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E1 Summer Luncheon

Wednesday 14 July 2004

Savoy Place, London

Guest of Honour and Speaker

Sir John Mogg KCMG, Chairman, Ofgem (right)

The EI Summer Luncheon is now an established date in the Energy

Institute’s calendar of events.

This event has been designed to provide guests with a fantastic

opportunity to network with colleagues drawn from across the UK's

energy spectrum.

In addition, the lunch has developed a reputation for attracting

leading industry figures to provide their analysis and commentary on

current market conditions and the 2004 Luncheon is no exception!

Held in the charming surroundings of Savoy Place with spectacular

river views, this Luncheon is set to be both interesting and enjoyable

both from an individual viewpoint and as an ideal opportunity to

entertain clients.

 

To apply for tickets, please complete this form in BLOCK CAPITALS and return it to the

address below, together with payment in full.

Lynda Thwaite, Energy Institute, 61 New Cavendish Street, London W16 7AR, UK.

t: + 44 (0) 20 7467 7106, f: + 44(0) 20 7580 2230, e: lthwaite@energyinst.org.uk

Title : Forename(s): Surname:

Company/Organisation:

Mailing Address:

Postcode:

Country: e:

t:

| wish to order MEMBER rate

El Membership No:

| wish to order NON—MEMBER rate ticket(s) @ £85.00 each + VAT

:. , | wish to become an El member at a cost of £72.00 (includedNAT zero-rated),

therefore only paying the MEMBER rate Total: £ inc VAT

ticket(s) @ £75.00 each + VAT

I will pay the total amount by (please tick appropriate box):

Sterling Cheque or Draft drawn on a bank in the UK

enclose my remittance, made payable to Energy Institute, for £

Credit Card (Visa, Mastercard, Eurocard, Diners Club, Amex ONLY)

  

' Visa V154 ,f’fMastercard Eurocardf’gj Diners Clubfigfl,’ Amex%

Card No:

Valid From: Expiry

Credit card holder’s name and address:

Signature: Date:

Photocopies of this form are acceptable

www.energyinst.org.uk

 

Tickets

Member: £75.00 + VAT «-

Non-Member: £85.00 + VAT       
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TERMS AND CONDITIONS

When completing and sending the booking form, the

purchaser is liable for full payment of the event fee.

Full payment must be received before place(s) can be

guaranteed. Under UK Excise Regulations delegates

from all countries are required to pay VAT on any

event taking place in the UK. The Energy Institute. A

Charitable Company limited by guarantee Registered

in England No. 135273 at 61 New Cavendish Street,

London W16 7AR, UK.

Ticket price includes presluncheon drinks, and a three

course lunch with wine. Cigars and liqueurs are not

included.

In the event of cancellation of attendance by ticket

purchaser a refund, less 20% administration charge of

the total monies due, will be made provided that

notice of cancellation is received in writing on or

before 14 June 2004. No refunds will be paid, or

invoices cancelled after this date.

DATA PROTECTION ACT

The EI will hold your personal data on its computer database. This

information may be accessed, retrieved and used by the El and its

associates for normal administrative purposes. If you are based

outside the European Economic Area (the ’EEA’), information

about you may be transferred outside the EEA. The El may also

periodically send you information on membership, training

courses, events, conferences and publications in which you may be

Interested. If you do not wish to receive such information, please

tick this box

The El would also like to share your personal information with

carefully selected third parties in order to provide you with infor-

mation on other events and benefits that may be of interest to

you. Your data may be managed by a third party in the capacity

of a list processor only and the data owner will at all times be the

El, If you are happy for your details to be used in this way, please

tick this box
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opinions expressed in these pages. Those readers wishing to attend future events

advertised are advised to (heck with the contacts in the organisation listed closer to

the date, in case of late changes or cancellations.



 

 

 

Could $40/b oil really be here to stay?

Whenever there is widespread agree-

ment on a subject it is always wise to ask

’Could the conclusion be wrong?’ So,

could the current view that high oil

prices are here to stay be wrong? At the

moment oil prices are excessively firm —

nearly $42/b for WTI and over $38/b for

Brent. In fact, prices are at their highest

levels in real terms since the short-lived

price spike during the first Gulf War

(1990/1991) and the Opec glory years

between 1974 and the 1985 price col—

lapse. Before that you have to go back to

the Pennsylvania oil boom of 1863—1877

for such high prices. 50, if prices are at

crisis levels, do we have a crisis?

The cautious answer is probably not.

The caution comes because the world

is now engaged in a race between

the supply enhancing and demand

depressing effects of higher prices on

the one side, and the momentum of

global economic recovery on the other.

The 'wild card' is the security situation

in the Middle East and the possibility of

a cut-off of Iraqi supplies, or even polit—

ical upheaval and supply disruptions in

Saudia Arabia.

The key price driver is rapidly

expanding demand caused by a near-

synchronous recovery in economic

activity in much, if not most, of the

world. Led by booming demand in

China, currently running 1mn b/d above

year earlier levels, extra requirements

for crude and products are leading the

IEA to revise its demand figures

upwards virtually every month. The

May edition of its Oil Market Report

now pegs global demand growth in

2004 at a staggering 1.95mn b/d, the

fastest demand growth since 1988.

On the supply side, non-Opec pro-

duction appears to be flat out with this

year’s capacity expansions virtually all

grouped into the third and fourth

quarters. In fact, project slippage

means that little new capacity of any

size has come onstream so far this year.

The latest IEA estimate for incremental

non—Opec production in 2004 has been

revised down to 1.2mn b/d, from an

earlier 1.35mn b/d.

The evidence from the April produc-

tion figures strongly suggests that the

Opec cut-backs amounted to 415,000

b/d and were largely confined to Saudi

Arabia (—160,000 b/d) and the UAE

(—150,000 b/d).

It is already looking as though the

Opec cut—backs will be reversed by the

end of May, but any price-depressing

effects are likely to be muted. The

reversal of the Opec output cuts would

then take us back to the situation

where the only plausible spare capacity

would be in Saudi Arabia and possibly

a little in the UAE. [Notional spare

capacity in Nigeria is probably not

accessible as a result of ethnic and reli—

gious tensions and disturbances, while

Venezuelan instability and a failure to

rebuild its capacity probably means its

spare capacity is also notional.]

Much confusion is caused by focusing

on Opec quotas, quota cheating and

the like. Looking at total Opec produc—

tion (crude and NGLs) we find the

first quarter averaged 31.95mn b/d,

reaching 32.22mn b/d in March and dip-

ping to 31.81mn b/d in April. The last

time Opec production was running at

levels even approaching these was in

1973 and 1979 — the years of the first

and second oil crises.

Perhaps the single most important

question in terms of future oil supply is

Saudi Arabia’s ability to maintain, and

possibly expand, high volume flows

from ageing giants like Ghawar and

Safaniya. A radical new development

system called maximum reservoir con-

tact, or MRC, is being used and refined

in Saudi (see p12). Long horizontal

wells are drilled across the top of the

reservoir, with additional multilateral

wells branching off from them giving

drainage rather like a shallow-rooted

tree. The full length in contact with the

reservoir is open hole and allows very

high production rates (up to 20,000 b/d

in the Saudi case). The technique, while

not suitable for all reservoirs, offers the

possibility of large volume flows late in

a field’s life. It may prove to be a key

technology as the industry seeks to

maximise flows from mature fields.

Between the second and fourth quar-

ters oil demand increased by 3.8mn b/d

in 2002 and by 4.8mn b/d in 2003. The

IEA estimates the 2004 increase will be

3.8mn b/d - a figure that is dangerously

close to all the world's spare capacity

and all the new capacity coming

onstream combined. Crisis may be too

strong a term, but a huge challenge is

ahead if oil prices are not to soar.

Chris Skrebowski

 

The opinions expressed here are

entirely those of the Editor and do not

necessarily reflect the view of the El.

   

The UK Department of Trade and

Industry (DTI) recently published

a report entitled Implementing a

Demonstration of Enhanced Oil

Recovery (EOR) Using Carbon Dioxide,

fulfilling the DTI's commitment in the

Energy White Paper to 'set up an

urgent detailed implementation plan

with developers, generators and the

oil producers to establish what needs

to be done to get a demonstration [of

EOR] project off the ground’. The full

report is available at www.dti.gov.uk/

energy/coa|/cfft/index.shtml

The Industry Technology Facilitator

recently launched a new website as a

further tool to promote the visibility

of innovative oilfield ready tech-

nology innovations. The Oilfield-Ready

Technology website (www.oilfield-

readytechnology.info) is an important

collection point for information about

new and innovative oilfield—ready

technology. It is focused on technolo—

gies that have been developed to the

point that they are ready to use in an

oilfield environment. The site will assist

in matching these technologies with

the needs of operating companies.

The European Commission recently

presented at the 'Solar platform’ test

site in Almeria, Spain, the state of play

on its research programmes in alter—

native energy sources. The projects

showcased at the presentation

included 'European Hot Dry Rock'

using geothermal energy (visit

www.soultz.net for details), ‘Wave

Dragon' which uses wave energy (visit

www.wavedragon.net), and 'Sol

Air’ using solar thermal (visit

www.psa.es/webeng/index.html and

www.solucar.es/english/index.html).

The Drilling Research Institute (DRI)

has launched a new, free online data-

base of people and companies in the

international drilling industry. The

’Energy Industries People [Find People]'

and 'Energy Industries Companies [Find

Companies]’ online directories can be

found at www.drillers.com The Find

Companies index is a comprehensive

company directory offering the contact

details of a wide range of oil and gas

product and service providers. The Find

People directory contains individual

contact listings for energy, oil and

gas personnel. DRI provides oilfield

consultancy and training services. The

company website also supports the

sale and regular updates of the

’Drilling Reference and Training

Manual’ CD, as well as day rate advice

and classified listings.

The Intertanko Annual Review and

Report 2003 is now available as an e-

book at www.intertanko.com/about/

annualreports/2003/  
\ J
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In Brief

C UK D

Amec has won an engineering services

contract from Venture Production for

the topside works associated with the

development of the Annabel field in

block 48/10a in the southern sector of

the North Sea.

 

Dana Petroleum (12.4%) reports that

work has started on the Banff field gas

reinjection project in the UK sector of

the North Sea that is forecast to

increase remaining Banff oil reserves

by 20—25mn barrels and increase field

life by up to eight years. Dana's

partner and field operator is CNR

International (87.6%).

Douglas-Westwood has now officially

launched ’The World Wave and 77da/

Database’, an online data source for

the rapidly developing wave and tidal

industries. For more details, visit

www.dw-1.com

Talisman Energy has completed the

acquisition of the F/otta Catchment

Area (FCA) interests of Intrepid Energy

for $137.5mn.

C Europe D

A charter worth around NKr340mn

covering use of the Eirik Raude drilling

rig in the Barents Sea has been

awarded by Statoil to owner Ocean

Rig. Statoil plans to operate one well

each in areas G and E while Norsk

Hydro intends to drill one in area C.

 

Work has started on the F16-E gas field

development offshore the Netherlands.

The development will involve a total of

five wells producing via a new steel

platform and pipeline tied into the NGT

trunk pipeline to Uithuizen in the

Netherlands. First gas is expected in

January 2006, at an initial rate of

150mn cf/d. Proven and probable

reserves are put at 450bn cf of gas.

TGS-Nopec Geophysical Company has

commenced a new 25,000 km multi-

client 2D seismic programme in the

North Sea. The programme, known as

North Sea Renaissance (NSR), is part ofa

plan to cover the entire North Sea with

over 100,000 km of long—offset 2D

seismic data.

 

C North America )
 

BomnMobil and TransCanada PipeLines

report that they have ’successfully
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Continued global demand for FPSs

Some 120 floating production systems are forecast to be installed over the next five

years, involving capital expenditure of $32bn, according to the new fourth edition

of The World Floating Production Report from energy analyst Douglas-Westwood.

Annual capital expenditure on floating production systems is set to exceed $8bn,

with a predicted 84 FPSOs accounting for some 68% of investment over the next

five years. The overall picture is one of strong market growth from 2004 onwards,

with annual global expenditure in the FPS sector rising from an estimated $4.8bn

in 2004 to reach $7.8bn in 2008. An expenditure peak is expected in 2007, when the

annual spend is expected to reach $8.3bn.

In terms of the total market, and counting floaters of all types, the reports fore-

casts West African expenditure to lead at some $10bn over the next five years.

Although Brazil will see a strong surge in investment, North America will also see

good growth and is likely to be in second place with a forecast spend of over $7bn.

The other main characteristic of the market will be the continuing shift to deep-

water, with some 70% of the global spend expected to be on floaters moored in

water depths of 500 metres or greater. Over the past five years the deepwater

market was dominated by the US Gulf of Mexico and Brazil, which together

accounted for over 75% of the total spend. However, the market distribution for

the 2004—2008 period is markedly different, the main change being the high

growth in the value of deepwater activity off the west coast of Africa. Douglas-

Westwood forecasts capex of $8.5bn associated with deepwater FPS installations

there, making the region the world's leading deepwater FPS theatre. All the other

regions will also see increases in deepwater FPS activity, with North America's

spend rising to $7bn (31% of the global deepwater total), and Latin America's to

$4.9bn. Australia looks set to see its first deepwater deployment, with Woodside's

Enfield FPSO installation forecast for 2006. Off Asia a total of nine installations —-

five TLPs, two spars, a barge and a FPSO — are forecast with a total capex of $1.7bn.

For the first time, The World Floating Production Report uses information from

'The World Floating Production Database', a new information system from

Douglas-Westwood. According to Database Editor, Georgie MacFarlan: 'Over the

next five years we expect just 12 operators to account for 60% of the installations

and almost 80% of the capex forecast worldwide for the 2004—2008 period.

Petrobras, with 13 installations forecast, is expected to be the biggest spender, fol-

lowed closely by ExxonMobil, then ChevronTexaco, BP and Shell.’

 

Norwegian production and investment levels

The Norwegian Ministry of Petroleum

and Energy estimates that average pro-

duction of Norwegian crude oil

(including NGLs) will be 3.2mn b/d in

2004, approximately the same as last

year. Output is expected to stay at this

level for the next few years, followed by

a gradual decline. Gas sales in 2004 are

estimated to reach 75bn cm, slightly up

from 73.4bn cm in 2003. Gas sales are

expected to increase towards a long—

term level of 120bn cm/y from 2010.

Investments in 2004 are estimated at

NKr71bn, up by more than 10% from

2003 (investments in exploration are not

included). The high investment level is

to a large extent due to the Ormen

Lange project, states the Ministry, which

was approved by the Storting this spring

and will start investments this year. In

addition, the Snohvit and Kristin fields,

both under development, are large con—

tributors to the high investment level.

Over the next few years, investment is

expected to remain at a high level,

reaching almost NKr300bn for the

period 2004—2008 due to expectations

of higher gas sales, more new projects

starting up, and more projects related to

increased oil recovery.

 

Sakhalin reschedules pipeline to protect whales

Sakhalin Energy has announced that it is to reschedule offshore pipelines con-

struction work in the Piltun-Astokhskoye field pending further technical work that

is designed to ensure minimal disturbance to the Western Gray Whale, a critically

endangered species. Offshore pipeline construction work during 2004 will now be

focused on the Lunskoye field and Aniva Bay further south, previously planned for

completion later in the construction period.

The rescheduling of this offshore construction work will not affect the overall pro-

ject schedule. First LNG deliveries to customers are slated for 2007.



 

 

Atlantic and Cromarty processing deal

Amerada Hess and BG Group have

finalised the arrangements governing

the development of the Atlantic and

Cromarty North Sea gas and condensate

fields, having recently received the

Design Basis Memorandum from

ExxonMobil confirming the use of the

SAGE terminal at St Fergus for processing

reservoir fluids exported from the fields.

The Atlantic field lies in licence block

14/26a and is operated by BG (75%).

The Cromarty field lies in licence block

13/30a and is operated by Amerada

Hess (90%). The respective operators'

estimates of gross recoverable reserves

are 118bn cf for Atlantic and 106bn cf

for Cromarty.

The total investment, including spend

to date, is expected to be around

£205mn. First production is scheduled

for late 2005/early 2006, and the antici-

pated plateau rate is 220mn cf/d.

The development will be exploited

using subsea technology with produc-

tion from the two fields being mixed

together offshore and exported to gas

and liquid processing facilities at the

SAGE terminal, operated by Mobil

North Sea (an ExxonMobil subsidiary) at

St Fergus. The subsea facilities will be

operated remotely from the SAGE ter-

minal via satellite link to the Goldeneye

platform, operated by Shell, and then

via a 32-km subsea umbilical to the

Atlantic and Cromarty fields.

Drilling of the development wells is

planned to begin in March 2005, and is

expected to finish in September 2005.

 

Seismic offshore Libya

Compagnie Generale de Geophysique

(CGG) has been awarded, in coopera-

tion with NAGECO (North African

Geophysical Company), the exclusive

rights by NOC (National Oil Company)

to perform a speculative multi—client

seismic programme over the entire

Libyan offshore. CGG will commence

operations within 2Q2004 with a

regional 2D seismic, gravimetric and

magnetic data acquisition programme

of 38,000 line-km over all licensed and

open acreage.

Very little data has been acquired in

the Libyan offshore in the last 20 years

and much of the existing data is of a

significantly older vintage. This new

dataset is the first regional programme

in the Libyan offshore and is the first

modern dataset to extend information

on the existing shelf areas and to

explore the potential for prospectivity

in deeper water basins, states CGG.  

More Asgard oil

A revised plan for development and

operation (PDO) submitted by operator

Statoil for the Asgard Q project in the

Nonivegian Sea has been approved by

the NonNegian authorities. The scheme

involves the installation of a third (Q)

template on the field's Smorbukk South

deposit, tied back to the Asgard A pro-

duction ship. After experience had

shown that drainage of Smorbukk

South was not optimal with the

existing well pattern, Statoil launched a

project in 2003 to improve oil recovery

from the reservoir. Asgard Q will allow

the company to get an additional 26mn

barrels of oil out of the deposit.

The project will be one of the fast-

est subsea developments on the

Norwegian Continental Shelf, says

Statoil, taking just over a year to com-

plete from PDO submission to first oil.

Production from the Q template is due

to start on 1 January 2005.

 

Extending production from Lufeng

New technology has made it profitable to extend production from Statoil's Lufeng

field in the South China Sea until 2008, rather than shutting it down this past

February as originally planned. It was resolved earlier this year to keep the field

onstream until August, when the Munin production ship is due to move to

another assignment. 'While the ship is away, we intend to carry out sidetrack

drilling,’ says Roald Riise, Vice President for Development and Production in

International Exploration & Production. 'This technology, which wasn't available

when we first developed the field, allows us to tap new pockets of oil which

would otherwise be beyond our reach.’

Planning for the three sidetracks will start immediately, with drilling set to begin

in the autumn.

Lufeng is currently producing about 6,000 b/d of oil. After the sidetracks have

been drilled, this output is expected to exceed 10,000 daily barrels. More than 32mn

barrels have so far been recovered from the field, well above forecasts when pro-

duction began in December 1997 that total output would be about 25mn barrels.

Statoil has a 75% interest in Lufeng; CNOOC holding the remaining 25%.

In Brief

demonstrated the field installation of

the world’s strongest linepipe, X120’.

One-mile ofX120 linepipe was installed

as part of a longer pipeline looping

operation in Northern Alberta in

February 2004. The X120 linepipe was

jointly developed under an agreement

between ExxonMobil, Nippon Steel

Corporation (NSC) and Mitsui. ’X120

steel is 50% stronger than the

strongest linepipe steel commonly used

for gas transmission pipelines today

(X80) and is expected to substantially

reduce pipeline project costs,’ com-

ments ExxonMobil.

Halliburton has secured a three-year

contract from ConocoPhillips to provide

integrated drilling services for its North

Sea activities. The contract; awarded to

Sperry—Sun, includes two additional

options of up to three years each.

Mustang Engineering was recently

selected by ChevronTexaco to perform

front—end engineering design for

Tahiti topsides oil and gas processing

facilities. The Tahiti facility, a truss spar

floating facility, will be located in

approximately 4,000 ft of water in

Green Canyon blocks 640, 641 and 596

in the Gulf of Mexico.

Murphy Oil has entered into binding

agreements under which it will sell

most of its western Canadian conven-

tional oil and gas assets for some

C$829.5mn.

Kerr-McGee estimates that Ticonderoga,

located on Green Canyon block 768 in

approximately 5,250 ft of water, offers

potential resources of 30—50mn boe.

Operated by Kerr-McGee with 50%

interest, ficonderoga could be devel-

oped as a subsea tieback to the com-

pany's 100%—owned Constitution truss

spar facility that will be located five miles

to the north.

 

 

C Middle East 3

Kuwait Oil is reported to have discov-

ered natural gas for the first time ever

in Kuwait — from the Sudair formation

at 19,000 ft in the north—western field

of Mutriba. The MU—t2 also produced

condensate measured at 50" AP].

 

C Russia & Central Asia )
 

KCA Deutag, a subsidiary of Abbot

Group, has won a contract from

Lukoil-VolgogradNIP/morneft for the

provision of well engineering design
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In Brief

services to the Yuri Korchagin project

in the central part of the northern

Caspian Sea.

Amec has won a four-year contract

from BP Exploration (Caspian Sea) for

engineering and modification services

in Azerbaijan. It will provide initial sup-

port services to the Chirag-1 production

platform in the Caspian Sea, fol/owed

bya further five offshore installations as

they become operational.

Sibneft has increased its equity inter-

ests in two enterprises — Archinskoe

and Shinginskoe — from 20% to 100%.

The two companies hold licences for

hydrocarbons deposits in the Tomsk

region of western Siberia.

 

( Asia-Pacific D
 

Announcing its 2004—2005 Federal

Budget; Australia’s Federal Government

has unveiled plans to allow companies

an increased deduction for petroleum

exploration costs in designated frontier

areas under the petroleum resource

rent tax (PRRU system.

86 Group has completed the sale of its

50% interest in the Muturi production

sharing contract (Muturi PSC) in West

Papua, Indonesia to Indonesia Natural

Gas Resources Muturi Incorporated

(INGRMI) — a wholly owned subsidiary

ofLNG Japan Corporation and CNOOC

Muturi —- for $253mn. BG’s interest in

the Muturi PSC provides a 10.73%

interest in the Tangguh LNG project.

Cairn Energy has reported that the

results from the second and third

appraisal wells on the Mangala oil

field in northern Rajasthan have led to

an upward revision of oil-in—place

reserves to between 650mn and

1,100mn barrels.

Genesis Power has agreed to buy New

Zealand Oil and Gas’s (NZOG) share of

gas from the Kupe field and fund up

to $40mn of NZOG’s Kupe develop-

ment costs. NZOG owns 15% of the

Kupe oil and gas field — which is on

schedule to deliver gas in 1H2007.

Thailand and China are reportedlyplan-

ning to soon discuss investment oppor-

tunities in the strategic energy land

bridge (SELB) project, part of Thailand’s

initiative to become a regional energy

hub. The project involves the construc-

tion of a 2mn bld, 2504cm oil pipeline

from Phangnga, which is located on the

Andaman Sea in southern Thailand,
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Decline in UKCS oil and gas output

Both UK oil and gas production was

down by 11% on the year in February

2004, according to the latest Royal Bank

of Scotland Oil & Gas Index. At

1,972,891 bld and 12,089mn cf/d,

respectively, oil and gas output was also

down on January 2004.

Tony Wood, Senior Economist with

The Royal Bank of Scotland, said: ’The

sharp decline in oil production con-

tinues the recent trend. The impact of

declining production was exacerbated

by the weakening of the dollar during

the past 12 months which saw UK ster-

ling revenues fall by 20% over the year.’

