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Iran and Indonesia plan to sign a memorandum of understanding (MOU) shortly for the south – east 
Asian country to assist in the development of Iranian oil and gas field blocks, according to a senior 
executive in Pertamina. Two to four blocks will be evaluated, Pertamina’s Upstream Director Syamsu 
Alam told Iran’s Far News Agency. 
 
Islamic State militants no longer control any oil wells in Iraq after being ousted by government forces 
in late September from an area near Kirkuk, the government Oil Ministry has told Reuters. The ultra 
– hardline Sunni Muslim group were driven out of Shirquat by US – backed Iraqi forces, following the 
loss of the Qayyara oil field, south of Mosul, as government forces thrust northwards in an offensive 
to retake the largest city under ISIS control. ISIS still controls some oil wells on Syrian land. 
 
Thailand’s PTT Exploration and Production, exploration operator of the onshore Hassi Bir Rekaiz 
project in eastern Algeria, says the joint venture plans to submit a development plan to the 
authorities for approval in early 2017 after successfully completing a drilling campaign. 
 
Pakistan’s Ministry of Petroleum and Natural Resources plans to offer 32 exploration blocks to oil 
and gas companies operating in the country, Some 46 new blocks have already been awarded under 
the country’s petroleum policy 2012. The Ministry is also understood to have awarded 70 
supplemental agreements for conversion to petroleum concessions agreements, in a bid to speed up 
local exploration activities. 
 
State – owned Bangladesh Mineral Oil and Gas Corporation (Petrobangla) has invited foreign 
companies to submit expressions of interest (EOIs) for three offshore exploration blocks in the Bay 
of Bengal, Petrobangla seeks EOIs for deepwater blocks DF 0- 10 and DS – 11 as well as shallow – 
water block SS – 10 under the country’s Speedy Supply of Power and Energy (Special Provision) Act, 
2015. The DS – 10 and DS – 11 blocks became available in October 2014 after ConocoPhillips decided 
not to invest in drilling the exploration wells, following six years of negotiations with the Bangladesh 
government, says a Rigzone report. 
 
A court in Chad has ordered ExxonMobil to pay a record $74bn fine, as well as $819mn in royalties – 
five times the country’s GDP, reports Bloomberg. The High Court in the capital, N’Djamena, 
announced its ruling on 5 October in response to a complaint from the Finance Ministry that a 
consortium led by ExxonMobil hadn’t met its tax obligations. Exxon operators a pipeline carrying 
crude from Chad to a marine terminal in Cameroon for export. The two other companies named in 
the case are Chevron and Malaysia’s state – owned Petroleum Nasional Bhd. However, Chevron sold 
its stake in Chad in 2014 
 
The European Regional Development Fund (ERDF) is to spend €9.2mn on developing new gas energy 
interconnectors between Germany and Poland, the European Commission has announced. The 
funding involves the construction to two gas transfer pipelines from Lasow – Jeleniow and Galow – 
Kietczow, linking south – west Poland’s gas networks to eastern Germany. The money will also 
expand Poland’s Wierzchowice underground gas storage facility, which is part of the same network. 
 
Brazil’s state – run company Petrobras has started the process of selling a 51% stake in its fuel 
distributing unit BR Distribuidora, which has a network of more than 7,000 service stations, reports 
PetrolPlaza. A 51% stake in BP Distribuidora, Brazil’s largest fuel retailer, could be worth as much as 
$6bn, according to sources cited by Bloomberg. 
 



BP and the Area 4 concession partner Eni East Africa (EEA), Galp Energia, Kogas and Empresa 
Nactional de HIdrocarbonetos (ENH) have entered into a 20 year sales and purchase agreement for 
BP to purchase 100% of the LNG produced by the EEA – operated 3.3mn t/y Coral South floating LNG 
facility expected to be installed offshore Mozmbique. The agreement, which has been approved by 
the government of Mozambique, is conditional on the final investment decision (FID) being taken for 
the project, which is currently expected by the end of 2016. 
 
The Russia government has given permission for Rosneft to buy a 50.8% stake in Bashneft, for a 
figure not exceeding 330bn roubles ($5.3bn). the deal was expected to be signed in mid – October. 
The Bashneft sale will be the nation’s ^10.7bn initial public offering in 2006, reports Bloomberg. 
 
Colombia’s Ecopetrol plans to invest £13bn over 2017-2020, reducing costs up to $700mn. The 
company is also considering selling assets worth $700mn to $1bn. 
 
