insuffi-
cient to reach this total. Last year, PdV’s 
corporate spending was $11bn, or mark-
edly less than the $14bn it gave to social 
projects – PdV now runs subsidised gro-
cery stores and cafeterias.

Petrobras, whose $20bn in spending last 
year was mostly used on Brazilian oil and 
gas development, sees its domestic output 
rising to 3m b/d by 2016. That forecast 
does not include oil from Brazil’s new 
sub-salt oilfields, such as the 5bn-8bn 
barrel Tupi discovery, which Petrobras 
says may produce an additional 0.5m-1m 
b/d by the end of next decade. 

Until recently, PdV’s vast reserves 
made Petrobras look like a poor cousin. 
Now the Brazilian firm is quantifying sig-
nificant new reserves discovered under a 
layer of subsea salt, prompting chief ex-
ecutive Jose Gabrielli to predict Brazil, 
which held 12bn barrels of oil equivalent 
in proved reserves last year, could soon 
be “somewhere between Nigeria and Ven-
ezuela” – which hold proved reserves of 
36bn and 80bn respectively.

Not to be outdone, Chávez has predicted 
Venezuela will be able to book more than 
230bn barrels of new proved reserves in 
the Orinoco region. But those reserves 
are bituminous, extra-heavy crude. The 
tar-like sludge must pass through multi-
billion dollar upgrading facilities to con-
vert it into synthetic crude that can then 
be processed by normal refineries.

Petrobras is also challenging Venezue-
la’s pre-eminent position as oil supplier to 
the US, making investments in US refin-
eries – as PdV did long ago through Citgo, 
its US subsidiary – to handle its increasing 
exports of heavy crude, which exceeded 
0.5m b/d last year. But it is in South 
America that the rivalry between PdV and 
Petrobras has been most evident. 

When Bolivia nationalised its gas in-
dustry in 2006 (with guidance provided 
by some of Chávez’ energy-policy ad-
visers), Petrobras, the largest foreign in-

vestor in Bolivia, was the biggest loser. 
It agreed to pay sharply higher taxes and 
royalties, while ceding control of gas at 
the wellhead to the state. But when Petro-
bras froze investments in Bolivia because 
of the nationalisation, PdV said it would 
fill gaps left by the Brazilians.

Ecuador’s government (a close ally of 
Chávez) is considering ejecting Petro-
bras from the country, potentially forcing 
it out of two Amazon-region oil blocks 
(Blocks 18 and 31). It says Petrobras may 
have “illegally” transferred part of its Ec-
uadorian concessions to Japan’s Teikoku 
Oil without first seeking government ap-
proval. Petrobras denies those charges: it 
accepts it invited Teikoku into its conces-
sions as a partner, but says it complied 
with government regulations. 

PdV, meanwhile, has been angling to 
enter Ecuador to develop around 1bn bar-
rels of oil in the Amazon-region’s Ish-
pingo-Tambochocha-Tiputini block – an 
area Petrobras had hoped to exploit.

Thanks to the size of its reserves, Ven-
ezuela continues to draw interest from 
foreign investors, despite several legal 
changes in the country’s oil regulations 
since the late 1990s and sharp increases 
in royalties and taxes (including a new 
tax on windfall oil profits, passed in April, 
designed to contribute an additional $9bn 
a year to state finances). Petrobras pro-
duces around 14,000 b/d in Venezuela, 
but has seen its share of field output – and 
profit – fall because of changes in operat-
ing terms. It has shown little interest re-
cently in new oil ventures in the country.

Another attraction of Venezuela’s up-
stream is low production costs. Oil min-
ister Rafael Ramírez has claimed pro-
duction and upgrading costs at future de-
velopments in the Orinoco heavy-oil belt 
may be as low as $5.50 a barrel. Venezuela 
already has capacity to pump 0.625m b/d 
from the Orinoco region. By contrast, 
costs at Brazil’s new sub-salt fields will 
be very high: Petrobras’ first sub-salt well 
at the Tupi field cost $240m.