Oil production

 

(av. bld)

Feb 2003 2,215,831

Mar 2,251,714

Apr 2,092,765

May 1,948,620

Jun 1,940,265

Jul 1,957,888

Aug 1,858,409

Sep 1,966,800

Oct 2,018,972

Nov 2,036,012

Dec 2,056,469

Jan 2004 2,014,906

Feb 1,972,891

Opec decided to cut production

quotas by 1mn bld from 1 April

despite the sustained higher oil prices,

high US gasoline prices and low stock

levels. Commenting on this decision,

Wood said: ’This movement reflects

Opec's concern that markets could

become over-supplied during the

summer months. This cut is unlikely to

be implemented with oil prices where

they are today.’

Brent crude averaged $30.89/b in

February, down slightly on the month

and the year. However, recent prices

were over $33/b.

Gas production Av. oil price

(av. mn cf/d) (Slb)

13,599 32.23

12,420 29.92

10,868 27.50

9,659 25.59

9,221 27.31

9,250 28.43

9,842 29.51

9,546 26.81

10,075 28.93

12,641 28.76

13,229 29.84

13,094 31.12

12,089 30.89

Source: The Royal Bank of Scotland Oil and Gas Index

North Sea oil and gas production

 

Cementing first

Halliburton and BP Norway recently

programmed and completed what is

claimed to be the first offshore

cementing job using only remote

control technology in an onshore

operations centre some 340 km away

from the project. The three-person

Halliburton team accomplished the

task from BP's Onshore Operations

Centre in Stavanger, Norway, for BP

Norge which operates the water

injection platform in the Valhall

field in the southern part of the

Norwegian North Sea.

’This is really breaking a new barrier

for us in terms of taking remote

control of offshore operations to a new

dimension,’ explained John Gibson,

President and Chief Executive Officer

of Halliburton’s Energy Services Group.

’We now are moving quickly toward

our vision of being able to control and

monitor most operations and processes

from the beach,’ added Audun Bjordal.

Halliburton’s Fluids Division Country

Manager in Scandinavia.

 

 

Centrica expansion

Centrica's North American business

unit Direct Energy is to acquire

Canadian natural gas producer

Quintana Minerals Canada Investments

Corporation for C$51.5mn in cash.

Quintana has a natural gas portfolio in

north-central and east-central Alberta,

with proven reserves of 16.2bn cf and

proven plus probable reserves of

19.4bn cf. Quintana's current net pro-

duction will increase Direct Energy’s

existing production by 11%.

Centrica Chief Executive Sir Roy

Gardner said: 'Our strategic purchase

of Quintana will give us greater supply

control and flexibility to meet our

North American customer demand,

currently maintaining our ability to

supply around 20% of our retail gas

needs from our own production.’ The

deal follows Centrica's earlier

announcement that it is soon to com-

plete the acquisition of the retail gas

and electricity business of the ATCO

Group in Alberta, adding approxi-

mately 1mn customers.

 



 

 

   
Aberdeen—based offshore accommodation provider Duffy and McGovern recently

brought what it claims is the world’s first ATEX-approved offshore rental module to

market. The module, which cost in the region of £100,000 to develop, has success-

fully met the criteria for the new European Union ATEX (atmosphere explosible)

Directive 94/9/EC. The unit will now be supplied to the Wood Group for the BP

Lomond platform. Seven standard A60 sleeper units are also being supplied along

with the ATEX module, which will be used as a locker room in a category three

(Zone II) area of the rig.

 

Latest news from European Union

The European Bank for Reconstruction

and Development (EBRD) is bankrolling

the development of Kazakhstan’s oil and

gas reserves, a key alternative supply for

the European Union (EU), reports Keith

Nuthall. It wants to lend Tasbulat €60mn

to help develop three medium-sized oil

and gas fields in Mangistau region,

western Kazakhstan, producing up to

8,000 b/d in 2006. Tasbulat is owned by

SNP Petrom, Romania's national oil com-

pany. Meanwhile, the EBRD wants to

lend Chinese-Kazakh joint venture

MunaiTas €70mn to cover 35% of costs

for building a Kenkiyak—Atyrau oil

pipeline connecting the Aktobe region

of central Kazakhstan with Atyrau to the

west. From there existing pipelines can

carry crude oil to the Black Sea.

In other EU news:

0 Dominant gas companies and network

authorities should be bound by the

same proposed obligations to free up

pipeline capacity for foreign competi-

tors offering cross-border supplies, say

European Parliament amendments to

a new gas transmission regulation.

MEPs were concerned that monopo-

listic gas suppliers could use control of

capacity slots in a pipeline network

nominally run by a transmission regu-

lator to circumvent the regulation.

OThe European Commission (EC) has

closed a gas network access case

involving the Norwegian subsidiary of

American gas producer Marathon,

after negotiations stretching from the

19905. The deal involves French and

German gas companies Gaz de France

(GdF) and Ruhrgas improving third-

party access to their networks. GdF

will, for instance, halve the number of

tariff zones restricting movement

across France. Ruhrgas will simplify

booking procedures at gas network

entry and exit points.

OEastern and southern European coun-

tries who joined the EU in May have

been granted requested stays of

execution over the implementation of

common EU minimum levels on energy

taxation. Agreed exemptions last up

until 2012 and cover gas (for the Czech

Republic, Hungary, Malta, Latvia, Poland,

Lithuania and Slovenia), for instance.

.The European Commission is threat-

ening France, Belgium, Netherlands,

Germany, Austria, Italy, Portugal and

Sweden with legal action at the

European Court of Justice (ECJ) for

failing to comply with an EU law pro-

moting low sulphur petrol and diesel.

OThe EBRD and the World Bank will

help fund building a distillate oil com-

bined cycle power station in Vlore,

Albania. The EBRD will supply €40mn

of the €91—110mn cost; the World

Bank will fund $25mn.

.The European Parliament has surren-

dered in its row with the EU Council

of Ministers over whether MEPs can

veto pared-back legislation to help

guarantee gas supplies during emer-

gencies. Ministers have now passed

the law alone.

.The European Investment Bank (EIB)

is planning to lend the Egyptian

Electricity Holding Company €150mn

to build new 750-MWe natural gas-

fired combined—cycle power plants at

Talkha, in the Nile Delta, and at El-

Kuriemat, south of Cairo.

with Sichon, located off the Gulf of

Thailand; construction of oil loading

and offloading facilities at either end of

the pipeline; construction of storage

terminals and berthing facilities. China,

Japan and Oman are understood to

have expressed an interest in partici-

pating in the project which, once com-

pleted, will provide oil traders a shorter

alternative to the congested Straits of

Malacca.

 

C Latin America )
 

ExxonMobil, Ecopetrol and Petrobras

have signed a participation agree-

ment to begin exploration activities

over the Tayrona block, offshore

Colombia’s northern coast. Petrobras

will be the operator during the explo-

ration phase, with ExxonMobil taking

over during the development phase in

the event that gas is discovered on the

block.

Total (69.5%) reports that Phase 1

of the Yucal Placer gas project in

Venezuela has come onstream and will

produce some 100mn cf/d of gas at

peak. Phase 2 development will boost

production to 300mn cf/d from 2007.

C Africa )

ChevronTexaco recently reported

that the Angola block 0 concession

held by its wholly-owned subsidiary

Cabinda Gulf Oil Company (CABGOC)

has been extended beyond 2010 to

2030 by the Government of Angola

and national oil company Sonangol.

The concession comprises 36 major

fields, including Takula and Malongo.

Current average production from the

block is approximately 400,000 bid

of oil.

 

BP (50%) is understood to have made

a gas discovery in the Ras El Barr con-

cession in the Nile Delta region, some

12 km to the north-east of the Ha’py

gas field. The Taurt discovery well

tested at 22mn cf/d, constrained by the

capacity of the test equipment.

The Gulf of Guinea Joint Development

Zone (102) — which is managed by

Nigeria and Sao Tome and Principe — is

to be developed by a number of oil

majors, including ChevronTexaco, who

has been appointed the operator

(51%) of oil block 01, and ExxonMobil

who has a 40% stake in the block.

Norway’s Equity Energy Resources

(EER) holds 9%.
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In Brief

C UK )

Shell has reported a 102004 net

income of $4.4bn, while BP posted a

net income of $4,717mn.

 

Lloyd’s Register has published a set

of guidelines for the new concept of

offshore gravity based liquefied gas

terminals.

C Europe )

OMV Erdgas and Gazexport have

expanded and extended their gas

supply contracts until 2012.

 

The owners of HubCo and Eurohub,

which both operate gas marketplaces

in Germany’s Emden—Bunde region,

have agreed to continue operations

through a joint company.

 

C North America )
 

ConocoPhiIIips has announced the

formation ofa Global Gas organisation,

as a new division of its Exploration &

Production (E&P) operation.

GE Energy, a division ofGeneral Electric

Company, is to acquire ChevronTexaco‘s

gasification technology business for an

undisclosed sum.

US Federal Reserve Chairman Alan

Greenspan is reported to have recently

stated that the current high oil and gas

prices are most likely here to stay and

are putting the US economy through

an energy shock akin to — but smaller

than — the one that transformed

American life during the 19705.

ExxonMobil has reported a 102004 net

income of $5.4bn, down $1.6bn from

102003 which included a $550mn pos-

itive impact from the required adop-

tion of the new accounting standard

for asset retirement obligations and a

one-time gain of $1.7bn from the

transfer ofshares in Ruhrgas. Excluding

these impacts, 102004 earnings were a

record and increased by $650mn.

ChevronTexaco has reported what is

claims is a record net income of$2.6bn

for the 102004, compared with net

income of $1.9bn in the previous

year period. Meanwhile ConocoPhillips

posted a 102004 net income of

$1.6bn ($1.26bn in 102003); Petro-

Canada $517mn ($485mn); Apache

Corporation $348mn ($338mn);

Marathon Oil $258mn ($307mn);
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Supporting LNG projects
Intec Engineering of Houston has

launched an LNG business unit to sup-

port operators in the offshore develop—

ment of LNG systems. The new business

will assist customers in the early evalua-

tion of LNG development options while

also extending a total project engi-

neering solution capability.

Competitive gas prices and global

demand for gas as a clean—burning fuel

find industry looking to significantly

boost LNG trade from a current 125mn

fly to about 200mn t/y by the end of the

decade, comments Intec. At present, LNG

makes up about 2% of US gas consump—

tion, with an anticipated increase pos-

sibly as high as 20% by 2020.

Investments in new LNG facilities

through 2007 are estimated to exceed

$30bn, with majors and independents

aggressively proposing multiple new-

build offshore terminals and associated

equipment for delivery over the next

decade. The cost of these terminals has

the potential of exceeding $1bn, making

the decision-making process extremely

critical, says Jerry Wenzel, Intec’s Vice

President of LNG Engineering Services

and Business Unit Manager.

In the US alone, industry has proposed

some 40-plus newbuild LNG import ter-

minals, both onshore and offshore.

Government agencies and industry fore-

casters, however, expect that only four

will be built by the close of the decade —

two anticipated offshore the Gulf Coast,

one offshore the East Coast, and

another offshore the West Coast. Two or

three more LNG terminals may proceed

in the following decade.

The industry is initially focusing on

four major types of LNG offshore termi—

nals, says Wenzel — floating units,

gravity-based units, conventional fixed

platforms and tanker—based re-gasifica-

tion units. New technologies, and other

emerging configurations of these sys-

tems, also are being developed and

tested with the goal of creating addi-

tional offshore solutions. These tech—

nologies involve cryogenic hoses and

subsea pipelines, new subsea re—gasifi-

cation systems, offshore LNG storage

and gas storage in subsea salt caverns.

Shell report on reserves recategorisation

Shell has released the executive summary and proposed remedial measures sections

from the report to the Group Audit Committee (GAC) into the facts and circumstances

surrounding the recategorisation of the Group's hydrocarbon reserves. In addition,

Shell released the outcome of its reserves recategorisation review prepared with the

assistance of the Ryder Scott Company, an outside consulting firm. This follows the

interim conclusions announced on 18 March 2004. Shell also announced changes to

its reserves practices to address the issues raised by these reports and establish a

sound base for future reserves reporting by Group companies.

The summary states:

0 Shell's Boards fully accept the findings of the GAC report and will ensure prompt

action on its recommendations.

0 90% of Shell's proved oil and gas reserves have been reviewed, with external

assistance. The final result of all the recent reviews is that a total of 4.35bn boe

will be recategorised as at end-2002. Additionally, 2003 reserves will fall by

0.5bn boe.

External experts will be involved in the annual audit and reporting of reserves.

Shell has decided to restate financial statements in the 2002 Form 20-F, which is

to be amended. The impact on earnings averages around $100mn/y, less than

1% of earnings in the period 2000—2003.

0 Judith Boynton has stepped aside from her position as Group Chief Financial

Officer, but will remain an employee of the Group. Tim Morrison has been

appointed as acting Group Chief Financial Officer with immediate effect.

0 The review of corporate governance announced on 18 March 2004 is to

be accelerated.

O The non-executive directors unanimously give their complete support to the cur-

rent executives of the Committee of Managing Directors (CMD).

Jeroen van der Veer, Chairman of the CMD, said: 'The report to the GAC and the

reserves recategorisation review draw a line under the uncertainties that have sur-

rounded the status of our reserves since 9 January. The controls we now have in

place will be rigorously enforced and will be subject to far greater levels of scrutiny

within Shell. Despite the difficulties of recent months Shell is a sound and prof-

itable business. We are making the changes to our reserves practices to ensure that

that remains the case.’
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Deals signed for China LNG terminal

Guangdong Dapeng LNG Company* has signed a series of agreements that

underpin the commercial and operational success of China’s first LNG terminal and

trunkline project, which is due onstream in 2006. BP, with a 30% interest, is the

sole foreign participant in the project which, when completed, will supply

imported gas from the North West Shelf project offshore Australia — where BP is

also a partner — to Chinese customers in the Pearl River Delta area, Guangdong

Province and Hong Kong.

The agreements include:

0 Gas sales contracts, each for a 25-year term, with ten Chinese power generation

and city gas companies. This will involve the supply of a total of 3.2mn t/y of

natural gas produced by re-gasifying imported LNG.

0A non-recourse project financing agreement, worth some $665mn, for the ter—

minal and trunk line with Industrial and Commercial Bank of China, Agricultural

Bank of China and China Construction Bank, China Development Bank, and

Bank of China. The Guangdong LNG terminal and trunkline project is located

near Dapeng village, east of Shenzhen, in Guangdong Province. It will have an

initial capacity of 3.7mn fly and 370 km of trunklines stretching from Shenzhen

through to Dongguan, Guangzhou, Foshan and Zhujiang to supply natural gas

to city gas and power plants in Guangdong and Hong Kong.

OAn engineering, procurement and construction (EPC) contract executed with

STTS — a French-Italian consortium. This contract provides for the construction of

the LNG reception facilities that will receive, store and re-gasify LNG from the

North West Shelf Joint Venture.

O LNG vessel time charter party arrangements with Yuepeng LNG Shipping

Company and Yuegang LNG Shipping Company, respectively for the chartering

of up to three LNG vessels for the transportation of LNG to the Guangdong LNG

terminal. It is envisaged that the LNG vessels will be built by Hudong Zhonghua

Shipbuilding in Shanghai.

*The shareholders of Guangdong Dapeng LNG Company are: CNOOC Gas & Power

(33%); Guangdong Investments and Pearl River Delta Investments (30%);

Shenzhen Gas (10%); Guangdong Yudean Group (6%); Guangzhou Gas (6%);

Shenzhen Energy (4%); Dongguan Fuel Industrial General Company (2.5%);

Foshan Municipal Gas General Company (2.5%); Hongkong Electric (Natural Gas)

(3%); and Hong Kong & China Gas Investment (3%).

 

Troubling times for Yukos
Yukos is understood to have received

notice from its lending banks of a

'potential event of default' on the com-

pany's $1bn loan. According to Standard

& Poor’s (S&P), this restricts Yukos’

ability to raise funding and to withdraw

cash from exporter accounts that are

used to secure syndicated bank debt

(and do not require immediate repay—

ment of debt).

In S&P's opinion, this 'increases the

chances of creditors announcing a full

"event of default", which would

’trigger cross—defaults whereby all the

company’s financial debt becomes

immediately due and payable’. Such

cross-defaults would include the $1.6bn

export-linked financing arrangement

with Menatep Group as guarantor. This

would, in turn, ’put further stress on

Yukos' liquidity, which is already being

pressured by a $3.5bn potential tax

claim — the court hearing for which is

expected in May — and by the freeze of

its parent company's assets. These assets

include shares in all the company’s key

operating subsidiaries and in Siberian

Oil Company.’

S&P continues: ’Under the stress sce-

nario, if Yukos loses the tax case or if an

"event of default" is announced by the

company or its creditors, Yukos might

experience a liquidity crisis, forced sale

of core assets, insolvency procedures, or

effective nationalisation of its assets.’

According to analyst UFG: 'While

Yukos has the necessary cash to repay

the $1bn syndicated loan, the cross-

default provisions would ensure that its

immediate obligations exceeded its

ability to repay them. Total debts are

some $3bn against cash of $1.2bn, and-

while we estimate that Yukos generates

$2.7bn/y in free cashflow, the com-

pany's operations would be constrained

by the likely need to use all its export

earnings to repay its hard currency

loans. This would mean that the com-

pany would need to operate on its

domestic earnings alone, leading to

large reductions in its capex and oper-

ating expenditure.’

In Brief

Imperial Oil $509mn ($538mn); Unocal

$269mn ($134mn); Talisman Energy

$223mn ($574mn) and Anadarko

Petroleum $392mn.

The Boards of Kerr-McGee and

Westport Resources have unanimously

approved a strategic merger valued at

approximately $3.4bn. The merged

company will be known as Kerr—McGee

Corporation and will be headquar-

tered in Oklahoma City.

A new report from Energy Security

Analysis is understood to have indi-

cated that a large increase in LNG gas

imports by 2005 and the payoff of

investments in domestic E&P activity in

North America could force US gas

prices as low as $4.25/mn Btu in 2007.

 

C Middle East- )
 

Apache Corporation has signed a gas

sales agreement (GSA) with the Egyptian

General Petroleum Corporation (EGPC)

covering 2.1tn cfofnatural gas from the

Qasr fieldon Apache’s Khalda Concession

in Egypt’s Western Desert. Principal terms

include the supply of 300mn cfld of gas

to the Egyptian market, rising to 650mn

cf/d during 2005.

 

C Russia & Central Asia )
 

Viktor Gerashchenko, the former

Chairman of the Central Bank of

Russia (CBR) and a top executive with

Halliburton has been nominated to

take the post of Yukos Chairman.

 

C Asia-Pacific )
 

Shell has signed a $1bn IToutsourcing

deal with IBM and Wipro Technologies

of India. The master services agree-

ment will see parts of Shell’s ITprojects

and services outsourced offshore

during the next few years as part of

the company's plan to save $850mnly

from its IT budget.

C Africa )

TuIIow Oil is understood to have sealed

3 $500mn (€414mn) takeover ofEnergy

Africa, paving the way for the creation

of one ofthe largest oil firms operating

in West African region. The company

has also agreedto acquire from African

Petroleum Investment its 50% stake in

EAGHL, a joint venture with Energy

Africa, for a further $70mn.
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In Brief

C UK j

The UK Freight Transport Association,

in association with Albion Chemicals,

has published a newADR Driver’s hand-

book, which provides essential guid-

ance on the new ADR aligned British

dangerous goods regulations that

entered into force on 10 May 2004.

 

Amec has won a £50mn contract from

Star Energy HG Gas Storage to

develop and manage construction ofa

gas storage plant and pipeline at

Humbly Grove, Hampshire, UK. The

project is due for completion in

October 2005.

The IPE (International Petroleum

Exchange) recently reported that

April 2004 closed as the best ever April

for both the Brent Crude and Gas Oil

futures contracts, with 2,070,175 lots

and 723,968 lots traded respectively.

Collectively, these volumes represent

2.6bn barrels of crude oil and an

underlying value of over $92bn.

The UK Government is planning to

redeem the special shares it holds in

five energy companies — National Grid

Transco, Viridian Group, Phoenix

Natural Gas, Scottish Power; and

Scottish and Southern Energy. It has

also confirmed that it plans to retain

its special shares in British Energy.

Scottish and Southern Energy (SSE) is

reported to have completed the pur-

chase of the assets of Atlantic Electric

& Gas for £90.7mn from the latter’s

receivers, KPMG.

Tesco has become the first major

retailer to bring biodiesel to customers

around the UK, announcing the start of

a national roll-out of Greenergy

Globa/Diesel on 29 April 2004. Over the

next year: estimated sales of Greenergy

GlobalDiesel at Tesco will deliver a

reduction in carbon dioxide emissions

ofover2,000 tonnes - equivalent to the

amount created by 7mn driver miles.

BP has announced plans to consoli-

date the O/efins and Derivatives

(0&0) Division of its petrochemicals

business into a stand-alone entity

able to operate separately from the

BP Group.

Simon Plant, of specialist insolvency

firm SF Plant + Co, has been appointed

liquidator of Emir 8 Petroleum, the

UK-based wholesale provider of fuel

oil, storage and distribution.
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Range of alternative fuel

initiatives unveiled in US

BP is to collaborate with DaimlerChrysler in fieldetesting fuel cell vehicles in the

US beginning this year. The vehicle test programme is part of a five-year

’Controlled Hydrogen Fleet and Infrastructure Demonstration and Validation

Project', funded in part by US Department of Energy (DoE). The project is

designed to gain real-world experience with fuel cell vehicles (FCVs), to address

related issues such as fuels and fuelling infrastructure, and to educate the public

about this developing technology. DaimlerChrysler has proposed to supply its

FCVs to fleets in certain US markets. BP proposes to provide the refuelling infra-

structure to support the fuelling needs of those fleets.

In addition, Ford Motor Company and BP have announced a major initiative

aimed at moving the US closer to a hydrogen economy. Ford intends to place

up to 30 hydrogen-powered Ford Focus FCVs, and BP plans to build a network

of fuelling stations to support them, in metropolitan Sacramento, Orlando,

and Detroit. Some of the BP hydrogen refuelling stations will evaluate tech-

nologies that have near—term commercial feasibility, such as reformation of

natural gas, while others will explore more long-term technology options and

assess the potential to produce renewable-based hydrogen that achieve US

DoE hydrogen fuel cost targets. The Ford Focus FCV uses an 85-kW fuel cell

stack supplied by Ballard Power Systems, the world leader in proton exchange

membrane (PEM) technology. The FCV is hybridised with the addition of a

nickel metal—hydride battery pack and a brake-by-wire electro—hydraulic series

regenerative braking system.

Under the proposal, Ford intends to station up to 10 Focus FCV vehicles in each

of the three metro areas of Orlando, Sacramento, and Detroit.

Alameda-Contra Costa Transit District and ChevronTexaco have also announced

an innovative cooperative agreement to build a state-of-the-art hydrogen energy

station in Oakland, California, that will produce hydrogen fuel for fuel cell fleets.

The hydrogen will fuel AC Transit’s fleet of 40—ft Van Hool/UTC/ISE fuel cell buses

and future fleets of light duty vehicles (cars, SUVs, and small trucks) in support of

Governor Arnold Schwarzenegger’s vision of a hydrogen highway network in

California. The station will have the additional capability of utilising excess

hydrogen production to generate high quality electrical power from a stationary

fuel cell.

The station, which will be capable of dispensing as much as 150 kg of

hydrogen per day, is under development and is scheduled to be completed by

August 2005. Unique to the station's design is the use of small scale, onsite

steam reforming of natural gas, to produce hydrogen in the most cost-efficient

manner for commercial applications. This approach is consistent with the find-

ings cited in the recent National Academy of Engineering report on the

hydrogen economy, states ChevronTexaco.

Meanwhile, a project team led by Air Products, including automobile manu-

facturers Toyota Motor Sales USA, American Honda Motor, Nissan North

America, BMW, ConocoPhillips, the National Fuel Cell Research Center at the

University of California at Irvine, the University of California at Davis, and the

California South Coast Air Quality Management District automakers are to work

together to further demonstrate and validate advancements in hydrogen-based

transportation infrastructure.