Brazil’s Congress voted in early October to open its pre – salt oil fields to foreign investors by 
scrapping Petrobras’ obligation to be the area’s sole operator. The legislation was approved by a 292 
to 101 vote, following a heated debate, during which opponents, many dressed in the orange 
jumpsuits of the state – owned company, repeatedly attempted to delay proceedings. Various 
amendments to the legislation are due to be debated before President Michel Temer signs it into 
law, reports Bloomberg. Legislation to open up the area to foreign investors began under but many 
within her left – wing Workers’ Party were deeply hostile to the idea. The new vote backed by the 
Petrobras leadership, marks the most investor – friendly change in regulation since the 1997 oil law 
that ended the state company’s monopoly in Brazil. 
 
The sacking of Mozambique’s Energy Minister Pedro Couto will not affect Italian firm Emi’s offshore 
gas project decision, Eni Chief Executive Claudiao Descalzi told Reuters. The sacking occurred a 
month before Eni is due to finalise its decision on the Coral offshore gas project, worth tens of 
billions of dollars. No reason was given for the Energy Ministry’s dismissal. Mozambique discovered 
offshore gas reserves six years ago amounting to some 85tn cf, one of the largest finds in a decade. 
The gas will help the southern African country transform itself from one of the world’s poorest 
countries into a middle income state and a major LNG exporter. Eni bankers met in London in 
September to discuss project financing to develop the field. 
 
Tactical switch for OPEC could be a win – win for oil market 
OPEC’s framework to rein in production by returning to a ‘market management’ strategy from its 
pump – at – will ‘market share’ strategy is likely to speed up to rebalancing of the crude market and 
push up précis. 
 
The consensus to curb output to between 32.5mn and 33mn b/d could take more than 700,000 b/c 
out of the market and would drive oil prices as much as $10/b higher in 2017 if that reduction is 
sustained, according to Platts Analytics. Possibly of greater importance is the return of Saudi Arabia 
and OPEC to active market management since it draws a line in the sand. 
 
OPEC, and in particular Saudi Arabia, now wants some respite from persistently low prices, hopeful 
that US shale will be reluctant to return with the same pizzazz as during the $100-plus/b era, said 
Hickin. Nevertheless, US producers will be watching OPEC closely and the market will be watching US 
rig count data. US rig counts are predicted to grow by 29% in 2017 from the average estimated 449 
rigs actively drilling in 2016 if the OPEC deal is implemented, according to Platts RigData. 
 



The recent $40-$50/b range has been a lose – lose situation – not low enough to grind the more 
economical and adaptable shale producers into the dirf and not high enough for OPEC members to 
truly thrive. However, at $60-$70/b it could well be a  win – win situation.  
 
How to divvy up to output total among its members could be a sticking point, noted Hickin, with 
Iran, Nigeria and Libya – which could add 1mn b/d in the coming months – treated as special cases 
given that they have been producing at sub – par levels. Also, each country’s output will need to be 
calculated based on secondary source estimates, to which Iraq is opposed given that these are often 
lower than country self – reported figures. 
 
Another challenge will be recruiting non – OPEC members to join the cuts, as OPEC only accounts for 
around a third of the market. Russia, producing more than 11mn b/d, may have been at talks in 
Algiers, but it neither has the will or ability to bring about significant cuts. Even if somehow oil 
producer members can make the tough compromises, they will then need to stick to them. And, if 
history is a guide, that could be the hardest part of all. 
 
BP backs out of OZ project 
BP has decided not to progress its exploration drilling programme in the Great Australian Bight (GAB) 
offshore South Australia. The decision follow’s ‘review and refresh’ of the Group’s upstream strategy 
earlier this year, which included focusing exploration on opportunities likely to create value in the 
near to medium term, primarily building on BP’s significant existing upstream positions. 
 
The company has determined that the GAB project will not be able to compete for capital 
investment with other upstream opportunities in its global portfolio in the foreseeable future. 
 
Claire Fitzpatrick, BP’s Managing Director for exploration and Productions, Australia, noted that: 
‘This decision isn’t a result of a change in our view of the prospectively of the region, nor of the 
ongoing regulatory process run by the independent regulator NOPSEMA. It is an outcome of our 
strategy and the relative competitiveness of this project in our portfolio.’ BP has informed federal 
and state governments of its decision. She continued: ‘This decision has been incredibly difficult and 
we acknowledge it will be felt across the South Australia region. We have made significant progress 
with preparations for drilling in the Bight with the support of communities and federal, state and 
local governments. We acknowledge our commitments and obligations and our priority now is to 
work with government and community stakeholders to identify alternative ways of honouring 
these’. 
 
‘BP is a long – term, significant investor in Australia, most visibly through our retail network and 
refinery and also as partners in the North West Shelf and Browse venture,” added Fitzpatrick. ‘We 
expect to continue to consider further opportunities to invest and grow our business here.’ 
 
