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TGS – NOPEC Geophysical Company (TGS) and Schlumberger have announced a new multi – and 
wide – azimuth (M-WAZ) multi client reimaging programme in the highly prospective central US Gulf 
of Mexico. Final results are expected in early 2018, ahead of a period when substantial block 
turnover in the area is anticipated. The area is expected to remain a high priority for E&P companies 
in the foreseeable future and will benefit from two licensing rounds energy year for the next five 
years under the new BOEM (Bureau of Ocean Energy Management) 2017-2022 Five – Year 
Programme. 
 
US Energy sector re – emerges with large onshore acquisitions 
ExxonMobil’s $6.6bn deal to buy Permian Basin acreage is the latest in a flurry of US onshore oil and 
gas asset acquisition activity. 
 
There was a flurry of US acquisition activity in January 2017 involving several large onshore oil and 
gas asset transactions. ExxonMobil paid $6.6bn to acquire 275,000 acres in the Permian Basin, while 
Noble Energy acquired Clayton Williams Energy’s properties in the Permian Basin for $2.7bn. 
Sanchez Energy Corporation paid Anadarko $2.3bn for various leasehold and producing properties in 
the Eagle Ford formation in South Texas. 
 
Many of these properties re adjacent to the purchasers’ existing operations, allowing them to utilise 
existing processing, gathering, and transportation infrastructure and reduce costs. A large number of 
the existing wells in the Permian can produce at $50 - $53/b, which may be sustainable with recent 
reductions in worldwide oil production, write Glenn R Legge and Jeanie T Goodwin, both Partners at 
the US office of international legal firm Holman Fenwick Willan (HFW). During the recent downturn, 
oil producers sought to drive down supply chain expenses in an effort to sustain a lower cost 
environment and avoid a sharp boom / bust cycle. 
 
More details are to be expected as oil prices rise. Indeed, recent findings released by the US 
Geological Survey (USGS) offer encouraging news. In November 2016, with oil prices below $50/b, 
the USGS released an assessment of the Wolfcamp shale formation in the Texas Permian Basin of 
West Texas, US. It reported that the reserve is the largest assessment of continuous oil the USGS has 
ever assessed in the US and that it ‘just goes to show that, even in areas that have produced billions 
of barrels of oil, there is still the potential to find billions more’. The USGS assessed this formation as 
an ‘undiscovered resources’, which indicates that there is a relatively high degree of confidence 
(50%) that the oil is present in these volumes. 
 
The recent surge of land acquisitions has been matched by various drilling contractors and service 
companies that are putting equipment and personnel back to work after 1824 months of inactivity. 
As rigs and equipment are brought back online, the day rates are starting to increase for essential 
exploration and production services. Service companies are retraining personnel and verifying the 
operating capability of equipment that has been inactive for an extended period of time. 
 
Meanwhile, analysts have indicated that capital expenditures for offshore energy development in 
the US as a whole are mixed. Chevron announced that it would reduce its capex to $19.8bn for 2017, 
while W&T Offshore projected a $125mn budget for offshore E&P for 2017. 
 
Energy regulators, on the other hand, have not been inactive during the downturn. In 2016, the US 
Bureau of Offshore Energy Management implemented new financial assurance requirements for 
offshore operators and proposed stricter air quality requirements for offshore facilities. With respect 
to onshore developments, regulators continue to address carbon emission and wastewater disposal 



related to fracking. The Trump administration looks set to relax regulatory oversight of the US 
energy sector. 
 
BP has started up the Thunder Horse South Expansion project in the deepwater Gulf of Mexico 11 
months ahead of schedule and $150mn under budget. The project is expected to boost production 
at the facility by an estimated 50,000boe/d (gross), further increasing output at what is one of the 
largest oil fields in the Gulf of Mexico. 
 
‘Thunder Horse South Expansion – along with our recent approval of the $9bn Mad Dog Phase 2 
platform [which is expected onstream in late2021] – demonstrates that the US Gulf of Mexico 
remains a key part of our global portfolio today and for many years to come,’ said BP Chief Executive 
Bob Dudley. ‘This project also marks the first of several major upstream starts – up expected before 
the end of this year and a major step towards our goal of adding 800,000 barrels of new production 
by 2020.’ 
 