Over the five-year programme, up to 24 fuelling station locations using multiple

approaches to producing hydrogen and providing fuelling infrastructure could be

developed. These include a fuelling station located on a pipeline, relocatable sta-

tions placed at existing retail gasoline stations including ConocoPhillips sites, as

well as municipal locations. These fuelling stations will be supported by hydrogen

produced from both natural gas and renewable energy sources. Some of these sta-

tions will also have dual dispensing capability of gaseous and liquid hydrogen.

Toyota, Honda and Nissan plan to assign, collectively, up to 65 FCVs to this pro-

ject, and BMW plans to assign up to 15 hydrogen—fuelled internal combustion

engine vehicles. The vehicles are to be driven by a broad range of drivers and

interested parties including technical experts, policy makers, vehicle customers

and fleet operators. The project team requested DoE funding of approximately

$35mn of the overall award for hydrogen infrastructure activities and a public

outreach programme.
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First commercial cellulose ethanol fuel

Shell Global Solutions International has

confirmed that logen Corporation, a

world-leading biofuels technology com-

pany, is successfully producing the

world's first cellulose ethanol fuel avail-

able for commercial use.

In some countries — for example

Sweden, the US and Brazil — conven-

tional ethanol is already blended into

gasoline.

Cellulose ethanol has two primary

advantages over conventional ethanol.

Firstly, the greenhouse gas emission

reductions from cellulose ethanol are

three times greater than those from

grain-based ethanol on a life-cycle

basis. Secondly, cellulose ethanol is

made from a plentiful and renewable

resource, the non-food portion of agri-

culture crops (eg straw, corn stalks and

corn cobs).

By contrast, conventional ethanol is

made from the food portion of agricul-

tural crops (eg sugar, corn, wheat and

barley), feedstocks that have important

alternative demands.

In Brief

C Europe 3

Fortum is to acquire the City of Oslo’s

53.7% stake in pan-Nordic power and

heat company Hafslund for €660mn.

 

The International Finance Corporation

(IFC) of the World Bank will lend

$65mn to Turkish fuel importer and

retailer Opet PetrolcU/Uk, helping it

build a marine terminal and tank

storage facility, while buying another

small terminal. This would help

expand Opet’s retail distribution net-

work, writes Keith Nuthall.

The Norwegian Government has pro-

posed a new ownership strategy for

state-owned Statkraft that could see

the government reducing its stake in

the company if a suitable strategic

partner were found.

Polish petrochemical company PKN

Orlen is understood to have submitted

the sole bid for the state’s 63% stake

in the Czech petrochemical giant

Unipetrol, offering CZK13.05bn.

L

Plains All American Pipeline has

acquired the Cal Ven pipeline system

from Cal Ven, a subsidiary of Unocal

Canada, for $19mn.

 

C Eastern Europe

 

North America )

Centrica has reached agreement to

complete the C$90mn acquisition of

the retail gas and electricity business

ofATCO Group in Alberta, Canada.

 

I Russia & Central Asia )
 

Surgutneftegaz, Russia’s fourth-

Iargest oil producer, will invest $1.7bn

to build a new port on the Baltic Sea

and upgrade its only refinery by 2008

so that it can export higher-grade

fuels in an effort to expand its market

share, reports Mark Rowe. Surgut is

working with ABB on a $1.1bn

upgrade at its 38-year-old KINEF

refinery, south of St Petersburg.

Surgut also plans to invest $600mn to

build a port at Batareinaya Bay.

 

C Asia-Pacific , )
 

BP’s two Chinese retail service station

ventures have taken a step fon/vard
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In Brief

with the signing ofjoint venture con-

tracts and articles of association for

both the BP Sinopec Zhejiang

Petroleum Company and the BP

PetroChina Petroleum Company. These

joint ventures will each acquire, build

and operate 500 retail service stations

in the Zhejiang and Guangdong

Provinces respectively by 2007.

Sinopec and Shell have signed a 60:40

joint venture contract to develop a net—

work of some 500 service stations in

Jiangsu Province, China, over the next

three years at a cost of some $200mn.

Shell is reported to have applied for a

licence to sell petrol and diesel in India

after it completed the pre—requisite

investment of RsZObn in oil infrastruc-

ture in the country. The company has

invested more than RSZObn on a new

2.5mn tonnes LNG import and regassi—

fication terminal at Hazira in Gujarat.

TXU has sold its portfolio ofAustralian

electricity and gas assets to state—

owned Singapore Power for $3.72bn

including cash and debt assumption.

NEWS/vnstream
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Tank deliveries from Heil Trailer

 

Bilston-based Heil Trailer International recently delivered 72 new articulated fuel

tankers to Shell contractors Hoyer UK (52 units) and JW Suckling Transport (17

trailers), to be used on deliveries throughout the UK. All manufactured to ADR spec-

ifications, the equipment includes a mixture of tri-axle petroleum tankers with up

to 42,800-litre capacity, tandem axle tanks with 28,000-litre capacity and 31,000—litre

capacity, as well as black oil and aviation fuel tanks.

 

UK Deliveries into Consumption (tonnes)

 

 

 

 

t Revised with adjustments 
  

   
All figures provided by the UK Department of Trade and Industry (DTI), as supplied by reporting companies

     

Products tFeb 2003 tFeb 2004 tJan—Feb 2003 flan—Feb 2004 % Change

Naphtha/LDF 239,848 200,437 439,839 430,691 —2

ATF — Kerosene 708,294 747,378 1,553,384 1,600,349 3

Petrol — — — — ~

of which unleaded 1,508,186 1,501,505 3,001,648 3,047,218 2

of which Super unleaded 64,538 60,746 137,178 121,219 —12

ULSP (ultra low sulfur petrol) 1,443,648 1,440,759 2,864,470 2,925,999 2

Lead Replacement Petrol (LRP) 18,246 7,290 37,974 15,072 —60

Burning Oi| 513,377 482,006 1,013,763 1,008,795 0

Automotive Diesel 1,337,185 1,491,651 2,733,217 2,973,945 9

Gas/Diesel Oil 531,491 512,605 1,068,427 1,035,140 —3

Fuel Oil 168,330 190,709 415,728 439,944 6

Lubricating Oil 68,635 60,681 138,089 1 14,957 —17

Other Products 600,972 796,156 1,352,044 1,561,362 15

Total above , 5,694,564 5,990,418,»;- , ’ 11,754,113 ' '

Refinery Consumption 1 387,553 331,800 7 *' ‘ ' 889,425

, Total all products 6,082,117 _, -, 6,322,218; ._ ' 12,643,533

Products tMar 2003 tMar 2004 tJan—Mar 2003 tJan—Mar 2004 % Change

Naphtha/LDF 256,938 162,350 696,777 593,041 —1 5

ATF — Kerosene 54,117 789,276 2,307,501 2,389,625 4

Petrol — — — — —

of which unleaded 1,640,794 1,691,078 4,642,442 4,738,296 2

of which Super unleaded 63,095 73,423 200,273 194,642 —3

ULSP (ultra low sulfur petrol) 1,577,699 1,617,655 4,442,169 4,543,654 2

Lead Replacement Petrol (LRP) 20,778 7,359 58,752 22,431 —62

Burning Oil 358,607 521,907 1,372,370 1,531,773 12

Automotive Diesel 1,423,812 1674.136 4,157,029 4,646,667 12

Gas/Diesel Oil 59,624 595,676 1,608,051 1,630,816 1

Fuel Oil 201,696 178,521 617,424 618,465 0

Lubricating Oil 67,545 70,877 205,634 185,834 —10

Other Products 706,754 960,566 2,058,798 2,520,857 22

Total above , y _ _, ,, $970,635 j 6,551,745. 17,724,748 " 805p ’

7 Refinery Consumption" _, ‘ 371,402 _, _ 47,1, ‘ 260,827

_, Total all products _, ' 6,342,037 3, 1,7,1; [985,575   
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drilling technology has been hailed as

a way to rejuvenate production in

everything from offshore fields in the

North Sea, heavy oil in Venezuela and

mega giant projects in the Middle East.

Maximum reservoir contact (MRC)

wells — also known as horizontal, multi-

lateral wells (see also p16) — are essen-

tially horizontal production wells with

several lateral offshoots. While a con-

ventional, single horizontal well might

be in contact with the reservoir for a

total of 2,000 ft, an MRC well typically

has a total reservoir contact greater

than 10,000 ft.

The goal of an MRC well is to increase

production of a field, yet do it at a

lesser overall cost. A single horizontal

well, for instance, might have to pene-

trate 3,000 ft of non-productive over-

burden before it is then drilled

horizontally through 2,000 ft of pay. An

MRC well, on the other hand, only pen—

etrates the overburden once before

splitting off several times in the pay

zone. 'lf you can get 2,000 ft of contact

in five wells and 10,000 ft of contact in

[an MRC well], then you only have to

drill one well,’ says Guy Arrington,

Manager of Drilling & Measurements

for Schlumberger Canada.

The arithmetic might be simple, but

the execution requires a complex series

of steps. Each well is custom-designed

to take into account the properties of

the reservoir, hole stability, potential

formation damage, interference with

offset wells and comparative economics

with alternative production methods

(such as fraccing). The drilling itself

requires advanced equipment owned

and operated by only a handful of ser-

vice companies around the world. If

I n the last several years, an exciting new

 
Modern drilling technology is now allowmg field done correctly, production (when com-

_ _ _ pared to a single, horizontal well), can

operators to create production wells With Immense increase by ZOO—600%. When done

_ incorrectly, however, it can lead to

exposure to pay zones, writes Gordon Cope. But sanding in. watering and permanent

loss of portions of the reserves.

Will maXImum reserv0ir contact (MRC) wells turn Knowing when to drill MRC wells and

when to eschew them is the province of

out to be a boon, or a curse? experts like Dr Kenny Adegbesan. The

Calgary-based reservoir engineer is a hor-

izontal well specialist with KADE

Technologies. In addition to teaching

horizontal well engineering at the

University of Calgary, he has consulted

with oil companies around the world. In

his opinion, several factors make reser-

voirs good candidates for horizontal,

multilateral wells. 'A thin reservoir is a

positive factor, because you have tremen-

dous economic leverage [when com-

paring horizontal wells to vertical]. With

the quality of geo-steering, you could

manage down to 3 metres [of reservoir

thickness] without hitting the reservoir

Photos: WellDynamics cap or aquifer.’ Carbonate reservoirs have
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their advantages, because if the reservoir

is damaged during drilling, one can do

an acid frac to repair permeability.

On the other hand, there are many

types of reservoir in which MRC wells

are not recommended. ’If a reservoir is

very stratified (alternating shale and

sand, for instance), then vertical perme-

ability is low and there is little advan-

tage to a horizontal well,’ explains

Adegbesan. Oddly, thicker reservoirs

are also less attractive. 'A thick pay

zone means good contact in a vertical

well, so a horizontal well is not as eco-

nomically advantageous.’ Lithological

stability of the reservoir is also very

important. ’With a vertical well, you

normally cement and perf, but it's too

expensive for a long horizontal well.

Sandstone [under openhole conditions]

can break off and sand in a well.’

However, most geological provinces

have good candidates for MRC wells,

however. Saudi Arabia, in addition to

having the world's largest reserves of

conventional oil, also has many attrib-

utes amenable to horizontal, multilat-

eral wells. ’They have good

permeability compared to North

American fields,’ comments

Adegbesan. ’Many fields are well con—

solidated, which creates good stability,

and they have a relatively low stratifi-

cation problem.’

Shaybah field

Saudi Aramco first began to explore the

value of MRC wells at Shaybah, a 14bn

barrel field located in eastern Saudi

Arabia. The field, discovered in 1968,

contains 42° API oil in low permeability

carbonates and has a large overlying

gas cap and underlying aquifer. In order

to mitigate gas encroachment and to

achieve high production rates in a low

permeability formation, single hori-

zontal wells were drilled in the mid-

19905 and the field put into production.

After a comprehensive study of the

field and its production, a decision was

made to drill an MRC well in 2001.

In a paper presented to the Society of

Petroleum Engineers in 2003*, Nansen

Saleri, Manager of Saudi Aramco’s

Reservoir Management Department;

Salam Salamy, a Senior Petroleum

Engineer; and Saud Otaibi, General

Supervisor of the Gas Reservoir

Management Division, outlined the

process. Starting in 2002, a main well-

bore (also known as a motherbore),

was drilled to the target formation,

where special 'geo—steering' equipment

was employed to continue penetration

into the reservoir.

While horizontal drilling with a

downhole motor has become relatively

common in the oil industry, there are

only a handful of service companies

 
Intelligent completion specialist WellDynamics recently installed the first SmartWell®

completion in Saudi Arabia — in a trilateral maximum reservoir contact (MRC) well

in the Shaybah field for Saudi Aramco. The SmartWell technology provides inflow

control from each lateral branch, resulting in more efficient clean-up, stimulation

and production control for the life of the well. The Shaybah 119 completion is a

three-lateral SmartWell completion, employing hydraulically actuated interval

control valves with AccupulseTM to allow selective variable choking of each of the

laterals, without costly intervention.

Dr Nansen G Saleri, Manager of Reservoir Management at Saudi Aramco, said:

’Advanced well completion is one of our technology focus areas and we firmly

believe that SmartWell technology will contribute to our goals of improved reservoir

management with maximum recovery while reducing well count.’

worldwide, including Baker Hughes,

Sperry-Sun and Schlumberger, that pos-

sess the suite of tools and software to

drill MRC wells. ’Motors are old tech-

nologies, and still the most common,’

says Arrington. ’Rotary steerable sys-

tems (R55) are the next generation.’

RSS tools are similar to standard drilling

systems in that the drill bit is rotated by

the drillstring, which gives a smoother,

cleaner wellbore with less torque and

drag. It differs from a conventional system

in the manner in which the drillbit is

aimed, however. Schlumberger's system,

for instance, uses three exterior pads sit-

ting directly behind the drillbit to deviate

the direction of drilling by applying

directed pressure against the rock. It does

so using an internal valve that controls the

flow of mud to pad actuators. As the bit

rotates through each revolution, the pads

are extended and retracted in sequence

to provide consistent pressure against one

side of the wellbore. The bit can thus be

deflected in a smooth, continuous arc.

Obviously, for the MRC well to be

productive, it must remain within the

confines of the pay zone. Too high, and

the wellbore is exposed to the gas cap,

which can cause slugging in the pro-

duction stream. Too low, and it runs

afoul of the underlying aquifer. Too

wayward, and it penetrates into unpro-

ductive lateral rock. Keeping it just

right means knowing not only where it

is at all times, but what it is in, as well.

The where is controlled by a loca-

tion unit positioned as close as pos-

sible to the drill bit. The most

advanced units, generically known as

measurement while drilling (MWD),

contain direction and deviation sen-

sors mounted on bearings within the

drill collar. This allows the sensors to

remain stationary so that they can

take tilt and azimuth measurements

while the drillstring is rotating.

The what is supplied by logging while

drilling (LWD) devices. The LWD suite

includes most of the conventional wire-

line logs, including resistivity, density-neu-

tron and sonic devices. They can be used

to provide comprehensive geological and

petrophysical evaluation, allowing the

operator to identify approaching forma-

tion contacts by distinguishing litholog-

ical changes in four directions (up, down,

left and right). Thus, a drill bit that is

approaching a shale layer overlying the

carbonate reservoir is able to distinguish

the fact, and the driller can alter course. It

can also be used to steer the drill bit

toward higher porosity.

Such information, of course, is of

dubious merit after the fact. The

bottom hole assembly (BHA) is thus
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invariably equipped with either mud

pulse telemetry or e-pulse (low-fre-

quency electromagnetic waves that

pulse through the rock) communication

systems. As the drill bit advances, the

systems allow MWD and LWD informa-

tion to be transmitted uphole in real

time, as well as new commands to be

transmitted downhole to the tool.

At Shaybah, MWD and LWD informa-

tion was sent by satellite communica-

tion from the rig site to offices in

Dharan, Saudi Arabia. The live link

allowed real-time, 24/7 well geo-navi-

gation. No major problems were

encountered during drilling or post-

drilling, and by the end of 2003, nine

MRC wells were completed and placed

onstream. Initial studies show that all

the wells experienced significant gains

in productivity and reductions in unit

development costs.

In their paper, Saleri et al noted that,

at Shaybah, a conventional horizontal

well with 3,280 ft completion produces

2,000 b/d of oil. An MRC well with

25,584 ft pay zone exposure produced

12,000 bid. The initial cost of drilling the

conventional horizontal well amounted

to $1 per b/d output. The comparable

cost of the MRC well amounted to 38

cents. Saudi Aramco’s successful experi-

ence has since been applied to the

Abqaiq and Ghawar fields.

A quibble with Yibal

As previously reported in Petroleum

Review**, however, MRC wells have

their detractors. Matt Simmons,

President of Houston-based, private

investment banker Simmons and Co,

took issue, in part, with modern tech-

nologies during an evaluation of

Middle East reserves and production

life. In a February 2004 review pre-

sented to the Center for Strategic and

International Studies in Washington,

DC, Simmons expressed a pessimistic

interpretation regarding the prospects

of Ghawar, Saudi Arabia’s (and the

world’s) largest oil field.

As part of his thesis, he pointed to

Saudi Aramco’s increased use of MRC

wells, declaring that, although the

wells can maintain and even increase

production, they rarely augment total

yield, and in fact may hasten decline.

As an example of what can go wrong,

Simmons pointed to the Yibal field in

Oman. First drilled in 1962, Yibal was

produced using a standard system of

water injection and pressure mainte-

nance through vertical wells. The field

began to experience problems after

1990, however, when horizontal wells

were introduced. Production at first

rose, peaking at approximately

250,000 bid in 1997, then began to

decline at a rate of 12% per year. By

2003, Oman officials noted, the field

was producing in the range of 90,000

b/d. About 90% of the liquid coming

out of the ground at Yibal is water, and

the remaining 10% oil. (It was specu-

lated that the high volume of water

comes in part from the water injected

into the ground as part of its hori-

zontal drilling technique. Regardless,

the water adds considerably to the

costs of extracting the oil). ’Instead of

creating easy supply growth, the tech-

nology revolution created monstrous

decline rates,’ said Simmons.

Saudi Aramco officials were quick to

refute the charges, asserting that their

estimates of reserves and petroleum

engineering practices were sound. In a

recent interview with the Oil & Gas

Journal, company officials noted that

Shaybah’s current production of

560,000 b/d (with a water cut of approx-
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imately 10%) was achieved with 70

wells less than the original estimate of

170 wells, thanks largely to MRC tech-

nology. Furthermore, the output could

be expanded to 1mn b/d with little risk

of negative impact to the reservoir.

But the question of Oman’s Yibal field

lingers — What reservoirs make bad can-

didates for MRC? Part of the problem,

says Adegbesan, could be related to the

amount of energy coming from the oil or

aquifer. ’If you drill into a new field and

the initial oil pressure is high, is it due to

the oil, or the aquifer? If initial assump-

tions overstate oil energy, the field can

water out earlier than expected.’

Another problem could relate to produc—

tion history. Yibal was produced with

vertical wells for decades before hori-

zontal wells were introduced. Generally,

layers of high permeability deplete first,

leaving residue oil in areas of lower per-

meability. Later, if a decision is made to

drill horizontal wells into the areas of

lower permeability to recover the

residue oil, water that has displaced oil in

the depleted high permeability zones

may enter the new wells.

The future

So far, the number of horizontal, multi-

lateral well completions has been rela-

tively low, but, where proper

preparation has been done, MRC drilling

has proven itself to be cost—efficient and

safe. Drilling experts expect usage to

expand in the coming decade, first in

areas where production drilling costs are

relatively high. 'In the North Sea, for

instance, you can drill from one plat-

form and save costs,’ says Adegbesan.

Regions that are already adopting

MRC will also become more comfort—

able with the technology. ’Early on,

there were a number of mistakes

made,’ says Adegbesan. ‘In the Middle

East, as we get more and more experi-

ence, we will know better how to

manage them.’

Finally, economics will play a huge

roll in their expanded use. Adegbesan

notes that completion of multilateral

wells can range from a simple open

hole to sophisticated production mod-

ules that allow each lateral to be inde-

pendently produced. ’The higher up

you go, the more expensive it gets, but

in the future, we will have advances in

drilling and production that will make

it cheaper, and you'll have more multi—

lateral wells. We will also see advances

in geological sciences and seismic as

they relate to reservoirs.’ O

*’The expanding role of the drill bit in

shaping the subsurface’, Nansen Saleri,

Salam Salamy, Saud Otaibi, SPE 84923.

** ’A tale of two planets’, Julian Dar/ey,

Petroleum Review, April 2004.
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Multilateral well planning and

execution in deep waters

Multilateral technology has gradually gained acceptance

as a reservoir development tool in recent years. Karl

DeMong, Middle East Multilateral Operations Manager,

Sperry-Sun, Halliburton Energy Services, looks at the

development of this technology and its application in

deepwater projects.

he rapid advencement of multilat—

eral system improvements has

increased well integrity, produc—

tivity and accessibility. Casing junctions

that could be selectively re-entered

have been developed, making possible

re-entry with full drift assemblies for

workover. These completions initiated

true multilateral features, including full

flow control in commingled applica-

tions as well as lateral exit though

tubing for the rigless well intervention.

The latest generation of multilaterals

provides accessibility, flow control

options, segregated through-tubing

access to each lateral, pressure isolated

junctions and capabilities to enable full

workover applications. The completion

can be upgraded at any time. This evolu-

tion allows each lateral to have all of the

features of an independently drilled well,

which has always been the goal of multi-

lateral well designers. Multilateral designs

can be adapted to most reservoir man-

agement and production applications.

For its installation, the multilateral

junction or completion uses an oriented

profile sub or latch coupling, either in

the casing in a new well or installed in a

packer in an existing well. When the

latch coupling is installed, it is oriented

with survey equipment such as a gyro-

scopic survey tool or inclinometer in

survey-while-drilling tools. Once the

latch coupling is set on depth and ori-

ented, all other junction creation or

entry functions run to depth and orient

with mechanical checks.

Differentiators for

deepwater operations

Deepwater multilateral operations force

a different planning and execution

approach from land and platform pro-

jects. Developments on land or platform-

based multilateral operations have

focused on cost of equipment, access to

the legs and the ability to intervene in the

well using a rig to shut off water, plug

back and redrill laterals, or add artificial

lift. The opportunity cost of a land drilling

location may be several orders of magni-

tude less expensive than a deepwater

drilling slot. An undrillable lateral or a lost

slot may make a small impact on a land

operation, while junking a deepwater lat-

eral or main well may reduce reserves.

The operational steps required in the

well completion are selected and

sequenced for minimum risk and max-

imum chance of success. Rather than

looking at the multilateral well as the

addition of a new part to the well, like a

dual packer, a system approach analyses

each operational step to assess the risk,

then takes measures to fulfill the

requirement while reducing the risk.

An example is the desire to get a pic-

ture of the production coming from each

lateral in a multilateral well. Mechanical

intervention or electronic systems may be

used. Both have a finite risk that might

be unacceptable for deepwater. In one

deepwater application, an operator

decided to use several radioactive iso-

topes in the lateral screens. The produc-

tion was monitored to create a synthetic

production profile, reducing the mechan-

ical and operational risk of the operation

at the expense of defining the well data.

This can be typical of the difference in

risk management in the deepwater envi-

ronment.

The type and timing of the stimula-

tion and sand control operations are

also an issue in deepwater. Stimulations

cannot be easily mobilised to the well

after rig release. Even while the rig is on

the well, 'optional stimulations' based

on production tests are not common.

Figure 1: Cut on depth tool. The 'on

depth' group of tools was developed to

operate at an exact depth without uncer-

tainty regarding depth or weight on the

bottomhole assembly 
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Each lateral may only be accessible for a

few days or weeks while the well is

being constructed. Re-accessing the

well usually requires setting a deflec-

tion device at minimum, but may

require the mobilisation of a rig.