EU loses biodiesel anti – dumping appeal 
The World Trade Organisation (WTO) appellate body has told the European Union (EU) that its anti – 
dumping duties on Argentine biodiesel break global trading rules. As a result, they may now have to 
be liberalised, or even scrapped, writes Keith Nuthall. 
 
The WTO tribunal largely upheld an earlier decision from a WTO disputes panel. Notably the 
appellate body agreed that the EU had erred when making its anti – dumping calculations by 
deciding that the domestic prices of Argentinian soybeans were ‘artificially low’ because the 
government in Buenos Aires charged an export tax on this commodity. 
 



The EU had concluded as a result that Argentine producer books did not provided accurate data on 
the costs of soybeans used to make biodiesel.  
 
The appellate body also agreed that the substitute price used by EU officials as a result to value 
Argentine soybeans in anti – dumping calculations ‘did not represent the cost of soybeans in 
Argentina for producers or exporters of biodiesel’. So fresh anti – dumping calculations would have 
to be carried out, based on real Argentine producer costs, for the EU to legally impose anti – 
dumping duties, said the WTO. 
 
Shell ups its game in marine supply space 
Shell has taken steps recently to strengthen its position as a future source of LNG supplies in Europe 
and Asia, reports Newsbase’s Global LNG Monitor (GLNG). The super – major’s shell Western LNG 
subsidiary announced in early October that it had signed a new LNG supply agreement with UK 
cruise shipping line Carnival. The LNG will be used to fuel two new cruise ships, which Carnival will 
take ownership of in 2019 to work on north – west European and Mediterranean routes. 
 
It is believed the two large cruise liner will be the world’s first cruise industry dual – fuel passenger 
liners to use LNG as fuel both in port and at sea. Shell already has an LNG supply relationship with 
Carnival through a deal signed in April 2016 to supply the AIDAPrima with LNG to power the vessel 
while in dock. 
 
Under the terms of the latest LNG supply agreement, one of the new Carnival cruise ships will refuel 
from a new 6,500cm capacity LNG bunker vessel, owned by Shell, that will load LNG at Rotterdam’s 
Gate LNG Terminal. The second ship will refuel at a Western Mediterranean port, most likely in Spain 
or France, where there are established ship – refuelling facilities, operated by Enagas and Elengy 
respectively. 
 
North – west Europe is a growing centre for the LNG – as – Fuel market, driven by strong European 
Union support for cleaner fuels, for commercial transportation, particularly trucks and ships, to 
reduce carbon and nitrogen emissions. The region’s substantial LNG import capacity allows it to 
respond quickly to LNG demand changes. 
 
Shell is also engaged in a venture to operate 15 barges taken on time charter from shipping group 
Plouvier Transport and Intertrans Tankschiffahrt, which will refuel at Gate LNG Terminal. It is also 
using LNG- fuelled supply ships to support offshore oil and gas production activities in the US Gulf. 
 
Beijing holds on to national shale gas ambitions 
The Chinese government has outlined a shale gas development plan that aims to achieve a huge rise 
in output from 2020 – 2030, but it acknowledges that it will be difficult to meet this target, reports 
Petroleum Argus. 
 
China’s National Energy Administration (NEA), under the NDRC economic planning optimism for the 
country’s shale gas sector, but admits that competition from alternative energy sources, a lack of 
investment and geological issues will all be challenges. Two years ago the NEA downgraded a 
previous 2020 shale gas target of 60bn – 100bn cm set by the Land and Resources Ministry (MLR) to 
30bn cm/y. China is still aiming for 30bn cm/y of shale gas production by 2020 – but the rate of 
output growth will then accelerate, reaching 80bn – 100bn cm/y by 2030. 
 
Around 10 prospective areas for shale development have been identified, the NEA says, with 
important discoveries already made in these regions, most notably in the south – west. State – 



controlled PetroChina’s Changning – Weiyuan block in Sichuan, its Zhaotong block in Yunnan and 
fellow state – controlled Sinopec’s Fuling block in Chongqing have all started commercial production. 
 
However, China produced just 4.5bn cm of shale gas last year, far short of its 6.5bn cm target. China 
reported technically recoverable shale gas reserves of 21.8tn cm and 544.1bn cm of proven reserves 
technology to drill to a depth of 3,500 metres, with several parts of south – west China having wells 
beyond this depth. Around 600sq km of the Fuling area has wells that average a depth of 4,000 
metres, comprising geological reserves of 477bn cm. But shale gas development face considerable 
technical challenges. The NEA says. 
 