Venezuela and PdV vs Brazil 
and Petrobras, in numbers

 Brazil Venezuela
Liquids (Petrobras) (PdV)
Proved reserves (bn boe) 12.2 80
Oil output*, 1998 (million b/d)  1.1 3.5
Oil output*, 2008 (million b/d) 2.0 2.3-2.4
Refining capacity (million b/d) 1.9 1.3
Ethanol output (’000 b/d) 342 –
Consumption# (million b/d) 2.2 0.6
Retail gasoline price ($/litre) 1.50 0.05
Company  
Sales, 2007 ($bn) 112 96
Net profit ‡, 2007 ($bn) 13.1 3.5 (6.3)
Capex, 2007 ($bn) 20.1 11.0

*Based on third-party estimates (PdV claims 
3.3m b/d). #Includes ethanol. ‡ First figure 
released by Central Bank, figure two by PdV

Source: BP Statistical Review of World 
Energy; PdV; Petrobras; analysts’ reports; 
Opec; IEA; Agencia Nacional do Petroleo; 
company sources

Presidents Chávez (left) and Lula vist 
the site of the planned Abreu e Lima 
joint venture refinery

Photo courtesy Petrobras

Peru considers more LNG as bid round launches
By Tom Nicholls

STUDIES are under way for new lique-
fied natural gas (LNG) export terminals 
in the country, according to Daniel Saba, 
chairman of upstream regulator Perupetro. 
Various Asian companies, including Ja-
pan’s Marubeni, are exploring the possi-
bilities of investing in new gas-liquefac-
tion projects as well as in other parts of 
the gas chain, Saba told Petroleum Econ-
omist in a recent interview. Brazil’s Petro-
bras has also shown interest, he said.

The development of further liquefaction 
capacity will depend on new discoveries, 
but Perupetro is confident the resources 
will be available: it estimates the coun-
try’s gas reserves potential at 50 trillion 
cubic feet (cf), although around 20 trillion 
cf are still to be proved.

But upstream activity continues to ac-
celerate: Perupetro is offering 17 blocks, 
covering an area of 110,000 square km, in 
a bidding round launched last month. The 
acreage comprises six offshore blocks, six 
in the Marañón basin, three in the Titicaca 
basin, one in the Huallaga basin and one 
in the Madre de Dios basin. 

Companies must submit a letter of in-
tent and qualification documents by 11 
August and, Saba said, licence awards 
will be made in October. At present, 84 ar-
eas are licensed for upstream work, com-
prising 65 exploration contracts and 19 
exploitation contracts. Saba said there is 
a high level of interest in the licences: in-
terested parties include national oil com-
panies from China, South Korea and Vi-
etnam. If all of the 17 blocks are awarded, 
said Saba, virtually all of the country’s 
acreage will be under licence.

Recent finds are encouraging. Earlier 
this year, Repsol YPF made a gas discov-
ery in block 57. The field may hold up to 
2 trillion cf. Meanwhile, progress contin-
ues with the development of the 16 trillion 
cf Camisea fields: Peru LNG’s export ter-
minal should start to receive 0.62bn cf/d 
of gas from 2010. The country’s modest 
internal needs will also be catered for by 
Camisea gas: consumption, mainly by in-
dustry and the power-generation sector, 
amounts to just 4 trillion cf every 20 years, 
leaving considerable scope for exports. 

Saba is also optimistic that Peru will be 
able to boost oil production and reserves 

– around 2bn barrels at present. Peru is 
surrounded by prolific hydrocarbons pro-
ducers – Venezuela, Colombia, Brazil and 
Bolivia – he pointed out, but added that 
because of years of unattractive contract 
terms the country has failed to realise its 

potential. “We are sure there is a lot of oil 
and gas in the jungle and offshore,” said 
Saba – identifying the deep-water Telera 
region as particularly prospective. “Peru 
will be producing at least 0.5m barrels a 
day (b/d) within 10 years,” he claimed.

The country’s upstream performance 
is certainly improving. At present, Peru 

is a net oil importer: it produces around 
120,000 b/d of oil and condensates, and 
consumes around 150,000 b/d. But by 
2011, said Saba, production should have 
reached 300,000 b/d, making the country 
a net exporter, by a comfortable margin.

Most of the increase will come from two 
prospects. Perenco’s 100%-owned block 
67, in the Marañón basin, will produce up 
to 100,000 b/d, with production scheduled 
to start in January 2011. The block con-
tains the Paiche, Dorado and Piraña fields, 
which together hold estimated proved and 
probable reserves of over 300m barrels, 
according to Perenco, which will drill over 
100 wells from 10 platforms, construct 
three processing facilities and local pipe-
lines for delivery of crude oil into the ex-
port-pipeline system. Production will flow 
to the export terminal at Bayovar, on the 
pacific coast, 1,000 km from the block.

The other large prospect is nearby block 
39, operated by Repsol YPF. Saba said 
the field should contribute around 50,000 
b/d to the country’s output. Repsol YPF, 
which ranks the project as one of its 10 
most important growth prospects, expects 
production to start up in late 2011.