Additional trips and risk are not usually

acceptable. If there is moderate chance

that a stimulation will be required, it is

planned and executed during the initial

well construction.

Sand control has also received atten-

tion. Washing over a failed gravel pack

in a multilateral well in deepwater is

undesirable, so there has been more of

an emphasis on using premium and

expandable screens.

Critical issues

Costs for non—productive time become a

key point in deepwater multilateral pro-

jects. The time and trips required for mul—

tilateral operations also becomes critical.

The costliness of deepwater also

means that the prospects tend to have

higher reserves and production rates

than land wells, which has led to larger

inner diameter (ID) systems.

The cost to return to a deepwater

well is also prohibitive, so through

tubing access completions are run less

often. Systems that provide for flow

control but not for access have been

developed precisely for this purpose.

lnterventionless completion equip—

ments, where the flow is controlled

from surface, such as disappearing

plugs and hydraulic single trip packers

have been used. Intelligent well com-

pletions are also a consideration where

flow control is desired.

Overall there has been a reluctance

to run in deepwater the same types of

multilateral junctions that are run on

land. Deepwater has demanded multi-

lateral systems with fewer trips to

install, less operational risk, and larger

IDs. Access has not been required, but

interventionless water shut-off or other

remedial features are desired.

Several completion options have

been developed for deepwater wells.

The PerfRiteTM System, the FlexRiteTM

System and the intelligent well comple-

tions, which can be run in the MillRiteTM

junction, were developed with deep-

water constraints in mind.

Constructing the multilateral junc-

tion in the deepwater well differs from

constructing the junction from a fixed

surface. Most drilling compensators

require a moderate weight to function.

Many multilateral junction construction

operations such as running tools,

fishing, or washing over are done with

very little weight. They also require a

greater degree of control than that

afforded by a drilling compensator.

The 'On Depth' group of tools was
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permanent through tubing access both bores

developed to operate at an exact depth

without uncertainty regarding depth or

weight on the bottomhole assembly.

These tools drop liners at a designated

depth, accurately set packers, mill from

or to a specified depth, set liner

hangers, wash over multilateral equip-

ment and precisely cut off liner tops.

The tool uses a latch coupling set in the

main casing. When locked into posi-

tion, the precise depth is known.

Maintaining hole size through or

below a junction is important. Each

new casing string reduces hole size

25—30%. Using a multilateral junction

compounds hole size reduction. Savings

anticipated from using multilateral

wells are often consumed by the cost of

a corresponding increase in hole size to

the depth of the junction. In some

cases, a 50% reduction in hole size

occurs through the junction.

Applying multilateral technology to

existing wells exacerbates the problem.

The multilateral well re-entry is con—

RSB Packerw

Snap Latch

Figure 2: MillRiteT'V' junction w/FloRiteTM completion in existing well — TAML Level 5

Completion

Tubing

Production

Tubing

 

 
strained to the previous casing size. The

retention of hole diameter in these

applications becomes paramount. In

deepwater applications, where the cost

of the well is high to start, the value of

hole size retention is critical. Size reduc~

tion is greatly reduced through using

expandable tubulars.

New well case study

The FlexRiteTM system can be run to the

surface as a single or dual completion.

The top end of this system is similar to

the FloRiteTM system (also a TAML Level

5 completion system) already employed

in many multilateral wells. This system

provides selective re-entry and inter-

vention capabilities in the lateral and

main bore. It is also possible to stack the

systems to provide more than one lat-

eral capability from a single well bore if

selective re-entry of the lower well

bores is not required.

continued on p34...
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Pipe dream snuffed out
Energy in Latin America is moving from the control

of the market to the control of politicians. Maria

Kielmas reports.

5 Argentina prepares for winter

Ain the midst of increasing gas

and electricity supply cuts, local

comedians have revived a joke that cir-

culated in Brazil during that country’s

energy crisis in 2001—2002. As the

former Brazilian President, Fernando

Henrique Cardoso, struggled to intro-

duce an energy rationing plan, the

question on the streets was: ‘What is

the difference between the Cardoso

Government and the Titanic?’ The

answer was: ‘The Titanic went down

with its lights on.’ Brazilians may have

laughed, but the Cardoso Government

then introduced a successful energy

rationing plan and turned the crisis

around. A crisis, it should be noted,

caused by drought and high gas prices,

not political mismanagement.

But now no-one in the Argentine

Government is laughing at the joke

today as Argentina’s energy crisis

becomes international. 'Never, since the

return of democracy in both countries,

have relations between Argentina and

Chile been so dramatically tense,’ wrote

Joaquin Morales Sola, who is one of

Argentina’s most respected political

commentators.

In Chile, the feeling is one of isolation

and anger. Since 1988, when Chile

regained its democracy, the country has

been held up to its neighbours as a

paragon of economic rectitude. But the

results of similar economic reforms in

Argentina, Bolivia and Brazil have

ranged between the unsatisfactory and

the disastrous. Now populist leaders in

these countries are seeking solutions

through an old utopianism based on

reinforcing the role of the state in the

energy sector — and excluding the

Chilean market from their plans. As a

result Chile, a country surrounded by

significant oil and gas producers and

whose gas consumption is less than that

of the Irish Republic, is considering

offers of LNG imports from Indonesia

and the adoption of the latest cost-

effective second-generation nuclear

energy technology.

Who is to blame?

The search for scapegoats has begun on

all sides of the Andes. Industry and

political opinion is divided into two

camps — either foreign investors have

not fulfilled their work obligations and

have not paid sufficient taxes, or that

government policies and regulatory

changes have made such investments

unviable. However, the true reasons for

this regional energy crisis may be

uncomfortable for both sides.

The initial problem was that the

19905 energy privatisations that took

place in Argentina were conducted

back to front. First came the disposal of

the electricity sector, which was sold off

with no one having a clue as to what

kind of fuel market the privatised utili—

ties were to operate in since the oil and

gas sectors were still state-owned. The

internal oil market was liberalised in

theory but, as it has always been domi—

nated by a handful of companies, it has

never shed popular accusations that it

acts as a cartel. When the state gas

monopoly Gas del Estado (GdE) was pri-

vatised in late 1992, the government

had little idea about the kind of future

gas market it expected.

Local industrial groups grabbed avail-

able exploration acreage, recycling a lot

of it to foreign investors in return for fat

commissions. But even this just replaced

a state-sector oil monopoly with a pri-

vate sector oligopoly. The new opera—

tors carried out wholesale workovers in

fields but little exploration. This was

similar to the privatised gas utilities who

spent most of their time repairing the

old transportation infrastructure, or by

installing meters, rather than building

new pipelines. Many foreign gas compa-

nies did not include clauses in their con-

cessions with the government detailing

the separate definitions of work obliga-

tions in terms of time and in terms of

money. As a result, the investors and the

regulators have been fighting about the

issue ever since.

Although there were major gas dis-

coveries in the Noroeste Basin near

Bolivia and in the Austral Basin in the

South Atlantic offshore, government

officials in Argentina’s neighbouring

countries of Brazil and Uruguay had

already estimated that Argentina

would become an oil and gas importer

in the medium term. This is a point of

view shared today by Daniel Fernandez,

the President of Chilean state oil com-

pany Empresa Nacional del Petroleo

(ENAP). But this had been forgotten

amid the euphoria of opening new gas

export pipelines to Chile and Brazil.

However, probably the biggest failure

of the privatisation exercise was that it

did not introduce an entrepreneurial cul-

ture into the country, to replace the tra-

ditional mercantilist one. Local industry

has never been in the business of taking

risks and was always unlikely to provide

a serious impetus for exploration. But

this realisation became muted as the

proponents and opponents of energy

sector privatisation divided into ever

more doctrinaire camps.

Low gas prices

Since the Argentine Government's decla-

ration of an economic emergency in

January 2002, the freezing of utility tar-

iffs, and the removal of the peg between

the peso and the dollar, the government

and utility investors have made little

progress in renegotiating their contracts.

The companies blame the energy crisis

on the government's policies since 2002,

while a recent report by gas regulator

Enargas blamed the gas producers and

distribution companies.

The report claimed that these compa-

nies had financed 83% of their capital

investment through external loans,

which could be written off against tax.

The companies had under-invested,

under-explored and over-produced,

with all new projects directed towards

the export, rather than the internal,

market. And now, like the oil market,

85% of the gas market is controlled

by four companies — Repsol-YPF, Pan

American Energy, Total and Petrobras.

In early April 2004, the government

and gas producers reached an agree-

ment for a 40% increase in wholesale

gas prices, from 45 US cents/mn Btu to

63 US cents, on condition that the pro—

ducers ensured supplies to the residen—

tial market. Yet industrial gas users in

Argentina can expect to suffer gas

shortages of between 60 and 70 days,

with a shortfall of 8mn cm/d expected

by mid-winter. To counter this the gov-

ernment has ordered a cut in gas

exports to Chile — first by 30% and then

by 45% — while arranging a six-month

gas supply contract with Bolivia for 4mn

cm/d. In addition, it has halted elec-

tricity exports to Uruguay, which

account for 19% of Uruguay’s power

demand, and contracted emergency

electricity imports from Brazil.
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LNG project stalls

A long—gestating project by European

investors in Bolivia to export LNG from a

Pacific port floundered last October amid

bloody riots and the toppling of the then

President Gonzalo Sénchez de Lozada.

The investors hoped to export the gas

from a Chilean port, their most economic

option. But this notion triggered both

recidivist and nationalist protests in

Bolivia, leaving the government with no

option but to condition a Chilean export

terminal for the project on the return of

coastal territory that Bolivia lost as a

result of the 19th-century Pacific war

with Chile. A protest bandwagon involv-

ing cocoa farmers, indigenous groups

and trade unions gathered pace, forcing

the government of Carlos Mesa to

introduce new petroleum legislation.

Subject to a referendum scheduled for

18 July 2004, this law will increase royal-

ties on oil and gas production from 18%

to 50%, probably making a gas export

project unviable and leading to the res-

urrection of the former state oil com-

pany Yacimientos Fiscales Petroliferos

Bolivianos (YPFB). The new YPFB will

have control of all aspects of the oil and

gas industry and will hold majority

shares in future joint ventures with for-

eign investors. As soon as the legislation

is approved, companies with existing

upstream contracts will have 180 days to

switch to joint development, joint pro-

duction, operational or association con-

tracts with the new state company.

Argentina originally hoped to import

9mn cm/d of Bolivian gas. Since the 2002

devaluation, Argentina has enjoyed

strong, though unsustainable, economic

growth coupled with surging gas

demand, due to high world oil prices,

high soya exports to the Chinese market

and low energy costs at home. However,

Bolivian protest groups and the govern—

ment have been suspicious that this gas

would be re-exported to Chile.

In probable contravention of World

Trade Organisation (WT0) rules (of which

both countries are members) the Bolivian

supply contract states that no re-exports

to Chile will be permitted. Bolivian

President Carlos Mesa assured his elec-

torate that 'not a molecule' of Bolivian

gas will go to Chile, prompting Chilean

conservative opposition leader Joaquin

Lavin to reply that 'not a drop' of the

Pacific Ocean will be ceded to Bolivia.

In late April, Indonesia offered to sell

LNG to Chile. Indonesia has also snapped

up the US and Mexican LNG markets

which Bolivia was hoping to acquire.

Diplomatic failure

The opposition in Chile is exploiting the

failure of the Ricardo Lagos Government

to solve the gas supply crisis, which could

stunt Chilean economic growth. The

crisis has already prompted rating agen-

cies to downgrade Chilean power utili-

ties, which account for nearly 40% of

the Santiago stock market's capitalisa~

tion and are a significant element in the

country’s private pension funds. The

failure of Foreign Minister Soledad

Alvear to reach a diplomatic under-

standing with her Argentine opposite

number, Rafael Bielsa, has probably

destroyed her chances in next year’s

Presidential elections in Chile.

Chilean gas buyers are hoping to seek

compensation for their losses through

international tribunals, in particular to

test a non-discrimination provision

clause in the 1995 bilateral gas supply

protocol with Argentina. Argentine

President Néstor Kirchner dismissed this

saying that, as the Argentine Congress

had never ratified the 1995 protocol in

the first place, it is not valid under

Argentine law and there is no interna-

tional claim possible. Chilean gas

buyers, Kirchner said, should try to

obtain compensation from gas

exporting companies in Argentina. The

gas exporters, for their part, are

claiming force majeure, since the

Buenos Aires Government has obliged

them cut firm, rather than interruptible,

supply contracts with Chilean buyers.

By early May, the Chilean Government

was trying to ease the tension, stating

that it would not pursue any claims in

the international courts — yet.

Chilean political commentators claim

that Argentina has never honoured any

international agreement, and Chile

cannot link its economic future to such

a neighbour. Chilean energy links with

Bolivia were written off after last

October's riots in La Paz. Energy experts

in Bolivia also worry about how their

own relationship with Argentina will

develop. The present gas export deal is

worth $45mn/y. However, the experts

ask: 'Will Argentina pay, and who in

Argentina will pay?’ The government in

Buenos Aires is planning to create a new

state-owned energy company which

will control and regulate the energy

market, but there is no clarity about its

role in the international gas trade. In

addition, Bolivian officials worry that

Brazil will increase pressure on La Paz to

cut Bolivian gas exports prices to Brazil.

These are nearly 60% higher than the

price Argentina will pay.

The present Brazilian Government

under President Luiz Inacio Lula da Silva,

and its predecessor, tried and failed to

negotiate a cut in Bolivian gas exports

prices. This led to a fall in Brazilian gas

offtake through the Bolivia—Brazil gas

pipeline to less than 8mn cm/d.

However, offtake had risen to 28.5mn

cm/d by late April, as Brazilian gas

demand rose. This coincided with an

announcement in Argentina that it

would cut gas exports to southern Brazil

because of the supply crunch. So far,

Brazilian reaction has been calm. But

government energy officials have made

clear to Buenos Aires that present elec-

tricity exports to Argentina may be

halted should a drought trigger future

power supply problems in Brazil.

More integration

Brazil, Bolivia and Argentina are main-

taining a diplomatic facade over their

international energy trade complica—

tions. Relations between Buenos Aires

and Brasilia chilled briefly with the reve-

lations in March that Brazil had devel-

oped a uranium enrichment facility

without the knowledge of Argentina.

Brazil at the time had denied access to

inspectors from the Vienna-based

International Atomic Energy Agency

(IAEA), leading to a frosty exchange

with Washington. In late April, Brazilian

Energy Minister Dilma Rousseff pro—

posed that Brazil, Bolivia and Argentina

move forward with the integration of

their state—controlled energy sectors,

notably excluding Chile from the pro-

posal. In Chile this was viewed as yet

more international pressure to address

Bolivian claims to Pacific coastal territory.

But Brazilian energy policy is entering

an uncertain period as the government's

centre-right coalition partner, Partido

del Movimento Democrético Brasileiro

(PDMB), demands and receives jobs for

its own placement at the head of the

main federally-controlled energy com-

panies, Petrobras and Elétrobra's. The

first victim has been Luiz Pinguelli Rosa,

the Elétrobras President, an academic

nuclear physicist, a fierce critic of the

19905 energy privatisations in Brazil and

the architect of the present govern-

ment's energy policy that has tried to

stall the expansion of the gas market.

This policy was made redundant by the

discovery last year of 14.5tn cf of gas in

the offshore Campos and Santos Basins.

Back in Argentina, President Kirchner

shows few signs of listening to the pro-

ponents of orthodox energy polices.

This approach is supported by his

staunch allies — Government Minister

Anibal Fernandez and Planning

Minister Juan De Vido, while Economy

Minister Roberto Lavagna supports a

more conciliatory strategy with foreign

investors. That said, Kirchner's popu-

larity is growing as he succeeds in

deflecting the country's economic prob-

lems with an international crisis and

blaming it all in foreign investors.

There is an urgent need now not only

to confront reality, but to find the will—

ingness to do 50, noted Joaquin

Morales Sola. Otherwise, he said, it

could be too late. 0
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A key player in the

global gas arena

The fact that western

hemisphere Energy

Ministers chose to

assemble in Tobago in

mid-April for their sixth

Ministerial Conference

which focused on

designing an ’energy

security policy’ for the

region, was a clear

indication of Trinidad

and Tobago's current

eminence in the global

natural gas industry,

writes David Renwick.

he small south Caribbean island

Tnation last year supplied 77% of

all US imports of LNG. Although

LNG was only 2—3% of US natural gas

demand, as domestic gas sources

decline and Canadian gas becomes less

available it is likely to rise to 25% of US

gas usage by 2025 — and Trinidad and

Tobago fully intends to remain the

major provider.

The Caribbean country is also the

world's largest exporter from a single

site of two gas-based chemical prod-

ucts — methanol (4.66mn tonnes after

the new Atlas plant came onstream

this year) and ammonia (5.1mn

tonnes when the latest such facility,

Nitro 2000, commences production

shortly).

Trinidad and Tobago’s gas reserves —

20.76tn cf proven and 8.28tn cf prob—

able — are relatively modest when

compared with other countries in the

hemisphere, but its success lies in the

speed with which they have been

monetised. At least $7bn has been

poured into gas-related projects,

including three LNG trains, six

methanol plants (with a seventh to

come in 2005) and 10 ammonia plants.

Current gas production for domestic

use and export as LNG amounts to

2.7bn cf/d from 12 fields.

Commitment to gas

Arnold De Four, Manager for Gas

Resources Management at the state-

owned National Gas Company (NGC)

— which operates the gas transmis’

sion system and has been mandated

by the government to promote gas-

based development — confidently

expects the monetisation momentum

to continue unabated. ’Ammonia

and methanol production is going to

be dead in North America very soon,’

he predicts. ‘All these plants will be

coming to Trinidad.’ Little wonder

then that US Energy Secretary,

Spencer Abraham, who attended the

Tobago conference at which the US

was co-sponsor with Trinidad and

Tobago’s Energy Ministry, praised

the ’Trinidad model’ of natural gas

development as ’a very effective

example of how a country with nat-

ural gas resources can enter the

international marketplace... our hats

are off to the leadership in Trinidad

and Tobago.’

The Caribbean state's Energy

Minister, Eric Anthony Williams, a geo~

physicist by profession, says: ’That

model is built around a commitment

by the government to develop natural

gas resources in particular areas —

ammonia, methanol, LNG and metals,

including aluminium. The country has

established itself as a world-class

player in all those areas, except alu—

minium, and we hope to enter that

business very soon.’

This ’commitment to gas develop—

ment' was probably music to Secretary

Abraham’s ears, since 'energy security’

— the main issue dealt with at the con-

ference — is of paramount importance

to Washington bearing in mind the

instability in the Middle East and gas

supply shortfalls in North America. The

US energy chief would also have been

pleased to hear that, having only

recently signed off on the $1.1bn,

800mn cf/d, 5.2mn tonne Atlantic train

4, the Trinidad and Tobago

Government has indicated that it is

prepared to go ahead with trains 5 and

6. With a swap arrangement with

Spain in operation, almost all of

Trinidad’s 1.5bn cf/d of LNG now goes

to the US and the US territory of

Puerto Rico. It is almost certain that

the vast majority of train 4’s output

will also end up there as well.

The same is likely to apply to the pro—

posed trains 5 and 6, which will see new

gas reserve holders, such as BHP

Billiton/Total/‘l'alisman, being brought

into the LNG picture in Trinidad for the

first time.

So far, the major gas reserve holders

such as BPTT, BG International and

Repsol-YPF, as principal owners of the

Atlantic LNG Company in Point Fortin,

south-west Trinidad, have grabbed

most of the LNG opportunities.

However, the government wants to

spread the benefits of North American

LNG pricing among more players — not

only because companies need to be

encouraged to explore for gas as

much as possible, but also for the tax

benefits that accrue to the state from

LNG netback pricing flowing through

to the wellhead.

 

PETROLEUM REVIEW JUNE 2004



 

Venezuelan gas

in the mix

As far as a train 6 is concerned, the gov-

ernment has hinted broadly that this

may have a large component of

Venezuelan gas in its mix from the uni-

tisation projects now being pursued

across the maritime border between

blocks on the Trinidad side and those in

the Plataforma Deltana development

north-east of the Orinoco Delta.

Negotiations on how to proceed are

currently taking place and by year's end

it should become clearer how the esti-

mated 7tn cf of gas that straddles the

border in three areas can best be

exploited. Since Venezuela has little,

or no, infrastructure in Plataforma

Deltana, the decision is likely to be to

do it from the Trinidad side, at least as

far as the Kapok reserves in Trinidad

held by BP and the Dorado discovery by

PdVSA in block 1 in Venezuelan waters,

are concerned.

The US is probably encouraged by

the fact that Trinidad is receptive to the

idea of monetising Venezuelan gas on

the Trinidad side of the border, at least

until Venezuela gets its own LNG

facility, which has still not yet been

given the green light.

The current state of relations

between the Venezuelan President

Hugo Chavez Frias and Washington,

suggests that the US is more likely to

feel ’energy secure’ if Trinidad is the

LNG supplying source. However, it is not

only the US that is concerned about

energy security, but also the Caribbean

Community and Common Market

(Caricom) countries whose Ministers

attended the Tobago conference. Their

concern primarily centres on the fluctu-

ating prices of refined oil products and

the extraordinary strain this imposes on

their balance of payments. For

example, Jamaica, the largest Caricom

market, spent $700mn last year on

importing petroleum products— 58% of

all its foreign exchange earnings.

President Chavez came up with a

scheme in 2000 to supply crude oil or

products to Caricom states at a sub-

sidised price, but this has never been

fully implemented. Trinidad has now

proposed to Venezuela that it uses

the state-owned Petrotrin refinery in

Trinidad to produce the products cov-

ered by Chavez’s programme, bearing

in mind Petrotrin’s long history of

involvement in the regional oil trade.

Energy Minister Williams points out

that ‘some eastern Venezuela oil

fields are much closer to Trinidad

than they are to Venezuela’s own

refineries and bringing that oil to

Trinidad for refining and re-export

makes sense.’

In the pipeline

In a sense, such a measure would be

only a stop-gap until Caricom begins to

move towards what Trinidad and

Tobago perceives to be the region’s

real investment in energy security — a

natural gas pipeline. While Jamaica,

like the US, Puerto Rico and, most

recently, the Dominican Republic,

prefers LNG as the vehicle by which it

can gradually replace fuel oil with nat—

ural gas in power generation, Trinidad

is proposing piped gas instead for the

smaller Caribbean markets such as

Grenada, St Vincent, St Lucia,

Barbados, Martinique, Dominica and

Guadeloupe.

Initial studies have examined the idea

of a 596-mile long line between

Trinidad and the French department of

Guadeloupe to the north, expected to

cost between $510mn—$550mn. About

100mn cf/d of gas would be required

initially to produce about 646 MW of

power likely to be needed by the seven

territories.

The project is a private sector initia-

tive but has been enthusiastically

received by the Trinidad and Tobago

Government, which sees in it a chance

to extend to the wider Caribbean some

of the same benefits that Trinidad itself

has derived from being a gas-powered

economy. While LNG to Caribbean mar-

kets have not been able to escape the

price fluctuations inherent in a link

with Henry Hub in the US, pipeline gas

would be much more stable, priced on

a cost plus basis, with negligible vari—

able costs.

Venezuela has also expressed an

interest in being involved in pipeline

gas to the Caribbean. Energy Minister

Williams told Petroleum Review that:

’Both Venezuela and ourselves feel we

can assist in intra-regional development

and make the region more attractive to

investors by lowering the cost of elec-

tricity to the Caribbean in a way that is

commercially viable.’

LNG expansion, the Caribbean gas

pipeline, Secretary Abraham's own pro-

posal for a Western Hemisphere Energy

Technology Co—operation Initiative and

other proposals from the Tobago con-

ference will all go forward to the

Summit of the Americas meeting in

Argentina next year to become key

ingredients in an ’action plan’ for the

34 nations that make up the forth-

coming Free Trade Area of the

Americas (FTAA).