Sinopec is the frontrunner in shale gas development in China, having added 5bn cm/y of production 
capacity last year and targeting 10bn cm/y by 2017. Fuling produced 2.7bn cm in the first six months 
of this year, and is on course to reach 6.7bn cm over the whole year. But Beijing has cut the 
country’s shale gas subsidy to 0.30yuan / cm ($1.30/mn Btu), from Yn0.40/cm, and plans to reduce 
this further, to Yn0.20/cm by 2019 – 2020. Profits at Fuling are already marginal. 
 
The MLR has identified prospective blocks for future development, including Zhengan in Sichuan 
province, Laifeng – Xianfeng in Hubei, the Baojing and Longshan blocks in Hunan, the Zhongxian – 
Fengdu block in Sichuan and the Chengkou block in Chongqing. But high development costs mean 
that gas a China’s is struggling to displace coal and oil as a fuel source as the economy slows, the 
NEA syas. 
 
Cross – country strain 
Coal is around 40% more profitable than gas as a power generation fuel in China. Shale gas, in 
particular, will struggle to gain market share against more competitively priced imported gas – party 
because of high cross – country transmission costs. Regasified LNG cost around $8.90/mn Btu in 
China in August, compared with $9.20/mn Btu for domestic pipeline gas. Gas constitutes just 5.9% of 
China’s primary energy mix, compared with an average 24% in other parts of the world. Beijing is 
aiming for a 10% share by 2020. 
 
Chinese shale gas development also faces competition from massive investment in gas import 
infrastructure. The rapid development of LNG terminals in the past 10 years will take the country’s 
import capacity to 50mn t/y by next year, although many are under – utilised because of 
competition with domestic gas supplies. 
 
China has committed to taking 85bn cm/y of central Asian gas after 20121, with imports last year 
already totalling 30bn cm. Protracted negotiations with Russia have produced at least three planned 
cross – border pipeline to China, with supplies totalling in excess of 100bn cm/y. 
 
World faces a ‘grand transition’ from fossil fuels to electricity 
Future energy demand growth it going to be ‘moderate’ relative to historic levels, due to gains in 
energy efficiency and the growth of smart and digital technologies – to the point where per capita 
energy demand will peak before 2030, writes Steve Hodgson. So says the World Energy Council 
(WEC) in a new report which examines three exploratory scenarios for the future of global energy 
production and use. 
 
This moderate growth is in stark contrast to historic growth levels, which have seen global demand 
for energy more than double since 1970, says WEC, adding that technological innovation, 
government policies and lower growth expectations will have a significant impact on the sector in 
the coming decades. 
 



However, the report goes on to suggest that there will be a shift in the form of total final energy 
consumption, with demand for electricity doubling by 2060. Solar and wind, which currently account 
for approximately 4% of power generation, will see the largest increase so that by 2060 will 
represent between 20% and 39% of power generation, says the world Energy Scenarios 2016 report. 
 
At the same time, fossil fuel usage could fall to as little as 50% of the primary energy mix in one of 
the scenarios, from today’s 80% with coal and oil consumption peaks occurring in the next one to 
three decades. However, in all three scenarios, the global carbon budget is also likely to be broken 
within the next 30 to 40 years, says WEC. Oil will continue to play a significant role in the 
transportation sector, representing over 60% of the mix in all three scenarios to 2060. Gas usage will 
continue to rise. 
 
Launched at the 23rd World Energy Congress in Istanbul in October, the scenarios – named 
‘Unfinished Symphony’, ‘Modern Jazz’ and ‘Hard Rock’ – were develop in collaboration with 
Accenture Strategy and the Paul Scherrer Institute, and Present three distinct trajectories for the 
energy sector to 2060. 
 
Speaking at the report launch GEd Davis, Executive Chair of Scenarios for WEC, said: ‘It is clear that 
we are undergoing a grand transition, which will create a fundamentally new world for the energy 
industry. Historically people have talked about peak oil but now disruptive trends are leading energy 
experts to consider the implications of peak demand.’ 
 
Davis point to the need for industry and governments to take note and begin planning for major 
changes: ‘Our research highlights seven key implications for the energy sector which will need to be 
carefully considered by leaders in boardrooms and staterooms.’ 
 
As well as a slowdown in demand growth; the need for investment to fuel increases in clean 
electricity generation; the predicted ‘phenomenal’ rise solar and wind energy; and a falling role for 
fossil fuels, the reports point to: 
 

 Transitioning global transport away from oil as being one of the hardest obstacles to 
overcome in an effort to decarbonise future energy systems. 

 The exceptional and enduring efforts needed to limit global warming to no more than 2 
degree C above pre – industrial levels – far beyond already pledged commitments and at 
very high carbon prices. 

 The requirement for global cooperation, sustainable economic growth and technology 
innovation to balance the ‘energy trilemma’. 