Daniel Saba, chairman, Perupetro
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The subsidisers’ dilemma
Fuel subsidies are distort-
ing the oil market. With oil 
prices so high, something 
has to give 
By Derek Brower

EVEN AT $135 a barrel, consumers 
are still buying oil. So either the 
price is not sufficiently expensive 

to deter consumption to a significant 
degree, or the market is not working as it 
should. That is where fuel subsidies come 
in – and they make for severe distortions. 

Drivers in Turkey, home of the world’s 
most expensive fuel following liberalisa-
tion and a rise in taxes, now pay almost 
$2.70 a litre for their gasoline. In Ven-
ezuela, it costs about $0.05/l. Or com-
pare prices in the world’s biggest gasoline 
market, the US, with its fastest-growing 
market, China: more than $1.00/l com-
pared with about $0.64/l. In Saudi Arabia, 
gasoline costs $0.12/l, yet in Norway, an-
other exporter, prices are the world’s sec-
ond most-expensive (over $2.50/l).

Over half the world’s population buys 
subsidised gasoline, says Morgan Stanley, 
an investment bank. And the proportion of 
subsidised gasoline of total consumption 
has risen significantly as oil prices have 
doubled. When oil was at $60/b at the end 
of 2006, only 10% of gasoline was subsi-
dised. But with oil costing around $135/b, 
the figure has risen to 22%, say analysts 
Stephen Jen and Luca Bindelli. 

Some of that has been caused by changes 
to taxation across developing and de-
veloped nations. Three-quarters of the 
world’s gasoline is taxed, says Morgan 
Stanley, yet “net taxes” have declined as 
oil has risen. The bank considers falling 
taxation to be a form of subsidy, because it 
removes “implied taxes” from the price.

Bending the laws
In economic terms, these subsidies help 
to explain why the laws of supply and de-
mand keep bending, with sustained high 
oil prices not yet bringing demand de-
struction. And in financial terms, the sub-
sidies also distort wider economic signals, 
say Jen and Bindelli, by “artificially” rais-
ing inflation in rich economies and sup-
pressing inflation in poorer ones, where 
“inflation would have been even higher in 
the absence of subsidies”.

The subsidies are helping to keep de-
mand growth alive. BP estimates oil con-
sumption in the OECD countries fell by 
0.9%, or nearly 400,000 barrels a day 
(b/d), in 2007, to just under 49m b/d. Yet 
Asia-Pacific demand grew in line with 
historical rates, at 2.3%, helping to keep 
world demand growth at 1.1% (1m b/d).

In so far as this situation has made de-
mand from countries such as China seem 
relentless in the face of record oil prices, 
subsidies bug many in the richer world. 
At a June conference in Russia, a panel 
of chief executives from the Western ma-
jors agreed that subsidies were distort-
ing the market and called for them to be 
scrapped. Ministers attending a later G8 
meeting in Japan echoed the sentiment.

The IEA agrees. Executive director No-
buo Tanaka said last month that the agency 
recommends these countries “should move 
towards market forces to control the level 

of demand”. He claimed rising oil prices 
could double to $100bn this year the 
amount India, China and several Middle 
East countries pay in subsidies. He also 
said tax cuts by developed nations – such 
as those being demanded in France and the 
UK by restless transport unions – would 
send the wrong signal to the oil market.

The response of the subsidisers to this 
pressure – and to the oil price – has been 
mixed. Some are resisting. In Chile, the 
government has widened subsidies to in-
clude other fuels and will spend $1bn to 
help lower by $0.10/l the price of gasoline. 
South Korea, meanwhile, is promising a 
$10bn package to ease the fuel burden of 
many of its lowest-income citizens. 

Making cuts
Taiwan, meanwhile, abolished subsidies in 
June, raising gasoline prices by 13%, and 
Indonesia cut its subsidy by 30%, hoping 
to reduce a subsidy bill for the govern-
ment that has risen to 3% of GDP. India’s 
subsidy bill is ballooning to a similar level 
and could cost the state $57.8bn in 2008 – 
government has agreed to let gasoline and 
diesel prices rise by about 10%. 

Meanwhile, Sri Lanka’s government 
says it will let prices rise by 41%. And 
Malaysia has revamped its subsidies, 
some of the world’s most generous, which 
cost the government M$8.8bn ($2.7bn) 
last year (as well as M$7bn in lost tax). 
The price of gasoline has since risen by 
15%, but could go much higher. 