Oil still important

While Trinidad and Tobago’s hemi-

spheric energy role now clearly centres

around natural gas, oil still remains a

key element in the country’s hydro-

 

Proven: 990

(highest for 40 years)

Probable:
324

Possible:
1,853

Total: 3,167

Source: MinistryofEnergyandEnergy Industries.

Table 1: Trinidad and Tobago oil reserves,

in mn barrels, January 2003

 

Proven: 20.76

Probable: 8.28

Possible: 6.06

Total: 35.10

(highest ever; equivalent to 6.05bn

barrels of oil)

Identified exploratory

resources: 30.7

Unidentified exploratory

resources: 28.0

Grand total: 93.8

Source: Ryder Scott and Ministry of Energy

and Energy Industries.

  

     

Table 2: Trinidad and Tobago non-

associated natural gas reserves,

in tn cf, January 2003

carbon mix, providing self-sufficiency in

transportation fuels, substantial for—

eign exchange earnings and sizeable

public revenue (although taxation

derived from gas—based activities

recently began to exceed that from oil).

Oil, the commercial production of

which in Trinidad goes back to 1908,

has been on a downward slide since

peak production of 229,589 b/d in

1978. Energy Ministry forecasts for

2004 suggest liquids output of 132,868

b/d, but 15,742 b/d (or 11.8%) will be

condensate, which comes courtesy of

the gas. So, ’real’ oil production will be

down to only 117,126 b/d, 51% of the

1978 level.

The good news is that oil has been

given the ’kiss of life’ in Trinidad,

thanks to BHP Billiton’s Angostura

discovery, whose main feature was a

mid—case estimate of 160mn barrels

of 29°—32° API gravity crude. First

production is due in December this

year at about 58,000 b/d, from three

wellhead protector platforms — Kairi

One, Kairi Two and Canteen One.

This will immediately restore Trinidad

and Tobago’s liquids output to

around 190,800 b/d once existing

production holds steady, a level last

seen in 1981. Angostura oil will

quickly ramp up to about 80,000 b/d,

boosting overall country production

to about 212,800 b/d — last attained

in 1980 and only 17,000 b/d short of

the all-time record.
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Figure 1: Competitive Bidding Order 2003—2004 showing the ten offshore blocks offered for bidding by the Government of
Trinidad and Tobago.

BHP Billiton is confident that more is

to come and has already quietly

announced an oil strike in block 3a,

adjacent to 2c, where it is also the oper-

ator, partnering Talisman, BG

International and Total. Oil was found

with Puncheon One, the third of three

exploratory wells drilled there. The

company says it needs to undertake

'further analysis of the well’ before it

can determine how the discovery com-

pares with the Angostura find.

BHP's partner in both blocks 2c and

3a is Canadian independent Talisman,

an operator in its own right of

onshore acreage, the Eastern block,

where it has just completed a 320 sq

km 3D seismic programme, the largest

ever undertaken in the Trinidad land

area. Talisman holds 65% in the block

to state company Petrotrin’s 35%, and

will drill three exploration wells

looking for the so-far-elusive deep

Cretaceous horizon at about 7,000 ft.

One of the three wells will be drilled

into the Miocene. Talisman’s resident

Manager in Trinidad, Des Norris, told

menu 31' 00‘ 1mm

  

Petroleum Review that: 'We believe

the chance of finding multiple struc—

tures is quite good. The block lies

along a known productive trend; we

already know there is oil in the area.’

Keeping the

momentum going

'Energy minister Williams is determined

to create the conditions for more

Angosturas and keep the exploration

momentum going in both the marine

and land provinces. In early May, the

energy ministry announced successful

bidders for three more offshore blocks

(see map) - 1a in the Gulf of Paria on

Trinidad's west coast, which went to

newcomer Petra—Canada; 3b off the

north east coast awarded to a company

that will also be new to Trinidad - US

independent Kerr McGee, which

teamed up local player, Primera Oil and

Gas - and 5c, off the south east coast,

granted to small Canadian indepen-

dent, Canadian Superior, which already

holds one near-shore south east coast

Lmnmtx  
  

block in partnership with state com-

pany, Petrotrin. The details of produc-

tion sharing contracts (PSCs) are

currently being negotiated.

In the case of five other blocks for

which there was only one bid each, the

ministry is holding 'discussions' with the

respective companies, in order, it says,

'to arrive at acceptable proposals.‘

These companies are: Petro-Canada

(block 1b also in the Gulf of Paria); EOG

Resources/Primera Oil and Gas (block

4a, offshore the east coast) and BHP

Billiton and partners Total and Talisman

for blocks 23a, 23b and 24 (in deep

water north east of Tobago).

In the case of block 22, north of

Tobago, neither of the two bidders ,

Petro-Canada or Norsk Hydro, appears

to have satisfied the ministry's min-

imum conditions and talks are taking

place to see which one can be per-

suaded to do so.

A tenth block, Zab, which attracted

most interest was, ironically, not

awarded to anyone and will be brought

back later.' 0
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This three-day course comprehensively covers the oil and gas

supply chains from exploration through field development, valuation

and risk, production, transportation, processing and refining,

marketing, contracts, trading, retailing, logistics, emerging markets

and competition with alternative energies. As such, it provides

understanding and insight to the processes, drivers, threats and

opportunities associated with the core industry activities.

WHO SHOULD ATTEND?

Personnel from a range of technical, non-technical and

commercial backgrounds, new industry entrants and those

with expertise in one area wishing to gain a broader

perspective of all industry sectors. It also provides a

valuable industry overview for those requiring an informed

introduction to the economic and commercial background

and general trends within the oil and gas industry.

INTRODUCTION TO PETROLEUM ECONOMICS

This three-day course concentrates on the economic issues

facing the oil and gas industry, their geopolitics and the workings

of their principal markets. It provides an introduction to the

economic and commercial background and general trends of the

upstream and downstream sectors of the petroleum industry,

underpinning an understanding of oil and gas products and their

markets with an awareness of global and strategic economic

issues. Participants will gain an appreciation of the issues through

a series of regional case studies spread throughout the course.

WHO SHOULD ATTEND?

Professionals from a wide range of technical and

commercial backgrounds; those employed by financial,

commercial, legal, insurance, governmental, service, supply

and advisory organisations; analysts, economists, new

starters, engineers and risk managers.

This four-day course will examine the impact on supply and

distribution of: refineries’ output and fuels’ specifications;

product sourcing - parent-company refinery, open-market, ex-

rack, exchanges; primary-supply mechanisms used; terminal

design and location.

The overall effect of the network, network planning, and that of

competitor locations on routing, load optimisation and

backhauling operations will be discussed, as well as the

benefits of multi-shitt delivery patterns.

Staffing levels and training, safety and environmental issues,

transport operations (in-house and contract haulage), together

with benchmarking techniques allowing the assessment of

performance against competitors to identify opportunities for

improvement will also be scrutinised.

 
  For more information, see enclosed inserts or contact Nick Wilkinson

t: + 44 (O) 20 7467 7151 f: + 44 (O) 20 7255 1472

or visit: www.cnergyinstcrguk e: nwilkinson@energyinst.org.uk
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Mexican oil and politics

don’t mix
Mexico needs to make very substantial investments in

exploration and production to counter the decline in its

proven oil and gas reserves. However, it is stymied from

securing capital for these investments by two seemingly

insurmountable political barriers, writes Judith Gurney.

n the one hand, there is Article 27

Oof the Mexican Constitution which

ensures state ownership of all

hydrocarbon reserves, thereby denying

state oil company Pemex access to

domestic or foreign equity financing.

Potential investors, especially foreign com-

panies, are disinclined to invest in Mexican

oil and gas projects since they are denied

the right to book and own any reserves

which their investments might result in,

and therefore the profits from these.

On the other hand, there is the depen-

dence of the Mexican Government for

more than a third of its income on the

state oil company. Pemex surrenders

more than half of its revenue to the gov-

ernment in taxes. In 2003, for instance, it

paid taxes of $35bn — some 61% of its

revenue. It is therefore largely depen-

dent on loans and debt to raise invest—

ment capital.

Value of oil

Pemex was established in 1938 at the

time of the nationalisation of the for-

eign oil companies then operating in

Mexico. Historically, it has focused its

Year Production

1992 26.2

1993 25.4

1994 25.9

1995 26.6

1996 28.0

1997 31.7

1998 34.3

1999 37.2

2000 35.8

2001 35.3

2002 34.8

2003 est 35.4

attention and available investment cap-

ital on oil, presumably encouraged to do

so by the government as oil is Mexico's

primary export commodity and a signif-

icant source of foreign exchange. In past

years, much of the profits of oil exports

went to pay off interest on Mexico’s

massive foreign debt.

Currently one of the world's major oil

producers and a major supplier of crude

oil to the US, Mexico's oil production

had been at a relatively constant level

for several years. In 2003, production

was estimated at 3.8mn b/d, with

2.05mn b/d going to the domestic

market and 1.75mn b/d exported, of

which 1.6mn b/d went to the US.

Roughly two-thirds of Mexican pro—

duction is a sour, heavy crude, ranging

from 19" API to 22“ API, coming from the

Bay of Campeche in the Gulf of Mexico.

Campeche contains the Cantarell field,

located about 56 miles offshore, one of

the largest fields in the world with an

estimated 35bn barrels of oil originally

in place in several sub-fields. Cantarell

began production in 1979.

In the late 19905 alarm bells sounded

when a disastrous fall in well produc-

Consumption

28.9

26.5

27.0

28.1

28.6

32.3

35.4

37.4

38.5

39.0

42.1

45.4

Sources: BP Statistical Review, Cedigaz, Wood Mackenzie

 

Table 1: Mexican natural gas production and consumption, 1992—2003 (in bn cm)

  

tivity began in the Cantarell field as a

result of a dramatic decline in reservoir

pressure. Pemex responded with an

enhanced oil recovery (EOR) plan

designed to increase reservoir pressure

through massive injections of nitrogen.

Although Cantarell output has recov—

ered somewhat as a result of this EOR

plan, this is only a band—aid measure.

Analysts expect Cantarell's output from

fields under production to decline

within the next decade.

The threat to Mexico's oil production is

apparent in the country's 20-year decline

in proven oil reserves. Statistics on these

reserves vary, reflecting draw down and

judgment regarding accessibility. (Pemex,

dependent on loans to acquire capital for

investment, offers future production as

collateral for such loans and has been

prone to exaggerating the production

potential of its oil reserves.) The BF

Statistical Review lists proven reserves of

48.3bn barrels in 1982, with a rise in the

early 19905 and a fall by 2001 to 26.9bn

barrels. In late 2002 Pemex revised its esti-

mate downwards to 12.6bn barrels,

apparently to comply with US SEC filing

guidelines regarding commitment for

exploration in the short—term. It later

raised its estimate to 15.7bn barrels, with

ultimate potential reserves, including

crude oil, condensate, NGLs and refinery

gain, as 40.6bn barrels.

With reserve replacement running at

only 21%, there is no doubt that the

current output level cannot continue

for long without the discovery and

development of new oil reserves.

Pemex is well aware of this situation.

Early this year its Director, Raul Munoz,

announced the company’s intention to

raise reserve replacement to 75% by

2006, and to 100% by 2008, and to

increase production to 4mn b/d. These

goals will require near-term capital

investments of some $45.3bn on explo-

ration and production and $16.1bn for

refinery upgrades, with the necessary

funds presumably being raised mostly

through new debt issues. Some of this

investment will be expended on drilling

platforms and pipelines in shallow

waters in the Campeche Bay, and some

in Tabasco offshore fields as well as on

the onshore Veracruz and Chicontepec

fields. Pemex has awarded some con-

tracts for the construction of an esti-

mated 37 offshore drilling platforms,
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mostly in the Campeche Bay, and also

for some deepwater drilling and pro-

duction platforms.

The main hope for Mexico’s oil sector

lies in its deep waters. Munoz has esti-

mated that 80% of Mexico’s potential

new oil reserves lie in unexplored deep-

water fields, with large reserve deposits

believed to exist in Cantarell. However,

Pemex lacks the infrastructure, tech-

nology, experience and know-how for

deepwater exploration and develop-

ment, and needs help from foreign

deepwater oil companies to compen—

sate for these shortcomings. And it

needs this help soon, as even experi-

enced deepwater operators require

years to find deepwater fields and to

develop these to production.

Pemex is said to be talking currently to

a number of foreign deepwater compa-

nies regarding these issues. But how can

it persuade such companies to get

involved, given the political barriers to

offering them a chance to book any

reserves found as a result of their efforts?

MSC initiative

Pemex hoped it might have a solution

to the problem of attracting foreign

companies to assist in its energy sector

with the so-called Multiple Service

Contracts (MSC) it began to offer in late

2003 for projects in the Burgos gas field.

The threat facing Mexico’s gas pro-

duction requires more immediate

attention than that facing the oil

sector. Mexico's proven gas reserves

have steadily declined over the past

two decades, from an estimated 2.15tn

cm in 1982 to an estimated 0.25tn cm in

2002, according to The BF Statistical

Review. As with oil, Mexico has the

potential of ample gas reserves to meet

domestic demand as well as for export,

but sizeable investment is required to

bring these into production. Although

there are several significant onshore

fields, one-half to two-thirds of the

remaining reserves are said to lie off-

shore on the Campeche Shelf, mostly in

deep waters.

Gas production, which had been

nearly flat for several decades, began

to rise in the late 19905. However, the

increase, to around 35bn cm/y, failed to

keep abreast with the rise in domestic

demand, which began to increase at

the same time largely due to bur-

geoning demand from the electricity

generating sector. Up to then, more

than half of Mexican gas production

was consumed by Pemex in its oil field

operations and as feedstock and fuel

for its petrochemical plants. Another

third went to the industrial sector and

only a fraction to the residential and

commercial sectors.

Even before the domestic demand

increase, Mexico was importing gas

from the US, despite an import tax.

When this tax was lifted in accordance

with the terms of the North American

Free Trade Agreement (NAFTA),

imports surged from 3.11bn cm in

2000 to 7.45bn cm in 2002. Imports

now meet more than 15% of Mexico's

annual gas consumption of some

45.3bn cm. The several proposals for

the construction of LNG terminals on

Mexico’s east and west coasts for the

importation of gas from sources other

than the US are not well advanced,

and the amount of gas involved

would do little to ease the Mexican

gas shortage.

In 2003, Pemex launched a plan

aimed at increasing gas production

some 80% by 2008. It has raised funds

for this from several sources, including

the Japan Bank for International

Cooperation. The plan focused on dou-

bling production in the northeast

Burgos Basin, which currently accounts

for some 25% of Mexico's gas output.

Pemex studies suggest that Burgos con-

tains 2.1tn cf of proven reserves and

1.2tn cf in additional probable reserves.

Increased production of this gas would

allow industrial and power plant

boilers to use gas instead of high sul-

phur fuel oil, a significant pollutant.

Pemex planned to achieve this goal

with the assistance of foreign compa-

nies by offering them MSCs, seen as a

first step in breaking the ban on private

investment in Mexico's gas and oil

industry. Under the MSC terms, compa-

nies would be responsible for financing

a project, and they would be paid in

cash for the work performed and the

services rendered. But they would not

be allowed to book and own any gas

reserves that they found and devel-

oped, nor have a share in the profits of

the production of these reserves.

Pemex put seven Burgos blocks up

for bids at the end of 2003. This

 

offering was, at best, a qualified suc-

cess. Contracts were awarded for five of

the blocks, with only one of these

attracting more than one offer, and

with the two largest blocks failing to

attract a single bid. In addition, the five

contracted blocks are not considered to

hold significant reserves. More signifi-

cantly, none of the supermajor oil

companies put in bids. Repsol-YPF,

Petrobras and Tecpetrol (a unit of

Technit) were the most well-known bid-

ders; the rest were much smaller

Japanese, Chinese, Mexican and US

companies.

It would appear that MSCs are not

going to be the answer to finding the

investment so badly needed by Mexico

for its oil and gas industry.

No solution in sight

The election in 2000 of President

Vicente Fox as a representative of the

Conservative Action Party (PAN) was

hailed as the beginning of the end of

71 years of rule in Mexico by the

Institutional Revolutionary Party (PRI).

Expectations were high that he would

institute reforms to enable Pemex to

raise the capital necessary for invest-

ments in the energy sector.

To date, President Fox — whose term

ends in 2006 — has been unable to get

reforms passed by a Mexican Congress

dominated by the opposition. He has

failed to get measures to reduce

Pemex's tax burden by raising more

revenue in general taxes, such as

income tax and VAT on goods and ser-

vices. He has also been unable to

secure enough votes to get electricity

sector reforms passed, reforms viewed

by many as a precursor to broader

energy policy changes to allow private

participation and investment in the

state-run energy sector.

These failures do not bode well for

the future of Mexican oil and gas. 0
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Looking forward to

project financing

Liz Bossley of the Consilience Energy Advisory Group

(CEAG) takes a closer look at E&P project financing using

the forward oil and gas price curves.

he 19905 saw a frenzy of merger

and acquisition (M&A) activity in

the oil and gas exploration and

production (E&P) sector. There were

two particular consequences of this

trend — a large number of high quality

executives found themselves without

jobs, and a range of potentially eco-

nomic projects fell below the radar

screen of the new, giant companies.

Inevitably, some of these experienced

executives have banded together to

evaluate these shelved projects with the

help of new technology and have

decided to form their own companies

to exploit these neglected assets. But

how do new companies with no track

record and no assets raise the finance to

develop even low risk projects?

The traditional sources of funding for

E&P companies are:

I the retention of cash flow from

producing assets (eg by not paying a

dividend to shareholders),

O borrowing money, or

0 raising equity.

However, new entrants to the market
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Figure 1: Snapshot of the forward oil price curve at the end of April 2004

 
Source: Mitsui Bussan Commodities
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Figure 2: Snapshot of the forward gas price curve at the end of April 2004

 

Source: Argus

for whom these traditional funding

sources are unavailable or unattractive

have a fourth option available to them,

namely, using the forward oil and gas

price curves to finance development

expenditure. This tool can change when

and how much borrowing is required or

when and how much equity is raised.

Oil and gas prices

When a company considers developing

an oil or gas field, its decision will be

based on its view of the future oil or gas

price. The company may have its own

oil and gas price forecast but, for the

purpose of analysing project economics,

typically companies use a range of price

scenarios. However, a forward price

curve exists which allows companies to

lock in the future price of oil and gas

today, dispensing with the need for

questionable future price assumptions

or forecasts.

Project financing off the curve is

achieved by locking in an attractive for-

ward oil or gas price and using this

hedge to collateralise a loan or to

advance cash-flow from the sales leg of

the hedge to develop the project.

Figures 1 and 2 show a snapshot of

the forward oil and gas price curves at

the end of April 2004. Both curves

exhibit ’backwardation', although in

the case of gas this is disguised by the

seasonality of prices. Backwardation is

where prices for delivery in the near

future are at a premium to prices for

delivery further forward. Ordinarily,

when commodity prices are in backwar-

dation there is a disincentive for pro—

ducers to sell or hedge forward.

However, the good news for compa-

nies attempting to raise project finance

is that, even allowing for backwarda-

tion, the prices on offer from the for—

ward curve are well in excess of the

conservative base case price assump-

tions currently being employed by com—

panies considering oil and gas field

developments.

For example, the price of oil for

delivery in 2006 is currently trading well

in excess of $27/b. Although this looks

unattractive compared with prompt

prices of around $33/b, it is still well in

excess of corporate scenario planning

prices of $20—$22/b. Small E&P compa-

nies are prepared to live with a lot of

backwardation, if the alternative is not

to buy an asset or develop a project for

lack of funding.

How it works

There are several ways of financing a

project using the forward price curve,

but the simplest for E&P companies

with no trading capability is to start by

selling an OTC (over the counter) for—
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ward swap. A potential producer plan-

ning to develop a field in this situation

can shed to a market maker a floating

index of prices that will unfold in future

years and gain a known fixed price

today. The actual price of oil and gas

for production and delivery in some

future time period is unknown and can

be represented by a floating price

index. For example, the price of a cargo

of oil loading in June 2006, will in fact

be based on some sort of average of the

prices that will be published in journals

during the month June 2006, assessed by

reference to market deals done on or

around that future time period. This is

generally referred to as 'a floating price'

in swap parlance. In other words, the

producer can swap a floating price for a

fixed price, using the OTC swaps market.

When physical oil or gas flows in the

future, it will be sold at the floating

price on the day. So, the result is that the

producer has 'hedged’ its future oil or

gas production at a fixed price.

Selling the expected future revenue

stream from a development project, or

a producing cash cow asset, into the

futures or OTC market can be used to

demonstrate to lenders or shareholders

that the price element of future cash

flow from the project is not at risk,

hence facilitating the traditional

financing methods. Or it can be mone-

tised directly from derivative market

players to provide cash now, to elimi-

nate the need for going to lenders at

all. Not only is this a source of funding,

but it is a mechanism for unbundling oil

price risk, with which E&P companies

are ill—equipped to deal.

Figure 3 shows a schematic represen-

tation of one option of how the project

financing model can work — although

there are other models, depending on

the parties involved and the risk charac-

teristics of the project.

In this example the deal is arranged

through a special purpose vehicle (SPV)

company. This may be done to isolate

the project financing deal from other

creditors of any or all the counterpar-

ties involved.

In this model:

0 Physical oil flows away from the

producer to a refiner for a floating

price.

I The loan and the loan repayment

transfer from and back to the bank

based on a fixed price.

0 This bank loan is collateralised by

the transfer of floating price risk to

the swaps provider in exchange for

a fixed price to the producer.

Each of the couterparties in this

example —the bank, the swaps provider

and the physical oil buyer— are all dif—

ferent companies. In fact, the lender,

 

Loan Repaymen

floating price)

 

   

 
Figure 3: Schematic representation of one option of how the project financing model can work

Source: CEAG

 

the swaps provider and the physical

cargo buyer may all be one and the

same party. Or the lender and the

swaps provider may be the same com-

pany, while the physical oil may be sold

to a third party directly by the buyer,

with or without using an SPV company.

Managing rlsk

Shedding price risk is the easy bit.

However, managing other project risk —

’Is the reservoir analysis accurate?', ‘Can

the small company handle the develop-

ment phase?’ — in a manner that will

encourage a bank to make a loan or a

derivative provider to advance cash

flow, is more difficult. Banks will typi—

cally only lend to new, small producers

against oil already in production or at

an advanced stage of development.

The choice of price risk management

partner can have a role to play in reas-

suring lenders that the project risks are

being managed too. In addition, if the

price risk management partner is also

the lender and is also the company

buying the physical future oil stream,

the possibility exists of offsetting some

of the technical imperfections of

financing deals through which profit

can leak.

The ideal situation is where the seller

of the asset is involved in the financing

of the deal. When the seller of the asset

to the small producer is a major oil or

gas producer, the lending bank will be

reassured by the presence of an estab—

lished financially secure entity who can

be quizzed very robustly about the

quality of the project. For the asset

seller, facilitating new financing sources

increases the range of buyers for the

assets they are trying to sell.

Among recent asset deals that have

employed variation of this financing

technique have been BP sale of Forties

assets to Apache and Shell’s sale of

Montrose, Arbroath and Arkwright to

Energy North Sea. Both Tuscan and

Acorn used elements of forward curve

pricing in the financing of the Ardmore

field. The banks who appear most open

to innovative financing techniques are

Mitsui, Macquarie and Standard Bank,

although banks in general will typically

stop short of taking a de facto equity

share of the project, by accepting pro—

ject risk — ie if the asset fails to produce

the banks still want repayment of the

loan or performace on the forward

price swap.

Examples of forward curve project

financing for European gas projects are

more difficult to identify because the

forward gas curve is less liquid and the

market is more fragmented across a

range of regional gas price indices.

However, CEAG hears that there are gas

deals of this type currently under dis-

cussion in the Gulf of Mexico using the

Henry Hub fonNard gas price curve.