 
Nuri Demirdoven, Managing Director at Accenture Strategy, added: ‘By 2060, all scenarios point to 
an increase in demand for gas, as well as possible peak demand for oil within the 2035 -2045 
timeframe. Leading companies across all scenarios will be those that adapt quickly and take two 
urgent steps – rethink the balance of their energy portfolio, and utilise business and digital 
technologies to transform how they deliver work and organise and manage performance across their 
business.’ 
 
Call for Energy 2.0 
Discussing the transition from fossil fuels to a sustainable energy supply model, as outlined in the 
roadmap, according to Amin Nasser, President and CEO of Saudi Aramco, during his keynote speech 
on the second day of the 23rd World Energy Congress. 
 



‘Incremental improvements will not be enough. We need transformational improvements,’ he said, 
calling the new roadmap ‘Energy 2.0’ 
 
‘New discoveries are more challenging and more expensive to develop. Fields are increasingly 
mature and difficult to operate,’ Nasser said. Pointing to almost $1tn in cancelled or deferred 
development project, the Saudi Aramco Chief said that the global oil supply growth ‘risks falling 
behind demand over time’, which would have grave impact on the world’s economy. 
 
Talking about the road map for the current transitional period, Nassar highlighted three key 
components for business – to continue adequate and timely investment in the supply of oil and gas, 
maintaining strong financial capacity and resilience, and sufficient investment in innovation and 
technology. 
 
Nasser also touched upon Saudi Arabia’s Vision 2030, saying Saudi Aramco was studying 
downstream opportunities in Turkey as part of the Kingdom’s diversification plans. Additionally, he 
announced that the company was going to sign MoUs with Turkish contactors for construction work 
in Saudi Arabia. 
 
Current primary energy demand is 280mn boe, of which 80% is met by fossil fuels. By 2040, that 
demand will be 360mn boe, with 75% met by fossil fuels, Nasser said. 
 
‘Demand in fossil fuels in absolute terms will continue to rise, even though its share will drop,’ he 
added. 
 
The US and China recently released detailed plans for reducing their governments’ support for fossil 
fuel production and use, as they announced their ratification of the COP21 climate change deal 
struck in Paris last December. 
 
The policy promises from Washington and Beijing have emerged from voluntary peer reviews 
chaired by the Organisation for Economic Cooperation & Development (OECD). The resulting reports 
include self – criticism of the two countries’ past support for fossil fuels and details reform 
proposals. 
 
The Chinese report highlights nine policies for change, mostly exemptions from excise or land use 
taxes that benefit fossil fuels. Three subsidise power or heat generation, and the largest – worth 
$15bn annually according to the OECD – subsidises fossil fuels use for transport. 
 
The US report identifies 16 fossil fuel support policies for reform. Most of these threatened policies 
are special tax breaks helping upstream fossil fuel development, such as the exploration, 
development and extraction of oil or natural gas. 
 
The OECD welcomed the moves. Secretary – General Angel Gurria said: ‘Reforming policies hat 
support the production or consumption of fossil fuels is a vital step in the global effort to 
substantially reduce emission of carbon dioxide and other greenhouse gases.’ 
 
The US and Chinese moves make it more likely that the COP21 deal will be ratified by the minimum 
55 countries representing at least 55% of global emissions required for the agreement to come into 
force, before 20 January 2017. That is when US President Barack Obama will leave office. Republican 
presidential candidate Donald Trump has said he would oppose the deal if elected. 
 
 



ADB energy loans 
The Manila – based Asian Development Bank has awarded India two loans worth a total of $700mn 
to support renewable energy development and improve energy efficiency by municipal governments 
and the farming community. 
 
The Bank has announced it will provide $500mn in financing for rooftop solar power systems that 
will enable the government to increase access to reliable electricity supplies through renewable 
energy. ADB will also provide financing to Punjab National Bank, one of India’s largest commercial 
banks, to lend to various developers and electricity consumers throughout the country to install roof 
top solar systems. 
 
In additions, ADB has approved a second loan worth $200mn to assist several Indian states install 
energy efficient water pumps used for agricultural irrigation schemes. This project loan together 
with $400mn in funding from the Indian government is expected to save the equivalent of 3.8 TWh 
of electricity a year – equivalent to the annual output of two 300MW coal fired power stations. As 
well as saving energy, the project is expected to improve public safety through increased street 
lighting and could cut costs for farmers who have to pay for electricity used to run irrigation pumps. 
 