The Thunder Horse South Expansion project system roughly two miles to the south of the existing 
Thunder Horse platform. The system is a collection point for wells connected to the Thunder Horse 
platform by two 11,000 – foot flowlines installed on the seabed in late 2016. 
 
BP reports that the project, in which it holds a 75% interest, was completed more than 15% below 
budget by relying on proven standardised equipment and technology rather than building 
customised components. 
 
An energy transition is underway 
Industry needs to adapt to meet the challenges of a changing global energy landscape, according to 
BP in its latest Energy Outlook. 
 
‘The global energy landscape is changing. Traditional centres of demand are being overtaken by fast 
– growing emerging markets. The energy mix is shifting, driven by technological improvements and 
environmental concerns. More than ever, our industry needs to adapt to meet those changing 
energy needs,’ said Bob Dudley, BP Group Chief Executive, unveiling the 2017 edition of the BP 
Energy Outlook in London, in late January 2017. 
 
According to the report, global demand for energy is expected to increase by around 30% between 
2015 and 2035, an average growth of 1.3%/y. However, this growth in energy demand is significantly 
lower than the 3.4%/y rise expected in global GDP, reflecting improved energy efficiency driven by 
technology improvements and environmental concerns. 
 
Presenting the study’s key findings – also highlighted during IP Week, more details about which can 
be found in our accompanying IP Week supplement – Spencer Dale, BP’s Group Chief Economist, 
noted that the 30% increase in global energy demand to 2035 would be driven by increasing 
prosperity in developing countries, only partially offset by rapid gains in energy efficiency. Although 
technological improvements and environmental concerns are changing the mix of primary energy 
demand, the Outlook projects that oil and gas, together with coal, will remain the main source of 
energy powering the world economy, accounting for more than 75% of total energy supply in 2035, 
compared with 86% in 2015. Oil demand is forecast to grow at an average rate of 0.7%/y, although 
this is expected to slow gradually over the period. The transport sector is expected to continue to 
consume most of the world’s oil, with its share of global demand remaining close to 60% in 2035. 
However, non – combusted use of oil, particularly in petrochemicals, is predicated to take over as 
the main source of growth for oil demand by the early 2030s. 
 



Meanwhile, gas is projected to grow more quickly than either oil or coal over the study period, with 
demand growing an average 1.6%/y. Its share of primary energy overtakes coal to be the second – 
largest fuel source by 2035. Shale gas production is expected to account for two – thirds of the 
increase in gas supplier, led by growth in the US, LNG growth, driven by increasing supplies in 
Australia and the US, is expected lead to a globally integrated gas market anchored by US gas prices. 
 
Coal consumption is projected to peak in the mid 2020s, largely driven by china’s move towards 
cleaner, lower – carbon fuels. India will be the largest growth market for coal, with its share of world 
coal demand projected to double form around 10% in 2015 to 20% in 2035. 
 
Renewable are projected to be the fastest growing fuel source, growing from a low base at an 
average rate of 7.6%/y, quadrupling over the study period, driven by increasing competitiveness of 
both solar and wind. China will be the largest source of growth for renewable over the next 20 years, 
adding more renewable power than the EU and US combined. 
 
Downstream oil operations have a long history of adapting to fuel – demand evolution – 
transforming industrial installations, deploying new technologies and expanding service offerings to 
wholesalers and consumers. Refining and marketing has traditionally been the natural path for crude 
– oil producers towards vertical integrations, aimed at capturing the full margin along the industry’s 
entire value chain. 
 
However, for decades, oil downstream has rendered lower returns than upstream, which has made 
integrated players lose interest in the segment. In fact, combined with intensified competition, 
tougher regulations, stronger bargaining power of dealers and mounting threats of environmental 
liabilities, this has compelled major oil companies to divest some of their existing downstream 
operations and refrain from incremental investment in this segment. 
 
Increasing challenges 
The sector suffers regional capacity mismatch. Growth in crude oil output is increasingly coming 
from remote locations that are farther away from fuel – demand – growth regions. The quality of 
new crude oil streams does not always suit the configuration of local or regional refineries. 
Consequently, crude oil and product transit time has been increasing for over two decades and this 
trend is expected to continue. 
 