PetroChina’s downstream losses be-
tween 2005 and 2007 amounted to $8.8bn 
and Sinopec’s to $5bn, prompting the gov-
ernment to pay about half of their losses in 
compensation. Researchers Sushant Gupta 
and Lindsay Sword, of Wood Mackenzie, 
a consultancy, say most of the refiners in 
Asia-Pacific that lost money in 2006 were 
Chinese. Yet if price controls had not been 

in place, Wood Mackenzie says, 41 plants 
in the country would have increased their 
cash flow by a combined $10.2bn. 

This month, China allowed fuel prices 
to rise by about 20%. Diesel and gaso-
line demand have been growing by almost 
10% a year since 2001 and, worried about 
the social effect of rising inflation (run-
ning at an 11-year high), the government 
had long resisted such a move.

Whether there will be further price rises 
remains unclear. Although oil might be 
expensive, it is still affordable for Beijing. 
China’s trade balance continues to widen, 
reaching $13.4bn in March, according to 
the government. And foreign exchange 
reserves have followed, rising to almost 
$1.7 trillion, says the People’s Bank of 
China. That gives the country plenty of 
dollars to keep spending on oil and lots of 
yuan to spend on subsidies.

But despite the price rise, life is likely 
to remain difficult for the country’s refin-
ers, which have been losing money.

Given that China imports 45% of its 
crude, price caps make the downstream 
sector very unattractive, despite the po-
tential consumer base, one reason why 
the majors are no longer queuing to build 
refineries in the country. But that is part 
of a wider problem, because to keep pace 
with rising demand, China must increase 
its 7.2m b/d of refining capacity. Planned 
new capacity to 2013 amounts to 3.4m 
b/d. Yet with pressure on margins, not 
all of this is likely to come on line, says 
Wood Mackenzie. It forecasts an addition 
of less than 2m b/d to the total by 2013. 

Gupta and Sword say new capacity 
planned by state-owned companies would 
risk operating under negative refining 
margins. “Any delays or cancellations to 
these projects will negatively affect the 
supply/demand balances in the country.” 
That leaves China in something of a bind: 

allow domestic prices to rise and reward 
the refiners, and risk inflation and a slow-
down in economic growth; or keep price 
caps in place and discourage development 
of refining capacity. For now, the latter 
seems the preferred course.

If that distorts the true price of oil, crit-
ics of open markets may not worry too 
much. How could the West persuade Chi-
nese consumers to accept higher energy 
prices in the name of rebalancing the mar-
ket for consumers elsewhere? The IMF 
says prices in liberalised economies are 
now 25% higher than elsewhere – making 
the free market a difficult sell.  

That, in any case, is one defence of sub-
sidies in poorer countries that has long 
persisted, supported by the argument that 
because the West made it rich on cheap 
energy, China has the right to also. 

Western politicians are rightfully wary 
of such criticisms. After the G8 meeting 
in Tokyo, the statement issued by US en-
ergy secretary Samuel Bodman and other 
energy ministers called for a “phased and 
gradual withdrawal” of fuel subsidies.

The IMF also makes this argument and 
says that, in reality, fuel subsidies in poor 
countries end up helping the better off – 
the ones who drive gas-guzzling cars and 
enjoy heated or air-conditioned apart-
ments – more than the poor. 

“Fuel subsidies affect households in two 
ways,” says Robert Gillingham, of the 
IMF’s Fiscal Affairs Department. “They 
have a direct effect on the prices of the oil 
products households consume. And they 
have an indirect effect on the prices of 
other goods and services that use oil prod-
ucts as inputs consumed by households.”

The Rich get richer
In a survey of five poor countries (Bolivia, 
Ghana, Jordan, Mali and Sri Lanka), the 
IMF concluded that richer households re-
ceived a disproportionate share of the price-
cap benefits, with the bottom 40% receiv-
ing just 15-25% of subsidies. “For every 
unit of resources transferred to the poorest 
households, three to five or more units are 
transferred to better-off households.”

The IMF says a better option is to re-
move subsidies and put well-targeted so-
cial-assistance measures in their place. 
“Budgetary savings from reduced fuel 
subsidies should be directed to higher pri-
orities, such as increasing access to, or 
improving the quality of education and 
health-care services, improving physical 
infrastructure, or reducing taxes.”

That might be a more efficient way of 
helping the poor, but the IMF says it would 
also help keep oil-importing nations sol-
vent. “Countries should pass on increases 
in world oil prices, both to preserve eco-
nomic efficiency and avoid excessive fis-
cal costs,” it says. That might be politically 
unpopular, but the issue is “critical, be-
cause importers are facing greater financ-
ing requirements as a result of the negative 
terms-of-trade shock they are suffering”. 

