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BP recently signed a second production sharing contract (PSC) for shale gas exploration, 
development and production with China National Petroleum Corporation (CNPC). The PSC covers an 
area of approximately 1,000 sq km at Rong Chang Bei in the Sichuan Basin. In March 2016, BP and 
CNPC signed their first shale gas PSC on the adjoining Neijiang – Dazu block. As with the earlier 
contract, CNPC will operate the Rong Chang Bei PSC. 
 
Tullow Oil reports that drilling and testing of the Cara prospect in licence 636 in the Norwegian 
North Sea has completed. The operator estimates between 25mn boe and 70mn boe have been 
discovered. The project partners will now evaluate the possibility of linking this discovery to existing 
infrastructure at the nearby Gjoa field. Engie E&P Norge is the operator of licence 636, with a 30% 
stake. The other partners are Tullo Oil Norge (20%), Idemitsu Petroleum Norge (30%) and Wellesley 
Petroleum (20%). 
 
Rosneft is to join as an equal partner in BP’s ongoing project with Schlumberger’s seismic business. 
westernGeco, to develop innovative cableless onshore seismic acquisition technology. The 
technology aims to revolutionise the design and acquisition of 2D and 3D seismic surveys, which in 
turn will improve subsurface imaging and the efficiency of exploration, appraisal and field 
development. 
 
On 23 October 2016 some of the most expensive oil ever lifted from the depths of the earth will 
start to flow from artificial production islands at Kashagan, in the shallow northern Caspian Sea. 
 
The low key nature of the official inauguration announcement in mid – September by Kanat 
Bozumbayev, Kazakhstan’s acting Minister of Energy, reflected a residual nervousness about an 
immensely ambitious and challenging project which has cost $53bn and taken 16 years to reach this 
point after endless delays, expensive modifications and a serious false start three years ago. 
 
Declared commercially viable in 2000, and originally projected to cost around $10bn and start 
production in 2005, the key members of the original consortium (Eni, Shell, Total and ExxonMobil) 
sank so much money into the unexpectedly difficult early years that they found themselves locked in 
by the weight of sunk costs. They decided they had no alternative but to keep pouring money and 
people into the project. 
 
BP and BG were amongst the original pioneers, seen as the flagship project for western oil 
companies in the post – Communist world. But both cut their losses early on, as did ConocoPhillips a 
few years later when it took advantage of China and India’s rising appetite for Caspian oil and gas to 
sell its relatively small 8% stake for $5bn five years ago. 
 
With global oil prices high, and expected to go higher at the time, the Kazakh government took 
advantage of Conoco’s withdrawal to bring in the Chinese, also demanding an equal stake for 
Kazmunaigas (KMG), the state oil company, alongside the four main shareholders. 
 
KMG’s equal stake created a five company core ownership block, flanked by China National 
petroleum Corporation (CNPC) with an 8.33% stake, and Japan’s Inpex, with 7.56%. This cut the big 
four international oil companies’ individual interests to 16.8 each, while also saddling KMG with an 
equal share in the continuing financial burden. This had the unintended consequence of nearly 
crippling the state company. 
 



CNPC and Inpex have also had to bear their share of the ongoing investment, including the $3bn cost 
of replacing the leaking original pipes carrying hot, corrosive oil laced with hydrogen sulphide and 
other deadly gases from the offshore production islands to the giant onshore processing plant at 
Eskene, 35km from the Kazakh oil capital of Atyrau. 
 
Having already spent $53bn, much of it on the logistical nightmare of bringing staff and equipment 
through over loaded Russian roads, railways and annually frozen rivers and canals, the shareholders 
will still only benefit from a relative trickle of oil in the early cautious stages. Production is expected 
to rise to around 100,000 b/d next year, according to government estimates. Although Eni has a 
more optimistic assessment of as much as 350,000 b/d. The prospect of rising output from the first 
stage of Kashagan has already served to boost OPEC’s forecast of global surplus production 
continuing into 2017 amid expectations that oil prices will remain ‘lower for longer’. 
 
Whether Kashagan will ever make money for its investors remains a moot point, however. With at 
least 10bn barrels of recoverable oil in the various fields of the Kashagan concession area, Kashagan 
was conceived as a 100 year long money spinner – especially for the Kazakh government, which 
takes over ownership once the 45 year production sharing agreement comes to an end. 
 
Furthermore, whether the original western oil companies will stay on and pour more money into 
future capacity upgrades is also debatable, depending on many variables of which the rend of global 
oil prices in only one. 
 
Originally conceived as supplying oil to Europe through Russian pipelines, the rise of China as the 
world’s biggest importer, coupled with the expected growth of oil demand in India and the return of 
Iran as a global player, could well mean that Asia becomes the main consumer of future Kashagan oil 
– and much of it is likely to reach Asia via Iran. 
 