There is margin volatility and market rigidity. Relatively small variations in global or regional refining 
capacity utilisation can have a significant impact on refining gross margins. Refiners focused on 
supplying domestic markets are not always able to adjust their prices to international levels due to 
political and regulatory pressures. 
 
Feedstock quality is diminishing and product specifications are stricter. On the feedstock side, 
average worldwide produced crude oil is getting heavier and its sulphur content is increasing. On the 
demand side, diesel is the fastest – growing fuel, while fuel oil consumption is under increasing 
environmental pressure, with stricter restrictions on use in marine transportation. Fuel – quality 
specifications in most countries are becoming tougher, especially on sulphur content, driven by 
environmental pressures on engine emissions. Some refinery – product qualities have been virtually 
swept away from developed markets, making it harder for refiners to find commercial destinations 
for them. 
 
Meanwhile, capital investment requirements are increasing. Refiners are forced to invest 
continuously in upgrading their facilities just to stay in business. Refinery assets are ageing, available 
crude oil diets and product demand patterns change over time, and regulations on product 



specifications are evolving often, such investments allow refiners competitive positions, but financial 
returns are, in most cases, below expected levels. 
 
Construction cost inflation and significant delays, coupled with cost overruns during engineering, 
procurement and construction (EPC), complicate the picture, making it harder for downstream 
capital expenditure plans to complete with more promising upstream opportunities. 
 
There are also an increasing number of vulnerable or unviable refineries. Would refining capacity 
combines facilities of heterogeneous scales and configurations, with a significant percentage not 
reaching competitive scale or lacking the deep conversion configuration needed to match the 
product demand mix. As cities developed, hundreds of refining units ended up surrounded by dense 
urban areas. Now they either lack space to grow or are impeded by environmental regulations to do 
so. Excessive manpower costs in countries with rigid labour regimes and high energy costs in many 
places threaten the economic viability of a significant number of refineries around the world. 
 
Moreover, it is proving difficult to replicate successful models. Very large – scale refining complexes, 
including integrated petrochemical units, will continue to the most competitive assets in the 
industry, provided they can get access to low cost energy sources and are well positioned to supply 
large and growing markets. Niche refineries with location or transportation shields, or those 
protected by preferential duties or that benefit from fiscal incentives, are also likely to succeed. 
However, many of these refinery models are legacies of the past and it is becoming increasingly 
difficult to justify investment in new grassroots refineries. 
 
There is also an erosion of margins in fuel distribution. Fuel distribution is largely seen as a low ROCE 
(return on capital expenditure) segment, and petroleum retailers are now focusing on increasing the 
non – fuel contribution of their businesses. Market share of independent retailers has been growing 
since the end of the last century, further deteriorating the historical margins of this segment. 
Moreover, LPG and compressed natural gas are also increasing their market share in the retail 
channel, and refiners’ ability to capture the wholesale distribution margin is becoming more limited. 
 
The sector is experiencing challenging retail economics. In the context of demand – pattern changes, 
increasing vehicle autonomy, growing price transparency and more aggressive competition from 
alternative – mobility / transport energy sources, the optimal number or retail sites to supply a given 
market is no longer related to the market’s areal extension’ or the number of vehicles in circulation. 
The strong relationship between fuel – retail margin and a number of sites continues, and in any 
regulated or oligopolistic market the margin level defines the number of retail points for that 
market. 
 
What do to next? 
In the light of this challenging business context, oil downstream players will not only need to excel in 
the execution of their operational and commercial strategies, but also innovate and transform their 
business models in order to survive.  
 
Downstream companies around the globe are already making significant efforts to maintain and 
improve their competitive positions and ensure acceptable returns for their capital. Some of the 
initiatives that need to be continued and reinforced are as follows. 
 
There is a need to address feedstock supply optimisation. Securing a cost – efficient, long – term 
crude oil supply that captures logistics synergies is an essential success factor for refiners. 
Minimising price – exposure periods is a critical aspect of an efficient supply strategy. 
 



The downstream sector should focus on hedging to protect working capital value. Many refining 
companies are very vulnerable to strong fluctuations in fuel prices while maintaining significant 
inventories of crude oil and intermediary products feedstock. To mitigate that downside of 
decreasing fuel prices, crude price coverage are increasingly available and used by players to limit 
this exposure. 
 
