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The Australian government has pledged to cut greenhouse gas emissions by at least 26% by 2030, it 
was announced last month. Prime Minister Tony Abbott’s government said it hoped to curb 
emissions by as much as 28% from 2015 levels over the next 15 years, joining other nations in 
setting a goal ahead of UN climate talks in Paris in December. 
 
Kenya and Uganda have agreed on the route of a planned oil pipeline, it has been reported. The 
pipeline will run for about 1,500 km from Uganda’s Hoima district, then pass through the Lokichar 
Basin in northern Kenya and on to the Kenyan coastal town of Lamu. The export project remains 
subject to financing and security guarantees from Kenya, the Ugandan presidency said in a 
statement. The governments also agreed on building a reverse – flow pipeline that will carry 
imported petroleum products from Kenya’s port of Mombasa through Eldoret to Kampala. Moving 
in the opposite direction, the pipeline will take fuel from a refinery in Uganda to the Kenyan coast. 
 
Malaysia’s and Brunei are reported to have agreed on the way in which they will implement an 
agreement on oil gas exploration in the overlapping area offshore blocks CA1 and CA2. The 
agreement was a follow up to an Exchange of Letters, signed by both countries in 2009 to resolve 
the issue of the overlapping area in the two blocks. 
 
The US Energy Information Administration (EIA) has lowered its 2015 US crude oil production 
growth forecast to 650,000 b/d, down from 750,000 b/d, and also expanded the expected 
production decline for 2016 to 400,000 b/d from 150,000 b/d previously. While US crude oil 
production this year is expected to by 100,000 b/d less than previously forecast, oil output is still 
on track to be the highest since 1972, the EIA said. 
 
OPEC production reaches three – year high 
Oil production from OPEC totaled 31.4mn b/d in July, up 120,000 b/d from June’s 31.28mn b/d, 
according to the latest (12 August) Platts survey of OPEC and oil industry officials and analysts. 
Kingpin producer Saudi Arabia accounted for most of the increase, pumping an additional 100,000 
b/d to take its July output to 10.45mn b/d. Smaller increases of 50,000, 30,000 and 20,000 b/d 
came from Angola, the United Arab Emirates (UAE) and Iran, while Algeria, Libya and Nigeria 
shaved output by a collective 80,000 b/d. 
 
The July total is the highest volume pumped by OPEC since August 2012, when the survey 
estimated the group’s output at 31.54mn b/d. Then, however, OPEC was trying to reduce 
production towards the 30mn b/d ceiling that had come into force in January 2012. That ceiling 
remains OPEC’s official output volume, but there is no mechanism in place to enforce it. 
 
Indeed, despite oil prices having slipped below $50/b and with the prospect of additional crude 
flows from Iran in a few months’ time, there is no sign that OPEC’s Saudi – driven market share 
policy is about to change in the short term, notes Margaret McQuaile, Senior Correspondent for 
Platts. 
 
On 14 July, Iran and six world powers reached a landmark nuclear deal, which, if finalized in 
December, should see sanctions lifted, including those that have slashed Tehran’s crude exports to 
around 1mn b/d from previous levels of 2.2 – 2.3mn b/d. Iran says it can supply an additional 1mn 
b/d within six months of the removal of sanctions and has made it clear that boosting exports to the 
still – growing markets of Asia will be a priority. But competition is already rife in Asia as suppliers 
from far afield try to find new markets for barrels no longer needed in the US and with Iraq already 



exporting its increased southern production eastward. Furthermore, there’s another producer 
challenging the traditional supply rankings in Asia – Russia. 
 
Saudi Arabia has been producing at elevated levels above 10mn b/d since March. Oil Minister Ali 
Naimi said in April that he expected production to continue at around 10mn b/d. 
 
Libyan production, meanwhile, slipped to 390,000 b/d in July, from 410,000 b/d in June, as 
technical problems at fields in the east of the country continued to keep output down. There had 
been hopes that production would rise quickly after an end – June agreement with tribal leaders to 
reopen a key oil pipeline linking the major Sharara and Elephant oil fields to export infrastructure 
and the lifting of a six – month force majeure at the Ras Lanuf export terminal. However, the 
Petroleum Facilities Guards, which protect the 220,000 b/d capacity export facility at Ras Lanuf, 
said they would not allow any vessel to dock there to load crude as they had not had explicit 
instruction from the officially – recognized, Tobruk – based government to allow exports to resume. 
Despite hopes of a breakthrough at Sharara and Elephant, no oil has begun to flow. 
 
