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OPEC switched to Argus as its energy price data provider on 1 January 2016. It will use Argus prices 
as the external, independent price reference for evaluation, analysis and reporting. The OPEC 
reference basket price, which values crude produced by member countries, will be based on Argus 
assessments. The 13 members of OPEC – Algeria, Angola, Ecuador, Indonesia, Iran, Iraq, Kuwait, 
Libya Nigeria, Qatar, Saudi Arabia, the UAE and Venezuela – account for 40% of world oil 
production. The International Energy Agency (IEA) switched to Argus price data in 2012. 
Governments changing to Argus prices include Chile in 2014 and Ecuador, Colombia and Portugal in 
2015. 
 
BP has announced it is cutting 4,000 jobs – including 600 in its North Sea operations – in response 
to the latest dramatic slump in oil prices. 
 
Aminex has executed a fully – termed gas sales agreement (GSA) with the Tanzania Petroleum 
Development Corporation (TPDC) for its Kiliwani North gas field, moving the project into its much 
anticipated production phase. An initial gas price of $3/mn Btu has been agreed. 
 
Crude oil prices are expected to remain low as supply continues to outpace demand in 2016 and 
more crude oil is placed into storage. The US Energy Information Administration (EIA) estimates 
that global oil inventories increased by 1.9mn b/d in 2015, marking the second consecutive year of 
inventory builds. Inventories are forecast to rise by an additional 0.7mn b/d in 2016, before the 
global oil market becomes relatively balanced in 2017. The first forecast draw on global oil 
inventories is expected in 3Q2017. 
 
Mpungi field offshore Angola comes onstream 
Eni has started production from the Mpungi field in the West Hub Development Project, in block 
15/06 of the Angolan deep offshore. Start – up of Mpungi, which follows the West Hub’s first oil 
from the Sangos field in November 2014 and the Cinguvu field in early April 2015, will bring ramp 
up production to approximately 100,000 b/d of oil in 1Q2016. 
 
The West Hub Development Project encompasses the development of the Sangos, Cinguvu, Mpungi, 
Mpungi North, Ochigufu and Vandumbu fields in a water depth ranging from 1,000 to 1,500 metres. 
The wells are arranged in clusters and connected to the N’Goma floating production, storage and 
offloading (FPSO) vessel, which has a treatment capacity of 100,000 b/d of oil. 
 
‘The third start – up milestone of the West Hub Development Project has been achieved both on 
budget and on schedule. This achievement reflects our ability to deliver major projects and 
confirms our excellent track record in terms of efficiency, technology and innovation,’ commented 
Eni’s CEO Claudio Descalzi. 
 
Eni is also continuing its exploration programme in block 15/06. If successful, new discoveries 
would be connected to the existing production infrastructure with an important reduction of time 
and costs production. 
 
Eni is the operator of block 15/06, with a 36.84% stake. The other partners of the joint venture are 
Sonangol Pesquisa e Producao (36.84%) and SSI Fifteen (26.32%) Block 15/06 also includes the 
East Hub Development Project, which is under development and will start producing in 2017. 
 
Upstream spending cuts continue in 2016 



US oil and gas companies will cut upstream capital spending by an average of 24% this year, to 
around $90bn, according to US consultancy Cowen’s survey, as reported in Petroleum Argus. 
Canadian upstream spending will drop by a similar 22%. 
 
The US onshore rig count should fall to an average of 666 in 2016, a 29% drop from the average in 
2015. The US rig count fell to a 16 year low of 698 in early January, oil service provider Baker 
Hughes says, reflecting depressed energy prices coupled with the usual end – of – year slowdown in 
oil and gas development. 
 
Global upstream spending will fall by 17% to $447bn in 2016, according to Cowen. Latin America 
stands out as an area of weakness in 2016. Mexico is likely to see the steepest by about 40%. 
Spending by Venezuelan state – owned PdVSA is expected to fall by nearly 30%, while Brazilian 
state – controlled Petrobras is forecast to cut spending by 23%. Colombia’s state – controlled 
Ecopetrol should see a moderate decline in expenditure after last year’s large drop, and Argentinian 
state – controlled YPF’s spending should fall relatively moderately because of continued horizontal 
drilling. 
 