Persuading poor people in developing 
countries that rising fuel prices would be 
good for them and their country could be 
difficult. But with oil prices on an appar-
ently relentless upwards trajectory, sub-
sidising governments have some hard 
thinking to do. When it comes, demand 
destruction may be a question of who 
goes bust first: rich consumers in the West 
or governments in the developing world. 

World gasoline prices, 2008

Source: Wikipedia, Morgan Stanley Research
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Time for an image make-over
By Leor Rotchild

ATTRACTING the best and bright-
est young talent to the petroleum 
industry will require an image 

make-over, but young people are too savvy 
and mistrustful to fall for an empty public-
relations exercise. This make-over will 
have to be grounded in substance, consist-
ent with their desire for a better world. 

Over the past century of oil and gas 
development, the petroleum industry has 
overcome many challenges ranging from 
financial to technological. But now, a 
new and different problem is emerging, 
at a time when demand for oil is rap-
idly rising.

The problem lies with the most vital 
and common element required in the pro-
duction of oil and gas: people. Over the 
past few decades, there has been a dwin-
dling number of young employees join-
ing the industry. The average oil and gas 
employee is 50 years old and while this 
translates to an experienced workforce, 
when these people retire, there are not 
enough skilled people to take over. 

The skills gap, which is estimated to in-
clude a 38% shortage of engineers and 
geoscientists in the next two years, could 
cause more safety and environmental in-
cidents, project delays, supply shortages 
and result in even higher prices. 

There are three main reasons for the low 
number of youth entering the oil and gas 
business. One is simple demographics: 
the number of young people reaching em-
ployment age is smaller than the number 
of employees retiring. As a result, compa-
nies around the world have already begun 
competing to hire them.

The second is that oil and gas is viewed 
as a sunset industry. This is reinforced by 
projections of peak oil and the widespread 
industry lay-offs that took place during 
the 1980s and 1990s. In the US, half a 
million people were laid off during those 
two decades, resulting in an 85% drop in 
petroleum-related undergraduate enrol-
ment between 1982 and 2003. 

The third reason is that the petroleum 
industry has developed a negative rep-
utation by being connected, in some in-
stances, with human-rights abuses, cor-

ruption scandals, explosions and oil spills. 
Climate change is rapidly becoming one 
of the defining challenges of this gener-
ation and much of the public’s fear and 
frustration around this issue is directed at 
the oil and gas sector. As a result, many 
young people are choosing careers in in-
dustries with less tarnished reputations.

How to do it 
How can the petroleum industry improve 
its reputation and make oil and gas careers 
more attractive? Could technology help?

New technologies are being employed 
in the petroleum industry all the time. 
There are directional-drilling technolo-
gies that drill vertically, horizontally and 
even in corkscrews to hit targets. There 
have been significant advances in deep 
sub-surface imaging for greater accuracy, 
through numerous different rock types. 

Yet many today consider a wind turbine 
the common symbol of progress. Youth see 
wind and other renewable energy sources 
as exciting examples of innovation. Plus, 
investing in renewable energy provides op-
portunities to improve the image of the in-
dustry and creates a more innovative work-

ing environment. But developing alterna-
tive or renewable energy requires exten-
sive research and financial resources.

Research and development (R&D) is 
an important function in any industry, but 
over the past few decades, R&D spend-
ing in the petroleum industry has fallen 
and is considered low compared with 
other industries. 

In addition, oil and gas companies di-
rect most of their R&D efforts towards in-
creasing the effectiveness of existing proc-
esses. Very little time and money is spent 
on developing new ideas. With so many 
broad global energy challenges, there has 
never been a more urgent need for the in-
dustry to take risks, collaborate and trans-
form – both physically and psychologi-
cally – from just an oil and gas business 
to an innovative energy industry. 

There is a strong desire within this new 
generation of employees to ensure their 
personal values are aligned with their em-
ployer’s values and it is important for 
companies to recognise this and take steps 
to meet this new demand. 

When it comes to managing human as-
sets, the petroleum industry could stand 

to learn a thing or two from the big ac-
counting firms. PricewaterhouseCoop-
ers, Deloitte, KPMG, and Ernst & Young 
attract 20,000-25,000 university grad-
uates each year. Mobility across geo-
graphical locations is an important com-
ponent of their recruitment and retention 
strategies. Many new entrants receive 
training before they even graduate and 
visit an overseas location within their 
first year of employment. 

Schlumberger also provides an inter-
esting case study. The services company 
has become known for providing an inno-
vative working environment and world-
class training. All engineers headed for 
the field participate in a three-year edu-
cation programme, combining classroom 
and project work. Schlumberger has also 
built a global network of university alli-
ances through scholarships and support 
for women in engineering, which serve as 
the company’s recruiting pool. 

