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Rising credit risk ratings threatens 
Saudi capital markets plans

SAUDI Arabia had planned to offset the record budget 
deficit incurred last year with the expansion of its 
international capital markets funding pool. The likelihood 
of Riyadh plugging the US$100-billion gap is now 
somewhat diminished, with Saudi’s investor ratings being 
undermined.

The deficit – this year’s is expected to be close to last 
year’s record level – has come as a product of the strategy 
of pricing out the nascent tight oil industry through 
excess production, and is in addition to the many tens of 
billions of foreign currency reserves being expended each 
month to prop up various local asset markets. Riyadh’s 
move to increase funding pools was expected to see the 
issuance of new sovereign bonds and the expansion of the 
benchmark Tadawul All Share Index (TASI) stock market.

In February though, the ‘Big Two’ global credit ratings 
agencies – Moody’s and Standard & Poor’s (S&P) – 
downgraded Saudi’s long-term foreign currency sovereign 
credit ratings. 

These ratings act as the key benchmark for investment 
as the debt usually bought by global investors is 
denominated in a non-domestic currency, being a better 
proxy for a country’s overall financial health given that 
domestic currency can simply be printed by a sovereign’s 
central bank, irrespective of real economic conditions.

Steep curve
The problem with the downgrade was not just that it 
occurred very quickly in ratings agency terms following the 
previous downgrade in October, nor even the new rating 
itself (A-), but rather that it was an unusual double-digit 
cut (from A+), rather than the more gradual moves that 
ratings agencies usually use.

The fact that Moody’s has a materially higher credit 
rating for Saudi than S&P does – three notches more, in 
fact, at Aa3 (and Fitch Ratings’ is four notches higher, 
at AA) – is completely irrelevant from the international 
investor perspective, as they take the lowest rating into 
account.

“The ratings curve is essentially a risk curve for 
global investors and the speed at which a country’s 
rating changes is seen as a function of how volatile 
the risk situation in it currently is. So a double-digit cut 
implies that the risk inherent in Saudi – and therefore in 

investments into it – is extremely high,” Sam Barden, CEO 
of Middle East consultancy and trading firm SBI Markets, 
told Energy Finance Week. “Moreover, at A-, Saudi is now 
at the lowest rung of upper-medium grade investment 
status, with one further move down putting it into lower-
medium grade territory, with the next category being 
non-investment grade, which would be catastrophic,” he 
added.

The reason why it would be catastrophic, of course, 
is that it would immediately remove Saudi from the 
investment radar of virtually all ‘real money’ investment 
funds. These long-term market players, including pension 
funds and insurance companies, whose tendency to 
leave their money in place for years at a time, reduces 
damaging volatility swings in a country’s capital markets 
nearly always set a minimum credit rating required for an 
asset to be investable.

“Countries that are serious about building out 
their capital markets – bonds and equities alike – in 
a sustainable way are always looking to minimise the 
amount of hot money [short-term investors, usually small 
retail traders] moving around in them, as this type of 
investor often chops and changes investments frequently, 
and is the type most likely to panic and liquidate, which 
leads to market crashes of the type that we have seen 
recently in China,” Christopher Cruden, CEO of hedge 
fund, Insch Capital Management, in Lugano, told Energy 
Finance Week.

Rolling the indices
Indeed, according to Saudi Arabia’s Capital Market 
Authority (CMA), as at the end of 2014, there were 
4.3 million of these hot money investors in the TASI, 
accounting for around 35% of total Tadawul share 
holdings by value, but a near 90% of all volume. This 
compares to 60% of volume in China, 35% in India, and 
less than 2% in the US, according to local bourse figures.

