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Plummeting oil prices may lower production worldwide 
With international oil prices at their lowest point in six years, some producers may cut production 
as their operations head towards ‘cash negative’ status. It has been suggested that around 1.6% of 
global oil supply could end up this way if price falls continue and the price of Brent hits $40/b. 
 
Analyzing some 2,222 oil fields worldwide, Wood Mackenzie has assessed the price at which the 
operating cash flow from producing oil fields turns negative, a situations that could lead to an 
immediate brake on production. The market analyst concludes that a Brent of $40/b or below 
would see producers shutting in production at a level where there is a significant reduction of 
global supply. US onshore ultra – low production volume ‘stripper wells’ could be the first to be cut.  
 
The analysis of oil producing fields, which account for total liquids production of 75mn b/d, 
suggests that: 
 

 At $50/b Brent, only 190,000 b/d of oil production is cash negative, representing 0.2% of 
global supply. Some 17 countries supply oil that is cash negative at $50, with the main 
contributors being the UK and the US. The decision to cease production is often irreversible, 
so a company seeking to reduce its expenditure for the next two to three years may prefer 
to operate with a small loss, rather than start the decommissioning process which may cost 
hundreds of millions of dollars. 

 At $45/b, 400,000 b/d or 0.4% of global supply is cash negative. Half of this production if 
from conventional onshore production in the US. 

 At $40/b, 1.5mn b/d or 1.6% of global supply is cash negative. At this point, the biggest 
contribution is from several oil sands projects in Canada. Turning on and off bitumen 
production is a complex and lengthy process, and stopping the injection of steam into oil 
sand reservoirs would result in a long and expensive re – start. 

 
Wood Mackenzie also notes that a number of heavy oil projects in Latin America would become 
marginal at low oil prices, like those in Venezuela and Colombia. As governments are dependent on 
revenues from these fields, some form of relief on royalty may be introduced to ensure that 
production continues. 
 
The drop in price is due to a supply glut and low demand worldwide. At the time of writing, oil 
production from OPEC was relatively steady, with Platts reporting that production totaled around 
30mn b/d in December 2014, up just 20,000 b/d from November. 
 
The Platts figures indicate that Saudi Arabia is maintaining its output at 9.6mn b/d. The Saudi oil 
Minister Ali Naimi has indicated that the country has no desire to curtail production, even if prices 
fall to $20/b. In an interview with Middle East Economic Survey he was reported to have said that 
higher prices mean that less efficient producers take up market share, and that ‘high – efficiency 
producing countries are the ones that deserve the market share’. 
 
Commentators have suggested that OPEC’s motives are both to take high cost producers out of the 
market, and that there is also a political dimension to put further pressure on countries such as 
Russia and Iran. There is also speculation that a drop in Libyan output might go some way to 
lowering the rate of falling prices. 
 



The International Energy Agency’s Maria van der Hoeven has argued that the drop in oil prices offer 
a once – in – a – generation chance to put a price on carbon emissions and reduce reliance on fossil 
fuels. 
 
Lower oil price threaten KRG capacity growth 
Investment in exploration in northern Iraq’s semi – independent Kurdistan region, particularly by 
the smaller foreign operators, could suffer from the fall in oil prices, according to Petroleum Argus. 
 
‘The reality of $50/b might have an impact on exploration,’ London – listed independent Genel 
Energy’s President Mehmet Sepil says. Foreign companies working in Iraqi Kurdistan will incur 
falling profits or losses, he adds. Genel has reduced its output target for 2015 to 150,000 b/d from 
200,000 b/d, citing technical reservoir issues. 
 
Foreign operators are worried that falling oil prices will make it even harder for them to recover 
costs and receive payment for output. The cash – strapped Kurdistan Regional Government (KRG) 
has not reached agreement with Baghdad over how it will reimburse companies’ costs. KRG Oil 
Minister Ashti Hawrami hopes that renewed negotiations with the federal government will resolve 
the issues. 
 
London – listed Gulf Keystone planned to boost Shaikan capacity to 40,000 b/d in January, but has 
delayed a further increase to 70,000 b/d until at least 2017. Development could start next summer 
and would take two years, Chief Executive John Gerstenlauer says. But development of Shaikan 
depends on receiving regular payments, he adds. 
 
The KRG is committed to paying foreign oil firms, says Hawrami. However, he admits that, until a 
comprehensive agreement it reached with Baghdad, the KRG ‘will have limited capacity’ to fulfil its 
promise. Erbil received a $500mn transfer from Baghdad in November 2014 in line with 
agreements to provide 150,000 b/d crude for Iraqi state – owned marketer Somo to sell at Ceyhan, 
Turkey, before the close of the year, rising to 250,000 b/d in 2015. In early December 2014, Tawke 
field operator Norwegian DNO and Genel each received $30mb from the KRG Gulf Keystone 
collected $15mn. But this is a fraction of what they are due DNO is owned over $1bn, Chairman 
Bijan Mossavar – Rahmani says. 
 