Bolstered by the success of moderate factions in the Iranian parliamentary elections earlier this year, 
President Hassan Rouhani is seeking to deliver on his 2013 presidential campaign promises to 
implement economic reforms and attract foreign investment across multiple industries. The 
replacement of the Iranian buy – back contract with the new Iranian Petroleum Contract (IPC) is a 
cornerstone of this foreign policy; designed to help rejuvenate the oil and gas industry which has 
suffered from a lack of investment and access to new technology. 
 
The opportunity is huge. 
 

 Iran has the fourth largest proved oil reserves in the world with an estimated 158bn barrels 
and finding and development (F&D) costs of approximately $8 – 10/b – low cost barrels are 
an enticing prospect in the current low – price environment. 

 It hopes to attract $185bn of investment in respect of the 49 upstream projects to be 
offered to local and foreign investors, which could help recover 28bn barrels of oil and gas 
(according to Wood Mackenzie estimates). 

 Some 29 of the projects will target oil. Many of the projects are developments of existing 
fields and, therefore, carry less risk. These include the partly – developed South Azadegan 
field and Changuleh oil field, each of which is shared with Iraq. Initial awards are expected to 
focus on improving recovery at existing fields through improved / enhanced oil recovery 
methods such as reservoir management and gas injection. 

 Iran is seeking to reclaim its lost market share oil and is targeting pre – sanction production 
levels of 3.8mn b/d in the near – term and an increase to 5.7mn b/d by the end of 2020. 

 
However, it is critical that the terms of the IPC are sufficiently attractive to potential investors. 
Political infighting between moderate and ultra – conservative politicians has resulted in continued 
delays to the introduction of the IPC (originally planned for January 2016), as well as uncertainty 
over its terms. Rouhani faces significant opposition from hardliners and powerful regime forces such 
as the Revolutionary Guards, who control large parts of the Iranian oil industry. With the presidential 
elections set for May 2017, the perceived success or failure of President Rouhani’s reforms will be 
pivotal in determining whether Iran continues to liberalise or retrenches to a ‘resistance economy’ 
of self – reliance. The clash between hardliners and moderates, therefore, has greater implications 
than the adoption of the IPC, but nevertheless has the potential to undermine its success. 
 



IPC versus buy – back 
The Iranian constitution vests ownership of Iranian natural resources in the government and is 
interpreted as prohibiting the granting of concessions and the adoption of a production – sharing 
regime. As a result, from the mid – 1990s onwards, Iran has awarded upstream contracts under the 
buy – back regime. The buy – back contract was a short – term risk service agreement whereby the 
international oil company (IOC) was engaged as a contractor to develop the field through to the 
achievement of a specified production threshold. Once achieved, the field – related infrastructure 
and operatorship were handed over to the National Iranian Oil Company (NIOC). 
 
The IOC carried all of the exploration, appraisal and development costs of the field in return for 
recovery of the budgeted capital costs for the project plus a remuneration fee (being an agreed IRR 
on those costs). This was only payable during a fixed period of between five and 10 years following 
achievement of the production threshold. The IOC was to be paid either in cash or in kind by setting 
– off the amounts due against the cost of purchasing the field’s production under a long – term sales 
agreement. 
 
The buy – back regime proved unpopular with IOCs and suffered from a number of deficiencies 
when compared with other contract structure: 
 

 The IOC was exposed to significant financial risk with Total, Shell and Eni making losses 
under the buy – back contracts. 

 As the IOC was remunerated by reference to the costs incurred, there was no incentive to 
exceed production targets and no mechanism to share in any increase in the prevailing oil 
price. 

 The IOC was not entitled to book the reserves of the field, as it only had an interest in 
receiving payment as opposed to an interest in the reserves themselves. 

 
Although the exact terms of the IPC are still to be made public, the administration has outlined the 
key features since the launch conference which took place in Tehran in November 2015. The IPC is 
intended to be a hybrid agreement, incorporating some of the benefits of the production sharing 
model. 
 
While it remains a risk service agreement, the IPC will apply to the life of the field with a term of 20 
to 25 years. Crucially, the IOC will remain involved during the production phase and be entitled to 
share in the production upside through a base service fee which reflects the volumes produced and 
prevailing market prices (subject to a cap). A higher service fee is available to incentivise high risk 
exploration and reward incremental production from Greenfield and Brownfield sites. In addition, an 
‘R’ factor adjustment mechanism will be applied to help accelerate returns prior to payback (by 
increasing the fee when the ratio of receipts to costs incurred is less than one). The remuneration 
may be paid in cash or in kind. 
 