BG Group starts up sixth FPSO in Santos Basin 
BG Group has announced first oil from the Cidade de Itaguai floating, production, storage and 
offloading (FPSO) vessel, the sixth unit to start production across the Group’s significant discoveries 
in the Santos Basin, offshore Brazil. The FPSO will produce from the Iracema North area of the Lula 
field in the Petrobras – operated BM – S – 11 block. Anchored 240km off the coast of Rio de Janeiro, 
the Cidade de Itaguai is approximately 2,220 metres above the ocean floor. It is the second leased 
FPSO deployed on the Iracema development and will double gross production capacity to 
300,000b/d of oil and 16mn cm/d of natural gas from the area. The FPSO will also be able to store 
1.6mn barrels of oil. 
 
BG Group has a 25% interest in block BM – S – 11, Petrobras holds a 65% stake and Petrogal Brasil 
10%. BG Group also holds a 30% interest in block BM – S – 9 (Petrobras, operator, 45%; Repsol 
Sinopec Brasil, 25%). 
 
Lubricant Virtual first 
Shell claims to be the first company in the lubricants sector to launch an artificial intelligence – 
driven service for trade channels – Shell Virtual Assistant. It is an interactive one – stop – shop on 
the Shell website where distributors can ask common lubricant – related questions, available 24 
hours a day, seven days a week. 
 
Distributors type in their question via an online message window, and avatars Emma and Ethan 
reply back with an appropriate answer within seconds. The interaction is similar to a chat 
conversation, but instead of a live person on the other end, it is all done through artificial 
intelligence via a technology known as Natural Language Interaction. This technology allows 
interaction using normal, everyday language and is also in use in certain popular personal assistant 
applications. 
 
Major’s free cash flow tightens  
Investors are concerned that more needs to be done to narrow funding gaps 
Lower oil prices squeezed the oil and gas company major’s free cash flow in the first half of this 
year, raising concerns among investors that more needs to be done to narrow funding gaps, reports 
Petroleum Argus. 
 



The majors reassure their shareholders that the benefits of their cost – cutting and capital efficiency 
programmes will become increasingly evident in the second half of this year and beyond. Job cuts 
have already contributed to a structural reduction in operating costs this year, while project 
deferrals are driving capital expenditure (capex) down compared with last year. However, the 
continued deflation of supply chain costs offers the potential for more cuts, highlighted by Shell and 
BP recently lowering their 2015 capex budgets. The other majors are sticking to their capex 
guidance for this year, although ExxonMobil see ‘a downward vector’ on its $34bn budget, and Total 
expects to be at the lower end of its $24bn - $26bn forecast. 
 
Chevron is under more pressure than most to rein in investment, after its free cash flow dipped into 
negative territory in January – June, despite almost $5bn of asset sales. But the company will 
struggle to come in under its $35bn capex budget, after setbacks at some key projects. 
 
Meanwhile, potential strike action and weather disruptions threaten to push the start – up of the 
15.6mn t/y Gorgon LNG plant in Australia to early next year from this year. Delays in the delivery of 
some of the modules for the 8.9mn t/y Wheatstone LNG project in the country have cast doubt over 
its planned 2016 start – up. Furthermore, the Big Foot field in the deepwater US Gulf of Mexico will 
not begin operations until 2018 at the earliest, following problems with the platform’s tendons. 
Chevron had aimed to start the project this year. 
 
The firm has attempted to deflect attention away from its short – term problems by reiterating from 
free cash flow in 2017. Chevron assumed a $70/b oil price when it announced the plan in March. 
However, the company is confident of hitting the target ‘at whatever the ensuing price is’ in 2017. 
‘You will see even more significant cost savings and even greater cuts in capital, if a lower price 
environment persists for longer,’ Chevron Chief Financial Officer Pat Yarrington says. The company 
may have to fall back on asset sales as well, if oil prices are below $70/b. Chevron will wait until 
next year before deciding whether to raise its $15bn divestment plan for 2014 – 2017. It has 
already sold $11bn of assets. 
 
ExxonMobil has a clearer path to cash flow neutrality than its peers. But it may struggle to achieve it 
this year. The firm generated $4bn of free cash flow in the first half of this year, but it distributed 
$8bn to shareholders in dividends and share buy – back programme to $500mn this quarter from 
$1bn in April – June. 
 
As reported in the August issue of the EI’s e-bulletin Energy Network, Shell is seeking to reassure 
investors it can withstand and extended period of lower oil prices – even through its planned 
acquisition of BG Group – unveiling plans to axe 6,500 jobs this year and step up spending cuts. 
 