The Kazakh and Iranian governments are discussing plans for a joint refinery in Kazakhstan’s oil rich 
Mangyshlack peninsular to refine Kazakh oil for shipment to Iranian ports on the southern shore of 
the Caspian. Refined products would be sold in populous Teheran and northern Iran. Equivalent 
volumes of Iranian crude from its southern oil fields would then be made available to Kazakhstan at 
Iran’s southern ports for delivery to Asian markets. Such a swap would cut the need for expensive 
pipelines in both countries whose oil production areas are far distant from markets. 
 
First production from Gulf of Mexico Stones field 
Shell commenced production from the Stones development in the Gulf of Mexico last month. The 
Stones project is expected to produce around 50,000boe/d when fully ramped up at the end of 
2017. 
 
The host facility for what is claimed to be the world’s deepest offshore oil and gas development is a 
floating production, storage and offloading (FPSO) vessel. It is the thirteenth FPSO in Shell’s global 
deepwater portfolio and produces through subsea infrastructure beneath 9,500 feet (2,900 metres) 
of water. 
 
‘Stones is the latest example of our leadership, capability, and knowledge which are key to profitably 
developing our global deepwater resources,’ said Andy Brown, Upstream Director, Royal Dutch Shell. 
‘’Our growing expertise in using such technologies in innovative ways will help us unlock more 
deepwater resources around the world.’ 
 
Stones, which is 100% owned and operated by Shell, is the company’s second producing field from 
the Lower Tertiary geologic frontier in the Gulf of Mexico, following the start up of Perdido in 2010. 



 
The project demonstrates the company’s commitment to realising significant cost savings through 
innovation. It features a more cost – effective well design, which requires fewer materials and 
lowers installation costs; this is expected to deliver up to $1bn reduction in well costs once all the 
producers are completed.  
 
The FPSO is also specially designed to operate safely during storms. In the event of a severe storm or 
hurricane, it can disconnect and sail away from the field. Once the weather event has passed, the 
vessel will return and safely resume production.  
 
Shell’s global deepwater business is a growth priority for the company and currently produces 
600,000 boe/d. Deepwater production is expected to increase to more than 900,000 boe/d by the 
early 2020s from already discovered, established reservoirs. 
 
Three other Shell – operated projects are currently under construction or undergoing pre – 
production commissioning – Coulomb Phase 2 and Appomattox in the Gulf of Mexico, and Malikai in 
Malaysia. 
 
Earlier this year Shell unveiled plans to sell 100% of its record title interest in Gulf of Mexico Green 
Canyon blocks 114, 158, 202 and 248, referred to as the Brutus / Glider assets, to EnVen Energy 
Corporation. In line with Shell’s global divestment plans, this transaction includes plans, this 
transaction includes $425mn in cash. The transaction is expected to close this month. 
 
The Brutus / Glider assets include the Brutus tension leg platform (TLP), the Glider subsea 
production system, and the oil and gas lateral pipelines used to evacuate the production from the 
TLP. The assts have a combined current production estimate of approximately 25,000 boe/d. 
 
US warns over strategic petroleum reserve capability 
Ageing US infrastructure and changing pipeline flows are affecting the country’s ability to draw on its 
Strategic Petroleum Reserve (SPR), reports Argus Global Markets. 
 
The US Energy Department, which published a review of its emergency stocks management on 7 
September 2016, said the SPR could fail to meet its International Energy Agency (IEA) collective 
response obligation in the event of a global supply shock. 
 
Crude released from SPR sites is traditionally moved by pipeline to midcontinent refineries. But the 
midcontinent now relies on US shale oil supply and Canadian imports, and would not need SPR crude 
to continue operating. Pipeline capacity remains sufficient to meet the 4.42mn b/d drawdown target 
from four underground storage sites in Texas and Louisiana. But any shipments from the five marine 
terminals near the SPR sites would have to compete for dock space with domestic crudes or imports.  
 
The US could provide 44% of the global SPR release in response to a global market disruption, the US 
Energy Department said. The US could draw down reserves to respond to hypothetical disruptions in 
Mexico and Venezuela, because import losses from those countries to US Gulf coast refiners would 
free up marine terminal space for the SPR release. But crude releases from the SPR would fall up to 
1.7mn b/d short of IEA expectations in the event of supply disruptions in the Mideast Gulf because 
of terminal capacity restrictions. 
 
US SPR stocks are expected to fall in the next decade from 695mn barrels at present as the 
government sells crude from the reserve to pay for its modernisation. The US Energy Department 
has reported that it would not need any more than 600mn barrels, given the projected trends in US 



oil demand and production. That level will still exceed the IEA’s requirement to meet 90 days of net 
daily imports. 
 
 
 
 
 