Given this, one of the key reasons why the Saudis 
were so keen to open up the benchmark TASI to foreign 
investors last year was that, in so doing, the next logical 
step would be Saudi Arabia’s inclusion in the next couple 
of years into the Morgan Stanley Capital Internal (MSCI) 
Emerging Market (EM) Indices. This would immediately 
make it eligible for massive new inflows from such real 

MARKET

The downgrade of Saudi Arabia’s investor rating is bearish for Riyadh’s 
hopes of attracting hundreds of billions of dollars from foreign investors.
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money funds around the globe.
Jeremy Stretch, chief markets strategist for CIBC, told 

Energy Finance Week that given that many such global 
fund management firms are only allowed under their 
mandates to invest in countries with such MSCI status, 
a 4% weighting of the type mooted for Saudi before its 
current tight oil-stymieing strategy hit its disastrous stride, 
had the potential to bring in as much as US$40 billion 
of new foreign capital flows almost instantly, according to 
Schroders. This figure is in line with the flows that accrued 
for Qatar and the UAE, given their respective initial 
weightings of 0.45% and 0.58% in the MSCI EM.

Cutting off the nose…
A corollary of the trend upon which Saudi had seemingly 
embarked when it opened up the TASI to foreigners was 
the pull factor on overall transparency in its financial 
sector.

“Companies operating in a more international 
environment have the opportunity to improve their 
management, accounting, and legal practices, in line 
with international best practices,” added Cruden, “which 
ultimately lead to more efficient structures overall.”

By leveraging these operational advantages, Robert 
Savage, CEO of New York-based hedge fund, CC 
Track, told Energy Finance Week the view was that the 
notoriously unchanging big state petrochemical firms, 

and their state-directed funding mechanism – the banks 
– would become nimbler, more profitable operations that 
manage cashflow in such a way that would marginalise 
the chances of having to suddenly chop and change 
growth and development plans, such as has recently been 
seen in Saudi Arabia.

Generating stable cash pools and improved 
operational structures were also central ideas 
underpinning the recently espoused notion from the 
Saudis of an international public offering of some sort for 
the state flagship firm, Saudi Aramco. Again though, this 
has also been jeopardised by the S&P downgrade for the 
heightened sovereign risk implied in the move, as have 
any plans for effortless sovereign (or neo-sovereign bond 
issues) any time soon.

“If you are a pension fund in the West, with a 
mandate to invest somewhere in the Middle East, you are 
firstly going to choose somewhere with the highest and 
most stable credit ratings, like Israel, and then you may 
look at those with as diversified an economy as possible, 
like Turkey, and then you might look at those in the MSCI, 
like Qatar and the UAE, but nowhere in these metrics will 
you be looking at Saudi,” said Barden.

While it became apparent several months ago that the 
market-flooding strategy was taking a greater toll on Saudi 
than Riyadh had bargained for, it now seems that the 
fiscal scars will be deep and take years to heal.n
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More shale drillers scale back

US shale producers are hunkering down to survive the 
storm as the oil price environment takes its toll on the 
industry after an initial period of resilience. The price of 
US benchmark West Texas Intermediate (WTI) has fallen 
by over 60% from above US$100 per barrel in July 2014 
to less than US$34 per barrel earlier this week, near a 
12-year low. 

Chesapeake Energy, Apache, Whiting Petroleum, 
Sanchez Energy, Continental Resources, EOG Resources, 
Devon Energy, Rice Energy and Range Resources are 
among the latest shale producers that are scaling back 
drilling. Most of these firms have forecast lower production 
for 2016. This is in line with the US Energy Information 
Administration’s (EIA) projection that shale oil production 
will fall year, bringing with it a decline in overall US 
output.

The International Energy Agency (IEA) released 
its Medium-Term Oil Market Report last week, which 
projected that US tight oil production would drop by a total 
of 800,000 barrels per day over 2016-17 before showing 
a recovery as prices improved. Also last week, Saudi 
Arabian Minister of Petroleum and Mineral Resources Ali 
al-Naimi told delegates at IHS CERAWeek in Houston that 
US producers would need to “lower costs, borrow cash or 
liquidate” in to order survive the downturn. (See UOGM 
Week 07)

Some have described the US shale industry as having 
become a global swing producer, able to ramp output up 
and down quickly as demand requires as Saudi Arabia 
has refused to curtail production even in the face of a 
global crude glut.

