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�� Making progress
 Egypt has taken steps to make the country’s gas sector more inviting, both in 

terms of exploration but also for processing and potential exports.

�� Support needed
 China’s aim to boost gas’ long-term share of the energy mix may struggle to 

gain momentum if the fuel does not receive greater state support.

�� Unchanged fortunes
 Extending BP’s contract for the ACG oilfields will not arrest decline in 

Azerbaijan’s oil production.

�� Pre-salt push
 With two pre-salt bid rounds scheduled for October, punchy production 

data from the Lula field illustrate the richness of the resource in Brazil’s 
Santos Basin.
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CHINA’S all-pervading influence in Africa’s 
energy sectors has been reiterated by the news 
that the long-mooted Mambila HPP, a massive 
3,050-MW scheme in the east of Nigeria, is to be 
built and financed by Chinese backers. 

With the 700-MW Zungeru HPP, also under 
Chinese oversight, now almost 50% complete, 
the stage is set for Chinese entities to nearly dou-
ble the country’s generation capacity, still stuck 
on a vastly insufficient 4,000 MW.

Power, Works and Housing Minister 
Babatunde Fashola told reporters in Abuja on 
August 30 that Nigeria’s cabinet had signed off 
on the award of the Mambila contract to China 
Civil Engineering Construction Corp., which 
will build the US$5.8 billion HPP on the Donga 
River in Taraba State, with completion scheduled 
for 2023. 

Fashola said that the Export-Import Bank of 
China would provide 85% of the funding, with 
Nigeria contributing the remaining 15%. 

“The scope of works is very extensive,” Fas-
hola said, underlining that four dams and 700 
km  of transmission lines were required. 

“It will involve a lot of preparatory work (and) 
resettlement ... It will also help Nigeria strike a 
very big blow on the climate change issue,” he 
said.

Meanwhile in Niger State, the China National 
Electric Engineering Company-Sinohydro con-
sortium, responsible for developing the Zungeru 
project, has confirmed that the US$1.2 billion 
plant is now 47% complete. 

Construction began in 2013, and is expected 
to be finalised in 2020, said deputy project man-
ager, Xiao Nie, in comments during a media tour 
of the project site. 

He indicated that the first phase of the 4 x 175 
MW scheme would be unveiled by December 
2019, with the remaining units set to be launched 
at three-monthly periods in 2020. 

As well as providing an annual power gener-
ation of 2.64 billion kWh, the hydro project “will 
also be helpful for the flood control, the develop-
ment of fisheries and agriculture”, he said.

Much talk, no walk
Nigerian politicians have incessantly talked up 
an expansion of the country’s power generation 

capacity to drive new economic growth. 
Despite its wealth of oil and gas, Africa’s larg-

est economy has long struggled with dilapidated 
power infrastructure, leaving many homes and 
businesses dependent on fuel-powered genera-
tors, as chronic power shortages and persistent 
blackouts have for decades acted as one of the 
biggest constraints on investment and growth. 

Even though Nigeria spent about 5 trillion 
naira (US$13.8 billion) between 1999 and 2013 
on its power sector, the depressing reality on the 
generation side is that it can boast less than one-
tenth of the capacity of its key African economic 
rival, South Africa, which has only one-third of 
Nigeria’s population. 

The country’s maximum 4,000 MW output 
is less than one tenth of the volume necessary to 
guarantee power to all of its 170 million people, 
and power production averaged just 2,503 MW 
during the second quarter of 2017.

Although the Mambila plant was first mooted 
35 years ago as an alternative to the country’s gas-
fired TPPs, which regularly endure interruptions 
to fuel supplies, it has gone the way of most Nige-
rian projects.

Repeated government statements that the 
project was making good progress have come to 
nothing. 

Although the project was finally awarded 
to a Chinese firm in 2007 as part of a bilateral 
oil-for-infrastructure deal, this arrangement was 
subsequently undone by a successor Nigerian 
government. 

Fashola, who has faced intense criticism 
across the country for the snail’s pace of expan-
sion in the power sector, was forced to admit 
in January that the Mambila project had been 
poorly handled, acknowledging that “a suitable 
project site has yet to be secured.” 

However, Fashola announced in June that 
the project contract was headed to the Federal 
Executive Council for approval, after a green 
light from the Bureau of Public Procurement. 

What next?
As with many of his predecessors, President 
Buhari has been persistently called upon to step 
up his intervention in the power sector in order 
to tackle the supply situation, a pressure that 

W H AT:
China is to build a 
3,050-MW HPP in eastern 
Nigeria.

W H Y:
China’s Export-Import 
Bank is providing 85% of 
the US$5.8 billion project 
cost.

W H AT  N E X T:
Chinese players may add 
3,750 MW of Nigerian 
generation capacity by 
2023.

Chinese projects set to boost 
Nigeria’s generation doldrums
Nigeria has revealed plans for 3,750 MW of hydro, yet Chinese investment and financial 
discipline will be needed if the government is to meet output targets, writes Kevin Godier

Africa’s largest 
economy has long 

struggled with 
dilapidated power 

infrastructure, 
leaving many 
homes and 
businesses 

dependent on 
fuel-powered 
generators.
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will have helped expedite the Mambila contract 
award. 

The government said in May that it was seek-
ing US$5.2 billion from the World Bank to boost 
generation capacity, expand distribution and 
transmission and increase access to electricity in 
rural areas.

But the lack of infrastructural availability is 
just one of the many difficulties faced through-
out the value chain. 

A standout concern is the parlous financial 
situation of Nigeria’s privately owned distribu-
tion companies (discos), a number of which 
declared political force majeure in the run-up to 
March 2015’s presidential elections. 

More recently, electricity generating compa-
nies (gencos) threatened in August 2016 to shut 
down their power plants as a result of a mount-
ing cash shortfall, owing to a 156 billion naira 
(US$429 million) debt backlog owed to them by 
parastatals and government departments and 
agencies. 

Private investors in discos and gencos have 
also been hampered by an inability to obtain suf-
ficient foreign exchange to import equipment.

Illustrating the sector’s fiscal fragility, the 
chief executive of Nigeria’s largest power plant, 
the 1,300-MW Egbin facility, said on August 
10 that the operating company, Sahara Group, 
was owed 125 billion naira (US$343 million) 
by the government and half of its output was 
wasted because of inadequate transmission 
infrastructure. 

Chinese discipline
Against a background where the lop-sided 
Nigerian economy remains blighted by the nep-
otism and corruption which has bled away its 
oil and gas profits for decades, NewsBase Intel-
ligence (NBI) sees little chance of success despite 
Buhari’s March 2016 announcement that he 
would gradually raise generation capacity to 
10,000 MW by 2019.

However, China’s uncompromising business 
values and tough approach to finance may pro-
vide one of the few ways in which the electricity 
sector can advance. 

While China’s economy may have been grow-
ing at its lowest levels for 26 years, the govern-
ment is robustly supporting outward Chinese 
investment, by extending what are by far the 
largest volumes of official medium- to long-term 
financing support in the world, using its huge 
foreign currency reserves.  

The Asian country’s ability to complete 
power projects in the most difficult markets can 
be seen in debt- and inflation-wracked Zimba-
bwe, where China’s ZTE Corp. is shaping up to 
develop a 100-MW solar project. 

China’s ever-lengthening business and finan-
cial reach throughout Africa has typically come 
at a hard price for the host countries. 

If this means that the hydro capacity prom-
ised from Mambila and Zungeru materialise, 
then the Buhari regime will do well to ensure 
maximum levels of co-operation with its foreign 
partners.�

Private investors 
in discos and 

gencos have also 
been hampered 
by an inability to 
obtain sufficient 
foreign exchange 

to import 
equipment.
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Egypt has brought about two important changes 
during the last month. It has enacted a new gas 
law that allows private Egyptian companies to 
import natural gas from foreign suppliers and 
creates a gas regulatory authority. The second 
was the formation of a committee to re-draft the 
model contract that the Ministry of Petroleum 
uses when negotiating new agreements with for-
eign operators.

Over time, both measures will inject new 
energy into Egypt’s oil and gas industry and 
enable it to boost exploration and production, 
as well as set the stage for the country to become 
a regional natural gas hub – provided all the nec-
essary conditions line up accordingly.

Further to this, the local Mada news agency 
reported last month that Egypt had reached pre-
liminary agreements with Israel to resolve an 
arbitration case in which Cairo has been ordered 
to pay US$1.76 billion to Israeli firms for the can-
celation of gas exports in 2012. Egypt refused to 
comply with the 2015 ruling by the International 
Chamber of Commerce in Geneva, under which 
it was ordered to pay Israel Electricity Co. (IEC) 
and East Mediterranean Gas (EMG) compensa-
tion for suspending gas shipments.

Mada reported that US and European 

meditators had intervened at Cairo’s request 
and that Israel was considering a much-reduced 
payment of US$300-500 million. Negotiations 
are continuing, but if a settlement is reached, 
this could help open the way for Israeli gas to be 
exported to Egypt, a situation that would greatly 
benefit Israel as well as Noble Energy and Delek 
Group, the two main shareholders in Israel’s off-
shore Leviathan and Tamar gas fields. 

The companies have letters of intent (LoIs) 
dating back several years with companies based 
in Egypt – namely Royal Dutch Shell, Union 
Fenosa, Eni and Dolphinus Holdings – to sup-
ply them with gas. Recent reports suggest Shell 
is negotiating to import Israeli gas – and gas from 
Cyprus’ Aphrodite field – to Egypt, where it will 
be processed into LNG at the company’s facility 
in Idku, on the Nile Delta coast. Gas to Union 
Fenosa and Eni would go to the LNG plant at 
Damietta, while supplies to Dolphinus would go 
to Egyptian industries.

Egypt and Israel have also agreed to negotiate 
a maritime border, Mada reported, another step, 
but a complicated one, that would help to tackle 
the issue of cross-border gas transport and assist 
Egypt in its regional hub goal.

Changing it up
Egypt’s Ministry of 
Petroleum is consider-
ing new incentives for 
its hydrocarbon explo-
ration and production 
sector by re-drafting 
contracts with foreign 
companies working in 
Egypt. The new contract 
formats are meant be in 
place by the end of 2018, 
according to Egyptian 
media reports. 

The ministry has 
formed a joint com-
mittee comprised of 
state-owned oil and gas 
companies – the Egyp-
tian General Petroleum 
Corp. (EGPC), the 
Egyptian Natural Gas 

W H AT:
Egypt’s gas sector 
is becoming more 
business-friendly. 

W H Y:
The country is eager to 
become self-sufficient 
and earn revenues from 
energy exports. 

W H AT  N E X T:
Progress can be seen 
by the way in which 
companies are signing 
up for work and investing 
in Egypt. 

Egyptian gas changes herald 
East Mediterranean progress
Egypt has taken steps to make the country’s gas sector more inviting, both in terms 
of exploration but also for processing and potential exports, writes Gary Lakes
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Holding Company (EGAS) and the Ganoub El 
Wadi Petroleum Holding Company (Ganope) 
– plus an unidentified international consultant. 
The committee will review agreements made by 
other countries with international operators and 
devise new contract formats for Egypt.

Daily News Egypt cited a source as saying the 
changes would adjust the partners’ production 
shares and decrease the reimbursement periods 
to stimulate foreign investment in the country’s 
petroleum industry. 

According to the source, the meetings have 
already taken place between the committee 
and foreign firms operating in Egypt, and 
have centred on the companies’ suggestions 
for changes to the agreements. The sugges-
tions will be taken into consideration when 
the current agreements are re-drafted, in order 
that investors can achieve a suitable return in 
relation to the size of risks and potential invest-
ment in exploration.

EGPC has already made a change in some 
recent contracts by dropping a clause for the 
mandatory abandonment of part of its con-
cession area every two years. This has been 
amended to enable the relevant partner to pres-
ent a new exploration plan for the area in ques-
tion, whereby EGPC would then issue a new 
period for implementing the new plan. Also, the 
partner’s production share has been increased 
to 40% in order to recover expenses. The rest of 
production is divided between the EGPC and 
the partner concerned.

Foreign companies exploring and producing 
gas in the Mediterranean region were encour-
aged to boost investment and production when 

the Egyptian government increased the price 
that it would pay for natural gas. The standard 
price is US$2.65 per mmBtu (US$73.3 per 1,000 
cubic metres), but in some cases the government 
has agreed to pay up to US$5.88 per mmBtu 
(US$162.6 per 1,000 cubic metres).

The new gas law calls for the formation of an 
independent Gas Market Regulatory Authority 
that will oversee all activities covered in the law. 
Third parties, particularly private companies, 
will have the right to trade in natural gas and 
use government-owned pipelines and infra-
structure to conduct their business, for a fee 
that will be partly used to expand the industry’s 
infrastructure.

Awards out
Meanwhile, Egyptian Minister of Petroleum 
Tarek El-Molla last month signed new exploration 
agreements for blocks in the Western Desert that 
were included in the 2016 EGPC bid round. The 
contracts are expected to bring US$180 million 
in new investment to the country’s energy sector.