One of the aims of the IPC is to encourage the transfer of technology and know – how to the 
indigenous industry. The IOC is therefore, required to enter into a joint venture with an Iranian 
partner during the exploration and appraisal phase, and a separate joint venture in the development 
and production phase, with the partner holding at least a 51% interest. It is not clear whether the 
Iranian partner(s) will pay or by carried in respect of its share of costs. An initial list of eight pre – 
approval partners was published in July, which notably included Khatam al – Anbiya (KAA), the 
Revolutionary Guards’ construction division. KAA remains on the OFAC Iran – related Specially 
Designated Nationals (SDN) blacklist. In additional, at least 51% of the value of the project must by 
contracted locally under local content requirements. 
 



The capped cost regime is to be replaced by a annual work programme and budgeting process. The 
IPC will enable full cost recovery against these agreed budgets, with costs being amortised over an 
initial period of five to seven years, but which is capable of extension with the agreement of NIOC. 
Cost recovery and fee payments are to be limited to 50%of the total revenues derived from 
production from the field. 
 
IOC’s will still not be able to book reserves, although the IPC will permit the transfer of ownership in 
hydrocarbons at a specified delivery point. This is a compromise designed the value the IOC to 
recognise the value of the hydrocarbons to be received under a long – term contract. 
 
On 4 October 2016, NIOC entered into heads of agreement with an Iranian company, Persia Oil and 
Gas Industry Development Company (with links to Supreme Leader Ayatollah Ali Khamenei), to grant 
the first IPC. The IPC will be in respect of the development of the Kupal, Marun and Yaran onshore 
fields with the aim of boosting existing production by 75,000 b/d applying enhanced oil recovery 
techniques. 
 
On 17 October, NIOC commenced the pre – qualification round for IOCs to apply for qualification to 
tender for IPCs. They will be scored on the basis of their credit rating, domestic and overseas 
production over the last three years and technical capability (with a greater weighting given to the 
recovery factor achieved). The pre – qualification round closes on 19 November with successful 
applicants due to be announced on 7 December. 
 
Risks and challenges 
While the opportunities are significant, they are not without risk.  
 
The US embargo and OFAC Iran – related Specially Designated Nationals (SDN) blacklist remain in 
place, with the consequence that US persons remain generally prohibited from doing most business 
with Iran, foreign entities which are owned or controlled by US persons face significant restrictions, 
US dollar transactions may not be processed by or through the US financial systems, and US and non 
– US persons may not engage in transactions involving individuals and entities on the SDN list (such 
as KAA) 
 
There is also a risk that US and EU nuclear – related sanctions may ‘snap back’ if Iran fails to comply 
with its ongoing obligations under the joint Comprehensive Plan of Action, such that companies 
mush again exit their investments in Iran. In addition, the outcome (and impact) of the US 
presidential election in November 2016 is unclear. 
 
Meanwhile, regime change following the May 2017 presidential elections could result in a ‘u – turn’ 
in Iranian foreign policy and adverse changes to the petroleum and / or fiscal regime. 
 
The risk of corruption is also high in Iran, scoring 27 out of 100 (with zero being highly corrupt) in 
Transparency International’s corruption perception index. Furthermore, due to the lack of 
technology, here is likely to be a paucity of high quality data in respect of the projects to be 
tendered and the integrity of existing facilities would need to be verified. 
 
In the longer term, prospects may be affected by changes in Iran’s OPEC production quota or a lack 
of commensurate investment in midstream and downstream facilities. 
 
Investors should, therefore, re – enter Iran their eyes open; balancing the geopolitical risk, with the 
potential reward of low – cost reserve. 
 



The latest BP Statistical Review of World Energy (June 2016) clearly shows that in 2015 oil demand 
growth across the Asia – Pacific region was strong at over 4%, reflecting the impact of lower oil 
prices in what is a major oil importing region. In contrast, gas demand was mixed, with regional 
growth of just 0.5% - although this concealed both large gains and large declines. 
 
A number of additional countries in the region reported refinery capacity and refinery utilisation for  
the first time in this year’s Review, providing a rather more detailed view of development around 
the Asia – Pacific. The region only produces 24% of its oil requirements but its refinery capacity more 
than covers regional demand. 
 
Additional reserves needed 
Global oil reserves declined slightly in 2015 and those in the Asia – Pacific region were either 
unchanged or marginally lower. Reserves to production (R/P) ratios need to be treated with some 
caution but a figure of under 20 usually means additional reserves need to be proved up if output is 
to be expanded. Chain, India, Indonesia and Malaysia are in this situation. 
 
Production rose in China in 2015 but has been falling this year (2016). Indian and Indonesia 
production declined in 2015 by 1.1% and 3% respectively. However, in December 2015 ExxonMobil 
started up to offshore Banyu Urip oil field. Production is set to peak at 130,000 b/d and will make up 
20% of Indonesia’s 2016 oil output target. 
 