Updating shareholders and investors at a presentation in London, Shell’s Chief Executive Officer 
Ben van Beurden announced profits of $3.4bn in the three months to 30 June 2015 – a 37% 
decrease compared with the same quarter last year. ‘Shell’s integrated business and our 
performance drive are helping to mitigate the impact of low oil prices on our bottom line. We’re 
successfully reducing our capital spending and operating costs, and delivering a competitive 
performance in today’s oil market downturn,’ van Beurden stated. 
 
However, the company announced it expected 6,500 staff and direct contractor reductions globally 
this year as it deals with a current oil price of about $53/b – sharply down from about $110/b a 
year ago. ‘We have to be resilient in a world where oil prices remain low for some time, whilst 
keeping an eye on recovery. We’re taking a prudent approach…,’ he said. 
 



Van Beurden hinted at further spending cuts if economic conditions worsened. ‘Today’s oil price 
downturn could last for several years, and Shell’s planning assumptions reflect today’s market 
realities,’ he explained. 
 
The announcement aimed to reassure investors that Shell’s planned purchase of BG Group for 
£47bn, announced in April, ‘should enhance our free change Shell into a simpler and more 
profitable company’. The deal remains on track for completion in early 2016 as planned, and 
progress is being made with the regulatory approvals process, although Australia, China and the 
European Union have not yet given approval. It is expected that capital investments in 2016 will be 
$35bn, Shell said, with the deal expected to generate pre – tax benefits of around $2.5bn /y, starting 
in 2018. 
 
The company also announced that it will sell a 33% stake in its Japanese business, Showa, to 
petrochemical group Idemitsu for approximately $1.4bn. 
 
Meanwhile, Centrica is set to cut 6,000 jobs and sell up to £1bn worth of upstream and wind assets 
by 2017. The UK’s largest utility looks to focus on energy supply and services, with cost cuts 
expected to save around £750mn/y by 2020. Around 2,000 jobs are expected to credited in new 
business areas. It was announced that the North Sea would remain operations, but Canadian 
operations would no longer by core to the business, whilst plans to sell upstream assets in Trinidad 
and Tobago were reiterated. Uncertainty over government support for renewable had increased the 
risks involved in wind projects, chief Executive Iain Conn stated. 
 
Brussels clears Polish gas line subsidies  
The European Commission (EC) has approved the payment of subsidies worth €758mn to build 
nine gas pipelines within Poland, boosting local distribution and gas flows across the country to 
other European Union (EU) member states, writes Keith Nuthall. 
 
This public money will cover 64% of total investment costs in these projects, with funds coming 
from the European Regional Development Fund’s (ERDF) infrastructure and environment 
operational programme 2014 – 2020. Polish transmission system operator Gazociagow 
Przesylowych GAX System S (GAZ – System) will finance the remaining costs. 
 
The EC had to rule on whether this subsidy complied with EU state aid rules because member states 
decide how ERDF funds are spent – and Brussels must ensure they do not give companies unfair 
advantage in the EU market.  
 
Here, the EC decided the subsidies were wise, following EU environmental and energy guidelines. 
EU Competition Commissioner Margrethe Vestager said: ‘Interconnections enable energy flows 
between countries, improve cross - border connections and allow diversification of gas supply 
sources.’ 
 
The gas pipeline that will be built between 2016 and 2022 as a result are the Zdzieszowice – 
Kedzierzyn Kozle – Tworog pipeline; Szczecin – Gdansk gas pipeline (stage V Goleniow – Ploty); the 
Pogorska Wola – Tworzen line; Tworog – Tworzen; Lesniewice Lodz; Rembelszczyzna – Mory – 
Wola Karczewska; Wronow – Rembelszczyzna; Wronow – Kozienice; and the Lewin Brzeski – Nysa 
pipeline. 
 



Five of these project will connect Poland to foreign gas supply sources from the Baltic, Adriatic and 
the Black Seas, distributing it to the rest of Europe via a ‘North South Gas interconnection priority 
corridor’ identified in EU infrastructure development plans. 
 
The others will boost security of supply in Poland by eliminating bottlenecks and providing 
additional capacity to the existing gas networks, said a Commission note. It cited analysis showing 
GAZ – System’s expected income from the new pipeline will cover its costs over 25 years. If it had 
shouldered all the costs, transmission tariffs would have risen 22.34%, ‘which would not have been 
sustainable’, said the EC. 
 