Shell, Apex International, Apache and Mer-
lon International were awarded licences for five 
blocks. 

Molla stated last month that since June 2013, 
foreign energy companies had invested sub-
stantially in Egypt’s oil and gas industry. He said 
foreign companies had spent US$8.1 billion 
during the 2016-17 fiscal year, up from US$6.6 
billion the year before. Molla said the sector was 
expediting agreements and concluding them for 
the sake of speedy implementation, which, he 
added, is part of Egypt’s energy sector moderni-
sation project.�

A F R O I L
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SOUTHEAST Asian economic powerhouse 
Malaysia is set to see one of the biggest spurts 
in generating expansion in the region over the 
next five years, and it looks like coal will be the 
favoured fuel for growth.

The country is forecast by analysts to add 
between 8,000 MW and 10,000 MW up to the 
end of 2021, despite having a modest popula-
tion compared with half its ten fellow countries 
of the Association of Southeast Asian Nations 
(ASEAN).

While there is enthusiasm for renewable 
energy systems – a recent auction for develop-
ment licences was heavily oversubscribed – coal 
will be the fuel of choice to supplant Malaysia’s 
dependency on natural gas, analysts forecast.

Reliance on gas
Malaysia faces the same problem as neigh-
bour Thailand in over-relying on domestic gas 
reserves to fuel power generation. 

But both countries, along with Indonesia, 
are now suffering declines in their reserves, and 
Malaysia along with Indonesia needs to keep 
exporting as much as possible in the form of 
LNG to maintain national revenue.

The trend to coal in Malaysia is seen in the 
rising volume of imports, which reached 27 
million tonnes in 2016 – an increase of about 
18% on the preceding year, according to the US 
Energy Information Administration (EIA). Most 
imports came from Indonesia and Australia.

Although Malaysia has an established grid 
infrastructure and almost 100% distribution to 
the 31 million population, the country’s contin-
uing industrialisation and urban middle-class 
expansion is pushing up electricity demand.

“We expect power demand to keep increasing 
by around 2% to 3% a year, in accordance with 
the country’s resilient economic growth,” Kuala 
Lumpur analysts RAM Ratings said in a note 
quoted by The Star Business.

“RAM envisages Malaysia’s gross domestic 
product to expand 5.4% this year [2017], and 
this is reflected by the healthy operational and 
financial performances of Tenaga Nasional Ber-
had (TNB), Sarawak Energy and Sabah Electric-
ity,” it said.

They are the state-owned electricity 

generating and distribution companies that 
dominate the sector, although Malaysia has a 
vibrant and growing segment of independent 
power producers (IPP) too.

IPP potential
The state Energy Commission lists 16 IPPs oper-
ating plants with a combined capacity of about 
13,600 MW. That is 40% of the country’s approx-
imately 34,000 MW of total generating capacity 
as at the end of last year.

RAM Ratings said earlier this month that 
capacity expansion prospects “remained favour-
able for the [IPP] sector and would largely be 
dominated by fossil fuel plants as the core of 
Malaysia’s electricity generation, despite the 
push for renewable energy”.

It estimated that the IPP sector would need 
to raise about US$3.2 billion in loans and bond 
issues to finance planned capacity expansions up 
to 2021.

RAM Ratings anticipates Malaysia will need 
to add 10,000 MW over the next five years, while 
Business Monitor International (BMI) estimates 
8,000 MW.

“According to our Key Projects Database 
there is 7,200 MW of coal capacity at various 
stages of development across Malaysia, account-
ing for 45% of the total power project pipeline,” 
BMI said in its new Malaysia country report, 
which covers the ten years to the end of 2026. 

By that date, BMI forecasts that Malaysia’s 
installed generating capacity will have climbed 
to 42,600 MW.

“Natural gas will remain the dominant fuel in 
Malaysia’s power sector over the next decade, but 
the share of coal in the power mix will increase, 
as the coal-fired power project pipeline strength-
ens in line with the cheap cost and widespread 
availability of the feedstock.”

Nuclear
Kuala Lumpur’s oft-declared nuclear energy 
ambitions, meanwhile, look certain to remain on 
the drawing board in the offices of the state-con-
trolled Malaysia Nuclear Power Corp. (MNPC), 
which had the misfortune to be established in 
2011 – the same year the Fukushima nuclear 
accident in Japan sent shock waves through East 

W H AT:
Malaysia is set to build 
8,000-10,000 MW of 
capacity by 2021.

W H Y:
Demand continues to rise 
as the economy expands 
and the middle class 
grows.

W H AT  N E X T:
Coal and renewables will 
play more prominent 
roles, although gas is set 
to remain the leading 
fuel.

Malaysia maintains 
enthusiasm for fossil fuels 
Malaysia is pushing ahead with cleaner coal tech to meet rising electricity 
demand, although gas will stay dominant, writes Graham Lees

While there is 
enthusiasm 

for renewable 
energy systems, 
coal will be the 
fuel of choice 
to supplant 
Malaysia’s 

dependency on 
natural gas.
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Asia’s population and raised opposition levels.
Malaysian governments have been talking 

up nuclear energy potential for decades but it 
remains a dream despite the existence of the 
MNPC. It would be 2030 at the very earliest 
before the country might achieve its first com-
pleted nuclear power station (NPP), even if it 
began work on such a project tomorrow. That 
was the view of MNPC chief executive Zamzam 
Jaafar in a report earlier this year.

But the MNPC said Malaysia still needed to 
update its existing nuclear energy legislation, 
which dates from 1984 – two years before the 
Chernobyl calamity in the former Soviet Union 
which led to major safety changes in interna-
tional standards.

However, the nuclear ambition is unlikely to 
go away in the longer term.

“We believe Malaysia’s nuclear agenda is 
overly ambitious, given high development costs, 
widespread public opposition and regional 
geopolitical implications of developing nuclear 
capacity,” the BMI report said. “Nevertheless, 
Malaysia will continue to push for domestic 
nuclear power, based on the country’s desire to 
diversify the power mix away from hydrocar-
bons and boost long-term energy security.”

Renewables
Malaysia will continue to develop renewable 
energy resources, although some of this may be 
large-scale hydro-dams in Sarawak State on Bor-
neo, which would further erode forests.

BMI forecasts a more than doubling of 

non-hydro renewable energy capacity up to 
2026, from 1,400 MW last year to 3,400 MW. 
This will be considerably smaller than targets in 
neighbouring Thailand and Indonesia.

The steady, solid growth in generating capac-
ity in a country as small and developed as Malay-
sia – in population terms, at least – is a strong 
indicator of the huge pent-up demand for elec-
tricity in the region, and the enormous prospects 
for investors.

Neighbour Indonesia has a population eight 
times bigger yet not much more generating 
capacity, for example. Only 30% of Myanmar’s 
50 million-plus people have any access to grid 
electricity and that is often sporadic. The supply 
and demand in Philippines, with a population of 
103 million, is likewise poor, with huge swathes 
of the country either barely served or gridless.

Green compromise
It is perhaps surprising that relatively sophisti-
cated Malaysia is intent on embracing coal to 
meet its medium-term energy needs. 

Only Thailand’s population has shown some 
resistance to increasing thermal power capacity, 
but they too will have to make hard decisions 
soon as their domestic gas reserves dry up and 
the import bill rises.

Malaysia’s compromise to the environment 
is to build power plants using ultra supercriti-
cal boilers which need higher grade coal and are 
acknowledged to be less polluting.

That is good news for Australian coal export-
ers and bad news for the anti-coal lobby.  �

It would be 
2030 at the very 
earliest before 

the country 
might achieve its 
first completed 
nuclear power 
station, even if 

it began work on 
such a project 

tomorrow.
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INDIA’S refiners are looking to expand and 
modernise their processing capacities in order 
to better weather the global and domestic push 
towards electric vehicles (EVs).

While Prime Minister Narendra Modi’s gov-
ernment has announced plans to ban the sale 
of fossil fuel-fired automobiles by 2030, which 
should cut the country’s growing oil import 
bill by an estimated US$60 billion, oil product 
demand should soar until then on the back of 
strong economic growth. India is the world’s fifth 
biggest auto market with more than 21 million 
vehicles sold each year.

Two developments by refiners this month 
have underlined an awareness of the need for 
improved and greater downstream capacity not 
only to meet growing demand for fuel in the 
mid-term but also in preparation for a greater 
focus on the petrochemicals market should tra-
ditional oil product demand stagnate following 
the ban.

Expansion plans
Privately owned major Reliance Industries Ltd 
(RIL), operator of the world’s largest refining 
complex at Jamnagar in Gujarat, may expand its 
processing capacity by 30 million tpy (600,000 
bpd) to 100 million tpy (2 million bpd) by 2030, 
Reuters reported last month.

Two unnamed sources told the newswire 
about the capacity upgrade at RIL’s dual 
refinery complex, citing a company pres-
entation to the Ministry of Petroleum and 
Natural Gas on potential energy scenarios to 
2030. The project will require an estimated 
investment of US$10 billion.

The news came after state-run Hindustan 
Petroleum Corporation Ltd (HPCL) announced 
earlier this month that it intended to scale up its 
refining and marketing operations. Pointing to 
the country’s rising energy demand owing to a 
“low per capita consumption base”, HPCL chair-
man Mukesh Surana said: “We are adapting to 
this changing energy mix and are well positioned 
to create value for all stakeholders in the future 
business environment with capital expenditure 
of over 610 billion rupees [US$9.3 billion] over 
[a] five-year period.”

In fiscal 2016-17, HPCL’s refineries pro-
cessed 17.8 million tonnes (356,000 bpd) of 
oil. HPCL has begun work on a 9 million tpy 
(180,000 bpd) refinery in Rajasthan, which is 
likely to be completed in five years, and is also 
modernising its Visakh refinery and expand-
ing capacity in Mumbai.

HPCL and its state-run partners, Indian Oil 
and Bharat Petroleum Corporation Ltd (BPCL), 
have already formed a joint venture to set up a 

W H AT:
India’s state and private 
refiners have announced 
several multi-billion 
dollar green and 
brownfield developments.

W H Y:
Domestic demand for 
oil could outpace local 
refining capacity in the 
next decade.

W H AT  N E X T:
Oil product demand will 
likely stagnate in the 
years following a 2030 
ban on combustion 
engine sales so refiners 
are preparing to shift 
focus to the local 
petrochemicals market.

Indian refiners plan 
capacity upgrades
India’s downstream is planning not only to increase refining capacity to meet 
growing local fuel demand but is also preparing for a time when alternative 
fuels limit oil product consumption, writes Siddharth Srivastava

100

110

120

130

140

150

160

170

180

190

200

FY 11-12 FY 12-13 FY 13-14 FY 14-15 FY 15-16 FY 16-17

m
ill

io
n 

tp
y 

Indian fuel demand 

Net crude and oil product imports Oil product demand

Source: Petroleum Planning & Analysis Cell 

A S I A N O I L

INDIA

�



P11September 2017   w w w. N E W S B A S E . c o m

NRGNRG 

US$40 billion, 60 million tpy (1.2 million bpd) 
refinery and petrochemicals complex at Babul-
wadi on the country’s west coast.

The refiners are preparing themselves to meet 
a growth spurt in demand that could even out-
strip local downstream capacity within the next 
decade if the necessary commitments are not put 
in place.

Fuel demand
In fiscal 2015-16, Indian refining capacity 
amounted to 232 million tpy (4.64 million bpd), 
while demand reached 183.5 million tonnes 
(3.67 million bpd). With demand projected to 
rise in the face of limited refining expansions, 
some within the industry are predicting a greater 
dependence on imports for some oil products.

Essar Oil’s CEO, B Anand, said last month: 
“With only about 350,000 bpd of refining 
capacity being added through new green-
field projects over the next four years, India’s 
dependence on LPG imports may rise while 
limiting its exports of oil products so it can 
cope with domestic demand.”

Analysts have also been pointing to stronger 
demand for some time.

The Paris-based International Energy Agency 
(IEA) has projected Indian demand will hit 458 
million tpy (9.16 million bpd) by 2040. FGE has 
estimated India’s fuel demand will rise to 6.5 mil-
lion bpd in 2030 from 4.2 million bpd in 2017.

BP’s Energy Outlook predicts India’s con-
sumption of transport fuels will grow by 5.8% 
per year by 2035, and oil will remain the domi-
nant fuel source with a 93% market share.

Fitch Ratings said this month that domes-
tic oil product demand would remain strong. 
“We expect demand for key products, [gaso-
line], diesel and [LPG] to remain strong and 
this will ensure that overall demand growth 
will remain around 5% over the medium term 
due to continued growth in auto sales led by 
cars and two-wheelers and overall economic 
growth.”

The rating agency, however, added that refin-
ing margins for state-run Indian Oil, BPCL and 
HPCL would “narrow but still be stronger than 
the past”. RIL is expected to continue reporting 
robust margins because its refineries are among 
the most advanced in the world with facilities 
that can maximise fuel production from low-
er-quality and cheaper crude grades.