Hurdle rates

Even the large companies have finite

resources and project financing off the

curve can allow a lowering of the hurdle

rate to allow the development of addi-

tional projects for which traditional

financing is not available. Asset teams

or regional offices within large compa—

nies whose projects have failed to clear

internal corporate hurdle rates can, in a

sense, also be regarded as small E&P

companies. Such asset teams can effec-

tively expanding the pot of corporate

funding using this additional source of

financing to a level where their own pet

projects can be developed.

Obviously, the hurdle rate should not

be set so low as to allow projects of

questionable profitability to be devel—

oped. A project is only worth developing

if the economics are robust — an innova-

tive source of funding will never justify

expenditure on a marginal project.

When it comes to financing oil and

gas projects, there is no free lunch... but

there may be a better restaurant! 0
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Too much of a

good thing?

The concept of front end

loading (FEL) is now well

established as best practice

in the management of

major oil and gas field

developments. The idea is

that time and effort spent

improving the technical

definition of a project will

reap dividends later in

terms of faster and cheaper

execution. However,

Strategic Decisions Group's

Nick Lowes,* Senior

Engagement Manager, and

Jan Paul van Driel,* Partner,

ask whether an excessive

focus on project execution

might actually be destroying

value?

eciding how much time and

Dresources to expend on the pre-

sanction phase of a large oil/gas

development project is not straightfor-

ward. Typically, senior management and

joint venture partners will be pushing

for rapid progress, while the host gov-

ernment will want early revenues... but

are the risks of early sanction too high?

Conventional project management

practice answers this question by

assessing the level of technical defini-

tion achieved.

0 Front end loading (FEL) reviews

evaluate completeness of technical

definition and corresponding pro-

ject uncertainty (cost, schedule,

quality etc) and compare these with

industry benchmarks.

0 Poor review results indicate that

better definition is needed before

the project should progress.

Such reviews, if acted upon, can cer—

tainly help to reduce variability of pro-

ject execution outcomes. However, if

we look back at the industry's perfor-

mance over the last decade we see that

over half of all sizeable fields brought

onstream have taken 10 years or more

to get to first production from dis-

covery, and around a third have taken

upwards of 15 years. By contrast it took

just eight years to put a man on the

moon back in the 19605!

This unenviable record suggests that

for many upstream developments the

critical schedule drivers are not related

to post-sanction execution, but to the

challenges in finding economically

viable political, commercial and tech-

nology solutions to complex reservoir,

infrastructure and marketing problems.

Project value profile

A limitation of the FEL benchmark review

is that FEL scores do not directly measure

the value created by accelerating or

delaying sanction. Perhaps recognising

this, project leaders seem somewhat

ambivalent about conventional FEL met—

rics. Many large projects, regardless of

operator, get only moderate to poor

review results at the time of sanctionll2 —

this seems a natural consequence of their

inherent complexity. And yet they are

progressed to execution anyway. Are

management misguided, or are is it

responding, either consciously or uncon-

sciously, to other project value drivers?

In some situations, holding a project

until a generic or pre-determined level

of technical definition is achieved can

destroy value.

0 A market opportunity is missed. A

transient market opportunity might

be critical to the project's business

success, especially for gas projects.

0 A construction window is missed.

For example, construction activities
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Figure 1: FEL value profiles for two different projects
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may be dependent on seasonal

weather patterns, such as the

winter closure of access canals to

the Caspian Sea.

0 A commercial opportunity is missed.

For example, an opportunity to

acquire specialist equipment or ser-

vices at favourable rates (deep—

water drilling rigs, heavy-lift

vessels).

0 Contractual obligations are not ful-

filled. Contract terms with govern-

ments can have onerous penalties if

schedule commitments aren’t met.

0 Strategic objectives are endan—

gered. There may be enormous

value from being a first mover in a

new region, or in sanctioning a pro-

ject before farming out equity.

0 Flexibility is overly constrained. Option

value may be lost by forcing an exces—

sive level of technical definition.

50, it’s important to recognise that

each project has its own unique value

profile, which defines the optimum

level of FEL. To illustrate the point

Figure 1 considers a couple of very dif-

ferent projects.

Project A is a conventional oil project

in a mature producing region, where the

risks are principally technical. Increasing

the time spent on definition adds value

up to an optimum level, then declines

relatively uniformly as delay in execution

starts to erode NPV (net present value).

By contrast, Project B displays one or

more of the schedule imperatives

described above. In this case less time

should be spent in the FEL phase, as

delay to sanction will have disastrous

consequences.

Value-based sanctioning

If the FEL review provides only part of

the picture, then how do we determine

the optimum time to sanction a project?

An alternative approach focuses entirely

on value.

0 Additional project definition (FEL) is

justified if the resulting reduction in

uncertainty adds net ‘risked’ value, ie

when determined probabilistically.

0 If the cost and delay to sanction of

further definition destroys value,

then the decision to progress the

project or not should be taken now.

We term this net value impact the value

of definition (Figure 2). The key to its

assessment is to recognise all sources of

uncertainty, so it is essential to keep the

context broad to capture both project and

wider (basin/play, business unit) implica-

tions. As a result, there will be significant

ranges of uncertainty around the results,

and it would be fortuitous if one course of

action (sanction or delay) proved better

under all scenarios. Nevertheless, the pre-

 

 
 
 

 
Figure 2: Assessing the value of definition
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Figure 3: Comparative value profiles for alternate project development strategies

 

ferred course is usually apparent.

But this approach can raise a problem.

What do we do if our FEL benchmark

metrics suggest project definition is too

low (and uncertainty is too high), but fur-

ther delay in sanction is seen to destroy

value? In this case it is important to iden-

tify up front what can and should be

done to alter course as different uncer-

tainties become partially or fully

resolved. This requires the creation of a

dynamic development plan, or roadmap,

which retains the required degree of

flexibility as we move forward.

After completing such a value-based

readiness assessment, project and asset

managers will:

0 have greater insight into the pro-

ject's key value drivers;

0 understand whether the right level

of definition has been achieved for

this specific project;

0 be able to clearly demonstrate to

senior management and partners

whether the project should be pro—

gressed.3

Joint venture (non-operating) partners

will:

0 have a transparent value basis for

making internal recommendations;

0 be better aligned with the operator

on the investment decision.
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Embracing uncertainty

So, we’ve managed to figure out

whether we should sanction now or

whether we need better definition. But

how do we know we’re sanctioning the

‘right’ project?

One of the consequences of FEL-

based thinking, and its emphasis on

improving definition, is the belief that

uncertainty is inherently bad — some—

thing which must be minimised, and

ideally eradicated entirely. Taking

Figure 3 as an example, a conventional

FEL review would score Development

Strategy 2 more highly due to the

lower uncertainty of outcome. In fact,

the need to pass a review hurdle may

drive project teams along this route,

even though Project Strategy 1 clearly

has more value but is riskier.

The same line of thinking leads pro-

ject teams to equate uncertainty to

(only) downside risk,4 and to the need

for detailed plans to limit or avoid all

uncertainties. This misses the obvious

point that uncertainty also has an

upside. Even where the upside is recog-

nised it is often treated serendipitously

rather than something to be captured

through project planning. The result is

poor decision-making, which fails to

realise full asset value.

It is also useful to recognise that

large oil and gas companies, with a

diverse portfolio of opportunities, are

in theory risk neutral on the value of an

individual asset. This means there is no

inherent value in reducing uncertainty

around the development outcome,

provided it is correctly assessed, and

provided the project is not so large as

to significantly impact the company's

overall risk profile. As a simple

example, this means that a large com-

pany should prefer to have a 50%

chance of making $100mn and a 50%

chance of making nothing than to be

certain of making $40mn from an asset.

This does not mean the company

should be unconcerned about risk, but

rather that any activities to reduce

uncertainty should only be undertaken

if they increase the expected value (EV)

of the project.

In practice most companies are not

risk neutral on meeting their develop-

ment targets. This is in part because

uncertainty is generally poorly commu-

nicated to the investment community,

with the resulting loss of credibility

once (single point) forecasts are missed.

Notwithstanding this, a company will

almost always have a much higher risk

tolerance than the individual project or

asset manager. The project manager,

primarily held accountable for delivery

to plan, will trade off value for ’cer~

tainty’ in order to meet his/her perfor-

mance commitments. Trade-offs

between execution and value are

therefore better made higher up the

organisation.

Retaining flexibility

A single-minded focus on reaching a

predetermined level of definition can

have other impacts. One of the biggest

threats to a project’s business success is

the early destruction of option value.

By narrowing down too quickly on a

base case solution, one that appears to

meet the project hurdle requirements,

the project team closes off potentially

higher value options.

Some of our options will have no

value, because we would never choose

those solutions under any circum-

stances. But others may have large

additional value over the base case

under certain scenarios — reservoir,

commercial, technology etc. By

retaining a degree of flexibility in our

development plans, and, for example,

by accelerating certain appraisal or

commercial activities, we may be able

to capture this value before the oppor-

tunity is closed off.

A good example of this thinking is

provided by ExxonMobil’s Early

Production Systems4 — mobile FPSOs

built on spec and moved quickly to

new field locations to capture both

early production and early reservoir

learnings. The EPS creates options for

future development of the field,

which simply wouldn't exist if a more

conventional development approach

was followed.

This requires a very different mode

of thinking by the project leadership

—the willingness to base project plan-

ning around learning events, and to

take forward multiple contingent

development paths. It remains to be

seen whether future project leaders

will take up this challenge, or whether

they will continue to destroy value

through excessively rigid early-stage

planning. 0

*Nick Lowes is a Senior Engagement

Manager at Strategic Decisions Group.

Jean Paul van Driel is a partner. To find

out more about the company: visit

www.sgd.com

1.The term ‘sanction’ is used here to

mean the final investment decision

(FlD) by the equity partners.

2.’Mega-field development requires

special tactics, risk management’,

Offshore, June 2003.

3.This will typically also require a

demonstration that the plans and

resources are in place to move into

execution.

4.’De-risking the development’,

Offshore Engineer, November 2003.

 

 

Dear Sir

I read your article on ’Oil field mega projects 2004’ in

Petroleum Review [January 2004].

The question which poses itself is, given the gradually

increasing certainty of forecasts and the big question mark

Letter to the Editor

 

 

 

Of course there is always the possibility that some totally

new type of energy source may be found, fossil-based or oth-

erwise — as our group believes could be the case. And, if it

could be brought onstream fast enough and machinery

averted.

you paint over the period 2007 and beyond, is there to be an

emergence of a truly long-range market in oil futures to

extend to this point?

Isubmit mat this wouldbe a beneficialstep, since prices are known

to focus politicians’ minds (and those of their voters). Presumably the

pension funds would be investing in such oil futures?

Yours,

Stephen Lawrence,

Committee for Future Energies

Cambridge, UK

adapted to operate from it, who knows, chaos could be

www.future~energies.org
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Towards Zero Carbon: . gggfrgy

Sustainability in Practice

   

in association with

L

Jointly organised by the Energy Institute and ‘ ‘

the Solar Energy Society (UK—ISES) 0

Tuesday 21 September 2004 ’ ‘ ‘5 ®

Infolog Conference Centre, Russell Square House, 50'5““ Energy 5°€iet¥

10—12 Russell Square, London WCIB SEH, UK

Following on from last year's successful conference, held jointly by the T'Ckets

Energy Institute (El) and the UK Solar Energy Society (UK—ISES), the El is pleased to Member: £15030 + VAT

announce the continuation of this discussion with a second conference entitled Non-Member: £225.00 + VAT

Towards Zero Carbon: Sustainability in Practice.

Previously, this conference focused on emerging technologies, and looked at possible

synergies that may enhance the take-up of renewables in the future. This year, the

emphasis will be on existing technologies, and the steps that need to be taken to

increase the uptake to levels required by government targets.

With speakers providing updates on photovoltaic applications, low energy building

design, solar thermal (passive and active), biofuels, wind and combined heat and

power, the morning will provide the technical input to the day, examining issues such

as cost, availability, practical case studies and technical constraints. In addition, the

conference will examine the softer issues of implementation, most notably: public

awareness and acceptance; the availability of necessary skills and knowledge; the

need for innovation; and policy and planning issues. Without these issues being prop-

erly addressed the implementation of renewables will continue to be slow.

Drawing together individuals with vast experience of new energy systems, together

with those at the forefront of technology developments and policy development, this

is a conference that should not be missed. It will be of interest to anyone involved in

the supply, utilisation and management of energy in the UK in both private and

public sectors, and who wish to understand how these low carbon technologies can

be achieved in practice.

 

  

  

  

        

  

This conference provides a forum in which to examine cross-technology issues

without partisanship, and aims to inspire delegates to tackle the major obstacles in

order to develop this emerging industry.

Speakers include:

Dr Tony Day — London South Bank University

David Olivier

Professor Sue Roaf — Oxford Brookes University

William Orchard -Wi||iam Orchard & Partners

Dr Nick Banks — SEA/RENUE

Louise Kingham, Energy Institute

Dr Patrick Devine-Wright, De Montfort University

Gordon Taylor, Independent Consultant For further details please

contact the El Events team.

t: +44 (0)20‘7467 7100

f: +44 (0)20 7580 2230

e: events@energyinst.org.uk

 

www.energyinst.org.uk 
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Emerging Asia drives

world energy use

Worldwide energy consumption is projected to

grow by 54% by 2025, according to the reference

case projection of the International Energy Outlook

2004 (IE02004)* report recently published by the

Energy Information Administration (EIA).
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Figure 1: World energy consumption by region, 2001—2025

Source: EIA, international Energy Outlook 2004
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growth in energy consumption

among the developing nations of

the world, especially developing Asia

(including China and India), where

robust economic growth drives the

increase in energy use over the projec-

tion period (see Figure 1). Energy use in

the developing world increases by 91%

over the forecast period.

In contrast to the developing world,

slower growth in energy demand is pro—

jected for the industrialised world,

which experiences a 33% increase in

energy use between 2001 and 2025.

Generally, the nations of the industri-

alised world can be characterised as

mature energy consumers with compar—

atively slow population growth. Gains

in energy efficiency and movement

away from energy-intensive manufac-

turing to service industries result in the

slower growth in energy use.

Energy use in the transitional

economies of Eastern Europe and the

former Soviet Union is expected to

grow by 42% over the forecast period.

Slow or declining population growth in

this region, combined with strong pro—

jected gains in energy efficiency as old,

inefficient equipment is replaced, leads

to more modest growth in energy

demand than in the developing world.

World oil prices rose by almost $10/b

over the course of 2002 and remained

high throughout 2003. Oil prices are

expected to fall after 2004 to $25/b in

2002 dollars and then rise slowly to

2025, reaching $27/b in 2002 dollars,

comments EIA. World oil use increases

from 77mn b/d in 2001 to 121mn bid in

2025 in the report's reference case.

Much of the increase (60%) in oil

demand is expected to occur in the US

and in developing Asia (see Figure 2).

Although Opec producers are expected

to be the major suppliers of increased

production requirements, non-Opec

supply remains competitive, with major

increments in supply coming from off-

shore resources, especially in the

Caspian Basin, Latin America and deep-

water West Africa.

Report highlights

Other report highlights include:

The [£02004 report shows strongest

0 Electric power use — World net elec-

tricity consumption nearly doubles
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over the projection period, from

13,290bn kWh in 2001 to 23,072bn 2001 2010 2020 2025

kWh in 2025. Strong growth in elec— 200 —

tricity use, averaging 3.5% per year,
176

is projected for the developing

world, where robust economic

expansion drives demand for elec—

tricity to run newly purchased home

appliances for cooking, air condi-

tioning, space and water heating

and refrigeration. For the industri-

alised world and the EE/FSU, where

electricity markets are a lot more

mature, slower average growth

rates of 1.6% and 2% per year,

respectively, are projected.       
  

0 Natural gas demand - Natural gas is |EO 2004 I50 2003 I50 2004 150 2003

the fastest growing source of world

primary energy in the report's refer-

ence case. Over the 2001—2025 fore—

cast period, consumption of natural

gas is projected to increase by 67%

to 151tn cf by 2025. The projection

for natural gas use is lower than in

last year's outlook, when gas 30° ‘

demand was expected to climb to

176tn cf in 2025 (see Figure 3). The

lower forecast this year is the result

of slightly lower assumptions for

IEO 2004 IEO 2003

  

     Itndustrlallsed IEEIFSU IDeveloplng

versus "502003

Source: EIA, International Energy Outlook 2004

 

Figure 3: Natural gas consumption by region, IE02004
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worldwide economic growth, a zoo—

slower projected decline in the Quadrmjon

world’s nuclear power generation, Btu

and concerns about the long-term 15°"

ability of natural gas producers to

bring sufficient resources to market 1°0_

at prices competitive with those of

other fuels.

50-

0 Coal consumption — Coal remains

an important component of the

world’s electricity markets and is

expected to continue to dominate

many national electricity markets in

developing Asia. Currently, of the

coal consumed worldwide, 64% is

used for electricity generation; and

in almost every region of the world,

power generation accounts for

most of the projected growth in 50-

coal consumption (see Figure 4).

Where coal is used in the industrial,

residential, and commercial sectors,

other energy sources — notably nat-

ural gas — are expected to gain bnltCOz

market share. One exception is

China. With abundant coal reserves

and limited access to alternative

fuels, coal continues to be the most

widely used fuel in the country’s

rapidly growing industrial sector.

2001 2010 2015 2020 2025

  

  

  
Figure 4: World coal consumed for electricity and other uses, 2001—2025

Source: EIA, International Energy Outlook 2004

 

 

History Projections

0 Nuclear power generation — The

worldwide, electricity generation

from nuclear power is projected to

increase from 2,521bn kWh in 2001

to 3,032bn kWh in 2020, before

declining slightly to 2,906bn kWh in

2025. The nuclear power forecast is

higher than in last year's outlook,
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Figure 5: World carbon dioxide emissions by region, 1990—2025

Source: EIA, international Energy Outlook 2004
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because the prospects for nuclear

power have been reassessed in light

of higher capacity utilisation rates

reported for many existing

nuclear facilities and the expecta—

tion that fewer retirements of

existing plants will occur than pre-

viously projected. The largest

increase in nuclear generation is

projected for the developing

world, where consumption of

electricity from nuclear power

increases by an average 4.1% per

year over the forecast horizon.

Developing Asia is expected to see

the greatest increases in regional

nuclear generating capacity,

accounting for 96% of the total

projected growth in capacity in

the developing world.

0 Renewable energy — Moderate

growth in the world's consumption

of renewable energy sources is pro-

jected in the report's reference case.

Much of the growth is expected to

result from the completion of large—

scale hydroelectric facilities in the

developing countries, especially in

developing Asia. Among the indus-

trialised counties, only Canada has

plans to construct any sizeable

hydroelectric projects over the fore-

cast period. Much of the expected

growth in renewable energy con—

sumption in the industrialised

world is projected to be non—

hydropower renewables, especially

wind energy in Western Europe and

in the US.

0 Carbon dioxide emissions — In the

report's reference case, carbon

dioxide (C02) emissions are pro—

jected to rise from 23.9bn tonnes in

2001 to 27.7bn tonnes in 2010 and

37.1bn tonnes in 2025 (see Figure 5).

Much of the projected increase in

emissions is expected to occur in the

developing world, accompanying

the large increments in energy use

that is projected for the region's

emerging economies. Developing

countries account for 61% of the

projected increment in C02 emis-

sions between 2001 and 2025.

Continued reliance on coal and

other fossil fuels, as projected for

the developing world, would

ensure that even if the industri-

alised world undertook efforts to

reduce C02 emissions, there would

still be substantial increases in

worldwide C02 emissions over the

forecast period. 0

*The International Energy Outlook 2004

report can be viewed on the EIA website

at www.eia.doe.gov/oiaf/ieo/index.htm|  

contined from p17

To provide a TAML Level 5 junction in

a new well, a pre-milled window, cov-

ered by an aluminium sheath, is

installed above the orientation latch

coupling. Inside, there may be a pres-

sure-isolation sleeve to allow high dif-

ferential ratings for cementing. After

cementing, a deflection whipstock is

inserted into the latch coupling and the

wrap is dressed out. A regular direc-

tional-drilling assembly drills out the

pre-milled window and the lateral

hole. After drilling is completed, the

whipstock is retrieved. To upgrade the

well to sealed completions, the

FlexRiteTM System deflector is run. The

FlexRiteTM flexible hanger and lateral

screens or liner is run, oriented, landed,

and sealed into the FlexRite TM comple-

tion deflector. This high-volume cased

multilateral junction system offers

superior flow volumes in a pressure iso-

lated cased junction. This hybrid system

incorporates many design features

from proven systems and lessons

learned from previous operations.

The initial system specifications as

used in one North Sea deepwater well

were:

0 95/8-inch, 47 lb/ft casing;

O 81/2—inch lateral wellbore drillout;

O 7-inch liner or 65/8-inch and 51/2-inch

premium screens;

0 1,000 psi pressure rating (burst/col-

lapse);

. 43/4 inch bore equivalent flow area

through each leg; and

0 maximum tool size

through junction.

The well had 95/8~inch casing set in

the original drilling phase. The lower

zone was produced through 41/2-inch

tubing, and the upper zone was pro-

duced through 27/8-inch tubing.

Planning included a 6-inch, short-

radius horizontal into the lower zone

and an 81/2-inch horizontal drilled and

logged in the upper zone. The lower

zone was left open hole while the

upper zone was cased with a

7-inch liner cemented on bottom. A

7-inch pre-milled window joint was

run in the lower build section. The

upper lateral was perforated, and a

dual completion installed with tailpipe

in each lateral.

33/8—inch

Workover case history

The existing well had a latch coupling

installed on a packer. The MillRiteTM

system was inserted into the latch cou-

pling profile and a hole milled in the

casing. After milling, the system was

removed and a whipstock run into the

latch coupling. The lateral hole was

drilled to complete a Level 2 junction.

It should be noted that a liner can be

run and washed over if the well

requires a Level 4 junction. Each well

design may also include a FloRiteT'V'

completion system if a dual segre-

gated or commingled completion is

needed.

The key component of the dual seg-

regated FloRiteTM completion system is

the dual production whipstock, which

provides the deflection of one string

into the lateral. A second zone is pro—

duced through the whipstock using a

second string. Two full-diameter

tubing strings go through the junction.

Full drift assemblies may be run

through the junction to either zone.

This tool, when run with production

packers, provides zonal isolation. Flow

control is provided in the individual

strings with the same tools and tech-

niques as a conventional completion.

This dual whipstock, when run with a

lower main bore packer, a lateral

packer, and a dual packer, provides a

TAML Level 5 pressure isolated junc—

tion completion.

The well was drilled as a deviated,

two—zone dual producer and produced

for several years. The production water

cut was increasing, and the near well-

bore area in both zones had significant

water coning. The produced fluid was

quite corrosive and the L-80 material

used in the flow wet areas had consid-

erable corrosion. It was decided to

abandon both sets of perforations and

redrill the lower zone with a short-

radius horizontal lateral in this zone.

For the upper zone, the decision was

made to drill, log, and run and cement

a liner, and perforate selected inter-

vals. It was necessary to allow the

drilling and isolation of another lateral

for additional production or to replace

the lateral in the case of water

cresting.

The well was successfully completed

and is currently producing at acceptable

rates with lower water cuts than before

the recompletion. The completion

renewed the well with new corrosion-

resistant tubulars, thus extending the

economic life of the well. Reperforation

in the lower zone did not reduce the

water cut, but redrilling as a horizontal

well successfully controlled water pro-

duction.

It is also possible to run the FloRiteTM

system which consists of a cemented

lateral liner and completion packers in

the lateral. 0

Reference

DeMong et a/ (2003). ’Casing design in

complex wells: the use of expandables

and multilateral technology to attack

the size reduction issue', OGJ High Tech

Wells Conference, Galveston, Texas.

 

 

PETROLEUM REVIEW JUNE 2004

 



 

New publications

mp 19, Iabor’atoryaInaIysis and testing and0 ersup

I siders the purpose of a cargo

Avaiiaéfle for saie fmm Portiand Customer Sewiws, inc. pestage in Eumpe (outside Europe, add £6.00 per ordev).