Physical upstream integration can give downstream operators a strategic edge. The downstream 
sector will continue to undergo traditional cycles that are typical of capital – intensive industries, and 
are relatively independent of upstream segment cycles. But in some regions and markets, physical 
upstream integration can provide downstream players with price – risk coverage other than 
potentially securing an optimum crude slate for their refining operations. 
 
Ongoing efficiency improvement of industrial facilities is paramount. Refining is a business in which 
there are often opportunities to produce an extra barrel or yield a higher – value product mix. 
Companies should keep making efforts to improve margins at the industrial level by focusing on key 
aspects such as product – quality giveaway, energy efficiency of units and equipment, optimisation 
of plant turnarounds and application of technologies for advanced control and monitoring.  
 
Customising of non – fuel offerings is recommended. Retailers must work harder than ever to attract 
customers. Diversified levels of service mean proper services for each individual or group out of a 
diverse customer base. There is no model that suits all markets, regions or types of stations, but in 
most markets there is room to increase the share of convenience stores in the total retail food – 
service business. However, customer behaviours regarding food service vary a lot from one market 
to another. 
 
Business – model transformation 
Despite their strong efforts to improve competitive positioning, improve efficiency and deploy value 
– oriented initiatives, the subsistence of downstream players is still threatened. For these reasons it 
is imperative that downstream players start to rethink their business models, redesign portfolios and 
fight harder than ever to maintain their current share of the mobility / transport market. 
 
Some potential themes to explore include the development of new portfolio strategies. Downstream 
companies need to review their international portfolios, reshaping their asset bases to adapt to new 
market scenarios and trends. Some portfolio decisions need to consider refinery closures in mature 
markets, as well as new refining capacity and / or upgrading of industrial plants in emerging markets. 
Timing and location of product – quality upgrades will be key for defending margins. 
 
Downstream players should secure positions through the entire petroleum value chain to get 
‘optionality’ for trading operations. International commerce and trading will continue to grow fast, 
but typical arbitrage opportunities are now limited by greater market transparency. International 
downstream players could, however, enhance their trading operations by owning or leasing 
processing capacity, infrastructure, storage, shipping, distribution and retail positions. These 
positions allow traders to exercise options such as processing or not, or holding inventories for later 
sales depending on market ‘arbitrage’ opportunities throughout the value chain. 
 
The sector must innovate to protect mobility / transport market share. Downstream oil players are 
in a privileged position to continue to be the main energy suppliers of the mobility / transport 
sector. Major downstream oil players have been reluctant to take a strong position in other energy 
sources, such as biofuels, which are perceived as competition due to their traditional fuel offerings. 
It is time to recognise that sooner or later, refined products will lose a significant market share of 
energy supply to the mobility sector and start taking an active role developing solutions for that 



sector. Downstream players will also need to take an role in the supply of alternative energy sources 
for mobility. Another paradigm shift to overcome is the idea that retail transactions are 
circumscribed to the fuel – retail sites. It is becoming clear that emerging energy sources for mobility 
suppliers will offer a variety of locations for filling / charging vehicles. 
 
The downstream sector should plan for a move from ‘fuel’ to ‘energy – station’ model to capture 
penetration of competitive mobility energy sources and move out of currently typical outlets. This 
transition will take time, however. In some markets there is already growing demand for electric 
cars, and electricity ‘supercharge’ is an attractive service that downstream oil companies could 
provide – not necessarily within the fuel station boundary. Another related opportunity is the 
commercialisation of hydrogen gas for powering hydrogen fuel cell vehicles. 
 
Protecting future interests 
Petroleum downstream has been adapting to increasing competition and challenging regulations. 
The sector is also suffering from lower returns than the upstream segment. Industry challenges will 
intensify and new energy sources for mobility will impact the entire fuel value chain. Downstream 
players need to rethink their business models and innovate to protect their share of the mobility 
market. 
 
Denmark’s DONG Energy has pledged to phase out coal from its power stations by 2023. In a 
statement the company – also one of the big offshore wind players in Europe – has said that its 
remaining coal – fired power stations will be converted to run on sustainable biomass. 
 