Only the Middle East is expected to see slight growth in upstream capital expenditure (capex) in 
2016, of 1% from a year earlier, as state – run companies lead countercyclical investment through 
the downturn to reinforce pursuit of OPEC’s market share strategy. Russian upstream capex is 
expected to fall by just 1%, as the weaker rouble allows firms to keep up spending in the local 
currency. 
 
The estimated drop in spending in 2015 – 2016 is forecast to be the worst of any two – year decline 
in the history of the survey, which began in 1982. The only other two – year period to rival the 
current drop is the 1986 – 1987 downturn, when prices dropped sharply. The falls in spending in 
the US at that time are comparable with those in the current decline, but are less in Canada and 
internationally.  
 
Cowen assumes that oil prices are likely to remain under $50/b during 2016 and that they will not 
match the $48.50/b average on which North American company budgets are based. As a result, the 
declines in upstream spending could be greater than estimated, particularly in North America. 
 
Oil companies would require a sharp turnaround in crude prices to increase spending from their 
original budgets. The majority say they would need US benchmark WTI crude prices of at least 
$60/b to boost spending. 
 
Californian gas storage well continues to leak 
Methane is still spewing out of a blown out natural gas storage well in Aliso Canyon, on the 
outskirts of Los Angeles, California, at the time of writing. The rupture, which occurred in late 
October 2015, prompted both a state of emergency and authorities to confirm that the leak is the 
Californian’s single biggest contributor to climate change, reports Energy World. 
 
As this story was being written a real – time counter set up by the US Environmental Defense Fund 
indicated the amount of methane released has ticked – up more than 83,300 tonnes (or close to 
7mn tones of carbon dioxide equivalent), with an extra tone being released every two minutes or 
so. This an estimate based on figures from the California Air Resources Board and, as the gas has 
been escaping at variable rates, it is impossible to tell exactly how much methane has escaped since 
October. 
 



Nearby residents in Poter Ranch have complained about health effects and the BBC has reported 
that around 2,000 families have been removed from their home due to the leak. It is thought that a 
broken injection pipe into the well is the source of the problem. 
 
Methane is a potent greenhouse gas and the leak has been described as the single largest point 
source of global warming in California, equivalent to one quarter of methane emissions from the 
entries state. 
 
The storage facility, which is located under a mountainous area at around 2,700 metres 
underground, is operated by Southern California Gas Company (SoCal Gas). It is thought that the 
company will be liable for the damage from the leak, not least as a safety valve was removed from 
the well in 1979 and never replaced. California Governor Jerry Brown has said that the company 
will not just be responsible for all costs related to the spill and its response, but also for a 
programme to mitigate the effects of the greenhouse gas emissions. 
 
Efforts to plug the leak have so far failed, and SoCal Gas is attempting to drill a relief well and inject 
mud and chemicals to finally seal it. The company has said it is unlikely that the leak will be plugged 
before March. In the meantime it is attempting to siphon off and burn some of the methane. 
 
Exploration drilling should begin to ascertain how much shale gas may be recoverable 
Shale gas could be produced safely and usefully in the UK, and can help the country with the 
transition to a renewable economy, provided the strictest environmental standards are in place – 
this the conclusion of the Task Force on Shale Gas, representing businesses actives in the shale gas 
industry, in the last of a series of reports. The report also concludes that exploration drilling should 
go ahead as soon as possible, in order to establish clearly how much gas is present and recoverable.  
 
The Task Force believes that gas has a role to play as an interim energy source over the short and 
medium term. However, it insists that even exploration drilling must not be allowed to restrict or 
prohibit the ongoing development of a renewable and low carbon energy industry to meet the UK’s 
mid to long – term energy needs. 
 
Lord Chris Smith, Chair of the Task Force on Shale Gas said: ‘Our conclusion from all the evidence 
we have gathered over the past year is clear. The risk from shale gas to the local environment or the 
public health is no greater than that associated with comparable industries works, that operators 
follow best practice.’ 
 