Cantact Pofléand Cugtomer Services, Commerce Way, WhitehaII IndustriaI E5tate§ Coichester C02 BI-IP, UK.

f; +44 (QI‘IZGE 796351 f: +44 (0)1206 799331. e: saIes@p0rt§and~sewices.com 
 



 

industry research
 

 

 

Meeting the challenge of

developing technology

0621 is an R&D

coordination initiative

of the Norwegian

Ministry of Petroleum

and Energy.

Here, Per Gerhard

Grini, General Manger

of 0621, together

with Jan Basic of

Bosio Consulting,

outline how the

initiative is addressing

the challenges of

technology development

within the Norwegian

oil and gas sector.

 

  

621 was established by the

0Norwegian Ministry of

Petroleum and Energy (MPE)

in 2001 as a task force to formulate a

national technology strategy for

added value and competitive advan-

tage in the Norwegian oil and gas

industry. The initiative has received

widespread support from the

industry as it is expected to boost the

creation of new technologies, leading

to more concerted and focused

efforts in research and technology

development.

The national technology strategy pro-

posed by 0621 focuses on:

O Sustained profitability in the

Norwegian petroleum industry and

resource optimisation on the

Norwegian Continental Shelf (NCS).

0 Increased technology and knowl-

edge exports by exploiting the com-

petitive advantages and

internationalisation of the

Norwegian service and supply

industry.

There is a general consensus in the

Norwegian oil and gas sector that tech-

nology development is the single most

important factor for reducing costs and

enhancing the competitiveness of

Norway's oil and gas activities. An

increased R&D effort is therefore con—

sidered to be extremely important if

the gas and oil production from the

NCS is to follow the long-term scenario

described in the governmental White

Paper 38 on oil and gas policy of

2001—2002 (see Figure 1).

Technology target areas

During autumn 2002, the MPE

appointed 'Lead Parties' (LP) — oil com-

panies acting as operators on the NCS

and expert groups — to conduct a

detailed evaluation and gap analyses of

the technology target areas (TTA) that

had been identified during the tech-

nology strategy process. These TTAs

were considered crucial should the gap

between the decline and long-term sce-

narios be eventually closed. The reports

from the TTA expert groups are avail-

able on 0621 website at

www.ogZ1.org

Table 1 shows the nine TI'As, the

Lead Parties and the Lead Party repre-

sentatives.

Achievements and

TTA projects

0621 is one of the major driving

forces in petroleum-related R&D in

Norway, but does not allocate any

funding. Despite this, it has succeeded

in setting the premises for a national

strategy for technology development.
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'We can have a perspective for the Norwegian

Continental Shelf of 50 years of oil production

and 100 years with gas'

   

development of new knowledge an technology

    

 

Long—term scenario

 

ng the gap must to a large extent rely on

Decline scenario

  l | I I

2001 2006 2010 2014 201! 2022 2026 2000 NH! 203! 2042 2046 2050

Figure 1: New technology is key to closing the gap between the Norwegian Government’s

long-term production and decline scenarios for the NCS

 
  

  

Source: Government White Paper 38, 2001—2002

  

 

PETROLEUM REVIEW JUNE 2004
 



 

This has been confirmed in the

national budget of 2004 where it is

stated that governmental funding to

petroleum-related R&D shall be allo-

cated to projects which support the

objectives of the 0621 technology

strategy.

The current funding mechanisms are

illustrated in Figure 2. The two main

contributors are the oil companies and

the supplier industry, and government

through agencies such as the Research

Council of Norway (RCN).

The total funding of petroleum-

related R&D in Norway amounted to

approximately NKr2,800mn in 2000, as

shown in Table 2. The oil companies

and the supplier industry accounted for

approximately 92% of the this figure.

Minor changes have occurred since

2000, but the contributions have been

of the same order of magnitude from

2000 through 2003.

The 0621 expert groups carried out

the gap analyses within each TTA in

2003 and delivered their evaluation

reports for a hearing process in the

middle of that year. The recommenda-

tions prepared by the TTA expert

groups were presented at the 0621

Forum in October 2003. The TTA groups

were then asked by the 0621 Board to

prepare specific project proposals

meeting the objectives set forth in the

expert group recommendations. Some

of these project proposals have been

endorsed by the oil and gas industry,

others are still under consideration.

Altogether 20 projects proposals

were originally presented to the 0621

Technology target areas (TTA) Lead party (representative)

Zero harmful discharge to sea

30% reduced emissions to air

Stimulated recovery

Cost-effective drilling

Real-time reservoir management

Deepwater floating technology

Long-range wellstream transport

Seabed/downhole processing

ConocoPhillips (Ole Lindefjeld)

Shell (Helge Skjaeveland)

Statoil (Hakon Rueslétten)

ExxonMobil (Stu Keller)

BP (Morten Heir)

Norsk Hydro (Thore Thuestad)

Statoil (Pal Hedne)

Total (Oddgeir Johansen)

Competitive gas production and offtake Shell (Geir Vollsaeter)

  

Contributor

Table1: 0621 technology target areas, Lead Parties (LP) and Lead Party representatives.

Amount (NKr mn)

Oil companies

Supplier industry

Government/Agencies

Total

Source: 0621 Strategy Document

1,500

1,100

165

2.800

Table 2: Funding of petroleum-related R&D in Norway

Board. However some have been with-

drawn for technical reasons or because

the operators have addressed the pro-

ject content within their operation rou—

tines and maintenance programmes.

The project proposals which are

being considered and their current

status have been summarised in Table 3.

Challenges ahead

Some of the challenges remaining to be

addressed by 0621 include:

0 Address the need for increased gov-

 

 

  
0621 Technology strategy

Lead Parties

Technology Target Areas

TTA White Papers

Gap Analysis

 
Figure 2: Current funding mechanisms for 0621 projects

 

Public funding

Governmental agencres

Research Councit Norway

Demo 2000

Remmmvnclml activitlr's

 

 

ernmental and industrial funding of

petroleum R&D.

0 Address the need for increased

funds for pilot testing of new tech-

nology.

0 Develop new partnering and risk—

sharing models for the develop-

ment and the implementation of

capital-intensive new technology

0 Inform the whole petroleum cluster

of the needs identified as high pri—

ority task in the 0621 technology

strategy, in order to create a

national converging effort to close

the existing technology gaps (see

Figure 1).

0 Focus the fundamental research

towards technology needed to

reach the long-term scenario out-

lined in Figure 1.

The project proposals submitted to

the Management Board of 0621 are,

for most part, in the initial phase and

several of the oil companies are still con-

sidering their degree of involvement.

0621 has fulfilled its role as a cata-

lyst to the R&D activities within the

Norwegian oil and gas sector and will

continue to promote the implementa-

tion of technology strategy with the

industry. It will do this in close cooper-

ation with governmental agencies

such as RCN and Demo 2000, the R&D

institutes, and academia and profes-

sional organisations. These include the

Federation of Norwegian

Manufacturing Industry (TBL), INTSOK,

and the Norwegian Oil Industry

Association (OLF). It is envisaged that

the strategy document elaborated in

2002 will be updated in 2005. O
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Number of proposals Project proposals/topics/status

 

Zero discharge to sea

30% reduced emissions to air

Stimulated recovery

Cost—effective drilling

Real—time reservoir management

Deepwater floating technology

Long—range wellstream transport.

Seabed and downhole processing

Competitive gas production and

offtake

Table 3: TTA project proposals and status

3+1

2+1

2+1

Injection and disposal systems of

produced water. Effective moni-

toring and leak detection systems

for pipelines and subsea systems.

The project proposals are under

revision and are awaiting commit—

ment from the oil companies.

Energy optimisation. NOX (nitrous

oxides) reduction by steam injection

technology. Fuel cell and membrane

technology.

Projects on hold pending back-up work.

Carbon dioxide (C02) injection

for improved oil recovery (IOR)

and storage (contribution from

'stimulated recovery', 'competitive

gas production’ and 20% reduced

emissions to air): Further work

needed on project proposal.

WAG/SWAG methods: LP committed

to take the lead on the project.

Scope and milestones to be agreed

upon.

Massive depressurisation: Will be

handled in one of the operating

licences.

Coiled tubing drilling systems.

Ultra extended reach wells. Slim

well drilling technology.

Workshops arranged. LP commit-

ment on one project.

Fibreoptic reservoir data to real

time: On—going in one of the

operating licences.

Steel catenary riser deep water:

Funding almost completed. LP

and industry commitment.

Lightweight deployment system

deep water: Funding application

forwarded. LP and industry

commitment.

Catenary composite riser deep

water: LP commitment. Searching

for partners.

Project proposal process on hold.

Seabed compressor: Project started.

Seabed separation: Awaiting

commitment from oil companies.

New field development solutions

for gas: Awaiting oil companies

commitment.

Flow improvers in high-pressure gas

systems for increased transport

capacity: Project started.
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Energy Management

training from the

Energy Institute

The Energy Institute is the professional body for the energy sector and a leading

provider of energy management training and education. Energy institute 1-day

Energy Management courses enable energy professionals and newcomers to the

industry to keep up-to-date with recent developments in energy management.

These courses provide delegates with practical solutions to assist in producing an

effective energy management strategy, increasing energy efficiency and reducing

energy consumption.

Our suite of 1—day courses has successfully started for 2004, and we would like to

remind you of what is on offer for the rest of 2004:

Introduction to Energy Management — an introduction to the basic principles

including energy policy, investments for energy efficiency, emission targets, climate

change levy, energy technology and energy efficiency accreditation.

The remaining dates are:

Belfast: 13 May

Leeds: 17 June

London: 9 September

Birmingham: 17 November

Advanced Energy Management — a suite of five courses — each devote a full day to

the following topics:

Energy auditing: 22 June, 9 November

Monitoring and targeting: 11 October

Energy efficiency in buildings: 15 June, 23 November

Renewables: 20 May, 4 November

Educating the workforce: 25 May, 1November

Energy Leader — a course designed for those who want to gain senior management

support for their energy efficiency initiatives and present their case for cost savings

and capital investment in the most effective way.

20 September

Introduction to Emissions Trading and Verification — The UK Emissions Trading

Scheme has now gone live, and this new course has been designed to Introduce

Energy Managers to delivering emission reduction targets, buying and selling emis-

sion allowances, Climate Change Agreements (CCAs), surplus trading, Climate Change

Levy payments...etc The course will also introduce GHG verification by a third party,

which is the condition for participation in trading.

2 December

Waste Minimisation and hidden Energy Waste — To provide energy managers with

the practical framework for identifying hidden energy waste through the application

of waste minimisation techniques. The Waste Minimisation approach can directly

impact on organisational effectiveness, energy and environmental performance

Within industry, commerce and the public sector.

15 December

 

w'w,wr;.ie,.nergyinst.org.uk

  

       

  

    

  

  

  

     

  

               

  

For further information on any

of these courses please contact

Nellie de la Monneraye at the

Energy institute:

t: +44 ((3)2!) T467 2128

f: +44 (9)26 7467 7153

e: ndlm@energyinst.org.uk
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ConocoPhilIips in Norway has taken remote operations

to a new level. It can now operate part of the company's

drilling operation from its Onshore Drilling Centre (ODC)

located in the main ConocoPhilIips' office in Tananger,

Norway. The ODC has been a resounding success for

the company and has also become a model for other

operators who are setting up their own centres, reports

Mike Herbert, ODC Advisor, ConocoPhilIips.

onocoPhillips’s Onshore Drilling

Centre (CDC) is located within the

company's Tananger office in

Norway. The aim was to create the per-

ception of being at the drilling site using

existing modern visualisation and com-

munication technology, letting the tech-

nology bring people together in a truly

integrated team of experts from both

ConocoPhilIips (onshore and offshore)

and its service providers. In particular,

the company wanted to close the gap

between technological and organisa—

tional development — in other words, to

get more out of the existing technology.

In order to achieve this goal, it has

been necessary to create multi-discipli-

nary work practices to make a 'step

change' in collaboration, communication

and integration within ConocoPhilIips

drilling operations. The company has also

had to break down interdisciplinary bar-

riers — both internally, and also externally

with its service providers.

This way of working has, in turn, led

to a better and quicker decision-making

process and improvements in HSE

(health, safety and environment). The

remote operations facilitated by the

ODC have also resulted in a reduction in

offshore manning requirements.

Centre layout

When designing the ODC, an important

consideration was the inclusion of a 3D

visualisation suite and a large 'collabo-

ration room’ in the same location as

part of a 24/7 operations centre.

Modifications to the offshore drilling

offices were also required in order to

create an environment that would facil-

itate improved communications and

collaboration. Most of the offices have

been changed to be more open plan, in

order to encourage teamwork — also

serving as a videoconference and

meeting room when required.

Having a 3D visualisation suite in close

proximity to the 24/7 operation room is

seen by ConocoPhilIips as a key differen-

tiator to other remote operation cen-

tres. Indeed, the ODC has now become a

model for the development of other

centres for operators in Norway.

The technology

We used current, but high level, com—

munication and visualisation technology

to create a 'Virtual Team’ consisting of

ConocoPhilIips' drilling engineers and

geologists as well as specialist engineers

from our service providers.

A key enabling technology is the

fibre cable, which links the

ConocoPhilIips Tananger office with its

drilling and production platforms that

lie approximately 300 km away in the

North Sea. This high bandwidth connec-

tion allows high-quality visual informa-

tion such as CCTV and video conference,

as well as images from a portable and

wireless video system to be transmitted

in real time to the ODC. Information

and data from the drilling equipment

and from the sub~surface tools whilst

drilling is also sent in real time to the

ODC. The ODC team remotely manages

several drilling operations by using this

visual information, in conjunction with

data from sophisticated downhole tools

and surface drilling equipment.

Another important communication

tool is the UHF link, which allows the

onshore engineers in the ODC to talk to

any of the offshore team directly.

The engineers who work in the ODC

can also remotely control downhole-

drilling tools, such as rotary steerable

systems, to optimally place the well in

the reservoir. Real-time formation infor-

mation from the measurement-while-

drilling tool can also be directly fed into

the geological and reservoir models and

displayed on large screens in the ODC

operations room and, if necessary, on

the 3D visualisation screen. This allows

the operational geologists to see and

visualise all the relevant data sets in

order to optimise the well placement as

drilling progresses. This is all done in

real time, which means decisions are

arrived at quicker than with a conven-

tional operation.

The ConocoPhilIips’ Intranet is also

used as a mechanism to distribute much

of this information to other team mem-

bers located outside of the ODC. It also
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provides the CDC team with expert

internal support from other

ConocoPhillips offices. A similar use of

the Internet allows global support pos-

sibilities. The drilling centre is set up so

that it can be securely linked to our

contractors' support centres in Norway,

as well as in other places around the

world. This facilitates further expert

support of the operations.

Such an arrangement provides a

number of other benefits. For example,

it allows ConocoPhillips to take advan-

tage of the time difference between

Alaska and Norway (nine hours) to get

24-hour support by specialists during

the drilling process. The day shift is cov-

ered from the CDC, whilst a smaller

centre run by Halliburton in Alaska

covers the 'long' night shift.

This type of connectivity is really the

backbone of the CDC operations and

work processes.

Human factors

The existing, but high-end, technology

that is being used can only be successful if

the work practices and processes can

maximise this technology. ConocoPhillips

—together with its main service providers,

government agencies and various organ-

isations — made a number changes to

existing processes in order to take advan-

tage of the new E-field and Virtual Team

that was being created at the CDC.

The focus initially was to move some

of the positions from offshore that con-

sisted of mainly PC-based tasks. Typical

operations were then used to provide a

framework to identify the different

people and manning levels required to

perform the various tasks required

during a drilling operation. A gap

analysis was then carried out to identify

which tasks would have to be trans—

ferred to others who were still located

on the offshore platform, when certain

positions were moved onshore. Care

was taken not to over-load the offshore

engineers with too many tasks, so most

of the reporting and bureaucratic tasks

were also moved onshore.

Changes were also made in order

that the offshore schedule was not

directly moved onshore. This meant

that people working in the CDC would

follow an onshore shift schedule, which

already existed in the regulations. It

was important to ConocoPhillips that

no dispensation would be required,

which would have been the case if an

offshore schedule were used onshore.

There have been many hurdles to clear

in this change to accepted work practices

— and most have successfully been over-

come. Resistance to change and the

results of having an ageing work force

were just some of the issues that were

addressed as part of the process.

The following professions are involved

in, or have worked in, the CDC to sup—

port operations:

. MWD (measurement while drilling)

engineers, data engineers (logging

engineers)

operational geologists

drilling engineers

casing JAM operators

foam cement coordinators

drilling optimisation engineers

stimulation engineers

reservoir engineers

directional drillers

Some of these positions are manned

round the clock (24/7) during certain

phases of the drilling operations.

Onshore work schedules have been

implemented and all people who work

in the CDC follow a 3x8 hour shift

during weekdays and a 2x12 hour shift

at weekends.

Results so far

A number of achievements have been

made in the 16 months that the CDC

 

has been in operation, including

improvements in HSE performance

through the moving of people

onshore and reducing their risks. For

example, we have seen:

0 a reduction in helicopter seats

(round trip) — 174

O a reduction in offshore man-days —

1,641

0 leading to cost savings in the region

of $14mn, while costing the CDC

some $4.5mn

The lessons learned to date have

shown that the technology is reliable

and that the human factors are the

key areas to focus on. There have been

significant improvements in collabora-

tion and decision-making, which have

been indicated by less NPT (non—pro-

ductive time) and better well place-

ment in the reservoir.

The ability to optimise the use of

resources and expertise has been

made possible by the connectivity

that has been created by the CDC.

One specialist engineer is now able

to support more than one operation

at a time. He can also offer support

and assistance to several other oper—

ations.

Future developments

In August 2004, the CDC expansion

programme will be completed,

allowing the centre to support all

ConocoPhillips' drilling operations in

the North Sea. Work has already begun

to create two new operations rooms,

which will help support operations

such as well service work.

in addition, ConocoPhillips has just

started work on constructing an

Onshore Operation Centre (OOC),

which will initially be used to support

and monitor the production process

and optimisation, but also mainte-

nance and logistics planning and exe-

cution at a later stage. 0
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Set for significant reserve

and production growth

As part of our continuing series of articles

analysing some of the smaller and intermediate oil

and gas companies from around the world — based

on information supplied by OnIine-Data* — we take

a closer look at the activities of ECG Resources.

largest independent, non-inte-

grated oil and natural gas compa-

nies in the US. It is an S&P 500 Index

company and is listed on the New York

Stock Exchange. The company's activi—

ties are primarily focused in major pro—

ducing basins in the US, Canada and

offshore Trinidad (see Figure 1a).

E 06 Resources (EOG) is one of the

Highlights in 2003

EOG delivered record operating earn-

ings in 2003, posting a net income of

$419.1 mn, or $3.60 per share, compared

with $76.1mn, or $0.65 per share, in

2002. The increase was largely attrib-

uted to higher commodity prices. The

company also substantially added to its

reserve base in 2003, by replacing 249%

of production at $1.28/mn cfe finding

cost. From drilling alone, EOG replaced

183% of production at a $1.21/mn cfe

finding cost. (See Figure 1b.)

Natural gas deliveries increased to

955mn cf/d by the close of 2003, up

from 924mn cf/d for the comparable

period a year earlier. The overall rise in

natural gas deliveries was primarily due

to a 7% increase in Canadian produc-

tion to 165mn cf/d, following a major

property acquisition, and a 13%

increase in Trinidad to 152mn cf/d,

attributable to a full year of sales to the

CNCL ammonia plant versus only six

months of sales in 2002. Meanwhile,

natural gas liquids revenues were

$11mn higher in 2003 compared to a

year earlier, primarily due to a 50%

increase in the composite average price

and a 3% increase in deliveries.

In addition, 2003 was a year in which

several fundamentals were put in place

that have set the company for signifi-

cant reserve and production growth —

primarily through the drillbit — through

2004—2006.

EOG also closed the largest property

acquisition in its history on 1 October

2003 — acquiring natural gas properties

in the Wintering Hills, Drumheller East

and Twining areas of southeast Alberta,

Canada, from a subsidiary of Husky

Energy for approximately $320mn.

In Trinidad, EOG agreed to a 15-year

contract to ultimately supply 87mn

cf/d of natural gas to the M5000

methanol plant (based on current

price and operating assumptions).

Now under construction, this new

facility is expected to start up in mid-

2005 with EOG supplying 95mn cf/d

for the first four years.

The company is now also seeking

additional reserves through an

aggressive drilling programme off-

shore Trinidad, with the objective of

entering new markets that increas—

ingly are aligning with the North

American natural gas business. Not

only is the region a key supplier of

LNG to meet increasing US demand,

in addition, ammonia, methanol and

chemical production is relocating

from North America to Trinidad,

driven by attractive natural gas feed—

stock prices in the island nation.

Another highlight of 2003 was the

addition of long-term international

production growth with a new project

in the southern gas basin of the UK

North Sea. First production of approxi-

mately 40mn cf/d from two farm-in dis—

coveries is expected to begin in late

2004. E06 is currently reviewing addi-

tional farm-in opportunities in this area

and expects to participate in several

exploration wells in 2004.
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Figure 1: a) EOG Resources' core E&P activity, b) operational highlights in 2003
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More recently, in 1Q2004, the

Parula #2 and #3 development wells

were successfully drilled on the SECC

block offshore Trinidad. Combined

with the Parula #1 discovery, the

three wells are expected to produce

some 300mn cf/d of gas. Output from

these wells and other sources will be

supplying existing gas contracts,

including the new ammonia and

methanol plants that are scheduled to

commence operations in mid—2004

and 2005, respectively.

Trinidadian operations

Construction progressed during 2003

on the N2000 ammonia plant in

Trinidad, which is scheduled to start up

in 2H2004. EOG will initially supply

60mn cf/d of gas to the project,

supplying a total 47mn cf/d net under a

15—year contract.

The company also signed a 15vyear

contract in early 2004 to supply a por—

tion of the natural gas requirements of

the M5000 methanol plant. Currently

under construction, start-up of the

M5000 facility is planned for mid—2005.

When the plant is running at its design

capacity, EOG anticipates supplying

approximately 95mn cf/d of gas during

the first four years and approximately

125mn cf/d during the remaining 11

years of the contract.

The wellhead price will be linked to

Caribbean methanol prices, but with a

floor price. With this new contract,

EOG anticipates another significant

increase in its Trinidad production next

year. Furthermore, the company

believes that there are additional

exploration opportunities in its existing

acreage position in Trinidad and is con-

tinuing to pursue additional acreage.

Outlook for 2004

For 2004, EOG's estimated capital

expenditure budget is approximately

$1.1bn, excluding acquisitions. The

company plans to spend about 5% of

this estimated capex budget on drilling

new wells and North America will con-

tinue to be a key focus area.

EOG also plans make acquisitions

that bolster its existing drilling pro-

grammes or that offer the company

incremental exploration and/or pro-

duction opportunities. 0
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FPSO and storage tanker on Foinaven field

Successful subsea

sealing at Foinaven

A recent ROV-installed underwater repair on

BP's Foinaven field has proved up the new remote

installation approach in the harshest of environments,

writes Chris Skrebowski.

leaking sea-bed flanged connec-

tion on the Foinaven field has

been successfully repaired using

Furmanite leak sealing technology,

installed by ROV, at a depth of 500

metres. This has enabled the field oper-

ator BP to maintain oil production at

capacity, by allowing water injection

pressure to be maintained.

To affect the repair Furmanite worked

with Subsea 7, whose ROV systems were

used to install the bespoke Furmanite-

designed clamp and to mix and inject the

specially-formulated sealing compound —

a significant challenge to achieve by

remotely operated vehicle.

The 10-inch leaking flange joint was

situated on the flowline termination

assembly at the base of the Foinaven

water injection riser. Seawater ingress

at the joint had caused corrosion,

which was threatening the output

capacity of the field.