Both examples highlight the need for 
successful recruitment programmes to ap-
peal to youth values of diversity and con-
tinuous learning, as well as the importance 
of engaging with the education system. 

War for talent
Today’s war for talent cannot be won by 
simply increasing compensation. What is 
required is a change to the image of the in-
dustry, but this can only truly be done by 
changing the way we do business. Envi-
ronmental responsibility, meaningful com-
munity investments and innovative, for-
ward-thinking energy development must 
become touchstones of the industry. 

The petroleum industry should not shy 
away from engaging youth on controver-
sial topics. Young people should be in-
vited to work within the petroleum indus-
try, wild conceptual ideas to solve broad 
energy-related challenges should be en-
couraged and industry-wide collabora-
tion to implement sustainable solutions 
should be the norm.

Leor Rotchild is secretary of the World 
Petroleum Council Youth Committee 
and a senior analyst for social responsi-
bility at Nexen.

Photo courtesy ConocoPhillips

The perception that oil and gas 
is a sunset industry is wrong, but 
this image can only be altered by 
changing the way we do business 
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Atlantis: problems into opportunities
Successful development 
of the deep-water Atlantis 
field has required continu-
al innovation
By Anne Feltus

BP COMMISSIONED and began 
exporting oil and gas from the 
production platform on its Atlantis 

field in the deep-water Gulf of Mexico 
(GOM) in December. One of the most 
technically demanding projects the com-
pany has ever undertaken in the region, 
Atlantis has resulted in several record-
breaking accomplishments and indus-
try firsts. And, until BP’s 1.5bn barrel 
Thunder Horse field comes on stream at 
the end of this year, it will be the GOM’s 
biggest hydrocarbons producer.

BP discovered Atlantis a decade ago, in 
the southern Green Canyon area, about 
125 miles off the Louisiana coast. At the 
time, the field was believed to hold about 
300m barrels of oil equivalent (boe). Af-
ter additional appraisal drilling, four years 
later, BP and minority partner BHP Bil-
liton had increased that figure to 0.575bn 
boe and it was increased again, to 0.635bn 
boe, in 2003, making Atlantis the third-
largest field discovered in the GOM. 

The water depth and reservoir structure 
have called for continual innovation: At-
lantis lies in waters ranging from 4,400 to 
7,100 feet deep on the edge of the Sigs-
bee Escarpment, an area of the GOM that 
has strong subsea currents and some of 
the most complex topography in this off-
shore basin. Much of the field is covered 
with a thick sheet of salt, which makes it 
difficult to see using conventional seismic 
survey techniques. 

To obtain higher-quality 3-D images, BP 
employed two remotely operated vehicles 
(ROVs) to situate more than 900 nodes, or 
seismic recording units, in a 240 square-
km grid pattern on the seafloor, where 
they continuously recorded signals sent 
from sources near the ocean surface. This 
was the first large-scale commercial use 
of ocean-bottom nodes in a deep-water 
seismic acquisition survey and BP boldly 
went from concept to application in ultra-
deep water without first testing the sys-
tem in shallow water. Completed in March 

2006, the survey also represented the larg-
est ROV-based subsea deployment and re-
covery of equipment, based on the number 
of units used and area covered.

The company brought in two facilities – 
a production platform and a separate, ded-
icated drilling unit – to produce the six-
block field. The Atlantis semi-submersi-
ble oil and gas production facility weighs 
in at 58,700 tonnes and can process up to 
200,000 barrels a day of oil (b/d), 180m 
cubic feet a day of gas and 75,000 b/d of 
produced water. The structure also pro-
vides living quarters for about 60 people. 

Operating in more than 7,000 feet of 
water, the structure ranks as the world’s  

deepest moored semi-submersible plat-
form and also the deepest dual oil- and 
gas-production facility – although the In-
dependence Hub is deeper, it produces 
only natural gas. 

In August 2006, the production plat-
form was anchored to the ocean floor by 
12 large steel suction piles. The chains 
that connect the platform to the piles are 
the largest and longest continuous wire 
mooring ropes in the world.

The five Steel Catenary Risers (SCRs) 
on the platform feature pipe-in-pipe con-
figurations outfitted with strakes to sup-
press vortex-induced vibrations. Insula-
tion sandwiched between the two pipes 

prevents ice-like hydrates from forming 
in the well fluids at frigid subsea tem-
peratures and clogging the pipe. At the 
time of their installation, the SCRs on At-
lantis established an industry record for 
depth and size. The installation itself es-
tablished a water-depth record for the use 
of the J-lay technique, in which the pipe 
is laid down vertically, bending gradually 
until it is in place.