In addition to crude from its area, the KRG will transport up to 300,000 b/d from Iraqi state – 
owned North Oil through its export system. The crude will come from northern fields still under 
federal control – 29,000 b/d Khabaz, 53,000 b/d Jambur and the 250,000 b/d Kirkuk field’s Baba 
dome. The KRG and Baghdad plan a 300,000 b/d pipeline linking those fields to the KRG export 
system that will take three months to build, says Hawrami. 
 
The KRG took control of Kirkuk’s Avanah dome and 190,000 b/d Bai Hassan in June last year, from 
Islamist group Isis. They are believed to be producing a combined 135,000 b/d that is feeding KRG 
refineries. Output from Khurmala, Tawke and Taq of around 375,000 b/d is piped to Ceyhan. That 
volume is forecast to rise to 500,000 b/d by 2Q2015. 
 
Most of the 260,000 b/d of Iraqi crude loading at Ceyhan in late 2014 was marketed by Somo, with 
the KRG selling around 80,000 b/d. The KRG will continue selling more crude than the amount 
earmarked for Somo, with revenue taken as compensation for federal debts, Hawrami says. The 
KRG says Erbil will receive its 17% of Iraqi budget revenues once it Supplies 2015’s crude to Somo. 
 
Energy price volatility is the ‘new normal’ 



Energy leaders see energy price volatility and the future of a climate framework s their top critical 
uncertainties, according to the latest research by the World Energy Council, published 20 January. 
 
The 7th annual edition of the World Energy Issues Monitor, entitled Energy price volatility: the new 
normal, has gathered the views of more than 1,000 energy leaders, including ministers and chief 
executives from nearly 80 countries. 
 
Energy leaders are worried about the recent sharp plunge in the oil price to its six year low. They 
are kept busy by the continual reduction  in the cost of renewable energy technologies, which have 
increased their share in the energy mix, but have also put strains on the energy system. In some 
parts of the world that do not have viable energy storage solutions, the grid is not yet able to cope 
with large shares of intermittent forms of energy and lacks effective market signals to deliver back 
– up capacity or storage. 
 
Establishing a coherent climate framework is perceived as the next most critical uncertainty ahead 
of a global climate agreement being reached at the Conference of the Parties meeting (COP-21) in 
Paris at the end of this year. This issue could spell the presence or absence of a meaningful carbon 
price. 
 
Energy leaders believe that the emissions agreement between China and the US, announced in 
November 2014, has increased the pressure on other large emitters whose stance and approach to 
cutting emissions still pose a large question mark for investors. 
 
The report also finds that developing electric storage and the quest electric storage and the quest 
for energy finance continue to keep energy leaders busy. These issues will be influenced by the 
future of energy subsidies, a key ‘need for action’ area in the 2015 survey, with the design of market 
mechanisms playing an important role. 
 
Oil price squeeze beginning to hit oil and gas investment 
Speaking to Petroleum Review in the run up to our finance and investment feature in this issue, 
Julian Nichol, energy Partner, London office of Bracewell & Giuliani, outlined the impact that the 
current oil price could have on transactional activities in the oil and gas sector going forward. 
 
He notes that there was ‘a robust flow’ of corporate transactions and upstream financings for most 
of last year, but by November 2014 ‘a few cracks were beginning to appear’ in the market as the oil 
price began to fall significantly. ‘Several upstream financings stalled and are still stuck in the long 
grass,’ he says, ‘while much needed shareholder funding failed to materialize, causing a number of 
corporate transactions to abort late in the day. Many clients closed their laptops early and 
disappeared for Christmas in the hope that New Year optimism might reinvigorate activity.’ 
 
While much has been written about the macro – economic impact of the fall in oil price and its 
potential benefits as a stimulator for global growth, what might 2015 look like in terms of oil and 
gas transactional activity? According to Nichol, ‘much depends on how quickly the oil price rallies 
but with weak global demand for oil and surging production, this might take some time’. The next 
OPEC meeting is not until June. 
 
‘Certainly, there are many small and mid – sized E&P companies in particular with a need for debt 
and equity funding in order to meet work commitments. But, with many lenders pouring over 
redeterminations of their current portfolio of upstream loans and assessing the impact of current 
oil price on their borrowers’ debt capacity, emphasis is likely to be on ensuring current upstream 



borrowers continue to perform, rather than writing new business at 2014 levels of volume,’ he 
continue. ‘This situation should improve once scheduled redeterminations have taken place loans 
have been resized or restructured and borrowers have been shown to be on a stable footing. This 
should create an opportunity for non – bank or “shadow” lenders looking to enter the oil and gas 
sector.’ However, Nichols warns: ‘Let us not, however, forget that underlying the debt markets is 
the spectre of Eurozone deflation, which would raise the real burden of debt and could, taken to the 
extreme, trigger another global debt crisis.’ 
 