On the other hand it has been argued that Saudi 
Arabia remains the only true swing producer, because 
shale drillers sometimes take closer to a year to ramp 
output up and down. Hess’ CEO, John Hess, said at IHS 
CERAWeek that he considered it more accurate to describe 
the shale industry as a “short-cycle producer”. Indeed, 
shale companies’ resilience can also be described as a lag 
in response to the market.

In addition, shale producers do not act as one in 
the same way a state-owned oil company does. While 
they are likely to be responding in a similar manner to 
economic conditions, some companies will act more 
aggressively than others even in a downturn, depending 
on their balance sheets and the economics of their assets. 
Indeed, another issue highlighted at IHS CERAWeek was 

that neither OPEC nor any of its member countries could 
negotiate with the US on co-ordinating global production 
freezes or cuts because US producers do not act as one 
and cannot be told what to do.

Feeling the pain
Chesapeake, the biggest gas producer in the Utica 
and Marcellus plays, has just stopped drilling in 
both formations and is selling assets while it reduces 
production. On February 24, the company reported a net 
loss of US$2.2 billion in the fourth quarter of 2015.

So far this year, Chesapeake had struck agreements 
to sell US$700 million worth of assets as of February 24. 
The company said it would sell another US$500 million 
to US$1 billion worth of properties in 2016 and that it 
would shut down at least half of its drilling rigs under 
contract.

The company, which has also encountered rumours 
of bankruptcy, is planning to allocate US$1.3-1.8 billion 
to its 2016 capital budget, down about 57% on 2015. 
Chesapeake expects a total output decline of up to 5% 
this year after adjusting for asset sales. 

Whiting has been among those drillers announcing 
some of the largest cuts. Despite cutting its Bakken well 
costs by about 25% year on year in 2015, the company 
is still suspending plans to drill at 20 Bakken and Three 
Forks well sites this year. The company anticipates closing 
2016 with 73 drilled but uncompleted (DUC) wells in the 
Bakken and Three Forks and 95 DUCs in the Niobrara 
play, after stopping completions in the two regions during 
the second quarter of this years. In 2016, Whiting 
projects that its capital budget will be an estimated 
US$500 million, about 80% down from 2015 levels.

Continental has already stopped all completions in the 
Bakken and Three Forks. The company posted a net loss 
of US$353.7 million for 2015. The announcement came 
as no great surprise, since the company had previously 
said it would delay most Bakken completions in 2016.

Sanchez, which focuses on the Eagle Ford, posted 
a profit for the fourth quarter of 2015. The company’s 
production during the quarter was just over 58,000 
barrels of oil equivalent a day, and is anticipated to fall 
to 48,000-52,000 boepd in 2016. Its capital spending 
budget is projected to be US$200-250 million, compared 
with capital expenditures of US$545 million in 2015. 

EOG has reported its first ever annual loss, and said 

NORTH AMERICA

A number of shale drillers have recently joined the ranks 
of those cutting back on spending and drilling this year.
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it projected its 2016 capex to be US$2.4-2.6 billion, 
down 45-50% from 2015 levels and leading to an output 
reduction of around 5% this year.

Range, which reported a fourth-quarter loss of 
US$321.8 million, is projecting a 2016 capex budget 
of US$495 million, down 45% from 2015 and 69% 
from 2014. The company’s employee count has been 
reduced by 31% through asset sales and other workforce 
reductions in the past year. Range will cut the number of 
rigs it operates in the Marcellus in southwest Pennsylvania 
to three from 15 rigs in January 2015.

Even Pioneer Natural Resources, which had stated 
in January that it would increase spending this year to 
US$2.4-2.6 billion, subsequently changed its mind and 
said it would reduce its capex budget from US$2.2 billion 
in 2015 to about US$2.0 billion in 2016. The company 
reported a fourth-quarter net loss of US$623 million. 
Despite the cut, though, Pioneer said it anticipated its 
production rising by at least 10% in 2016.