What next
India’s market dynamics suggest that conven-
tional refineries face a threat from EVs. EV sales 
will surpass sales of internal combustion vehicles 
by 2038, according to estimates from Bloomberg 
New Energy Finance (BNEF).

While addressing lobby group Society of Indian 
Automobile Manufacturers (SIAM) earlier this 
month, India Minister for Road Transport Nitin 

Gadkari clearly stated the government’s position. 
He said: “We should move towards alternative fuel. 
I am going to do this, whether you like it or not. 
And I am not going to ask you. I will bulldoze it.”

Gadkari’s comments are not empty threats. 
In keeping with policy objectives, state agencies 
have already begun to invite bids for EVs for gov-
ernment use.

Given the shifting energy landscape, refin-
ers need to look to petrochemical production 
instead of transport fuels to prepare for rising 
EV demand. While India’s petrochemical use is 
around one quarter the world average, the coun-
try still imports half of its demand. Consump-
tion is projected to jump from 30 million tpy 
to 40 million tpy by fiscal 2019-20, valuing the 
segment at about US$65-70 billion.

As such, refinery and petrochemical integra-
tion can thus be a strategic option to cushion at 
possible losses from conventional oil products. 
Indeed, India’s state refiners, long focused on 
producing transport and household fuels, are 
thought to be planning a US$35 billion push into 
the petrochemical segment.

In comments in August, HPCL’s Surana said: 
“If transport fuel demand is impacted then we 
can divert molecules of hydrocarbon to the next 
best opportunity like petchem. Petchem plants 
provide us with an alternative line of revenue and 
add to our gross refining margins. It is a good 
de-risking model.”

Echoing Surana’s views, BPCL’s head of refin-
eries, R Ramachandran, told Reuters last month: 
“Large portions of the future refineries should be 
in petrochemicals to spread the risk of a reduc-
tion in diesel consumption.”

In India’s power sector, majors such as NTPC 
and Coal India Ltd (NIL) are investing in renew-
able energy to diversify revenue streams given 
the challenges facing thermal power generation. 
India refiners have taken note and are also look-
ing to adapt and restructure given the inevitable 
changes that EVs will bring.�
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CHINA’S energy statistics are often contradic-
tory, depending on which agency or authority 
issues them, and they have a habit of changing. 
The latest round of consumption and growth 
forecasts for crude oil, natural gas and coal cer-
tainly do not seem to add up.

Gas consumption is forecast to mushroom by 
more than 8% per year between now and 2030, 
way above the world average. Meanwhile, coal 
consumption is projected to slide by a third from 
2015 levels and oil usage is set to peak by 2030. 
But if other mainstream energy sources will 
decline or peak while gas consumption rockets, 
why will gas still only capture 10% of the energy 
market by 2020 and a mere 15% by 2030?

Energy mix
The prophecy for gas consumption to grow by 
8.1% annually until 2030 is particularly hard to 
digest. It was made by the research office of China 
National Petroleum Corp. (CNPC) in August, 
according to the independent Chinese business 
website Caixin. That would be about four times 
higher than the forecast global average.

The CNPC think-tank also predicts China’s 
oil consumption will peak at 690 million tpy 
(13.8 million bpd) in 2030, after which it will 
begin to decline. By then, annual consumption 
will be 14% of the world total, Caixin said.

Coal consumption, primarily for power gen-
eration, will decline. Even so, CNPC predicts 

that China will still burn 2.58 billion tpy in 2050.
Gas, whether conventional or unconven-

tional such as shale gas and CBM, is currently 
the blue-eyed boy in energy resource terms in 
China. But the CNPC growth forecast does not 
gel with some market analysts. Wood Mackenzie 
thinks the fuel will still only account for 12% of 
the country’s energy mix by 2030.

“We expect China’s energy demand will 
grow by only 1% per annum till 2030, as energy 
demand will be gradually decoupling from 
GDP,” Wood Mackenzie’s senior consulting 
manager in Beijing, Miaoru Huang, told News-
Base Intelligence (NBI).

Transport and petrochemicals will underpin 
China’s oil demand growth, although the growth 
rate will be substantially lower than previous 
decades, he said. “In the longer term, natural gas 
has bright growth prospects. But to reach the tar-
get of 15% in the energy mix, more governmen-
tal support is needed,” Miaoru said.

Gas demand
The spurt in gas growth this year can be attrib-
uted to central government pressure on local 
authorities to replace coal with gas as both a 
power generating fuel and for heating.

“The renewed interest in natural gas reflects 
the government’s stepped up efforts to tackle 
China’s serious air pollution,” Caixin said, citing 
the CNPC analysis.

W H AT:
Gas is only expected to 
capture a 15% share 
of the energy mix by 
2030, despite forecasts 
of surging growth and 
declining consumption of 
rival fuels.

W H Y:
Gas consumption may 
not grow as quickly as 
officially predicted, given 
continued rivalry from 
cheaper supplies of high-
quality coal.

W H AT  N E X T:
China will continue to 
clamp down on urban air 
pollution, but the pace 
of change in the energy 
mix may take longer 
than even Beijing has 
predicted.

China needs to double 
down on gas support
The government’s aim to boost gas’ long-term share of the energy mix may struggle to 
gain momentum if the fuel does not receive greater state support, writes Graham Lees
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However, the authorities have had mixed 
results in pushing the replacement of coal with 
gas. Several factors are impeding conversions, 
not least cost: coal remains cheaper. But probably 
the chief problem hindering more widespread 
use of gas in the energy mix is distribution.

Along with often colourful but questiona-
ble statistics spouted by the state media are the 
upbeat reports suggesting that gas pipelines are 
sprouting everywhere, but that is not necessarily 
the case.

In July, a separate Wood Mackenzie study 
concluded that coal-vs-gas imbalances were 
hindering investment in gas pipelines. The 
price difference between coal and gas varies 
from region to region and is biggest in east-
ern coastal provinces, where gas can be three 
times more expensive than coal for industrial 
consumers, it said.

Aside from pipeline infrastructure gas supply 
is often tight in northern regions when it is most 
needed as a domestic heating fuel.

A campaign by the government to eliminate 
the cheap, poor-quality and more polluting coal 
used in heating furnaces in cities is proving suc-
cessful, Wood Mackenzie said. But instead of 
switching to gas, many boiler operators have 
found it cheaper to upgrade equipment to burn 
less-polluting, higher-grade coal.

What next
Severe air pollution in most Chinese cities is a 
political hot potato, even in a one-party state. 
Growing numbers of the middle class are rais-
ing their voices in anger at the pollution levels. 
But despite stringent action to reduce coal use 
in cities, by closing coal-fired factory furnaces 
and power plants for instance, the pollution 
remains high.

There is a growing realisation that vehicle 
pollution is also a major contributor to the 
smog which often envelops urban areas. Thus 
on September 10, Vice Minister for Industry 
and Information Technology Xin Guobin 
announced the government was working on 
a timetable to eliminate gasoline and die-
sel-fuelled vehicles.

The Chinese government is already providing 
subsidies to manufacturers of electric vehicles 
(EVs), but this is more than just about tackling 
air pollution – it is also aimed at the strategic goal 
of cutting expensive oil imports.

Xin did not give any hints on when first curbs 
might begin on fossil fuel vehicles; however, state 
news agency Xinhua said last month that fuel 
consumption control was expected soon along 
with financial incentives to use EVs.

While oil consumption is rising through 
imports, China’s domestic production contin-
ues to fall. Wood Mackenzie said: “Some of these 
[oil] declines are offset by growing natural gas 
output, driven by higher gas demand and switch 
to cleaner fuel sources.”

Beijing, meanwhile, is planning measures to 
“encourage fair and open access to the country’s 
oil and gas pipelines as part of reform to increase 
efficiency in the sector,” Xinhua said last month. 
This will allow third-party access to pipelines still 
effectively controlled by the NOCs, it said.

It would doubtless also help reduce gas prices 
for end-users, but the central government has 
promised this liberalisation before and nothing 
much happened.

China’s economy is like an oil tanker: when 
the captain gives the order to change course or 
slow down it takes a long time to execute. This 
might explain why the gas consumption projec-
tions for 2030 remain small.�
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TAJIKISTAN’S government floated its first 
international bond issue earlier this month in a 
bid to secure funds for the construction of the 
Rogun hydroelectric power plant (HPP) on 
the River Vakhsh. Officials in Dushanbe have 
described the event as a success – not without 
reason, as the US$500 billion issue was oversub-
scribed four times.

The excess demand is good news for Tajik-
istan, as it signals that investors are interested 
enough in the US$3.9 billion Rogun project 
to participate in future bond issues. Dushanbe 
signalled in July, when it approved a financing 
programme for the HPP, that it intended to float 
US$1 billion worth of bonds in two separate 
issues.

The oversubscription is also a positive devel-
opment on a purely practical level, since it has 
allowed the Tajik government to reduce interest 
on the 10-year bonds from the original rate of 8% 
to 7.125%. As a result, future payouts to bond-
holders will be lower.

Even so, this hydropower scheme still faces 
steep obstacles. To ensure success, the Tajik gov-
ernment should try to interest its supporters in 
funding for related infrastructure facilities.

Highlights
On the positive side, Dushanbe’s success in 
attracting the interest of investors on the inter-
national market is no small feat.

Tajikistan is the poorest of the former Soviet 
republics, and its economy and infrastructure 
have yet to recover from the civil war waged 
between rival ethnic and regional factions in the 
1990s. Remittance payments from Tajik citizens 
working in Russia and other countries account 
for about half of total GDP.

Officials in Dushanbe hope that the Rogun 
project will give the country a boost. When 
finished, the hydropower station will be able 
to use its six generating units, each with a 
capacity of 600 MW, to turn out more than 
13.1 million MWh per year of electricity. As 
such, the project will push the country’s gen-
erating capacity well above the level needed 
to cover domestic demand. Thus Barq-i Tojik, 
the national power provider, will be exporting 
surplus production.

The utility is not new to supplying foreign 
customers. It has a cross-border connection to 
Afghanistan, and it uses Soviet-built infrastruc-
ture to send power to neighbouring Kyrgyzstan. 
(The latter facilities are part of a regional ring 
connecting all five of the Central Asian repub-
lics, but Tajikistan withdrew from that grid in 
2009.)

Additionally, Barq-i Tojik is a participant 
in the CASA-1000 group, which was formed 
to build a 1,300-MW transmission network 
linking Tajikistan and Kyrgyzstan to the grow-
ing power markets of South Asia. It has already 
begun work on the Tajik section of the system 
and may be able to begin exports to Pakistan in 
2020.

W H AT:
Dushanbe attracted 
US$500 million in 
funding via a heavily 
oversubscribed bond 
issue.

W H Y:
This money will not cover 
all costs of construction 
or ensure access to 
electricity export routes.

W H AT  N E X T:
The Tajik government 
should focus on 
drumming up enthusiasm 
for investments 
in transmission 
infrastructure as well as 
generating facilities.

Tajikistan should look beyond 
the bond market
Although the Central Asian state’s recent bond issue for the Rogun HPP has been 
a success, the project still faces significant challenges, writes Jennifer DeLay

E N E R G O

TAJIKISTAN

The planned CASA-
1000 system will 
allow Tajikistan and 
Kyrgyzstan to tap 
growing power markets 
in Asia.
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Drawbacks
In theory, then, excess electricity from the Rogun 
HPP has the potential to generate a significant 
amount of cash – especially if it enters the CASA-
1000 network, which will serve markets where 
demand is strong and growing. It can only do 
so, though, if the paths to the export market are 
clear.

As noted above, Tajikistan has already started 
building its section of CASA-1000. Nevertheless, 
doubts remain about the success of the project. 
With respect to security, there are questions 
about the Afghan and Pakistani governments’ 
ability to ensure the security of the network, 
which will pass through several regions where 
civil unrest is a hazard.

Critics have also expressed concern about the 
seasonal pattern of power deliveries. Kyrgyzstan 
and Tajikistan are mountainous countries, and 
the rivers that fuel their HPPs freeze during the 
winter. As such, they will only be able to load 
electricity into the CASA-1000 network during 
the warmer months – that is, between March 
or April and September or October. Moscow 
has offered to send power during the winter 
months so that the system does not remain idle 
for months at a time, but this plan, which would 
require significant investments in the transmis-
sion infrastructure linking Russia and Central 
Asia, is still under discussion.

Meanwhile, demand may not be as reliable as 
originally projected, as Kabul has signalled that 
it may not use the network to import electricity. 
Instead, it may rely on its own hydropower facil-
ities and act only as a transit state.

Existential threats
Moreover, Tajikistan has yet to resolve other 
issues not directly related to export.

Specifically, it has not fully resolved its quar-
rel with Uzbekistan over the potential environ-
mental risks of the project, even though officials 
in Tashkent have tempered their objections in 
recent months. Additionally, despite the suc-
cess of the bond issue and previous domestic 
equity sales, it has not yet secured financing 
for the total US$3.9 billion cost of building the 
Rogun station. This is a serious concern, since 
Dushanbe has not teamed up with a strategic 
partner.