Middle East 
Saudi Arabia is targeted by terrorism,’ admitted the Saudi Interior Minister. Major General Mansour 
Al – Turki, earlier this year, confirming that the oil and gas installations of Saudi Aramco could 
become the focus of Islamic State (Isis) actions. Accounting for 14% of global annual crude oil 
production and holding 16% of total reserves, the disturbing scenario of the Kingdom of Saudi 
Arabia coming under sustained infiltration from Jihadi militants has become a stark reality since 
January. Together with other Middle East and North African producers, this highly volatile area 
accounts for 33% of world annual output and almost half of global reserves. 
 
Uppermost in the minds of the Saudi authorities in recent years has been a reversal of the widely 
held image of a country that actively supports terrorism. What still rankles is the 9/11 Commission 
report on terrorist financing that accused both Saudi Arabia and the United Arab Emirates (UAE) of 
failing to choke off support to Al Qaeda. Since then the Saudis have taken action. The open use of the 
Saudi banking system by several thousand charities of which a number were terrorist financing 
fronts is under close scrutiny. The Saudi Arabian Monetary Agency now bars any external financial 
transfer by a Saudi charity and many have been closed down. In 2014, the US Stage Department 
declared that ‘bulk cash smuggling from individual donors and Saudi – based charities has 
reportedly been a major source of financing to extremist and terrorist groups over the past 25 
years’. However, despite the Saudi clampdown, US authorities have recently claimed the funding 
persists. 
 
The first attack against Saudi Aramco’s vital oil processing facility in Abqaiq, which accounts for 
two – thirds of the company’s output, was a failed suicide bid in February 2006 by Al Qaeda in the 
Arabian Peninsula (AQAP). This ‘Grand Central Station’ comprises a 12 pipeline network running 
from Abqaiq to the Qateef Junction in the Eastern Province connecting to the huge refinery complex 
at Ras Tanura, which has a crude distillation capacity of 550,000 b/d. Lines also run into the 
industrial port city of Jubail, the crude oil storage facilities at Jhaymah and Dhahran, and the 
administrative hub for Saudi Aramco operations. Although the projected ‘terror premium’ in the oil 
markets after that 2006 attack never materialized, nearly a decade on the combined threats from 
the Isis affiliates in Saudi Arabia, such as Wilayad Najd, and AQAP are of a greater magnitude. 
Indeed, the situation has recently worsened following Saudi – led coalition air strikes against the 
Shia Houthi Movement forces in Yemen. 
 
Cyber terrorists have already tested Saudi Aramco systems, the major malware attack in August 
2012 locked out 50,000 workstations. RasGas, Qatar’s second largest LNG exporter, was similarly 
infected and the operations for both companies were partly paralysed for several days. Continuing 
cyber terrorism is set to cripple the global energy markets argues a former Chief of America’s 
National Security Agency and the present Director of the CIA. 
 
Fenced in  



In the Kingdom’s attempt to limit the terrorists crossing the porous desert northern border with 
Iraq, the first foundations of a 900 km security fence stretching from Hafar Al Batin, near the Iraq – 
Kuwaiti border, to the north – east town of Tutaif close to Jordan, were laid last September. A 
security fence was first conceived in 1991 during the first Gulf War but it was never built as Saddam 
Hussein retreated from Kuwait and back to Baghdad. Watchtowers with high – tech systems will 
punctuate the security fence, to detect intruders from a considerable distance. 
 
The Facilities Security Force, a contingent numbering 40,000 has been re-equipped to deal with the 
threat. Washington, a long – standing ally to Saudi Arabia, has now approved military commitments 
totaling $97bn since October 2010 and more is forthcoming later this year. Recent orders have 
included Apache and Blackhawk helicopters worth $30bn and a $3.87bn package to upgrade the 
AWAC reconnaissance aircraft and the Patriot air defense system. 
 
Attacked in the Gulf are expected and in the past suicide bombers have had success. In April 2004, 
followers of the Jordanian terrorist leader Abu Musab al Zarqawi caused chaos at the Al Basra and 
the Khawr Al Amaya oil terminals in Iraq. Zarqawi’s network later became the genesis for Isis. 
Worries over missile attacks will worsen the threat to all Gulf shipping. Only late last year did the 
CIA disclose the scale of the US operation to escort Kuwaiti oil tankers through the narrow Strait of 
Hormuz from July 1987 until June 1988 to parry the threat of Chinese – manufactured Silkworm 
missiles from sites in Iran. There were 70 maritime convoys, the largest since WW2, and only two 
tankers were lost. During that time Saudi offshore platforms also came under attack by the Iranian 
Revolutionary Guard in small vessel armed with rocket launchers. No platforms were destroyed 
thanks to US satellite surveillance and assistance. 
 