Another company that expects to boost output is 
Rice Energy, which operates in the Utica and Marcellus. 
The company is planning to reduce its exploration 
and production spending to US$640 million, a 14% 
reduction from the previous year. However, it has forecast 
its 2016 net output will reach 700-740 million cubic 

feet (19.8-21.0 million cubic metres) per day of gas 
equivalent, a 27-34% increase over net production in 
2015. The company is planning to spud 25 net Marcellus 
wells and 12 net Utica wells in 2016.

Awaiting a rebound
The US shale industry will eventually rebound when oil 
prices trend upward again, with at least some drillers 
anticipated to ramp up production when oil rises above 
US$40 per barrel. For example, Whiting’s chairman and 
CEO, Jim Volker, told analysts recently that the company 
would “consider completing some of these wells” that it 
has suspended work on if oil prices rise to US$40-45 per 
barrel. Others, including Pioneer’s chairman and CEO, 
Scott Sheffield, have contended that this is still too low a 
price and that prices need to rise above US$60 per barrel 
in order for most shale plays to be economic again.

While some are hopeful that a US$40 per barrel 
environment is not too far away, a rebound would not be 
immediate. Devon’s president and CEO, David Hager, said 
at IHS CERAWeek that shale production needed at least 
six months to bounce back, adding that the longer the 
slump went on, the longer recovery would take. This is in 
line with assertions that the shale industry is a short-cycle 
producer. A rebound will not happen overnight.n

Source: CNBC
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Share offerings provide cash 
lifelines to US shale industry

NEWFIELD Exploration recently announced it was 
embarking on a push to raise new working capital through 
a share offer, joining a number of shale operators that 
have opted to sell stock in pursuit of new equity.

Newfield said on February 25 that 30 million shares 
of its common stock would be publicly offered up to 
March 2 through book-runners Credit Suisse, JP Morgan 
and Goldman Sachs. The move was announced in the 
expectation that it would gross roughly US$700 million 
as Newfield seeks to bolster its shale assets in North 
America.

Despite the worst oil and gas sector downturn for 
decades, a number of drillers are still succeeding in raising 
equity through stock offerings. At the bigger end of the 
market, Hess recently surprised Wall Street by raising 
US$1.1 billion in stock, while Devon Energy sold US$1.5 
billion in shares earlier this month. In January, Pioneer 
Natural Resources raised US$1.6 billion in equity, while 
the most recent success was announced on February 
23 by Cabot Oil & Gas. Cabot sold an upsized offering of 
new shares that are ultimately anticipated to raise around 
US$1 billion for the Marcellus-focused driller. Also among 
those that have raised new equity is Diamondback Energy, 
which launched sales of 4 million shares in mid-January. 

The list of successes so far this year – with nine US 
exploration and production share sales that have been 
priced in 2016 to date, raising an aggregate US$9 billion 
– contrast with the fourth quarter of 2015, which was one 
of the slowest in the past decade. And the latest figures 
suggest that at a time of major industry cash shortfalls 
and a growing unwillingness to take on more debt, there 
are still opportunities for shale drillers to access the new 
capital required to stave off steeper production cuts.

Cash flow challenges
On the face of things, US shale companies are feeling 
acute pain as a global supply glut has helped push crude 
prices down to 11-year lows, with the most heavily 
indebted players under particular financial stress.

Large and small producers alike are responding by 
making cuts to their capital spending and by shedding 
assets. However, selling assets is not an attractive option 
for drillers, given the oversupply of property for sale, 
the quality of acreage on offer and pessimism over the 

direction of oil prices.
The other source of cash many have turned to 

is private equity, as illustrated recently when Kayne 
Anderson Capital Advisors said it was bankrolling a start-
up called Invictus Energy with US$150 million to drill in 
the Permian Basin and the Eagle Ford shale.