But there is considerable uncertainty about whether the UK has significant and exploitable reserves 
of shale gas at all. Smith added: ‘The size of the UK industry’s impact will depend on its (as yet 
unknown) potential output. We recommend that a number of exploratory wells should be allowed 
to go ahead, under the very strict environmental safeguards that we have outlined in our previous 
reports, in order to establish a much clearer picture of where and how much recoverable gas there 
is in the UK.’ 
 
Amongst the recommendations from the Task Force on best practice for the industry are: 
 

 Transparency must be placed at the heart of any nascent shale gas industry – operators 
must agree to full disclosure of the chemical content of materials used in shale gas 
exploration and agree that the composition will not exceed levels mandated by the 
Environment Agency. 

 Baseline monitoring of air, land and water should begin as soon as a site has been identified. 



 Operators must be held to the very highest standards for well integrity – they must commit 
to using only the very best materials and techniques, and to allow independent monitoring 
of the site, with the community involved in an oversight role. 

 The government must commit to ensuring that the regulatory system for the shale gas 
industry is robust and fully resourced – if the shale industry does develop, the government 
should consider the possibility of creating a bespoke regulator specifically to oversee it. 

 
Trade sweeteners are to be phased out after ministerial meeting in Nairobi 
Export subsidies for bioethanol and biofuel feedstocks in general are to be scrapped after a World 
Trade Organization ministerial meeting in Nairobi agreed in mid – December to phase out the trade 
sweeteners, reports Keith Nuthall. The deal covers exports of soy, sugar, corn oil, palm oil, cotton oil 
and other feedstocks, including animal and vegetable wastes that can be used in the development of 
second generation biofuels. Biodiesel falls outside the scope of the tariff lines covered by this 
agreement, however, as do fossil fuels, although bioethanol (HS code 2207) is covered. 
 
Developed country members have committed to remove export subsidies immediately for basic 
agricultural commodities and products, with a slower phase – out schedule for all processed foods, 
pig – meat and dairy products, which is not likely to cover bioethanol. Standard developing 
countries, such as India, will phase out their agricultural export subsidies by 2018, although they 
will retain the right to pay export subsidies to cover marketing and transport costs for agricultural 
exports until the end of 2023. Under the deal, east developed countries such as Bangladesh, and net 
food – importing developing countries, including many sub – Saharan African countries, can 
continue to finance export subsidies on agricultural products until the end of 2030. 
 
For any remaining subsidies covered by the deal but left in place during the phase – out period. The 
agreement binds WTO members – which currently numbers 162 countries – to make sure such 
subsidies do not damage a significant industry in another member state. The agreement says they 
must ensure ‘any export subsidies have at most minimal trade distorting effects and do not displace 
or impede the exports of another member’. WTO Director General Robertor Azevedo hailed the deal 
as the ‘most significant outcome on agriculture’ in the organisation’s 20 – year history. ‘WTO 
members – especially developing countries – have consistently demanded action on this issue due 
to the enormous distorting potential of these subsidies for domestic production and trade,’ he 
declared. 
 
The international oil and gas sector is focusing on learner budgets in 2016 as commodity 
prices continue to slide 
The price of Brent crude has tumbled to under $28/b in mid – January – for the first time since 
2004. Faced with vast over supply and anticipation that lifting of Iran sanctions will add a further 
600,000 b/d to an already over supplied market, Moody’s expects that the global oil and gas 
industry will cut capital spending significantly and focus on leaner budgets in 2016 as commodity 
prices continue to slide. 
 
According to Steven Wood, a Moody’s Managing Director: ‘Excess supply will continue to drag on 
commodity prices in 2016 in the global oil market. Furthermore, the potential lifting of sanctions 
against Iran could bring even more supply to the market, offsetting any expected declines in US 
production.’ 
 
Moody’s expects mergers and acquisition (M&A) activity and industry consolidation to increase 
across the oil and gas industry this year, ‘but to remain uncertain’, according to Wood. He suggests 
that: ‘Industry stress will force many companies to sell assets to improve liquidity and financial 



leverage, and increased bankruptcy filings will facilitate more attractive asset valuations. Many of 
the buyers will be either private equity – backed companies looking for low – cost entry point to 
deploy capital, or large, well – capitalized companies trying to build their portfolios. 
 