While two separate rigs are typically 
brought in to drill development wells and 
do completions, BP signed a three-year 
charter for the GlobalSantaFe Develop-
ment Driller II, a custom-built semi-sub-
mersible equipped for drilling, comple-
tion and well intervention. This will ena-
ble the operator to re-enter wells and have 
more flexibility in selecting well sites. 

Bigger than most semi-submersibles, 
the GlobalSantaFe Development Driller 
II measures more than 324 feet long and 
258 feet wide. It has 18,000 square feet of 
usable deck space, can handle more than 
7,700 tonnes of variable deck load and has 
46,000 tonnes of operating displacement. 

BP postponed the start-up of the Atlantis 
field once because of a shortage of skilled 
workers for oilfield services and, on an-
other occasion, to prevent possible prob-
lems with its subsea manifold, which sends 
oil and gas from individual wells towards 
the production platform on the surface.

In the second case, the causes of the 
delay also provided opportunities for in-
novation. In early 2006, after a leakage, 
apparently caused by a bad weld, in the 
subsea manifold on the Thunder Horse 
project, BP changed the metallurgy of the 
manifold. Because Atlantis’ manifold has 
a similar design, as a precautionary meas-
ure the company decided to modify the 
metallurgy of its manifold as well. 

In August 2007, the platform finally 
set sail from the fabrication yard in 
Ingleside, Texas, where integration of 
its hull and three topside modules took 
place. Production began in October: as 
more wells are brought on stream, out-
put is expected to plateau by the end of 
2008. During the 15-year production life 
of the field, oil will be exported by the 
Caesar oil pipeline system and gas will 
travel through the Cleopatra pipeline – 
both part of the Mardi Gras Transporta-
tion System, the world’s highest-capacity 
deep-water pipeline system.

Sensing bad vibes
By Anne Feltus

VIBRATIONS on a motor almost always 
mean trouble: a bad bearing, a worn gear 
or an electrical fault that could cause the 
motor to malfunction or fail. And when 
that motor is a critical component of an oil 
or gas platform located perhaps hundreds 
of miles from shore, its failure could have 
serious – and costly – consequences.

Offshore platforms operate in a corro-
sive environment: battered by high winds, 
waves, currents and other physical forces 
that could damage the equipment on-
board. Consequently oil and gas compa-
nies send personnel out to these structures 
to check their condition, either periodi-
cally or routinely.  

That can be expensive, says Egil Birke-
moe, sales manager, enhanced opera-

tions and production, for Norway-based 
technology company ABB. For the last 
two years, ABB, Swedish roller-bear-
ings manufacturing and support com-
pany SKF and Sintef, the largest inde-
pendent research organisation in Scandi-
navia, have been collaborating to develop 
a cheaper solution: a wireless sensor al-
lowing vibrations emanating from equip-
ment on offshore platforms to be moni-
tored remotely. The system would indi-
cate that vibrations were occurring – and 
provide more quantifiable data.

“If the balls in a ball bearing are faulty, 
they generate a high-frequency ringing 
noise, while machines produce a low-fre-
quency thumping sound with other types 
of wear,” says Maaike Taklo, of Sintef’s 
micro- and nanotechnology laboratory. 
“The new sensor is capable of measuring 

both types of sound simultaneously.”
Mounted directly on machinery near a 

bearing, the system would have an accel-
erometer for registering abnormal vibra-
tion, as well as a sensor that measures the 
temperature of the motor. The data from 
these sensors would be transmitted to an 
onshore computer for analysis.

The system would allow companies 
to schedule maintenance based on need 
rather than calendar. The ability to correct 
small problems before they become big 
ones would extend the life of the machin-
ery. And early detection would also make 
the machinery less dangerous to the peo-
ple who use and service it. 

The system is still under development, 
but was selected for a Spotlight on New 
Technology award at the 2008 Offshore 
Technology Conference in Houston. And, 

while other wireless vibration-monitoring 
systems exist, the ABB product is smaller 
than those produced by competitors, say 
its developers: the battery, antenna and 
circuit board are all housed in a cylinder-
shaped container less than 4 inches tall 
and less than 1½ inches in diameter. 

Although a production start-up date for 
the wireless vibration sensor has not been 
determined, it is likely to have a ready 
market when it does become available. As 
the industry’s offshore infrastructure con-
tinues to age and become more suscep-
tible to wear and tear, the need to moni-
tor the condition of equipment will only 
increase. And as oil and gas companies 
venture into deeper waters, farther from 
shore, the need for wireless systems that 
enable this monitoring to be conducted re-
motely will become more critical as well.