In November 2015, Bloomberg cited Concho 
Resources’ chief commercial officer, Will Giraud, as saying 
that there was roughly US$50 billion in private equity 
capital funding over 80 management teams focused on 
the Permian Basin.

Negative sentiments, encouraging signals
The prolonged price weakness saw questions arising 
over the prospects of shale players tapping debt or equity 
markets in any depth this year.

Moody’s reflected much of the wider market sentiment 
on February 25, by placing Chevron on review for a 
downgrade on expected negative free cash flow and 
changing ExxonMobil’s debt rating outlook to negative. 
Moody’s also cut its ratings on EOG Resources and 
Occidental Petroleum, and downgraded the senior 
unsecured ratings of ConocoPhillips, Marathon Oil, Devon 
Energy and Apache, with a negative outlook.

Given the state of the global oil market, the appetite 
for around US$9 billion worth of shares can therefore be 
seen as an encouraging signal.

A telling fact about the stock offerings so far in 2016 
has been that almost all of the shares have risen since 
their initial pricing, despite their dilutive effect on the 
sellers’ remaining shares. One reason for the upsurge in 
equity sales may be a sentiment among investors that 
global production cuts are finally on the way.

However, for the drillers behind the new equity 
offerings, a major motivating factor is the risk of rising 
financial distress if oil prices go even lower or stay at 
current levels longer than expected. According to a 
research note from Topeka Capital Markets, Pioneer’s cash 
injection, for example, means that it will not have to worry 
about running short of cash to fund drilling for at least the 
next two years.

What next?
For Newfield, the next step will be to use the proceeds 

NORTH AMERICA

Some shale drillers are selling more shares in an effort to 
raise new equity as the industry struggles with cash flow.
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from its share offering, which may include repaying 
outstanding borrowings, funding capital expenditures and 
topping up working capital. Cabot, for its part, has said 
that its sale of US$1 billion of stock will allow it to handle 
debt repayments up to 2018, having already announced 
a 2016 capital budget of US$325 million, down 58% on 
last year. Cabot anticipates drilling around 30 net wells in 
2016, including 25 net wells in the Marcellus and 5 net 
wells in the Eagle Ford. 

KeyBanc Capital Markets analyst David Deckelbaum 
told Bloomberg in early February that he anticipated 
more companies with assets and relatively robust balance 
sheets offering further stock sales. Deckelbaum suggested 
several Permian Basin producers that might be tempted to 
sell new shares to help fund their 2016 drilling budgets, 
including Callon Petroleum, Cimarex Energy, Energen, 

Laredo Petroleum, Parsley Energy and RSP Permian. 
Energy Finance Week expects that the pressure to 

raise equity will only mount among US shale drillers, with 
no end to low oil prices in sight, and that investors will 
continue to be presented with further opportunities in the 
coming months to provide producers with new working 
capital. NewsBase sees Permian Basin drillers as standing 
the best chance of attracting new equity, as it remains the 
most attractive shale region in the US.

However, distressed asset sales will also continue 
among shale drillers this year. So far, mergers and 
acquisitions have been slow as buyers and sellers have 
failed to agree on a price but the prolonged slump may yet 
force through some deals. 

Those experiencing less financial pressure may yet 
continue to rely on share offerings.n

Husky posts fourth-quarter loss
CANADA’S Husky Energy posted a net loss of C$69 
million (US$52 million) for the fourth quarter of 2015 
and said it was preparing for US$30 per barrel oil prices 
over the whole of 2016.

“Our business plan will balance capital expenditures 
with cash flow at a US$30 WTI [West Texas Intermediate] 
price planning assumption. 2016 will see us further 
reduce our earnings breakeven point,” the company said 
in a press statement. Husky’s 2016 capital spending plan 
is projected at C$2.1-2.3 billion (US$1.6-1.7 billion) 
and the company expects it to help it transform into a 
“low sustaining capital business”. By the end of 2016, 
the company said that over 40% of its overall production 
base was set to come from low sustaining capital projects, 
compared with just 8% in 2010.