Meanwhile, in Malaysia, despite a low R/P ratio, Petronas and others managed to expand 2015 
production by an impressive 6.9%. Thailand’s R/P ratio of just 2.3 years is largely incomprehensible, 
particularly as production grew by 6% in 2015. The only logical conclusion is that Thai oil reserves are 
greatly understated. 
 
Vietnam’s oil production fell by 3.4% despite a healthy R/P ratio, indicating a lack of developments. 
The same pattern is seen even more intensely in Australia, where output fell by a spectacular 10.9% 
on lack of development activity rather than a lack of reserves. 
 
For the Asia – Pacific region as a whole, oil production barely increased in 2015. However, oil 
demand growth of 4.1% in the region in 2015 meant dependence on oil imports increased. 
 
In terms of oil demand growth in 2015, the largest regional gains were seen for the Philippines 
(14.3%), Pakistan (10.5%), Vietnam (8.4%), India (8.1%) and China (6.3%). Solid growth was also seen 
in Singapore and South Korea. These gains compare with a global average growth of 1.9%. Indonesia 
and Japan saw consumption declines of over 3% and Bangladesh of just under 3%. 
 
Gas prospects 
Meanwhile, gas reserves in China and Myanmar were increased by significant amounts, but all other 
changes were small. R/P ratios suggest Bangladesh, Malaysia and Papua New Guinea need to prove 
up more reserves. Thai gas reserves, like their oil reserves, appear unnaturally low or more needs to 
be proved up. 
 
The stars of increased gas production in 2015 were ‘Other Asia – Pacific’ (21.8%), Myanmar (16.4%), 
Bangladesh (12.2%), Australia (9.4%), Brunei (7.1%), China (4.8%) and Vietnam (4.4%). Rather less 
good news was the 3.8% decline in Indian gas production and the 5.4% fall the Thailand. Indonesian 
output was marginally lower in 2015. 
 
Growth in regional gas consumption was distinctly mixed, ranging from a 12.2% gain in Bangladesh 
to an 8.7% decline in South Korea. There is no clear pattern to the changes, although some of the 



more developed economies appear to be recording declines. Examples are Australia (-4.5%), Japan (-
3.9%), New Zealand (-7.4%) and the previously noted South Korea (-8.7%). However, consumption 
rose by 7% in Taiwan and 4.7% in China, but fell by 0.1% in India and 2.7% in Indonesia. 
 
Approaching self – sufficiency 
The two columns recording self – sufficiency in are the tabulation of production divided by 
consumption. This means ratios of over 1.00 indicate an exporter while one of under 1.00 indicates a 
net importer. In terms of oil there are now no net exporter in the regions. The two countries nearest 
to self – sufficiency are Vietnam and Malaysia, which are 86% and 83% self – sufficient. In contract 
Indonesia is now contrast Indonesia is now at only 51% and, overall, the Asia – Pacific region is just 
26% self – sufficient in oil. The largest regional producer and consumer, China, is now just 36% self – 
sufficient, while Indian self – sufficiency was down to just 21% in 2015. 
 
This means the Asia – Pacific region is becoming ever more dependent on oil imports and levels of 
economic activity increasingly depend on the price of those imports being low enough to stimulate 
economic growth. 
 
In terms of gas the situation is rather easier, with Australia, Indonesia and Malaysia continuing to be 
very significant gas exporter, predominantly as LNG. Although Indonesia exports are starting to 
decline and Malaysian exports are unlikely to grow, Australia is on course to become one of the 
largest, if not the largest, of LNG exporters early in the next decade. Overall the Asia – Pacific region 
is just under 80% self – sufficient. China is at 70%, India at 58% and Thailand at 75%. This means all 
three countries are already significant importers of gas and are likely to be importing even more in 
the future. 
 
Refining capacity 
Refinery capacity in the Asia – Pacific region declined marginally in 2015, losing 0.4%. Refinery 
utilisation in the region grew by 4%, improving the economics of refining in the region. The largest 
changes year – on – year were the 17.4% decline in Australian refinery capacity and the associated 
20.7% decline in utilisation rates. This reflects the large volumes of low priced product available in 
the region which Australia is increasingly importing. The largest single increase in utilisation rates 
was seen in the Philippines, with a 26.2% increase. Vietnam increased rates by 16.1%, Singapore by 
12.7%, Pakistan by 10.8% and South Korea by 10.6% although capacity was unchanged in all five 
countries. China increased capacity by 1.1% and utilisation by 5%. Indian capacity was marginally 
lower but utilisation rates increased by 2%. 
 
These latest statistics confirm the positive impact of lower oil and gas prices in the less developed 
economics, while the declining consumption trend in the most develop economies appears 
unaffected by lower prices. 
 
 