The latter problem can be resolved if the 
scheme continues to hold the interest of foreign 
investors. Even so, the Rogun HPP will not be 
profitable unless it secures an export route. Its 
best opportunity for doing so seems to be the 
link to South Asia. Accordingly, Dushanbe 
might want to work with the CASA-1000 group 
to determine whether further securities issues 
could attract money for related transmission 
infrastructure.�

E N E R G O

Construction site of the 
Rogun HPP.
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THE UK’s decision to exit the EU has so far had a 
mixed impact on the energy sector, with greater 
uncertainty over trading relationships and a 
weaker pound the most obvious effects.

UK Prime Minister Theresa May’s wafer-thin 
majority has muddied the waters about the even-
tual form of Brexit, which is causing problems 
in the UK’s gas and power sector, according to 
a think-tank’s new report and testimony from 
experts at a recent House of Lords energy secu-
rity review.

But others, including Sandbag, an energy 
consultancy, and the Oxford Institute for Energy 
Studies (OIES), are more positive. They suggest 
a clean break could create significant opportu-
nities for UK business and policy, particularly 
in the low carbon sector, where Britain outper-
forms most of Europe.

Foreign direct investment (FDI), much of 
which comes from companies that are based in 
EU member states, currently provides about 40% 
of all financing for the UK’s energy sector. The 
weaker pound has made upstream investment 
more attractive, as revenue is in dollars, while 
the oil price is far more important than anything 
Brexit has thrown up. But further downstream, 
the UK will almost certainly lose access to Euro-
pean Investment Bank (EIB) funds – currently 
about GBP2.5 billion (US$3.3 billion) per year 
– for energy infrastructure, climate change miti-
gation and research and development (over 90% 
of EIB loans go to member countries). 

More importantly, according to Lawrence 
Slade, CEO of industry group Energy UK, the 
uncertainty could put off private investors too. 
Four of the UK’s six major utilities are owned 
by EU-based corporates. E3G, a climate pol-
icy think-tank, estimates that GBP275 billion 
(US$365 billion) of new energy infrastructure 
investment will be required by 2021 to replace 
existing plants and upgrade the gas and power 
network. Slade called on the government to 
clarify energy policy to improve the situation. 
“We can’t offer clear signals to investors beyond 
the end of the decade, which is already slowing 
things down … With the uncertainty that Brexit 

brings it’s absolutely vital that the government 
shows clear and urgent leadership to UK energy 
policy,” he told the House of Lords review com-
mittee last month.

Malcolm Keay of the OIES was less con-
cerned, however, telling the committee that the 
impact on overseas investment was unlikely to 
be severe. He said the UK energy sector could 
easily cope with the end of access to EIB and 
other EU funding.

In its place, one option would be for the UK to 
use its dividend from the funds it has already lent 
through the EIB – which is understood to be a 
claim London is making as part of its withdrawal 
negotiations – along with redirected future EIB 
contributions. The latter amount would be big-
ger than the loans it receives, as the UK is a net 
contributor to the bank.

Such funding is important, as it can kick-start 
development and build confidence in new pro-
grammes, such as tidal and wave projects. 

Keay said that there was no risk to the con-
tinued operation of the existing interconnectors 
or to the economic case for similar projects in 
future, although he did acknowledge that quit-
ting the bloc would make it more difficult for 
UK utilities to participate in intra-day trading 
arrangements. The EU is developing these as 
part of its latest phase of reforms to the internal 
energy market.

The importance of this issue has been exacer-
bated by the closure of the Rough gas storage site, 
which will increase the UK’s reliance on trading 
energy with the rest of the EU to balance sum-
mer and winter peaks and troughs.

ECJ jurisdiction
May’s determination to move away from the 
European Court of Justice’s (ECJ) jurisdiction 
makes the softer Brexit mooted by some in the 
Tory party less likely – although her tiny major-
ity means some uncertainty persists.

“Staying within [the internal market] doesn’t 
just mean staying where we are, it means accept-
ing all future [network] codes which are effec-
tively legal documents which are elaborated in 

W H AT:
There are clear pros and 
cons for the energy sector 
in terms of how Brexit will 
play out. 

W H Y:
Gas and power trading 
links could be affected, 
but the chance to reframe 
domestic energy policy is 
a potential win. 

W H AT  N E X T:
The future role of the 
ECJ in all areas of trade, 
including energy, is likely 
to be a key issue. 

Opinion still split on Brexit’s 
impact on energy sector
While some argue a clean break could create significant opportunities for UK 
business, others are wary of the disruption Brexit will bring to existing trading 
relationships, writes Jeremy Bowden 

Four of the UK’s 
six major utilities 
are owned by EU-
based corporates.
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the EU. It means accepting ECJ jurisdiction of 
those codes, and could be dependent on wider 
issues,” said Keay, noting that talks for Switzer-
land to join the internal energy market stalled 
after immigration restrictions in 2014.

But he said that being outside the internal 
energy market would make a “fairly marginal 
difference” to the UK’s energy security. Norway 
is the biggest supplier to the UK, and its former 
energy minister, Tord Lien, recently said Brexit 
would not affect Norwegian gas exports to its 
neighbour. “There is no reason to believe that 
market access for Norwegian gas exporters to 
Britain will be affected by Brexit,” he told Reuters.

Although May has opted to pull out of the 
Euratom (the EU’s nuclear club), as it also falls 
under the jurisdiction of ECJ, the UK may seek a 
form of associate membership. Britain’s bargain-
ing position in this respect should be enhanced 
by its key role in nuclear waste reprocessing, 
which the continental Europeans depend heav-
ily on.

In terms of exports of energy-related goods 
and services, the government hopes the sector 
will be well positioned to benefit from a new 
UK-focused trade policy. “As we leave the EU we 
are developing an independent UK trade policy 
… it’s the first time since 1983 that the UK has 
a standalone Department for Trade”, new Brit-
ish Trade Minister Mark Garnier told NewsBase 
Intelligence (NBI). “The three pillars of trade – 
finance, policy and promotion – are now under 
one roof, allowing us to be more co-ordinated 
than ever before.”

ETS issues
Energy UK’s Slade urged the government to 
provide British businesses with an idea of the 
direction of travel in respect of Europe’s emission 
trading system (ETS).

“We need urgent – and by that, I mean next 
month – information from the UK government 
as to whether we’ll still be members of the cur-
rent [ETS] phase out to 2020, and within the next 
year whether we’ll be members of the next phase 
out to 2030,” he said. “If we’re not, we need to 
start working on exactly how that will work in 
the future.”

If the UK does not stay in the ETS, it may 
still choose to set up its own carbon market 

and perhaps link it to the ETS after Brexit, or it 
could adjust the current emissions cap upwards 
to compensate. In the EU, remaining polluters 
may have to pay more, as the UK accounts for 
more than its fair share of EU decarbonisation 
commitments, meaning the group will be below 
target if it leaves.

In the short term, Brexit has delayed the 
three-way negotiations under way between the 
European Parliament, the Council of the EU and 
the European Commission, over a final text for 
reforms needed for Phase IV of the ETS, which 
will run from 2021 to 2030. The negotiations 
began again this month after a three-month 
delay, and have sent prices on the ETS up over 
25% in the last month. 

A recent report from Sandbag suggested that 
exiting the EU ETS would present an oppor-
tunity to tailor the UK’s climate policies to its 
strengths. “[Leaving the ETS] would open up 
policy choices, where there would be a great deal 
of scope for UK innovation.”

UK decarbonisation policy already goes well 
beyond EU policy in power grid decarbonisation 
– with its Climate Change Levy and the Carbon 
Price Floor sharply cutting coal use – while 
creating the world’s leading offshore wind and 
marine energy sector.

The report added: “In the medium to long 
term the UK could introduce a UK ETS with 
wide scope and an adequate floor price, sup-
ported by complementary policies and poten-
tially linking to other systems. An independent 
UK system would be large enough to be viable on 
its own. The cap for a system with broad coverage 
could give effect to a substantial part of carbon 
budgets [under the Climate Change Act].”

The consensus view currently appears to be 
that while exiting the EU will increase uncer-
tainty in the short term, it could make it easier 
for the UK to go for a more fundamental reform 
of its energy policy in the long term. Such a pol-
icy would be tailored better to its specific needs 
and strengths.

This may be all the more necessary given 
recent rapid developments in renewable energy, 
such as the dramatic cost reductions for offshore 
wind. “It’s not necessarily a bad thing going our 
own way because it will enable us to deal with 
our own issues,” said Keay.�

The UK energy 
sector could 
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to EIB and other 
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CRUDE oil production in Azerbaijan has steadily 
dwindled since reaching an all-time high of 1.072 
million bpd in June 2009, much to the alarm of 
policymakers in Baku. Comments last month by 
Azeri President Ilham Aliyev suggested a new 
contract with BP at the country’s flagship Aze-
ri-Chirag-Deepwater Gunashli (ACG) oilfields 
was due within days, although development of 
the deposits over an extra 24 years will do little to 
stem the decline in national output.

BP signed a production-sharing agreement 
(PSA) deemed “the contract of the century” to 
develop the cluster of Caspian Sea fields in 1994. 
Since production began in November 1997, 
ACG has formed the bedrock of the country’s oil 
industry, with an estimated 5 billion barrels of oil 
in place (OIP) out of a national total of 7 billion. 
The fields have accounted for around 75% of 
Azerbaijan’s liquids output over the past decade.

Oil and gas, in turn, still amount to around 
80% of Baku’s budget revenues, despite some 
efforts at economic diversification, according to 
the recent figures from the European Council on 
Foreign Relations.

Battling decline
“It’s been a nice enough deal for BP, as the upfront 
investment has been paid back and the operat-
ing costs are manageable,” Richard Mallinson, 
a senior oil and gas analyst at Energy Aspects, 
told NewsBase Intelligence (NBI). “Extending 

[the contract] to 2050 from 2024 means that 
[BP] will have a steady source of income from 
the field from output that is in decline but at a 
relatively low rate.”

However, Baku will need to offset falling rev-
enues from ACG with other sources.

“For Azerbaijan to boost its hydrocarbons 
revenue going forward … it’s going to have to 
either find some new fields or try to compensate 
with output from Shah Deniz,” Mallinson said.

“It’s fair to say that, given the importance 
of oil revenues for Azerbaijan and given the 
importance of ACG to generating those reve-
nues, this reservoir (ACG) has been very aggres-
sively developed and this catches up with you 
in terms of the overall reservoir depletion rates 
and declining output trends,” Christopher Cook, 
director of Wimpole International in Edinburgh, 
told NBI last month.

Prior to ACG’s full-scale production, Azer-
baijan was pumping on average around 300,000 
bpd. This quickly soared to over 1 million bpd in 
2009 and 2010 after most of its present platforms 
had been launched, before declining to 900,000 
bpd in 2013. Output now wavers below 750,000 
bpd, with domestic demand having remained 
nearly static for two decades at about 100,000 
bpd.

In contrast, BP and the other developers of 
ACG had originally expected liquids produc-
tion at the fields to reach as high as 1 million 

W H AT:
BP and Baku are due to 
sign a 26-year contract 
extension for the ACG 
fields shortly.

W H Y:
The new deal should 
unlock extra investments 
aimed at exploiting the 
deposits’ remaining 
reserves.

W H AT  N E X T:
Azeri oil production 
is in terminal decline, 
and while growth in gas 
extraction at Shah Deniz 
will offer some relief, it 
will not make up for the 
loss of oil revenues in 
recent years.

Azeri fortunes unchanged 
by new ACG contract
Extending BP’s contract for the ACG oilfields will not arrest decline in Azeri oil production, 
while the country’s focus will remain on the Shah Deniz gas expansion as a source of future 
revenue growth, writes Simon Watkins

F S U  O G M

AZERBAIJAN

Platforms stationed 
at the Azeri-Chirag-
Deepwater Gunashli 
(ACG) oilfields.
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bpd. However, a lower peak of 823,100 bpd 
was achieved in 2010, with output then slid-
ing to 664,000 within two years and continu-
ing a steady decline of 1.5% per year to around 
585,000 bpd currently.

“I think the most concerning aspect of these 
figures is that they include the new output that 
began in January 2014 from the West Chirag 
platform, which was just over 100,000 bpd in the 
first instance before falling back, meaning that 
output for the original installations has basi-
cally halved in only seven years, from just over 
800,000 bpd to just over 400,000 bpd,” Mallinson 
said.

Another senior oil and gas analyst with close 
knowledge of operations at ACG told NBI that 
the gap between optimum and actual output 
suggested overproduction of between 14-28%. 
This problem is most serious when attempts are 
made to offset the impact of low oil prices on 
revenues by ramping up oil flows. The approach 
represented “extreme short-termism,” the expert 
said.

Cautious approach
With little sign of a re-balancing in the global 
oil market any time soon, there is little reason to 
expect BP to add significantly to the US$33 bil-
lion it has already invested in ACG, Mahmood 
Khaghni, director of Caspian Sea Oil and Gas 
Affairs, told NBI.