Another target, suggest security analysts, is the Bab el-Mandeb strait at the southern entrance to 
the Red Sea and the gateway to the Suez Canal. This is a potential choke point as 3.8mn b/d of oil 
cargoes are conveyed via this narrow channel. Only one tanker or LNG carrier can pass each way at 
any one time. AQAP has already demonstrated its bombing capabilities by causing a suspension of 
LNG exports at the Total – operated Yemen LNG facility in Balhaf. 
 
Under threat 
Infrastructure and staff across the Middle East and North Africa have never been more threatened 
Isis needs Baghdad as a precursor for a push into the Basra oil fields with the ultimate goal of an 
outlet to the northern Gulf. Kuwaiti newspapers are already speculating on that terrifying scenario 
as the estimated size of Isis dwarfs the Kuwait army. Models are available, using Open Source 
Intelligence (OSINT) that can now identify energy assets within reach of Isis. 
 
Armed protection for field crews and infrastructure is now the norm across the region but staff can 
never by fully protected against ‘marauding gun attacks’, explained one senior energy insurance 
underwriter to Petroleum Review. There are no – go zones, such as west of Baghdad and in parts of 
Kurdistan where no underwriter will provide cover. Risk on travel in Saudi Arabia is available but 
under review. Basic personal cover starts at £1,500 which allows for a ransom payment up to 
£1mn, another £1mn for being ‘lost in transit’ and other sums up tot £100,000 which cover loss of 
fingers (quite common in ransom negotiations). 
 
Some restricted insurance cover is available in the failed state of Libya. Trips to Tripoli, the capital, 
are limited to three days but not without an armed escort. South, in the oil fields, the outrage by Al 
Qaeda in the Islamic Maghreb (AQIM) in neighbouring Algeria, in January 2013, starkly illustrated 
the vulnerability of oil workers in the desert. There were 40 deaths, mainly foreigners, at the in 
Amenas gas facility jointly managed by BP, Statoil and Sonatrach, Algeria’s state – owned utility. 



Underwriters now insist on a crisis room, a secure ‘panic centre’ in these regions in Algeria and 
Libya where staff can retreat to – similar to strengthened citadels for shipping in the Gulf of Aden, a 
successful deterrent against capture for ransom by Somali and Yemeni pirates. 
 
Chances of release when taken by an Isis group remain slim in Iraq, parts of Kurdistan, Libya and 
northern Nigeria. If taken by Al Qaeda, chances are only marginally better and two cases identified 
to Petroleum Review confirm the risks and complexities of dealing with the terrorists. An 
experienced kidnapping negotiator, known to the author, who has dealt with Al Qaeda and the 
Taliban, tried to extract two technicians captured in Iraq. Gunmen had shot dead two drivers and 
the four well – armed escorts. The owner of the non – Iraqi contractor declined the advice of the 
negotiator and attempted his own method to pay the ransom. No bodies were ever found. 
 
The second episode involved a Scandianvian working in Syria who as a captive was traded several 
times and twice bombed by US – coalition air strikes. To the negotiator trying to get him out, 
establishing ‘proof of life’ proved onerous. Within months, the consultancy fee paid to the 
negotiator successfully finished the 12 month ransom negotiation on a pro – bono basis. The 
Scandinavian was driven to the Turkish border at great personal risk to those involved. 
 
An insurmountable challenge 
Globally, securing energy infrastructure is a challenge that has become insurmountable. In the US, 
with 60,000miles of crude oil pipelines, 278,000 miles of trunk natural gas pipeline 1,119,000 miles 
of gas distribution lines and 140 refineries, Homeland Security has acknowledged that the entire 
network can’t be defended against committed terrorists. In Britain, also in the frontline for terror 
attacks, the Centre for the Protection of National Infrastructure was established in 2007. It reports 
into M15, which never comments on measures to protect key utility sectors. Meanwhile, bombings 
of oil pipelines and power lines in June by the FARC guerilla group in Colombia illustrate their 
susceptibility. FARC, upon ending its unilateral ceasefire with the government, visually 
demonstrated that even after 50 years of fighting, costing 220,000 lives, it remains both committed 
and capable. 
 
Isis and Al Qaeda after targeting Saudi Arabia and Saudi Aramco is in the frame. Isis thrives in the 
media battle, with every atrocity it commits across the Middle East and North Africa reinforcing its 
intended massage that the group is fighting against an anti – Islamic West, apostate and Illegal Arab 
governments. Some 6,000 Saudi nationals have swelled the ranks of Isis, according to estimates, 
and many support or have joined AQAP. The biggest threat to Saudi Aramco might well come from 
within its own ranks. 
 