Looking forward, Wood predicts: ‘With the recent reduction in our commodity expectations for 
2016 and 2017, we foresee capital spending reductions of at least 20 – 25% in 2016 across to E&P 
industry. Lower capital spending will continue to make the oilfield services and drilling industry the 
most stressed segment.’ 
 
Key points of stress 
In its latest report Moody maintains: ‘The oil and gas sector will see a rise in distressed exchanges 
and defaults amid the continued low commodity prices expected in 2016.’ Low oil and natural gas 
prices have already affected cash flows and credit profiles for lower – rated E&P companies, while 
also significantly weakening other energy – related companies such as drillers and oilfield service 
providers, due to reduced drilling and completion activity. 
 
The analyst expects ‘M&A and industry consolidation to increase across the oil and gas industry in 
2016, but to remain fairly subdued, since the timing of a commodity price recovery remains 
uncertain.’ It suggests that industry stress will force many companies to sell assets to improve 
liquidity and financial leverage. Furthermore, there will be ‘ample’ energy asset purchase 
opportunities in 2016, but weak commodity prices are expected to present a challenge for potential 
upstream buyers. 
 
Moody’s foresees capex spending reductions of at least 20 - 25% in 2016 across the E&P industry, 
while the oilfield services (OFS) and drilling industry will remain the most stressed segment, 
focused on serious cost reduction in response to reduced demand. Moody’s predicts that ‘OFS 
defaults will rise, but companies with high quality assets, niche products or technology, or 
reasonable debt loads might still take part in industry consolidation or asset sales this year.’ 
 
Looking at the Latin American picture, Nymia Almeida, a Moody’s Vice president and Senior Credit 
Officer, forecasts that: ‘As a result of deteriorating cash flows and credit investors increasingly 
avoiding the struggling energy sector, Latin American national oil companies (NOCs) will face high 
refinancing risk.’ Moreover, ‘credit metrics will also continue deteriorating for China’s three NOCs – 
China National Petroleum Corporation, China Petrochemical Corporation and China National 
Offshore Oil Corporation – through at least 2017’. While Russia’s weak rouble will help the 
country’s NOCs withstand low oil prices. 
 
Failure of climate change mitigation top risk list 
An increased likelihood for all risks, from the environment to society, the economy, geopolitics and 
technology, looks set to shape the global agenda in the coming year, according to the 11th edition of 
the World Economic Forum’s Global risks report. The report, which every year features an 
assessment by experts on the top global risks in terms of likelihood and potential impact over the 
coming 10 years, found that the risk with the greatest potential impact in 2016 was a failure of 
climate change mitigation and adaptation. This is the first time since the report was published in 
2006 that an environmental risk has topped the ranking. This year, it was considered to have 
greater potential damages than weapons of mass destruction (2nd), water crises (3rd), large – scale 
involuntary migration (4th) and a severe energy price shock (5th). 
 
The number one risk in 2016 in terms of likelihood, meanwhile, is large – scale involuntary 
migration, followed by extreme weather events (2nd), failure of climate change mitigation and 



adaptation (3rd) interstate conflict with regional consequences (4th) and major natural catastrophes 
(5th). 
 
Such a broad risk landscape is unprecedented in the 11 years the report has been measuring global 
risks. For the first time, four out of five categories – environmental, geopolitical, societal and 
economic – feature among the top five most impactful risks. The only category not to feature is 
technological risk, where the highest ranking risk is cyber attack, in 11th position in both likelihood 
and impact. 
 
Some LNG start – ups in 2016 but real LNG growth yet to come 
Wood Mackenzie’s latest review of the global LNG industry concludes that the market was 
characterized by weak Asian demand in 2015, with a year – on – year decline of 2%. As a result, 
many LNG players shifted their focus to developing markets and employing new regasification 
capacity. Despite weakened demand and the impact of the oil price crash, LNG production remained 
high throughout the year reaching 250mn tones in 2015 – up 4mn tones on 2014 – primarily due to 
a number of key project start – ups. In 2016, the initial focus will be on the US, with the start of 
exports from Sabine Pass, signifying a key milestone. However, Wood Mackenzie cautions that with 
a further 125mn tones of LNG under development, real LNG growth is post – 2016. 
 