© BP plc

The Atlantis semi-sub weighs in at 
58,700 tonnes and can process up 
to 200,000 b/d and 180m cf/d of gas
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An unconventional approach 
By Tom Nicholls

Interview with Glenda Wylie, director of 
technical marketing, Halliburton 

Q What is the potential of unconven-
tional gas and how can it be realised? 

A The potential is huge. According to 
an article in Oil and Gas Journal last 

year, 43% of the US’ natural gas produc-
tion comes from unconventional resources. 
That percentage will continue to grow. 

In my paper*, I predict that unconven-
tional gas resources will become a source 
of supply for developing countries and for 
countries that have to import their energy. 
Additionally, I believe we will undergo 
a change in philosophy: even conventional 
wells will be examined for their potential 
to supply unconventional gas. A well will 
be seen as a portfolio of energy supplies. 

Q What attracted you to the energy 
industry? 

A I try to live by two important prin-
ciples: make life better for others 

and give society your best. Nothing has 
a broader effect on humans’ quality of 
life than hydrocarbons, and the energy 
industry faces daily challenges in finding 
oil and gas, accessing and delivering the 
energy to the marketplace. Helping the 

energy industry meet the challenges gives 
me a way to fulfil my guiding principles. 

Q What is the most challenging part of 
your job? 

A Addressing the customer challenges 
that arise daily – dealing with every 

type of resource, environmental condition, 
economic barrier, local community and 
location (ultra-deep to remote onshore) 
involved in projects from across the globe. 

Q Have you ever felt that gender is an 
issue in the energy industry? 

A I look at the gender issue as an 
opportunity. I continually chal-

lenge myself to gain more education and 
experience and to deliver a service that 
exceeds expectations. 

Q Is enough being done in general in 
the US to encourage more women to 

enter the energy business? 

A Yes. Today, around 50% of petro-
leum engineering students are 

female. Companies are making it easier 
for women with families to work in the 
energy industry by furnishing child care, 
flexible work hours, family leave time 
and other programmes. 

Q What is Halliburton doing (not just in 
the US) to encourage greater involve-

ment of women in the energy industry? 

A I am seeing an increased emphasis 
on the recruitment of women, and 

on giving women greater opportunities 
than ever before. Additionally, women 
are being placed in very high positions 
with decision-making authority. This will 
help in both recruitment and retention of 
women employees. 

Halliburton has made great strides in 
moving employees in Latin America and 
the eastern hemisphere into higher-level 
managerial positions. Expansion into re-
gions where Halliburton had no presence 
10 years ago has resulted in more jobs 
available globally in research and devel-
opment (R&D), manufacturing, sales and 
operations. Opportunities are also expand-
ing for women and men of all cultures. 

Q Are you seeing an increase in the 
number of women taking jobs with 

the company or applying for positions? 
If so, why? 

A More women are applying for and 
taking jobs in the company, par-

ticularly in Latin America and the east-
ern hemisphere. Many of these women 
have received excellent educations from 
which Halliburton will benefit in R&D, 
technology application, economics, mar-
keting, human resources and business 
development. 

Halliburton is recruiting not just in 
the US but globally. The women hired 
through these efforts will be able to use 
their education and skills in their home 
countries, where knowing the regional 
culture, people and language is an enor-
mous advantage to working in that coun-
try. Many countries require knowledge in 
more than one language, making it easy 
for individuals to work in many countries 
and not be limited to just one country. 

Additionally, Halliburton’s real-time 
technology makes it easy for people to 
live in one country and work on resources 
in another country (or countries) with-
out leaving home. Today’s workers have 
a global perspective, unlike previous gen-
erations who lived in one country and for 
whom communications were more re-
stricted. The energy industry is a global 
business and employees must be able to 
transcend boundaries and perform work 
on diverse assets. Advancements in satel-
lite, video and communication technolo-
gies have afforded this benefit to compa-
nies and to individual employees. 

*Glenda Wylie, global technology man-
ager, Halliburton, is presenting a paper 
at the WPC on the economic recovery 
of thin-layered gas deposits.

©
 Shell International

There is increased emphasis on the 
recruitment of women, and on giving 
women greater opportunities
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Spanish Night Around the exhibition

Don’t give up the day job

The last picture Eric Kampherbeek ever took 

Scraping the bottom of the barrel

Extended-reach drilling goes back to basics

The WPC Young Author Awards presented by Juan Bachiller, vice-president of the 
Spanish Organising Committee

Three cheers for the Total-sponsored WPC News delivery team! Hip hip …
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