Indeed, sources quoted by Reuters last month 
indicated that BP and several other companies in 
the ACG consortium might reduce their stakes 
in the project under the contract extension being 
discussed. 

“Big oil is still wary of increasing involvement 
in existing fields where there is no certainty that 
increased investment will lead to increased pro-
duction on a straight dollar to barrel equation,” 
Khaghni said. “[Large oil companies] prefer 
instead to look for new opportunities whilst 
maintaining the existing fields as a good cash 
play with relatively minimal outlay being more 
than covered by returns.”

Indeed, even after producing more than 3 bil-
lion barrels of oil at the end of 2016, ACG is still 
generating US$10 billion per year in revenues at 
an average oil price of US$50 per barrel. Mean-
while, BP and its partners spent around US$230 
million on operating expenditure and some 
US$601 million in capital spending on ACG 
activities in the first half of this year, according 
to the British major.

Foot on the gas
“It seems likely that BP believes that new invest-
ment funding is better spent on the Shah Deniz 
natural gas and condensate field, in terms of 
generating incremental returns for dollars spent, 
and it is moving pretty quickly on Stage 2 now,” 
said Cook.

Only last month, BP and its partners in the 
Shah Deniz consortium launched a new US$378 
million subsea construction vessel designed to 
install the biggest subsea production system in 
the Caspian Sea. The firm announced in August 
that its expansion project at the site, known as 
Shah Deniz-2 (SD-2), was now 95% complete. 

Shah Deniz came on stream in late 2006 and 
has an estimated 1.2 tcm of proven gas reserves. 
It currently produces around 9 bcm per year of 
gas but this is due to rise by 16 bcm per year after 
SD-2 is wrapped up. Out of this quantity, Italy is 
contracted to take over 8 bcm, Turkey 6 bcm and 
Bulgaria and Albania 1 bcm each.

The project’s total cost is estimated at US$45 
billion, with US$28 billion of this sum account-
ing for the SD-2 expansion. Based on current 
pricing, this development stage will generate 
US$5 billion per year in revenues.

“With ACG in decline, BP clearly wants to 
ensure that it recovers its funding from Shah 
Deniz as soon as possible; hence the drive to 
ramp up production,” Cook said. However, he 
noted that from Azerbaijan’s perspective, this 
growth hardly compensates for the dramatic 
loss in recent years of national oil production, 
which slumped from 874,000 bpd in July 2016 
to 748,000 bpd at the end of March 2017.�

F S U  O G M

Proposed route of the 
Southern Gas Corridor 
(SGC) system, which 
will pump Shah Deniz 
gas to Turkey and 
Europe.
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MORE trouble is brewing for the Philippines’ 
beleaguered natural gas sector. Last month, 
the Philippine Senate delayed approving the 
budget for Philippine National Oil Co. (PNOC) 
because the state-run firm had not yet provided 
a feasibility study for its proposed LNG receiving 
terminal.

“We had to defer because if you look at the 
budget, there’s that provision for 505 million 
peso [US$9.88 million] as new allocation for 
[the] LNG terminal, but it does not have a fea-
sibility study yet,” Senate Committee on Energy 
chairman Sherwin T. Gatchalian said, according 
to media reports in Manila.

He added that the Senate was concerned over 
the profitability of the proposed project, and 
“there’s no feasibility study to prove that the 
planned investment is worthwhile or not.”

A report in the Manila Bulletin said: “PNOC 
had cast multi-tiered ventures for the ‘rebirth’ of 
the country’s gas market that will be anchored 
this time on value chain development of LNG 
facilities.”

The Philippine DOE has tasked PNOC to 
develop an integrated LNG hub with storage, 
liquefaction, regasification and distribution 
facilities, in addition to reserving initial power 
plant capacity of 200 MW.

Defending the company’s stance, PNOC 
chairman Alfonso Cusi told reporters that they 
had to defer a decision so they could carefully 
examine options for the proposed project.

A report from last month seems to verify his 
claims. On August 14, PNOC did state that it 
was drawing up guidelines to receive propos-
als from the private sector for its planned LNG 
project. 

PNOC president Reuben Lista said in July that 
the firm was considering a government-to-gov-
ernment partnership for the proposed project, 
and would use funds in banked gas and land as 
forward equity. 

He added that six countries – China, Indo-
nesia, Japan, Singapore, South Korea and the 
United Arab Emirates (UAE) – had submitted 
proposals for the project.

Running out of gas
Estimates vary, but most experts and analysts 
agree that gas at the Philippines’ offshore Malam-
paya natural gas field in the South China Sea will 
be depleted by 2022 or 2023. 

The field supplies three gas-fired TPPs, pro-
viding 40% to 45% of power generation require-
ments for Luzon, the country’s main island, 
which includes the capital of Manila with a pop-
ulation of around 20 million.

There are possible other gas reserves in the 
area but exploration and production activities 
have been postponed owing to overlapping 
claims between Manila and Beijing, though 
much of the area in question is clearly within the 
Philippines’ UN-mandated 200-nautical mile 
Exclusive Economic Zone (EEZ).

Energy World Corp.’s failure
This latest development shows the confusion 
in the Philippines over trying to jump-start its 
LNG sector. However, the country simply does 
not have the luxury of indecision, since LNG 
is supposed to make up for the depletion of the 
Malampaya gas field.

The closest the country has come to having a 
fully operational LNG import terminal has been 
Australian-listed Energy World Corp.’s (EWC) 
proposed project in Quezon Province, south of 
Manila.

The company had been reportedly finishing 
its import hub and LNG-fired combined cycle 
gas turbine power station, with a capacity of 650 
MW. It was scheduled to provide electricity to 
be sold through the Wholesale Electricity Spot 
Market to the Luzon grid.

The plant was also supposed to receive LNG 
from EWC natural gas fields, mostly in nearby 
Indonesia. To make up the balance of its needs, 
it would secure LNG on the spot market. 

Yet EWC kept pushing forward its timetable 
and estimated date of completion by at least two 
years. Now, according a source in the Philippines 
that spoke to NewsBase Intelligence (NBI), EWC 
ran out of money and had to postpone the pro-
ject once again.

W H AT:
The Philippine Senate 
has delayed funding for 
PNOC’s proposed LNG 
import terminal.

W H Y:
PNOC has failed to 
provide a feasibility 
study.

W H AT  N E X T:
A long list of LNG 
projects have failed 
to gain traction in the 
Philippines, leaving the 
country vulnerable to 
future gas shortages.

Indecision casts doubt over 
Philippines’ LNG sector 
Delays and confusion over the Philippines’ LNG plans are creating a major 
political rupture as project after project fails to make headway, writes Tim Daiss

G L N G
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Talk of LNG hub 
ambitions before 
having your first 

receiving terminal 
seems pointless.
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The source said that the company had built 
only half a storage tank and a few turbines before 
construction stopped. 

Currently, it appears that EWC’s project has 
largely been forgotten by the Philippine DOE 
and those in the country’s energy sector.

Not only has EWC’s proposed project appar-
ently fallen off the radar, while PNOC cannot 
seem to gather steam on its government man-
dated LNG project, but over the past five years 
numerous other LNG project proposals have 
come and gone for various reasons. 

Some of the first to propose LNG projects 
were local utility FirstGen as well as the Philip-
pine subsidiary of oil major Royal Dutch Shell. 
Philippine Stock Exchange listed FirstGen, for 
its part, owns four power plants that use Malam-
paya natural gas.

Flip-flopping
A report in the Philippine Star newspaper last 
month berated what it said was the government’s 
“flip-flipping” and indecision over yet another 
LNG project proposal, the Gregorio Araneta 
Inc. (GAI), US$2 billion LNG facility in Bataan 
Province. 

According to the report, the government 
rejected the company’s proposal, claiming it 
would instead open the matter to “other inter-
ested parties.” 

Another report claims there is a conflict of 
interest over land lease rates that are postponing 
the proposed project, with complications appar-
ently created by PNOC.

However, some in the Philippine government 
do not seem alarmed over the country’s inabil-
ity to jump-start its LNG sector, nor the ticking 
clock on Malampaya’s natural gas reserves.

PNOC’s Cusi, who is also the country’s 

energy secretary, said last month that the deci-
sion to open the GAI proposal to other propo-
nents would enable the government to get “what 
is really beneficial for the country.” 

Taking it a step further, he said: “We want to 
put the Philippines in the LNG hub for Asia to 
complement Japan, Singapore. We want to take 
that opportunity for our country’s economic 
development.” 

However, talk of LNG hub ambitions before 
having your first receiving terminal seems 
pointless.

What’s next?
Since it is unlikely that the Philippines will have 
an operational LNG receiving terminal within 
the next few years, nor in the long term either 
unless changes are made, the only other option 
to make up for the loss of Malampaya gas will be 
to turn to coal for power generation.

In fact, coal may be the best option. Coal 
consumption in the Philippines is projected to 
continue increasing because of a rise in domes-
tic supply and higher demand from domestic 
coal-fired power plants, according to the Inter-
national Energy Agency (IEA).

Fitch Group’s BMI Research said in an August 
4 report that coal-fired power plants would be 
the primary driver of growth in the Philippines’ 
power infrastructure segment in the next ten 
years.

Merelco, the country’s largest distributor 
of electrical power, seems already to know the 
solution. The company, which is metro-Manila’s 
only electric power distributor and also holds the 
power distribution franchise for 22 cities and 89 
municipalities in the National Capital Region, 
has recently signed a contract to build 2,000 MW 
of coal-fired power plants.�

The only other 
option to make 

up for the loss of 
Malampaya gas 
will be to turn to 
coal for power 

generation.
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THE Lula pre-salt field in Brazil’s Santos Basin 
achieved the remarkable production milestone 
of 1 million boepd in July. 

The field was turning out around 800,000 bpd 
of oil and 32 mcm per day (200,000 boepd) of 
gas from 39 wells just six and a half years after it 
began production. Lula has 17 wells, all of which 
are yielding more than 30,000 boepd.

The field’s impressive productivity has been 
held up as an example of the richness of Brazil’s 
pre-salt acreage, which is a fillip for the country’s 
cash-strapped government as it looks to attract 
investors to the two pre-salt bid rounds that are 
due to be held in October.

Buying into Brazil’s pre-salt is no guarantee of 
success, however, as not every field will prove as 
rich a find as Lula. 

“It is an unbelievable plateau for a single field 
to reach 1 million boepd,” Horacio Cuenca, 
upstream research director at the Rio de Janeiro 
offices of energy consulting firm Wood Macken-
zie, told NewsBase Intelligence (NBI). But he cau-
tioned: “It is not a given that you will buy a field 
from the ANP and have a Lula. You still have an 
exploration risk.”

Reservoir strength
When it was tendered in Brazil’s second bid 
round in 2000, the Lula field was called Tupi 
and the pre-salt had yet to be discovered. In 
2006, Petrobras found the pre-salt oil reserves, 
which are located 300 km from the coast in water 
depths of 2,000 metres and under a salt layer that 
is 5,000-7,000 metres deep. Tupi was one of the 
biggest and was later renamed after former Pres-
ident Luiz Inacio Lula da Silva, who famously 
declared “God is Brazilian” after the pre-salt was 
found. The field is operated by Petrobras, which 
has a 65% stake. Royal Dutch Shell owns 25% 
after it bought BG Group last year.

The remaining 10% is owned by Petrogal – a 
joint venture comprising Portugal’s Galp (70%) 
and China’s Sinopec (30%).

The key to the success of the Lula field is down 
to the quality of the reservoirs, Cuenca argued. 
“Basically the reservoirs have very long oil col-
umns and are very well connected, so they have 
a lot of charge to push up the oil towards the sur-
face,” he said

Petrobras’ first pre-salt well, a wildcat called 
Parati, took 225 days to drill in 2005-06. By 2010 
the company was drilling wells in 60 days. And 
some of those wells have since been proven capa-
ble of producing 60,000 bpd.

“Initial well production rates from these 
Santos pre-salt wells is unprecedented for deep-
water,” Cuenca said. “Most of them have been 
capped due to facilities constraints and are 

W H AT:
Lula achieved the 
production milestone of 1 
million boepd in July.

W H Y:
The key reason for the 
success is that the field’s 
reservoirs have long oil 
columns and are very 
well connected.

W H AT  N E X T:
Breakeven costs of 
US$35-40 per barrel 
for new pre-salt 
developments are likely 
to entice new investors. 

Lula milestone points 
to next phase of 
Brazil’s pre-salt boom
With two pre-salt bid rounds scheduled for October, 
punchy production data from the Lula field illustrate the 
richness of the resource in the Santos Basin, Dom Phillips 
reports from Rio de Janeiro

L ATA M O I L
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currently producing at 20-30,000 bpd.”
This is a positive for Petrobras’ long-term 

production goals. “If you have a high capacity to 
produce and you produce at a lower rate, you can 
produce from them for a lot longer, and that’s an 
amazing phenomenon. It’s rare that you see oil 
wells that sustain a plateau like they are doing in 
Lula and [neighbouring field] Sapinhoa.”