What of equity? 
Will private equity and other funds meet equity funding needs? ‘This could be a story of two hales,’ 
states Nichol. ‘On one hand, those private equity houses with oil field services portfolios – hitherto, 
very much a favoured route into the oil and gas sector by private equity – are likely to be focused on 
restructuring their portfolio businesses as a result of the falling price for oil field services. This will 
take time, money and effort and will constrain their appetite to invest in the oil and gas sector. In 
2014 we saw an emerging trend of oil field services companies taking equity positions in upstream 
companies. That trend is not likely to continue in 2015.’ 
 
‘On the other hand, a falling oil price means falling asset valuations and this could be the starting 
gun for those private equity funds, infrastructure funds and E&P companies looking to build and 
extend their E&P portfolios. In a declining market, the only sellers are likely to be distressed E&P 
companies unable to fund ongoing work programmes or meet mandatory prepayments due to a 
resizing or restructuring of their debt facilities (in particular where existing oil price hedging 
expires). Faced with the prospect of defaulting under the relevant concession contract or loan 
facilities, such companies will decide to sell the relevant asset to retain some value for work done.’ 
 
Nichol also believes that for medium to large – scale projects, there will be a re – appraisal of 
project economics by companies and lenders with more marginal projects being deferred where 
that is possible. ‘There has, for example, been much discussion about what proportion of US shale 
becomes uneconomic at different oil prices. Offshore, deepwater projects require a higher oil price 
to be economic and among conventional projects they are likely to be the first to suffer.’ 
 
Echoing the ‘Looking back to look forward’ headline of the EI’s centenary interviews over the 
previous year, Nichol concludes: ‘History shows us that pressured markets always give rise to an 
increase in the volume of disputes and the pressures stemming from the current oil price will 
certainly drive some to look for creative ways to free themselves from the shackles of their 
contractual obligations.’ 
 
New Nigerian guidelines for oil and gas deals 
In late 2014, the Nigerian Ministry of Petroleum Resources (MPR) published guidelines for the 
approval of oil and gas transactions, writes Tim Sumner, Senior Associate and Adam Dann, Partner 
and Head of Finance, Berwin Leighton Paisner The guideline seek to extend the MPR’s jurisdiction 
to cover not only transfers of interests in Nigerian oil and gas assets or companies, but also the 
followings types of transactions where they directly or indirectly involve Nigerian oil and gas 
assets. (These types of transactions are affected even where they take place outside of Nigeria, but 
involve companies which directly or indirectly hold oil and gas assets in Nigeria, Irrespective of 
other assets held.) 
 
Public takeovers – the guidelines raise a number of practical issues for public takeovers, including a 
lack of clarity as to the percentage of share which must be acquired to constitute a takeover; timing, 



as MPR approval may take six to 12 months or longer to obtain; increased leak and insider trading 
risks; and potential for Nigerian assets to be ‘poison pill’. 
 
IPOs – the guidelines also raise a number of practical issued for IPOs, including who is to be 
approved (eg where the previous owner retains a controlling stake post IPO or there is no 
controlling shareholder post IPO); how approval would be obtained within the IPO timeframe; and 
whether the approval requirement might deter financial investors, who may be unwilling to share 
their financial information with the MPR or submit to its process. 
 
Offshore corporate M&A transactions – prior to the guidelines and the 2012 Moni lack of consensus 
as to whether offshore M&A transactions required MPR approval and a number of transactions took 
place without it. The guidelines expressly bring such transactions within the approval net and 
accordingly question the legality of previous transactions, something which may limit the ability of 
affected companies to obtain development finance, at least without retrospective approval. 
 
Financing – the guidelines impose a requirement for mortgages of Nigerian oil and gas assets to be 
approved prior to grant and, possibly, also prior to enforcement. By contrast, it appears charges 
over shares in companies holding assets may be granted without MPR approval, but would require 
approval for enforcement. This raises key timing, cost and ultimately, bankability issues. 
 
The guidelines also impose a series of onerous procedural and financial obligations, including a new 
requirement to obtain MPR pre – approval prior to commencing a transaction process; a new, non – 
specific requirement for indigenous companies to be given first consideration; and an approval fee 
of 1% to 5% of the transaction value, there being no guidance as to where in the range transactions 
will fall. 
 
 
 