Furmanite's clamp solution has been

designed to cover the flange connec-

tion. ‘Space was limited and the clamp

had to be operable by ROV, with no

opportunity to use heavy lifting gear. So

while designed to cover the flange con—

nection, the clamp was also kept to

minimum dimensions (666 mm wide,

680 mm high and 140 mm deep,

weighing around 200 kg). Furmanite

Project Engineer Mike Bowerbank

explained that it was also engineered to

be compatible with Subsea 7's bespoke

ROV deployment system’.

Installation involved lowering the

clamp over the pipe, with the lower half

suspended by one clamp bolt; the

clamp was then rotated until both

halves were in-plane with each other,

normal to the pipe axis; and (with both

bolts now in place) the lower half was

drawn up on the bolts, bringing the

clamp halves together. With the two

halves some 100 mm apart the clamp

was moved along the pipe and posi-

tioned over the flanges, at which point

the bolts were initially tightened to seat

and compress the seals, and then fully

tensioned to the necessary pre-load to

ensure that internal pressure forces

would not part the clamp halves.

Key to success

Critical to success was the sealing resin,

which was injected once the clamp was

in place to seal the gap and bolt clear-

Pressure testing the leak-sealing clamp

 

  

ances. The challenge was to get the resin

mix absolutely right to match the leak

profile — in other words sufficiently fluid

to allow injection and ensure it reached

the leak point, while sufficiently viscous

to ensure it bridged the 60-mm hole

without extruding into the pipeline.

in keeping the clamp as small as pos—

sible (covering the flanged connection

rather than fully enclosing it), the bolt

clearances also had to be considered, as

these in effect provided 32 potential

leak points that, with full pressure

restored, the water would seek to find

once the original leak path was sealed.

It was therefore crucial that the resin

must reach and seal these points too.

A further challenge was to ensure that

the resin could be mixed and injected

remotely. 'Traditionally for subsea appli-

cations the sealing resin would be mixed

on the surface, and divers used to install

and inject the clamp,’ Bowerbank

explained. 'Clearly in this instance, with

the depths involved, the whole process

had to be undertaken by ROV. If the

resin were sent down ready-mixed it

would have cured before it could be

injected, so a special remotely-operated

injection and mixing system had to be

developed. This involved injecting from

separate storage cylinders through a

mixer unit to ensure a good homoge-

neous mix, and then into the clamp.’

Bowerbank added that extensive

testing was undertaken to ensure that

this crucial element in the repair design

would work as required. Two clamps

were manufactured so that one could

be used for testing purposes, and two

test spools were manufactured (at

Furmanite's facility in Carlisle), with the

appropriate type of 10-inch flanges and

a representative defect in the gasket.

The clamp was successfully installed

and injected, sealing the leaking joint,

in just 24 hours (including injection and

cure), ensuring that water injection

pressure could be maintained.
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A resin for all seasons

A recent breakthrough in resin formulation and its application

by FD Alliance (the alliance between Furmanite & DML

Composites) means that composites repairs in wet or humid

environments are now possible without most of the

elaborate preparation previously required.

ccording to Tony Nicholls,

AManaging Director of Furmanite,

a new resin formulation break-

through by FD Alliance removes the

problems that can be associated with

composites repairs in wet or humid

environments, and enables repairs to

be carried out where not previously

possible. He also noted that up to 80%

of composites repair projects carried

out in outdoor conditions in the UK can

benefit from the new resin technology,

which opens up a further applications

in which permanent composites repairs

are possible and viable.

He explained the new approach that

was the result of years of research and

development by FDA. Previously only

water-activated resin systems could be

applied in wet conditions, but being

hydrophilic they continue to absorb

water with a resulting reduction in

mechanical properties and are thus

only suitable for temporary repairs.

Technical challenge

Paul Hill, Technical Manager of the FD

Alliance, explained that the technical chal-

lenge was achieving adhesive bonding on

a wet surface. Traditionally this meant

having to displace water to create adhe-

sion, but this involved such a viscous resin

that it was impracticable to use. A low-

viscosity resin that still displaces the water

has now been achieved — displacing the

water chemically rather than physically.

According to Hill this means that delays

caused by bad weather (typically

increasing the final project cost by

30—50%) are eliminated, as are weather

protection requirements (costs for tenting

and the scaffolders/riggers to erect it).

Similarly, measures to counter con-

densation (incurring considerable addi-

tional costs to carry out the work at

night), or to use tenting plus dehumid-

ification/ventilation/heating equip-

ment, are no longer needed.

However, possibly more important is

the fact that effective repairs can now be

done in areas where previously it would

not have been possible — such as splash

zones. Hill noted with some pride that

the new moisture-tolerant resin system

developed by FDA overcomes these

problems. Composites repairs can now

be applied to repair and strengthen, per-

manently, in wet weather conditions,

splash zones, and where condensation

has been an issue. Although he did point

out that all FDA composites repairs are

waterproof once applied and cured, it's

the ability to apply them in wet condi-

tions that now makes the difference.

Hill concluded by noting that in using

the new system permanent repairs at

pressures up to 100 barg and tempera—

tures to 70°C can be achieved. In

addition, extensive testing has been

carried out to prove that repairs using

the new resin system still satisfy the

validation requirements of the Industry

Work Group and ASME draft standard

specifications. 0
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Road tanker management system launched on home market

With over 15,000 installations com—

pleted worldwide, Bartec (UK) has now

launched its Petrodat 3002 Road Tanker

Management System to the home

market. DTl-approved for accuracy and

ATEX-approved for use with flammable

liquids, the new 3002 control unit can

memorise up to 5,000 customers and

over 30 different products, states the

company.

The basic Petrodat installation com—

prises a 3002 controller, data cartridge

reader and printer. Delivery instructions

are simply downloaded from a PC in the

depot to a data cartridge that is inserted

into the driver's cab. At each delivery

point, the system records every transac-

 

tion detail — customer identity, time and

date of delivery, product type and

volume delivered — and prints a delivery

note or invoice. On return to the depot,

the data cartridge is removed and

downloaded for final invoicing or record

keeping purposes in accordance with

TDL standard data link or in Excel

format. Standard and customised

Petrodat software is also available from

Bartec to allow for easy integration to

existing systems.

The Petrodat 3002 also allows for the

addition of an optional additive system

that can automatically dispense addi-

tives such as detergents, flow improvers

and deodorants, etc, in the correct pro-

portions as desired.

Gary Ashburner, Managing Director,

Bartec (UK) comments: 'With this

system, data can also be transferred

automatically by GSM link, which

means the tankers need not return to

the depot to transfer their information.

The new or extra delivery instructions

can easily be downloaded via the link,

which allows unscheduled or emer-

gency deliveries to take place at greatly

reduced costs'. The latest system also

 

includes a GPS system so that the loca-

tion of the tanker is known at all times,

aiding driver navigation and stream-

lining delivery efficiency.

In addition to this, the Petrodat 3002

system is available in a version for air—

craft refuelling, with an integrated

interface to airport flight data systems,

and a further designated version for

depot management systems. These sys-

tems can all be supplied with credit

card readers to allow customer pay-

ment at the tanker.

t: +44 (0)1706 855517

www.bartec.co.uk

 

Explosion-proof smoke detector

A new beam detector has been

designed by Fire Fighting Enterprises to

provide protection against smoking

fires in large areas with potentially

explosive atmospheres. The Fireray Ex

detector comprises an infrared trans-

mitter and a receiver, both of which are

ATEX-certified for use in hazardous

areas, as well as a separate wall-

mounted controller to allow adjust-

ment and testing from a convenient

non-hazardous location.

The system is designed for large

enclosures within oil rigs, refineries, air-

craft hangars, ordnance stores and sim-

ilar premises. It provides an early

warning of smouldering or strongly

smoke-generative fires, some of which

may not be picked up by the flame

detectors installed in many hazardous

areas, comments the manufacturer.

A modulated infrared beam is sent

from the transmitter to the receiver,

which generates an alarm if the beam is

obscured by smoke. With the two com-

ponents installed up to 100 metres apart,

a single detector set can cover an area of

up to 1,500 sq metres. To protect the same

area with self-contained 'point' smoke

detectors would prove significantly more

expensive. claims the company, requiring

some 15 special intrinsically safe devices,

 

greatly increasing both hardware and

cabling costs.

Fireray Ex also has a drift compensa-

tion feature, ensuring that a gradual

reduction in signal strength — caused

either by the accumulation of dust on

the housing or by slight movement of

the building — will not result in an

unwanted alarm.

t: +44 (0)1438 317216

f: +44 (0)1438 722136  

Quick Euromarker test

Tintometer has introduced a low-cost

range of visual test equipment for

determining the Euromarker (BASF

Solvent Yellow 124) mineral oils

marking system in marked oils.

The system has been designed for use

by customs and excise officials to check

on fraudulent use of rebated oils or by

oil processors to check marker dosage.

The Euromarker present in the oil is

extracted into dilute hydrochloric acid

solution and the intensity of the colour

produced is proportional to the quan-

tity of Euromarker present in the

sample. Using a standard Lovibond

comparator, the sample is compared

with a series of Lovibond colour glass

standards housed in a test disc, which

are precalibrated to give direct read—

ings of Euromarken

Three Lovibond test discs are now

available for Euromarker — a roadside

test calibrated to determine the per-

centage of marked oil in unmarked oil

over the range 0—10% and two ware-

house tests for kerosene or clean diesel

that determine the percentage of rec-

ommended Euromarker dosage (6 mg

Solvent Yellow 724 in 7 litre of oil) pre-

sent in the marked oil.

WWW.tintometer.com
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are available for 24/7 call out

EV Offshore's latest subsea camera

inspection system — CamScan EV02 — is

reported to be reliable and flexible, and

can be used for multiple tasks. A new

and improved design is said to greatly

reduce service time, allowing greater

EV Offshore's seven new CamScan EV02 inspection systems are based in Aberdeen and
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Expanded camera inspection syste

5*.”

availability and less down time between

jobs. Furthermore, unlike its prede-

cessor, the new design allows for world-

class global support as it doesn't have to

be serviced in the UK.

To offer engineers the ability to cap-

m portfolio

ture visual data while drill pipe is being

run, EV Offshore has also teamed up

with engineering design company Pilot

Drilling Control of Lowestoft, UK, to

introduce a new camera running tool.

The new drill pipe running tool, with

integral flush-through capability, makes

it possible to attach the CamScan EV02

to drill pipe so that, in addition to

downhole pressure, temperature and

other essential downhole data, engi-

neers can now access conditions visually

in real-time. With its black and white

low-light camera, and a high definition

colour camera, engineers now have

access to a quality, high-resolution

visual images. Armed with a compre-

hensive picture of conditions downhole,

operations may be carried out with

even greater accuracy and confidence,

states the company.

Completion, subsea and drilling engi-

neers are also able to act more quickly

and confidently because the new

system makes it possible to download

pictures and short movies from the

camera to a memory stick, from which

they are transferred on to a PC for

emailing to shore.

t: +44 (0)1603 630555

www.evof'fshore.com

 

New manifold saves topside space and weight

A new type of manifold developed by

Parker Instrumentation is reported to

have helped save weight and space on

BHP Billiton Petroleum's Angostura off-

shore platforms. The design re—engineers

the 'monoflange' double-block-and-

bleed manifold concept to accommo-

date two instrument connections instead

of one. From a single flange interface to

the piping or processing vessel, the new

manifold provides connections for both

a local visual gauge and an electronic

transmitter that connects to the remote

control room — each with their own

double-block-and-bleed isolation valves.

The new unit integrates all the discrete

valves and tube fittings for process pipe

to two instruments into a single assembly,

reducing the height of the instrumenta-

tion by at least 80%, claims Parker. Other

benefits include an estimated weight

saving of some 70%, a major reduction in

the number of connections and potential

leak paths, and a significant cost saving.

When connecting to pressurised ves-

sels such as the platform's vapour

recovery units, the twin-monoflange

design also 'dramatically' reduces the

size of the support fabrications that are

used to mount the external instrumenta-

tion — saving weight and space while

greatly reducing the impact of vibration.

With around 50 pairs of instruments

on every one of Angostura's three well-

head platforms, the combined savings

from installing the new Parker manifold

runs to an estimated 4,000 kg, plus hun-

dreds of man-hours of assembly time.

 

 

   
Every manifold also eliminates interface

connections, boosting reliability, and

saves component costs.

t: +44 (0)1271 313131

f: +44 (0)1271 373636

 

If you would like to promote your new products/services

in Technology News. please contact:

Brian Nugent, Advertising Manager, Petroleum Review,

McMillan Scott, 10 Savoy Street. London WC2E 7HR. UK

ort: +44(0)20 7878 2324; f: +44 (0)20 7379 7155; e: bnugent@mcmslondon.co.uk
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Insights into Petroleum

Geochemistry

Editor: Bernard Col/etta (inst/tut Francais de Petrole Publications/

Editions Technip, 27, rue Ginoux, 75737 Paris CedeX, France. t: +33 (0)7

45 78 33 80; f‘ +33 (0)7 45 75 37 77; e: info@editionstechnip.com).

ISBN 2 7708 0843 9. 764 pages. Price: e75/$75.

Organic geochemistry applied to petroleum exploration has been,

for almost fifty years, one of the main fields of research in the

Geology-Geochemistry Department of Institut Francais du Petrole

(IFP). This book, entirely dedicated to this subject, pays homage to

Bernard Tissot and celebrates his admission to the French Academie

des Sciences. The contents include one of the founding papers in

organic geochemistry written by Tissot, together with a series of

new articles that provide an overview of the research in this field. It

provides historical insights into the evolution of ideas, summarises

the basic technical principles of petroleum geochemistry and gives

examples of research activity in geochemistry currently underway at

IFP, including its application to basin modelling.

The Cretaceous World*

Editor: Peter Ske/ton (Cambridge University Press, The Edinburgh

Building, Shaftesbury Road, Cambridge C82 2RU, UK. t: +44 (0)7223

372393; f: +44 (0)7223 375052; www.cambridge.org). iSBN 0 527

83772 7. 360 pages. Price (hardback): £75l$ 770 (also available in

paperback, priced f27.95/$50).

The rich geological record of the Cretaceous Period reveals a world

that experienced extreme climatic warmth and significantly higher

global sea levels than today. It therefore provides a natural case

study of the Earth in ‘greenhouse’ climatic mode, which this inter-

disciplinary textbook analyses from the perspective of Earth System

Science. The book explores the interactions between the physical,

chemical and biological processes occurring both within the Earth

and at its surface. These processes control the prevailing environ-

mental conditions on Earth and the book highlights the major dif-

ferences between the Cretaceous and the present world.

Comparison of the global carbon cycle, then and now, is empha—

sised, although other relevant biogeochemical cycles are also

discussed. Finally, the infamous mass extinction that terminated the

period, and its possible causes, are investigated.

Petrophysics: Theory and

Practice of Measuring Reservoir

Rock and Fluid Transport

Properties*

Djebbar Tiab and Er/e C Donaldson (Gulf Professional Pub/ishing/

Elsevier, Linacre House, Jordan Hill, Oxford OX2 80/? UK. t: +44 (0)7865

474070; f: +44 (0)7865 47407 7,: e: eurobkinfo@elsevier.com).

/SBN 0 7506 7777 2. 889 pages. Price: £79. 99.

Now in its second edition, this publication offers engineers and geol—

ogists a manual for calculations and formulae on fluid flow, rock

properties, and many other topics that are encountered every day in

locating oil reservoirs. The material has been fully revised and

expanded to cover new topics in engineering and geology that have

emerged since the first edition was published in 1996. The book

reviews the origin, composition and geology of sedimentary rocks

and their interstitial fluids and the important role they play in reser-

voir engineering. Chapters concentrate on the specific theories and

mathematics of rock and fluid interactions, and the reader will find

complete coverage of electrical, capillary pressure and fluid transport

properties. Each chapter has references, problems and solutions at

the end for further study or for use in the classroom.
 

Fuel Effects on Emissions from

Modern Gasoline Vehicles,

Part 1 - Sulphur Effects.*

Part 2 - Aromatics, Olefins and

Volatility Effects*

(Concawe, Boulevard du Souverain 765, B-7760 Brussels, Belgium.

t: +32 2 566 97 60,: f: +32 2 566 97 87; e: info@concawe.be).

Part 7: 46 pages; Part 2: 37 pages. Both available as free downloads

from www.concawe.be

The influence of gasoline quality on exhaust emissions has been

evaluated using four modern European gasoline cars with advanced

engine technologies/after—treatment systems designed to reduce

fuel consumption and carbon dioxide (C02) emissions, including

stoichiometric direct injection, lean-burn direct injection and vari-

able valve actuation. Part 1 of this report describes the short—term

sensitivity of the four cars to gasoline sulphur content. Part 2

describes the influence of other fuel effects — aromatics, olefins,

volatility and final boiling point. All four cars achieved very low emis-

sions levels, in compliance the the appropriate Euro-3 or Euro—4

emssions limits. Part 1 of the report revealed that even at these low

emissions levels, all four cars showed very little sensitivity to gasoline

sulphur content and that sulphur sensitivity is principally influenced

by catalyst system design rather then emissions levels. Part 2

showed that the measured effects of fuel changes on the regulated

emissions — NOX (nitrous oxides), HC (hydrocarbons) and CO (carbon

monoxide) — were small and often conflicting, with differing direc—

tional responses for different vehicles and emissions. The three

direct injection cars emitted higher levels of particulate mass (PM)

than the advanced MPI car, although much lower than the Euro-4

diesel PM emission limt. Response to fuel effects was similar in the

three direct injection cars. PM emissions from the advanced MPI car,

which is more representative of the current fleet, were very low on

all fuels tested and insensitive to fuel changes.

* Held in El Library

Periodicals in the El Library

The Energy Institute Library takes a wide range of periodicals

and statistical publications on all aspects of the energy industry. To

find out more, visit the Library section of the El website at

www.energyinst.org.uk

Recent additions to Libary stock

.Carbon emissions trading book. Economic Commission for

Europe (ECE), New York, US, 2003. ISBN 9211010543 (book);

1014-7225 (CD-Rom).

0 Geothermal energy: Utilization anol technology. Mary H Dickson

and Mario Fanelli (eds). Renewable Energies, UNESCO, Paris,

France, 2003. ISBN 9231039156.

0 Oil crisis & climate challenges: 30 years of energy use in IEA

countries. International Energy Agency (IEA), Paris, France, 2004.

ISBN 9264018824.

.Pipe/ine risk management manual: Ideas, techniques and

resources. 3rd Edition. K Muhlbauer. Elsevier Gulf Professional

Publishing, Oxford, UK, 2004. ISBN 0750675799.

.The Tanker Register 2004 (includes CD-Rom). 44th Edition.

Clarkson Research Studies, London, UK, 2004. ISBN 1903352320.

To contact the El Library, f: +44 (0)20 7255 1472 or

e: lis@energyinstorg.uk
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ENTRIES WELCOME NOW!

Guest Speaker and Presenter

Matthew Pinsent, CBE

n the final of the men's

Coxmss Four at the

MHEnMum Omek Games

in Sydney, Matthew Pinsent

CBE, (right) won his third

ONmpk Gdd MedaL'THE

RACE’ in which he did it has

been voted 'Brflains Great-

est Sporting Moment’ and

the crew have secured them-

selves a very special place in

the heart of the nation.

In1992,attheageofonw

21, Matthew had his first

taste of Olympic success,

when in a Coxless Pair with

partner Sir Steve Redgrave,

he won the Gold Medal at the Barcelona Olympics.

At the Olympics in Atlanta in 1996 the

Pinsent/Redgrave duo won another Gold Medal and

throughout the nineties their outstanding combination

also brought them Seven World Championship Gold's.

Their unbroken run of successes continued through to

Sydney 2000 when Pinsent, again with Redgrave (now

in a Coxless Four with James Cracknell and Tim Foster)

again triumphed earning Pinsent his third Olympic Gold

Medal in the final of the Coxless Four.

Since Sydney, Matthew has formed a Coxless Pair part—

nership with James Cracknell MBE. Undefeated through-

out 2001, they went on to complete a unique feat in the

history of rowing, by winning the Coxless Pair at the World

Championships in Lucerne, a mere two hours after win-

ning the Coxed Pairs. In the 2002 World Championships in

Seville they defended their Coxless Pairs title, breaking the

world record by 4 seconds in the process.

Matthew was awarded the MBE in the 1993 New

Years Honours th and the CBE in the Nevv Yeas

HonoumlktZOOQ

LAST CHANCE TO SUBMIT

YOUR ENTRY!

The closing date for entries is 2 July 2004

 

For more information on how to

enter, please visit www.eiawards.com

or contact:

Lynda Thwaite

t: +44 (0)20 7467 7106

f: +44 (0)20 7580 2230

e: lthwaite@energyinst.org.uk

For information about table bookings,

please contact:

Faye Whitnall

t: +44 (0)20 7467 7116

f: +44 (0)20 7580 2230

e: fwhitnaIl@energyinst.org.uk
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The Energy Institute is pleased to announce

Sir Roy Gardner,

Chief Executive Officer, Centrica

as the recipient of the

70th Melchett Award

22 June 2004, 4 Hamilton Place, London, W1

This free event is a unique opportunity to hear Sir Roy talk about the issues that matter

to the energy industry today.

Sir Roy Gardner receives this award for his outstanding contribution to the energy indus-

try. Before joining British Gas, Sir Roy Gardner was Managing Director of GEC Marconi and

was appointed to the Board of GEC in 1994. Sir Roy was Chief Operating Officer of

Northern Telecom Europe following their take-over of STC, previous to which he was

Managing Director of STC Communications Systems and a member of the Board of STC. He

joined STC in January 1986 as Finance Director from the Marconi Company where he was

Group Finance Director between 1979 and 1985. Sir Roy began his career at the British

Aircraft Corporation where he worked in the Commercial Aircraft Division.

On 1 January 2000 Sir Roy was appointed as a Non-Executive Director of Manchester

United, and assumed the role of Non-Executive Chairman on 31 March 2002. He was a

Non—Executive Director of Laporte plc from December 1996 until the company’s takeover

in April 2001.

In February 1998 he was appointed President of the Carers National Association, now

Carers UK. He is also a Trustee of the Development Trust (for the Mentally Handicapped)

and was appointed as Chairman of the Employers’ Forum on Disability at the beginning

of February 2000. In December 2002, Sir Roy was appointed by the Chancellor, Gordon

Brown, as Chairman of the Modern Apprenticeships Task Force and he also Chairs the

Ambition: Energy panel.

Sir Roy is a Fellow of the Chartered Association of Certified Accountants, the Royal

Aeronautical Society and the Royal Society of Arts. He is also a Member of the Advisory

Council of the Prince’s Youth Business Trust and a Companion of the Institute of

Management.

Programme:

17.45 Registration

18.15 Welcome by Professor Martin Fry, CEng, FEI, Vice President Energy Institute

18.30 Lecture by Sir Roy Gardner

18.50 Questions from the floor

19.20 Drinks reception

Attendance by pre-registration only.

 

Please return to: Marta Kozlowska, Energy Institute, 61 New Cavendish Street, London

W16 7AR, UK t: +44 (0)20 7467 7105 f: +44 (0)20 7580 2230 (one form per person please)

I will attend the meeting ’The Melchett Lecture,’ Tuesday 22 June 2004

Name ______________________________________________________________________

e: ___________________________________ t: ___________________f: _________________

Company name and address: ...................................................

DATA PROTECTION ACT

The El will hold your personal data on its computer database. This information may be accessed, retrieved and

used by the El and its associates for normal administrative purposes. If you are based outside the European

Economic Area (the "EEA"), information about you may be transferred outside the EEA.

The El may also periodically send you information on events, conferences, publications and any other services in

which you may be interested.

If you do not wish to receive such information, please tick this box D

The El would also like to share your personal information with carefully selected third parties in order to provide

you with information on other events and benefits that may be of interest to you. Your data may be managed by

a third party in the capacity of a list processor only and the data 0 er will at all times be the El. If you are
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