Petrobras, he said, has played the Lula field 
perfectly.

“They have done a fantastic job. In 2010, it 
was a completely unknown frontier, nobody 
in the industry knew how it would be,” he said. 
“They take incremental steps, they drill the wells, 
they realise how productive they are … and then 
they bring in more production facilities.”

For Edmar de Almeida, a professor of energy 
economy at the Federal University of Rio de 
Janeiro, Petrobras innovated in re-injecting the 
carbon dioxide which he said makes up a signif-
icant portion of the Lula reservoir. This had not 
been done before in deepwater plays and it was 
found to improve the oil flow.  

“Petrobras has great merits because it faced 
some unknown challenges like the issue of re-in-
jecting gas,” he told NBI.

He also praised the company’s strategic 
decision-making.

When the oil price fell, and Petrobras was 
forced to slash investment as it battled a huge 
corruption scandal which has cost it billions, the 
company prioritised the pre-salt.

“It faced a big financial challenge, so it chose 
to focus on the pre-salt and cut investment in 
other areas,” de Almeida said.

The result was that while overall investment 
fell, the company’s production rose. “This was 
the right decision,” he said.

Auction interest
The high productivity of pre-salt fields like 
Lula should drive interest in this year’s pre-salt 
rounds, Wood Mackenzie’s Cuenca said. He esti-
mates pre-salt will break-even at US$35-40 per 
barrel for new developments and around US$25 
for Lula, where much of the original capex has 
already been spent.

“The pre-salt has become a low cost devel-
opment,” he said. “If you think about US$40 as 
a breakeven, you are able to compete with tight 
oil in the US – they have a similar breakeven 
[point].”

Such numbers will prove enticing, though 
signature bonuses remain high. Investors will 
also be aware that not every pre-salt field will 
turn out to be as rich as Lula.

“Not all the pre-salt is homogenous,” he said, 
comparing Lula to another pre-salt field, Jupiter, 
which has much higher CO2 content. “In the 
same way you might find a Lula you might end 
up with a Jupiter. It’s very hard to develop the 
[latter field] at the current oil price.”

The success of the Lula field in getting to 1 
million boped in under seven years is notable, 
especially given the turmoil the global oil sector 
– and Brazil’s domestic industry in particular – 
has endured for around half of that time. Only 
US shale and combined UK output have gone 
from zero to 1 million boepd in under 10 years 
over the past five decades, which indicates the 
scale of the feat achieved by Petrobras and its 
partners. 

The achievement reflects the fact that the San-
tos Basin is a world class resource supported by 
an expanding infrastructure base that will appeal 
to investors looking at bidding in next month’s 
pre-salt auctions.�

Buying into 
Brazil’s pre-salt 
is no guarantee 
of success, as 
not every field 

will prove as rich 
a find as Lula.
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Production from the 
Lula field is sourced
from seven FPSOs, with 
two new vessels due to 
start up in 2018.
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ABUJA delivered a formal update in mid-Sep-
tember on the status and shape of interminably 
delayed plans to rehabilitate the four chronically 
under-performing state refineries. It outlined 
a new bureaucratic structure for managing the 
upgrade programme and revealing the progress 
of the controversial process of enlisting private 
investment in the individual projects.

However, the likely necessity of the tem-
porary closure of all the facilities was also 
acknowledged for the first time. Long-suffering 
consumers were ironically reassured that such an 
outage would have limited impact on fuel sup-
plies, on the grounds that existing output was 
running at a fraction of capacity.

Fortuitously in light of the long and unhappy 
history of government efforts to improve state 
provision, the ground-breaking private mega-re-
finery planned by local conglomerate Dangote 
Industries showed further signs of progress-
ing on schedule the previous month. Another 
important contract was awarded on the mul-
ti-billion dollar project – which is now Abuja’s 
best hope of eliminating product imports by a 
self-imposed deadline of 2019. 

Rehabilitation
A statement from government-owned Nigerian 
National Petroleum Corp. (NNPC) on Septem-
ber 13 announced the formation of eight new 
committees to manage the process of returning 
the four state refineries to combined nameplate 
capacity of 445,000 bpd. Two of these are located 
at Port Harcourt and one apiece at Kaduna, in 
the centre near Abuja, and Warri, in the southern 
Delta State.

The revelation of new layers of bureaucracy 
in itself did little to engender confidence. Suc-
cessive administrations have announced numer-
ous strategies over the last decade or so that have 
promised to rehabilitate the ageing and dilapi-
dated plants. Their failure has been evident, as 
actual output is running at barely 10% of capac-
ity. According to OPEC’s annual statistical bul-
letin, refinery throughput averaged only 53,500 
bpd in 2016 – leaving the majority of consump-
tion of 393,000 bpd expensively met by imports.

However, the statement was welcome for pro-
viding some clarity on the status of plans to select 

private firms to repair, operate and maintain 
(ROM) for a fixed term the four plants – after 
months when apparently conflicting comments 
to the local press from various protagonists 
about such intentions had generated controversy 
and uncertainty.

In particular, reports that a team of Italy’s 
Eni and the local Oando Petroleum had been 
appointed without a competitive bidding pro-
cess to assume control of the 210,000 bpd Port 
Harcourt refinery forced Petroleum Resources 
Minister Ibe Kachikwu formally to reassure 
MPs in June that the selection process remained 
ongoing, amidst accusations of corruption.

According to the latest NNPC update, 28 
expressions of interest (EoIs) had been received 
for carrying out the upgrades and “the goal was 
to get more by the end of the year”.

No explanation was offered for the longevity 
of the ROM tendering process or for the desire 
to secure additional responses before proceeding 
with the undeniably urgent programme.

Abuja first issued an invitation in April 2016 
to companies and consortia to express interest 
in such contracts, which call for the restoration 
of design capacity followed by an operations and 
maintenance period to recover costs. However, 
NNPC reiterated the advantages of the model 
for the benefit of a domestic audience perenni-
ally suspicious of illicit privatisation and of deals 
regarded as overly generous to foreign firms at 
the Treasury’s expense.

Chief Operating Officer for Refineries & Pet-
rochemicals Anibor Kragha was said in the latest 
statement to have “assur[ed] everyone that the 
nation would not suffer financially from the pro-
ject” and to have “explained that the approved 
financial model would guarantee payment to 
partners only from incremental profits”.

Ambitious target
He also reiterated the now highly improbable 
target of the end of 2019 for completing the 
return to 90-100% utilisation. His optimism was 
justified on the basis that “for the first time in 20 
years there was both the political will and the 
economic climate to ensure the effective retro-
fitting of the refineries”.

There is an element of truth to the assertion 

W H AT:
Nigeria has announced 
plans to rehabilitate 
its disastrously 
underperforming refining 
sector by 2019, but a 
greenfield private effort is 
likely to beat the state to 
the punch.

W H Y:
Nameplate state refining 
capacity is 445,000 
bpd, but utilisation is 
only around 45,000 bpd 
because of disrepair and 
numerous other issues.

W H AT  N E X T:
Dangote’s planned 
facility at Lekki seems 
more likely to be online 
by the target date and 
will change the shape of 
the African downstream 
sector.

Abuja pledges downstream 
progress, again
Claims by NNPC that a bureaucratic reorganisation will galvanise state refinery repairs appear 
dubious, as a landmark private facility is set to beat state efforts, writes Clare Dunkley

D O W N S T R E A M  M E A
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that conditions have become more propitious of 
late. The fiscal climate has improved somewhat 
in recent months by dint of moderately stronger 
oil prices and the restoration of crude produc-
tion from the Niger Delta, which pushed output 
to more than 1.8 million bpd in August.

Meanwhile, President Mohammadu Buhari’s 
return to the country in August after a prolonged 
health-induced absence removed a degree of 
political uncertainty.

Nonetheless, the overwhelming expectation 
is that the deadline will be missed and Kachikwu 
himself has acknowledged that hopes for an end 
to imports within two years rest with the Dan-
gote project. In May, he had promised to reveal 
the identities of the prospective investors this 
month.

Speaking on the sidelines of a conference 
in Abuja in mid-September, NNPC managing 
director Maikanti Baru also hailed the formation 
of the new committees as a purported sign of the 
renewed impetus behind the rehabilitation pro-
gramme, and reiterated the 2019 target.

However, he also disclosed that NNPC had 
now accepted that such was the current level of 
disrepair of the facilities, complete closure would 
be required for the overhaul to take place.

“It has been the perception of the public 
that the repairs of the refineries are never done 
thoroughly, so this time, our intention is to shut 
down the refineries when we are ready and then 
fully bring them back to what they should be as 
new refineries,” he was quoted as saying.

The government has previously spoken about 
involving the refineries’ original builders in the 
projects. Royal Dutch Shell and Japan’s JGC 
respectively worked on the first and second Port 
Harcourt plants, while Snamprogetti – subse-
quently absorbed by Eni’s construction subsidi-
ary Saipem – constructed the 125,000 bpd Warri 
refinery, and Japan’s Chiyoda built the 110,000 
bpd facility at Kaduna.

Local fuel shortages in the face of nominally 
available domestic downstream capacity and 
plentiful crude have been a source of enormous 
popular frustration for many years.

Dangote edges forward
While the government’s timeline appears unre-
alistically optimistic, Dangote’s planned 650,000 
bpd greenfield refinery at the Lekki Free Trade 
Zone near Lagos has been progressing swiftly 
towards the same target start-up date over the 
past six months.

A series of key technology and equipment 
supply contracts for the facility’s main units have 
been awarded to international heavyweights – 
including DuPont and UOP, both of the US, and 
France’s Air Liquide.

The momentum was maintained in late 
August with the selection of France’s Schneider 
Electric for a contract to provide comprehensive 
process automation systems and services to the 
refinery. The need for continuous operations is 
said to be especially important “because it will 
be a single-train facility [and] any interruption 
or shutdown in operations … would decrease 
output from 650,000 bpd to zero”.

Announcing the award, Dangote executive 
director Devakumar Edwin restated the sched-
uled commissioning date of 2019 and reprised 
the envisaged national fiscal benefits of reduc-
ing fuel imports “which could help increase 
our country’s foreign exchange by up to US$5.5 
billion and reduce oil imports by up to US$7.5 
billion”.

The facility will produce chiefly Euro-5 qual-
ity gasoline and diesel, international-quality jet 
fuel, and basic petrochemicals, he noted. It will 
become the world’s largest single-train refinery – 
as well as by far the largest of any type in Africa. 
Estimated project costs – which have repeatedly 
increased alongside planned capacity – are now 
put at around US$14 billion.�

D O W N S T R E A M  M E A
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HAVING acquired its first exploration conces-
sions in 1912 in what was to become the mod-
ern-day Iraq, Royal Dutch Shell announced last 
month that it was ceasing its involvement in the 
country’s oil sector.

The super-major will withdraw from two 
of the Arab state’s flagship fields, Majnoon and 
West Qurna.

Officially, the line from Shell has been that 
this withdrawal is in keeping with its stated plan 
to restructure its global business, following its 
takeover of BG Group, involving a US$30 billion 
asset disposal programme and a focus on cur-
rently more profitable gas developments.

Indeed, as it stands, Shell will keep its 44% 
stake in Iraq’s Basra Gas, which processes gas 
from the Rumaila, West Qurna and Zubair fields.

Unofficially, though, Shell’s withdrawal is a 
product of deteriorating relations with the Iraqi 
Ministry of Oil (MoO), pressure from fellow 
developer ExxonMobil, and differences in opin-
ion on how business should be done in Iraq’s oil 
sector.

Opportunity
On the face of it, Shell’s two sites in Iraq are ripe 
with possibilities.

West Qurna 1 holds an estimated 9 billion 
barrels of crude oil reserves, out of a total of 43 
billion barrels of oil in place (OIP) for the entire 
supergiant West Qurna field.

Shell operates the asset alongside US 
super-major ExxonMobil (25%), PetroChina 
(25%) and Petronas (10%), with Iraq holding 
the remainder. West Qurna 1 is located just 65 
km northwest of the southern port city of Basra.

The supergiant Majnoon field is an even 
bigger prospect, having an estimated 38 billion 
barrels of OIP. It is located around 60 km north-
east of Basra and is operated by Shell, together 
with Petronas (35%), with Iraq holding the 
remainder.

Each has suffered from its own problems: 
West Qurna 1 has a lack of sufficient water-injec-
tion to boost reservoir pressure, while Majnoon 
is plagued by historic unexploded ordnance dat-
ing back to the 1980-1988 Iran-Iraq War.

However, they still offer the lowest lifting 
costs in the world, around US$1-2 per barrel 
operating cost (excluding capital expenditure), 

on a par with those of Saudi Arabia, according 
to Mehrdad Emadi, senior economist for global 
risk analysis and energy derivatives markets con-
sultancy Betamatrix.