‘The future belongs to renewable energy sources, and therefore we’re now converting the last of 
our coal – fired power stations to sustainable biomass,’ said Henrik Poulsen, DONG Energy’s CEO. 
‘The decision is in line with our vision to lead the way in the transformation to a sustainable energy 
system and create a leading green energy company.’ 
 
‘The dropping coal from the company’s energy portfolio is the end point of a gradual phase – out of 
the fuel that started in 2006. Since then DONG has reduced its coal consumption by 73% from 6.2mn 
tonnes per year in 2006 to 1.7mn tonnes in 2016 – by shutting down coal power stations and 
converting plants to biomass, using primarily residual wood. 
 
Following on from gradually ramping up the proportion of biomass burned at its Herning and 
Avedore power stations since 2002, in 2016 DONG converted the Avedore plant (near Copenhagen) 
as well as its Studstrup Power Station near Aarhus to run completely on wood pellets and straw. The 
skaerbaek power station near Fredericia will follow suit in 2017 and will run 100% on wood chips, 
says the company. 
 
This will leave two coal – fired power stations in the company’s portfolio, at Asnaes and Esbjerg. 
Both plants are combined heat and power and DONG says it is talking to its heating customers about 
converting the plants to biomass when current agreements expire in 2017 and 2019. 
 
District heating companies in Copenhagen and Aarhus have welcomed the conversion of DONG’s 
plants as the move will also help with city emission reduction efforts. 
 
DONG says that it has reduced its annual greenhouse gas emissions by around3mn tonnes per year 
since 2006, while Denmark’s total annual emission have dropped by 25mn tonnes over the same 
period. It says its coal phase out plan will reduce its and Denmark’s emissions by another 5mn 
annual tonnes. 
 



DONG also announced the sale of its North Sea oil assets late last year and says it is the first among 
large European utilities to phase out coal. 
 
The news comes as a report indicates that the European Union must close all 315 of its coal – fired 
power plants by 2030 in order to meet its Paris Agreement climate pledge. The report, A stress test 
for coal in Europe under the Paris Agreement from the research institute Climate Analytics, sets out 
which plants need to close by what date. 
 
Meeting the Paris Agreement pledge means halting new plants in development and making plans to 
close existing plants before the end of their full lifespan, according to the report. 
 
The analysis indicates that emissions from coal in the EU electricity sector need to fall to zero by 
2030, with a quarter of operating coal – fired power plants switched off before 2020 and a further 
47% going offline by 2025. It details two pathways to achieve this, one based on maximising the 
economic value of the coal fleet, and one based on phasing out the highest emitters first. It 
recommends enhancing the EU Emissions Trading Scheme as well as increasing renewable targets 
and setting up a stable investment framework to achieve the phase out. 
 
A European coal phase out would have the biggest implications for Germany and Poland, which are 
responsible for 51% of current installed coal capacity and 54% of Europe’s coal – related emissions. 
 
Halting new coal in Southeast Asia could save 50,000 lives a year 
Around 50,000 lives per year could be saved by 2030 if no new coal – fired power plants were built 
in Southeast Asia, South Korea, Japan and Taiwan, according to a recently published study from 
Harvard University. 
 
The study, co – written with Greenpeace International, says that air pollutants from power plants in 
these regions currently cause an estimated 20,000 excess deaths per year – and that this figure will 
increase to 70,000 if the coal – fired plants planned or under construction are built. 
 
‘While air pollution in China and India has received a lot of scientific attention, the impacts of 
planned coal power expansion in the rest of the Southeast and East Asian region have been 
understudied,’ said Shannon Koplitz, lead researcher in the project from Harvard University. 
 
The study, written by academics from the Harvard University Atmospheric Sciences Modelling 
Group, the Harvard School of Public Health and Greenpeace, maps out the current emissions from 
coal – fired power plants in the region, then uses an atmospheric model to determine how much of 
the regions’ air pollution levels are down to coal emissions. It says that if the proposed coal – fired 
power plants go ahead, emissions from coal will triple by 2030, and could exceed total coal 
emissions in the US and Europe. The largest increase would occur in Indonesia and Vietnam. 
 
Southeast Asia is one of the fastest developing regions in the world. Electricity demand in 2035 is 
projected to increase by 83% from 2011 levels, more than twice the global average. ‘Planned coal 
expansion in Southeast Asia is a particular concern because of these countries’ extremely weak 
emission standards for power plants. All countries in the region allow many times more pollution 
from new coal – fired power plants than China and India,’ said Lauri Myllyvirta, Senior Global Coal 
Campaigner at Greenpeace East Asia. 
 