Chong Zhi Xin, Principal Analyst for South – Eastern Asia and Australasia Gas & Power research at 
Wood Mackenzie, says: ‘In 2015, the weak market environment forced companies to adjust 
strategies and tactics. Sellers started to look further afield to emerging markets in the Middle East 
and Africa and new opportunities in Asia, while buyers exercised more caution in contracting.’ 
 
Wood Mackenzie says that as a result of the continued slowdown in Asia, global LNG players 
focused on emerging markets to cushion the decline, as Chong explains: ‘New buyers played a 
crucial role in balancing the LNG market in 2015 and offsetting some to the decreased Asian 
appetite. Jordan Egypt and Pakistan all issued new tenders which were met with intense interest. 
The emergence of these three new market entrants alone resulted in 5.8mn tones of LNG imports 
last year, via fast – tracked floating storage and regasification unit (FSRU) development – a trend 
we expect to continue in 2016 as access to new customers and regasification capacity remain key.’ 
 
Global LNG production remained high throughout 2015, with Wood Mackenzie estimating volumes 
reached 250mn t/y. Giles Farrer, Research Director for Global Gas & LNG supply at Wood 
Mackenzie says: ‘We saw a 4mn tones increase in LNG volumes globally, compared with 2014. The 
increase is primarily due to the start – up of key coal seam gas projects in Australia – BG’s QC LNG 
in January and Santos’ GLNG in August 2015. A Third project, ConocoPhillips’ APLNG plant, shipped 
its first cargo at the start of January 2016. The commissioning of these facilities, which have a 
combined capacity of 26.5mn t/y marks the start of the country’s ascent to become the world’s 
largest supplier of LNG by 2019.’ 
 
‘The fall in Asian demand and the rise in Australian supply, meant some Atlantic LNG volumes were 
squeezed out of the market and Atlantic to Pacific trade flows fell by 16% from 96mn t/y to 82mn 
t/y. With the lower oil price, the spread between European gas prices and Asian LNG prices 
narrowed. Consequently companies with Atlantic supply were drawn to European markets offering 
more attractive returns,’ Farrer adds. 
 
Wood Mackenzie asserts that the prolonged fall in oil price also impacted company decision 
making, with budgets and capital allocation across the industry under intense scrutiny. Alex 
Munton, Principal Analyst – Americas LNG & Gas research at Wood Mackenzie, says: ‘US LNG 



projects raced ahead in 2015 with three taking final investment decisions (FID) in the first half of 
the year. Some 18.5mn t/y of capacity was sanctioned, most notably by Cheniere Energy, which 
took FID on two trains at Corpus Christi and a fifth train at Sabine Pass, although Freeport LNG also 
took FID on a third train. These projects were all able to take sanction as a result of agreements 
signed in previous years before the fall in prices; however, project sanctions slowed significantly in 
the second half of the year as the collapse in prices took affect.’ 
 
‘The biggest corporate news of 2015 was Shell’s planned acquisition of BG, announced in April 
2015.  Already a major LNG player, Shell has tried to capitalize on the downturn with the takeover, 
a move which if finalized, will create the largest LNG marketer in the world – meeting 15% of global 
demand. Within Japan, the TEPCO – Chubu Electric merger was implemented to strengthen 
corporate balance sheets and this resulted in the formation of JERA, the World’s largest LNG buyer.’ 
Munton continues. 
 
In closing, Chong notes: ‘As we move into 2016, the initial focus will be on the US, with the start of 
exports from Sabine Pass, signifying a key milestone. However, the pace of new project ramp up and 
the threat of a prolonged outage at Yemen present downside risk to LNG supply availability. Indeed 
the reality is that the wave of LNG growth will not hit the market until after 2016. Several key 
dynamics will affect prices and flows and we will be watching these closely over the course of the 
year – coal to gas competition in both Europe and Asia: Chinese energy policy; access to regas 
capacity in Europe and contract flexibility will all become more important as the year unfolds.’ 
 
 