Grievance
Neither of these problems, though, are the real 
reasons that Shell has pulled out of Iraq’s oil 
industry. “Shell’s maximum compensation fee 
per barrel of oil produced, of a headline figure of 
a maximum US$1.39 for Majnoon and US$1.90 
for West Qurna 1, has been an increasing prob-
lem since oil prices have fallen from the begin-
ning of 2014,” a source who works closely with 
the MoO told NewsBase Intelligence (NBI) last 
month.

“The nominal figures were among the lowest 
offered to IOCs but the real figures, after deduc-
tions for graft were taken out before they even got 
to Shell, left the company with actual payments 
of around US$1.25 per barrel for Majnoon and 
US$1.70 per barrel for West Qurna 1,” he said.

These graft payments took the form of pay-
ments included in the upfront signing advances 
that IOCs were asked to make as part of their 
winning field bids. They also formed a fixed part 
of the per barrel remuneration due to the com-
panies, usually under the title of ‘infrastructure 
support payments’ payable on an ad-hoc basis.

“When you are working on such thin margins 
anyway, even a few cents make a big difference,” 
the source told NBI.

This grated on Shell even more, according to 
the source. Other partner companies were being 
offered better terms by the MoO on potential 
development prospects at the same time as Shell 
was getting nowhere in appealing to the Oil Min-
istry against its low compensation rate for both 
sites.

“There are new developments under dis-
cussion further south for which ExxonMobil is 
being offered much higher remuneration – close 
to US$6 per barrel – which are basically in the 
same risk bracket as West Qurna 1 and Majnoon, 
so Shell objects to this,” he said.

“In addition, ExxonMobil is being offered 
25-year contracts that will actually work out to 
be 27-year contracts, as the official commence-
ment date will lag the signing date by two years, 
but with the same amount of initial investment. 

W H AT:
Shell is ending its 105-
year relationship with 
Iraq’s oil sector.

W H Y:
The company has 
operated two of the 
country’s largest oilfields, 
but remuneration issues 
and agruments about 
progress have taken their 
toll.

W H AT  N E X T:
The company will 
now emphasise gas 
developments, while 
other IOCs are likely to 
benefit from its departure 
from Iraq.

Despite the potential, Shell 
pulls out of Iraqi oil sector
There is more to Shell’s sale of West Qurna and Majnoon assets than the 
official ‘global corporate restructuring’ line. Simon Watkins reports

When you are 
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anyway, even a 
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big difference.
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That will allow ExxonMobil more time to recoup 
money and make more profits over time, and 
the same is being offered to Petronas as well,” he 
added.

Indeed, NBI understands that ExxonMobil 
is still engaged in advanced discussions (as is 
PetroChina) with the MoO about investing in a 
multi-billion dollar project to boost output from 
the Luhais, Nassiriya, Tuba, Nahr Bin Umar 
and Artawi oilfields. The American firm’s focus 
is primarily on the Nahr Bin Umar and Artawi 
oilfields.

Scolded
Compounding Shell’s woes – and a point 
acknowledged by the company last month – 
were the performance penalties imposed on the 
company, which, according to a representative, 
“had a significant impact on [Shell Iraq Petro-
leum Development’s] commerciality.”

The first of these were based on not meeting 
the timetable for achieving key developmental 
criteria. Shell was reprimanded on West Qurna 1 
both for its failure to reach the absolute produc-
tion targets and for its failure to halt a reversal 
in output, despite this being largely because of 
the lack of infrastructure to support the required 
water pressure, the source told NBI.

Indeed, at the time that the field development 
agreement was signed in 2008, the initial target 
was 268,000 bpd, with the partners later agreeing 
to push output to an average of at least 400,000 
bpd in 2014.

The actual average was only 340,000 bpd 
during that year, according to ExxonMobil’s 
annual report – and had reportedly decreased to 
300,000 bpd by that September from a peak 40% 
higher in 2013 – principally as a result of these 
water pressure issues.

“The second of these penalties was down to 
Shell failing to honour its agreed investment 
schedule, despite the fact that the Iraqi govern-
ment had told IOCs to moderate their levels of 
investment because [the government] could not 
afford to pay them,” said the source.

As a result, not only has Shell been subject 

to stoppages in remuneration payments from 
the Iraqi government over the past three years 
or so – as have other IOCs – and to low maxi-
mum remuneration fees, but Iraq also decided 
to change to basis of these calculations as well.

Shortfalls
“In mid-2015, the MoO changed the method-
ology for working out payments to IOCs from 
one which was worked out on the basis of the 
mean average of the 18-month spot price for 
crude oil produced to one based on just the six-
month average. Given the sustained drop in oil 
prices and the likelihood of this persisting, this is 
a bleak prospect,” he said.

As a result of these pressures, he added, Shell 
attracted the sustained criticism of ExxonMobil 
to the MoO that it was developing its wells in 
a manner that was damaging to the long-term 
prospects of the wells.

“ExxonMobil made it clear that it felt that 
Shell was overproducing in order to mask short-
falls in its revenues from Iraq by overproducing, 
which would lead to quicker depletion of the 
reservoirs than would happen under the opti-
mal production scenario for the wells, and this 
did Shell no favours in the [MoO],” he told NBI.

“Iraq takes ExxonMobil seriously, as it wants 
to keep the Americans on side, not just for oil and 
gas development but also because of the power it 
has in the IMF and related organisations to dis-
perse monies to Baghdad, and with the prospect 
of independence in Kurdistan,” Emadi told NBI.

Given this backdrop, it is little wonder that 
Shell has been attempting to re-negotiate ele-
ments of its oil contracts in Iraq, but this has been 
to no avail. The key reason is that Iraq does not 
care whether Shell is involved in its oil industry 
going forward or not.

“The basic problem that Shell has in Iraq is 
that it is not the single, big, national oil com-
pany [NOC] of one country, but rather is a dual 
nationality company, without the significant lob-
bying power on a country’s politicians that such 
an NOC has, and which Iraq wants to deal with 
going forward,” Emadi concluded.�

M E O G

Location of Iraq’s 
southern oil and gas 
fields.
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AS Gulf Coast ports reopen after the temporary 
disruption of Hurricane Harvey, crude exports 
are returning to the new normal – where the US 
has become a significant oil exporter as domes-
tic production booms while oil prices show only 
limited signs of recovery.

US crude exports in the first half of this year 
averaged 911,000 bpd, up from 591,000 bpd in 
2016, according to data from the US Energy 
Information Administration (EIA). And accord-
ing to new data from IHS Markit, US oil exports 
are expected to triple to roughly 3 million bpd 
by 2025.

On the rise
Most of the growth in exports is anticipated by 
the analytics firm to come from rising produc-
tion in the Permian Basin, which straddles West 
Texas and eastern New Mexico. Refineries on the 
Gulf Coast are mostly unsuited to processing the 
light tight oil (LTO), much of which is destined 
for Europe, Latin America and Asia, noted IHS 
Energy analyst Aaron Brady in an interview with 
NewsBase Intelligence (NBI).

In the future, US crude exports to Asia are 
expected to continue rising, as it is the region 
where most oil demand growth is occurring 
globally.

In a newer trend, for the last few months 
more oil from offshore Gulf of Mexico fields is 

also now being exported to fill the gap for heav-
ier sourer oil left by the production cuts among 
OPEC members, said Brady. The destination is 
also often Asia.

Harvey hit
The majority of the US’ exported crude is 
shipped from the Gulf Coast, the area hit by Har-
vey, though some oil has long been exported to 
Canada by pipeline, including from the Bakken 
play. On Texas’ portion of the Gulf Coast, major 
ports such as Corpus Christi and Houston were 
closed because of Harvey, although they did not 
sustain significant damage. “The ports need to 
reopen before the exports can start to ramp back 
up,” said Brady.

Corpus Christi reopened on September 4 
once the Paragon DPDS 1 drillship had been 
removed from where it ran aground during the 
storm, which hit Texas on August 25. Traffic in 
the Houston Ship Channel was mostly back to 
normal as of September 6. 

In the short term, Reuters quoted trade 
sources as saying that closures of refineries 
because of Harvey had dented local demand 
and pushed out the price spread between US 
and Atlantic Basin crude benchmarks to nearly 
US$6 per barrel.

“One good piece of news is that the WTI-
Brent spread has blown out so much, that means 

W H AT:
US oil exports are on the 
up, despite Hurricane 
Harvey taking many Gulf 
Coast facilities offline at 
the end of August.

W H Y:
The shale boom continues 
to be the main driving 
force behind rising 
exports.

W H AT  N E X T:
Growing output from 
the Permian Basin in 
particular is likely to 
head overseas as well.

US crude exports on the up
US crude exports are booming, with rising output from the 
Permian Basin expected to spur further growth in shipments, 
writes Ros Davidson

N O R T H A M O I L
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Ports on the Gulf Coast 
are back online after 
outages caused by 
Hurricane Harvey
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excess US crude is going to be exported,” a Mit-
subishi oil risk manager, Tony Nunan, told the 
news service. “It looks like there wasn’t much 
damage to export facilities and they should come 
back up quicker [than expected].”

Export push
US Congress, after years of debate, lifted a ban 
on crude exports in late 2015. In mid-2014, some 
exports of minimally processed condensate had 
started to be allowed. The export ban covered 
almost all destinations except for Canada. In 
2013, 135,000 bpd of US crude was exported on 
average, all to Canada. By 2014, the average was 
350,000 bpd.

On September 6, the US Department of 
Commerce (DoC) reported on trade in July, 
and the US’ higher petroleum exports were in 
evidence. The petroleum deficit narrowed to 
US$3.09 billion, which was the smallest gap 
since May 2016, reported Bloomberg. Petro-
leum exports for the month of US$10.2 billion 
were the highest since November 2014, added 
the news service, and the inflation-adjusted 
exports of US$10.9 billion marked an all-time 
record high.

Crude exports of course depend on domes-
tic production, as well as demand at home, and 
the latter is sluggish. Meanwhile, oil production 
in the Permian Basin alone is estimated to have 
exceeded 2.5 million bpd in August, according 
to EIA, up from under 1 million bpd in 2011. 
In September, the EIA estimates that Permian 

production will have exceeded 2.6 million bpd. 

Shale effect
“The Permian has never stopped,” said Brady. 
The oil “has nowhere else to go” other than to be 
exported. Some investments have been made at 
Gulf Coast refineries to add capacity to process 
light crude, but not to any great extent. Valero 
has, for example, been increasing its capacity 
for light crude processing at several Gulf Coast 
refineries. But the price differential is not attrac-
tive enough to spur widespread investment, and 
no significant announcements have recently 
been made. 

While the Permian’s production is leading the 
US oil boom, recovery is on the cards in the Eagle 
Ford and Bakken plays. The Dakota Access Pipe-
line, now that it is operating, allows more Bakken 
crude to reach the Gulf Coast, making it more 
likely to be exported from there. 

Production in the Permian is not expected 
to level off. IHS Markit predicts that Permian 
output will reach 3 million bpd by the middle 
of the next decade, which Brady described as 
a moderate prediction – neither bullish nor 
bearish. 

Far more bullish is Credit Suisse, which pre-
dicts that the play’s output will top 4 million bpd 
by 2020 if oil prices reach US$60 per barrel.

Without any new boom in US demand or sig-
nificant light crude refining capacity additions, 
the most likely destinations for this new produc-
tion from the Permian will also be overseas.�

Some investments 
have been made 

at Gulf Coast 
refineries to 

add capacity to 
process light 

crude, but not to 
any great extent.
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ARGENTINA is expected to add around 4 GW 
of new power generation capacity over the next 
three years, the energy ministry has said, as the 
country ramps up installations on the back of its 
next renewables auction. 

During that time up to US$6 billion will be 
invested in Argentina’s energy sector, officials 
said last month, at a seminar in Buenos Aires 
organised by the Global Wind Energy Council 
(GWEC).

Investment will be even higher in light of the 
introduction of new market rules which will 
allow large power users to meet their renewable 
power obligations directly through private sup-
ply contracts, the ministry said. 

According to a note from law firm Baker 
Mackenzie, the change “grants flexibility to 
establish the contract terms (such as the term, 
assignment priority and price), including the 
possibility to negotiate mid/short-term PPAs 
with no limitations.” 

Alternatively, large consumers can also buy 
through a joint purchase scheme run by market 
administrator Compañía Administradora del 
Mercado Mayorista Eléctrico (CAMMESA) – 
which was previously the sole permitted buyer 
of renewable energy.

Another resolution passed by the Federal 
Administration of Public Income, and which 
came into effect on August 10, extends the 
exemption of renewable energy equipment and 
components from value-added tax (VAT), pro-
viding further incentives for developers.

“Renewable power development today 
occupies a central place in Argentina’s energy, 
political, social and economic agenda”, said Min-
istry of Energy and Mining’s under-secretary of 
renewable energy, Sebastian Kind.

“A new scenario for development and financ-
ing of renewables projects will open up as a result 
of the new scheme,” said Ramón Fiestas, presi-
dent of GWEC’s Latin America Committee. “We 
have seen how the development of private PPA 
markets has become an important driver for the 
wind sector in a growing number of countries 
around the world,” he added.