Greenpeace is calling for the regions to ‘leapfrog’ new coal power and install more renewable to 
mitigate the problem. 
 



Solar and electric vehicles to halt oil demand growth? 
Two different outlooks for the growth of oil, gas, coal, renewable and other disruptive 
technologies 
More of us will drive electric cars powered by the sun and this could actually stop the growth of 
worldwide oil demand by 2020. Or, while electric vehicle use is indeed projected to increase 
significantly, global oil demand will still continue to grow into the 2030s. 
 
These are the outcomes of the central cases of two different scenarios on the broad energy future 
we might inhabit – one from BP’s annual Energy Outlook, which, as you might expect, projects a 
future of growing oil demand. The other is from Imperial College London’s Grantham Institute and 
the Carbon Tracker Initiative, which makes some predictably different assumptions about the rate of 
clean technological progress and so our dependence oil. 
 
BP’s Energy Outlook was released first, towards the end of January, and it repeats forecasts from 
past Outlook that the global energy demand will increased by 30% by 2035 – or 1.3% per year – 
driven by economic development in developing countries. 
 
Despite suggesting that an energy transition is well underway, the oil major projects that oil, gas and 
coal will remain the main source of energy to 2035. Out of these fuels, it projects gas use – fuelled by 
rapid LNG growth – to grow the fastest. BP projects that oil demand growth will slow, and in the 
2030s it will be non – combusted uses of the fuel, mainly in petrochemicals, that will drive this 
growth. 
 
BP says that renewable will remain ‘by far’ the fastest growing energy source at an average growth 
rate of 7.6% a year, and will quadruple over the next 20 years – mainly in the power sector. Indeed 
BP’s scenario forecasts non – fossil fuels to account for half of the growth in energy supplies over 
this time period – and China will be the largest source of this growth. Carbon emissions wills still 
grow, at a third of the rate of the last 20 years, says BP. 
 
In BP’s scenario oil, gas and coal account for 75% to the total energy supply in 2035, compared with 
85% in 2015. And, despite BP projecting that the number of electric vehicles (EVs) worldwide will 
increase from 1.2mn in 2015 to 100mn in 2035 (to make 5% of the car fleet), it says that oil demand 
for cars will increase by around 4mn barrels per day as the overall car fleet doubles. 
 
Still, Spencer Dale, Group Chief Economist at BP said at the Outlook launch: ‘The impact of electric 
cars, together with other aspects of the mobility revolution, such as self – driving cars, car sharing 
and ride pooling, is one of the key uncertainties surrounding the long – term outlook for oil.’ 
 
The Grantham Institute and Carbon Tracker analysis, published a week after BP’s, takes a different 
view on the pace of low carbon technology advancement and business – as – usual assumptions on 
energy markets. The falling costs of EVs as well as solar could halt the growth in demand for oil and 
coal by as early as 2020, according to the organisations’ Expect the unexpected: the disruptive 
power of low carbon technology report. 
 
The report’s ‘starting point’ scenario sees solar PV supplying 23% of global power generation by 
2040. It also says that EVs could make up a third of the road transport market by 2035, and more 
than two thirds by 2050. 
 
The reports indicates that stranding of fossil fuel assets is likely and that the growth in EVs alone 
could displace 2mn barrels of oil per day by 2025, rising to 25mn barrels per day displaced by 2050. 
 



The analysis uses the latest cost projection forecasts for solar PV and EVs, as well as the emission 
reduction commitments countries have made as part of the Paris Agreement on climate change. 
Under the scenario, global temperature increase is limited to 2.4°C to 2.7°C by 2100. 
 
‘Electric vehicles and solar power are game – changers that the fossil fuel industry consistently 
underestimates,’ said Luke Sussams, Senior Researcher at Carbon Tracker. ‘Further innovation could 
make our scenarios look conservative in five years’ time, in which case the demand misread by 
companies will have been amplified even more.’ 
 
While the adage goes that all scenarios are eventually wrong time will tell which of these pictures 
the future will most resemble. 
 
 