Argentina launched the second round of its 

RenovAr renewables tender last month, follow-
ing two stages of the first round in 2016. The 
government will seek to procure 1.2 GW of new 
renewables capacity, including solar, wind, bio-
gas and biomass projects.

Interested parties have to present their offers 
in the new auction by 20 October and the con-
tracts are due to be awarded on 29 November. 
Winning companies will have to begin supply-
ing power to the grid by the middle of 2019, 
under 20-year contracts. Total investment for 
this round is predicted to reach US$2 billion, the 
government said.

The government also announced the creation 
of a loan-guarantee mechanism in order to cut 
project risk. It has also set up other incentives 
including rate subsidies, equity contributions 
and a World Bank guarantee. 

Avoiding bottlenecks
While the new round builds on the success of 
the first, the terms of the upcoming auction do, 
however, prove that the government has decided 
to slow its contracting timeline, said FTI Con-
sulting managing director Ben Backwell at a 
follow-up webinar organised by the GWEC last 
month.

The auction is seeking to contract 550 MW 
of wind power at the auction compared with 1.5 
GW in the first two rounds, which is “consider-
ably lower,” he said. This in large part down to 
the fact that the government can see clearly it is 
already on track with its targets, following the 
successful two rounds of RenovAr held last year, 
he said.

Yet it is also because the government wants 
to wait to take advantage of lower prices from 
technological improvement. Meanwhile, the 
capacity now in development is facing transport 
bottlenecks, he added.

Supply chains in Argentina are also still facing 
challenges. “There are some bottlenecks in the 
supply chain, especially in the first stages,” said 
GWEC’s Fiestas, adding that the market “still 
needs time” to resolve this.

Despite those headwinds, there has already 
been considerable movement on quoted tariffs. 

W H AT:
The Argentine 
government anticipates 
an additional 4 GW of 
capacity by 2020.

W H Y:
Contracts from the latest 
RenovAr auction will be 
awarded at the end of 
November.

W H AT  N E X T:
Foreign investors have 
been encouraged by the 
successful tenders, but 
the government must now 
work to ensure grid and 
supply chain bottlenecks 
are overcome.

Argentina poised for 4-GW 
expansion amid tender, reforms
An upcoming renewables auction and new private power purchase legislation is fuelling 
further capacity expansion and investor interest in Argentina, writes Sophie Davies

Investment will 
be even higher 
in light of the 
introduction 

of new market 
rules which will 

allow large power 
users to meet 

their renewable 
power obligations 
directly through 
private supply 

contracts.

ARGENTINA

Ramón Fiestas, 
President of GWEC’s 
Latin America 
Committee

R E M



P32 September 2017   w w w. N E W S B A S E . c o m

NRGNRG

The latest auction will have a ceiling price of 
US$56.25 per MWh, but the market expectation 
is that average prices will be around US$45 per 
MWh, Backwell said. 

Last October, the energy ministry awarded 
contracts to 17 projects with a total capacity of 
1,109 MW in the first round of RenovAr. The 
successful bids included 12 wind projects com-
prising 708 MW of capacity, four solar projects 
with a combined capacity of 400 MW and a 
1-MW biogas project. 

Alongside further plants contracted from a 
subsequent follow-up round held one month 
later in November 2016 – dubbed RenovAr 1.5 
– Argentina auctioned a total of around 3 GW of 
renewable power last year.

Much of the impetus for the programme is 
the result of the country’s landmark new energy 
law passed by the government in 2015, which 
requires the nation to get 8% of its electricity 
from renewables by 2017, rising to 20% by 2025.

Private possibilities
German renewables developer ABO Wind, 
which is participating indirectly in the upcom-
ing auction through two wind energy projects 
it had developed and then sold, told NewsBase 
Intelligence (NBI) that it was pleased to see the 
tenders were differentiated by region to promote 
“the federal development of renewable energies.” 

In addition, because of the low prices offered, 
the government ended up awarding more capac-
ity than initially planned in previous tenders, 
said company spokesperson Kathrin Dorscheid.

“We find it very positive that the electric-
ity market is reopening for business relations 

between private power producers and private 
consumers,” she continued. This will “facilitate 
the obtaining of financing, as well as increase 
the possibility of selling renewable energy inde-
pendently from governmental tenders. In addi-
tion, the companies will have the option to buy 
local energy,” she explained.

The new rules governing how large power 
users buy their energy mean that they can 
choose to opt out of collective buying of power, 
said Backwell. It also means in theory that they 
could move to contract all of their energy from 
renewables.

NBI believes that, even if the next auction is 
smaller than those held last year, it highlights the 
continued confidence of the Argentine govern-
ment in its renewables market, which has made 
heady progress since the election of President 
Macri less than two years ago.

Now the government must speed up growth 
of its infrastructure and transmission networks, 
which currently lag behind the rapid progress it 
has made with renewables projects. Encourag-
ingly, this has already begun: last month Energy 
Minister Juan Jose Aranguren said that contracts 
for eight new transmission lines would be issued 
at the end of the year, a promising indication that 
they are already a government priority.

Nevertheless, the scale of the challenge is sig-
nificant. Estimates suggest that 5,000 km of new 
transmission lines will be needed over the next 
three years to keep pace with the rapid expan-
sion of clean power capacity. Much progress has 
been made, but Argentina will have to keep its 
foot on the accelerator to ensure momentum is 
maintained.�
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AFTER a calendar year in which China reported 
no new finds of shale gas despite significant 
spending on exploration, the country’s techno-
logically recoverable shale gas reserves dropped 
by 6% in 2016, new official data show. According 
to the Chinese Ministry of Land and Resources 
(MLR), these reserves stood at 122.41 bcm at 
the end of 2016, down from 130.18 bcm one 
year earlier. The news contrasts with a number 
of recent reports illustrating significant progress 
being made by China’s shale gas industry.

Shale gas was the only one of 22 major listed 
minerals in China that failed to add any newly 
discovered reserves in 2016, a year during which 
a total 8.79 billion yuan (US$1.32 billion) was 
spent exploring for the resource, the MLR said 
in its new report. However, there was more posi-
tive news for coal-bed methane (CBM), with the 
technologically recoverable reserve figure jump-
ing by 9.2% to 334.4 bcm, the MLR said, while 
conventional gas reserves also rose, by 4.7%.

Positive signs
Shale gas production in China is nonetheless on 
the rise, after growing by an official 76.3% last 
year to a new record of 7.9 bcm, as the country 
continued to increase the proportion of natural 
gas in its energy mix, which is still dominated by 
coal. Meanwhile, its overall shale gas reserves are 
estimated to be around 544.1 bcm, according to 
official figures released in the middle of the year, 
with expectations that technological develop-
ments could unlock more output.

In another positive sign for the industry, 
state-owned Sinopec, which leads China’s shale 
development, raised its estimate of shale gas 
reserves at Fuling – the country’s largest com-
mercial production site – by 58% in July to 600.8 
bcm, up from 380.6 bcm three years ago. By the 
end of June this year, Sinopec had cumulatively 
produced 11.8 bcm of shale gas from Fuling, 
from where the gas is transported by pipeline to 
users in over 70 cities.

Major plans
As China, the largest Asian economy, continues 
to grow at just under 7% per year, the country’s 

attempts to replicate the US shale gas boom have 
– unsurprisingly – run into obstacles. The most 
notable of these have been the cost of drilling, a 
lack of technical expertise, and complex geology 
in often mountainous terrain.

Illustrating the difficulties, BP is the only 
foreign company still involved in China’s shale 
industry, after Royal Dutch Shell, Chevron and 
Hess exited unconventional blocks in southwest-
ern Chinese basins, including the Sichuan Basin, 
where Fuling is located. 

But even with only a handful of discoveries 
currently in operation, the government is aim-
ing for domestic production of shale gas to play 
a major role in meeting the anticipated growth in 
domestic energy demand. China’s gas consump-
tion is expected to maintain double-digit growth 
in 2017 after signs of slowing over the past two 
years, Xinhua reported on August 19. It added 
that consumption was tipped to grow 10% year 
on year overall in 2017 to 230 bcm.

This aligns with Beijing’s target of raising the 
proportion of natural gas in its energy consump-
tion mix to above 10% by 2020, and to 15% by 
2030, up from the current 5.9%. 

Meanwhile, China’s National Energy Admin-
istration (NEA) has set a target for the country 
to be producing 30 bcm per year of shale gas by 
2020, and 80-100 bcm per year in 2030. China is 
looking to the Sichuan Basin’s Chongqing area 
– close to the Fuling project – to lead the coun-
try’s shale gas production push. For its part, the 
Chongqing government is planning to invest 150 
billion yuan (US$22.6 billion) to help boost out-
put in the region to 20 bcm by 2020. 

Encouragingly, another state-owned Chi-
nese major, China National Petroleum Corp. 
(CNPC), has reported that its costs for domestic 
well drilling fell by up to 50% between 2014 and 
2017. CNPC and Sinopec have been demon-
strating “growing confidence in their own shale 
operational and [research and development] 
capabilities”, a Wood Mackenzie upstream ana-
lyst, Yushuang Wang, wrote in a blog earlier this 
year. CNPC said in its half-year results report 
that it would “steadily promote unconventional 
oil and gas exploration”. 

W H AT:
China’s technologically 
recoverable shale gas 
reserves fell by 6% in 
2016.

W H Y:
No new discoveries 
accompanied the 
country’s rising shale gas 
production.

W H AT  N E X T:
China will beat future 
shale gas output targets 
as momentum picks up.

China’s recoverable shale gas 
reserves decrease in 2016
China’s technologically recoverable shale gas reserves fell by 6% in 2016 
according to new state data, but the country’s production continues to rise, 
writes Kevin Godier 
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What next?
Sinopec said in March that it was planning to 
boost annual production capacity at Fuling from 
7 bcm to 10 bcm by the end of 2017, which would 
be achieved by completing the second-phase 
development of the project. The progress at 
the site was illustrated in August by Interfax 
China, which reported that Fuling had set a new 
monthly production record of 532 mcm, with 
254 of the 345 wells spudded by Sinopec in pro-
duction, and a new drilling phase under way. 

Sinopec also said that it had recently made a 
shale gas discovery in Chongqing City with the 
Dingye 4 well, which flowed at 205,600 cubic 
metres per day in mid-August, showing that 
the Dingshan structure – around 150 km from 
Fuling – holds shale gas. Sinopec said this was 
sufficient to declare the discovery commer-
cial, adding that it would process drilling data 
from the Dingye 4 discovery further in order to 
improve understanding of the reservoir. 

The second major development push is com-
ing from PetroChina, the listed arm of CNPC, 
whose producing shale gas asset is the Chang-
ning-Weiyuan block in Sichuan Province, 
which it has been drilling since 2010. Changn-
ing-Weiyuan officially yielded 2.5 bcm in 2016, 
and is now producing 3.6 mcm per day, which 
is mostly piped into the conurbation of Chong-
qing. The block is on target to achieve output of 
5.5 bcm per year by 2020, Interfax China cited 
PetroChina as saying. In addition, the company 
has said it is pursuing a new production prospect 
at Chendu, also in Sichuan, alongside five other 
Chinese companies, including state-owned 
power generator China Huadian. 

Meanwhile, BP has started drilling the Wei 
206H1 well – the first well at the Neijiang-Dazu 
shale gas block in Sichuan – where it has signed 
a production-sharing contract (PSC) with 

CNPC. Under the agreement, CNPC will oper-
ate the 1,500-square km block, while BP will 
cover drilling costs. Wei 206H1 will be drilled 
to a depth of 4,790 metres, according to CNPC. 
The block, where BP reportedly intends to drill 
more wells, is one of two Sichuan-based shale 
gas PSCs the super-major is involved in. At the 
other, the 1,000-square km Rong Chang Bei 
block, drilling is anticipated to start in late 2017 
or early 2018. 

Other signs that China’s relatively slow-mov-
ing shale gas industry is on a steady path towards 
large-scale commercialisation include reports 
of experimental drilling under way in what 
is thought to be a large shale gas prospect in 
coal-producing Shanxi Province, and the August 
19 award to Guizhou Industrial Investment by 
the MLR of a 695-square km shale gas block in 
Zheng’an County, Guizhou Province, follow-
ing an auction that reportedly involved several 
bidders. The MLR has said another auction is 
planned at Yichang in Hubei Province, where 
initial exploratory drilling achieved shale gas 
flows of 100,000 cubic metres per day, while 
the Xinjiang Autonomous Region in China’s far 
northwest is also planning a number of auctions, 
according to Reuters. 

Given these efforts, while the new reserve 
numbers may indicate at first glance that China’s 
shale gas efforts are running out of steam, the 
reality is different. NewsBase Intelligence (NBI) 
expects China’s shale progress to follow the path 
taken by any number of other Chinese indus-
tries, which typically develop their own technol-
ogies and skillsets using trial and error, before 
steadily expanding activities at home, and then 
overseas. Given the country’s need for significant 
volumes of a cleaner-burning fuel, China can 
even be expected to overshoot both its 2020 and 
2030 shale gas production targets.�
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