“Our continuing structural transformation over the past 
five years into a lower sustaining capital business is setting 
the foundation for the company to continue to improve its 
resilience through this extended period of commodity price 
turmoil,” said Husky’s CEO, Asim Ghosh.

Husky has six low sustaining capital projects slated for 

completion in the near term, including the Edam East and 
Edam West heavy oil thermal projects.

The Calgary-based firm should start producing oil from 
Edam East in Saskatchewan early in the second quarter, 
having announced on March 1 that steam operations 
have begun at the project. Edam East is the first of three 
new thermal projects that Husky is planning to bring 
on line this year. Husky said these three steam-assisted 
projects would add a combined 24,500 barrels per day 
of production by the end of 2016, including 10,000 bpd 
from Edam East.

Husky claims that its heavy oil projects will have 
among the lowest operating costs in the industry.

The company said last year that it still made good 
returns on heavy oil investments, partly because they 
already have pipelines in place and therefore do not 
require investment in new infrastructure.

Husky has operations in Western and Atlantic Canada, 
the US and in Asia Pacific. The company, which generates 
over a third of its oil production from heavy oil, is the third 
largest integrated oil and gas producer in Canada.n

NORTH AMERICA
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PDC cuts 2016 capex 
after net loss in 2015
DENVER-BASED PDC Energy said on February 22 that 
it had posted a net loss of US$68.3 million for 2015, 
compared with net income of US$155.4 million in 2014.

At the same time, however, the company achieved 
a 65% year-on-year increase in production from its 
continuing operations in 2015 to 15.4 million barrels 
of oil equivalent in total, or 42,100 boe per day. PDC’s 
average crude oil production was 19,130 barrels per 
day, a 62% increase on 2014 and accounting for 45% 
of its 2015 total. PDC noted improving well costs over 
the period, despite the downturn. The company’s capital 
expenditure plan for 2016 is projected at US$435 million, 
down from its previous guidance of a US$475 million 
midpoint and a range of US$450-500 million.

“This time last year, we promised to focus on 
maintaining a strong balance sheet with top-tier debt 
metrics, and exited 2015 having improved on both 
fronts,” PDC’s CEO and president, Bart Brookman, said. 
He added, though, that the company was proceeding with 

caution, given that oil prices have declined further since 
the company first issued its 2016 budget in December 
2015.

PDC is planning to spud 175 gross wells in 2016 and 
bring 203 on line – including and non-operated wells – 
using four Wattenberg rigs and one in the Utica shale. In 
the Utica, PDC will also proceed with a US$35 million, 
five-well programme ahead of US$30 million worth of 
lease expirations coming in 2017. In the company’s 
earnings call, Brookman told analysts that 2016 would 
see an “intense focus” on its balance sheet management, 
as well as on cash flow neutrality and liquidity.

However, Brookman said the company still anticipated 
a rebound.

“We will not lose focus on our commitment to manage 
around the balance sheet,” he said. “The blessing for the 
company is that we have held-by-production acreage. We 
have short-term contracts on our rigs, and we can move 
pretty quick.”n

NORTH AMERICA



Week 5• 07 March • 2016

NewsBase Ltd.
108 Dundas Street, Edinburgh EH3
Tel: +44(0)131-478-7000
Email: research@newsbase.com
Web: www.newsbase.com9

Andrew Kemp, Editor, Asia Pacific and China Oil & Gas • Email: andrew.kemp@newsbase.com

Anna Kachkova, Editor, North America Oil & Gas and Unconventionals • Email: annak@newsbase.com

Joe Murphy, Editor, FSU Oil & Gas • Email: joem@newsbaase.com

Andrew Dykes, Editor, Renewables • Email: andrewd@newsbase.com

ENERGY FINANCE WEEK

Moody’s downgrades six drillers
CHESAPEAKE Energy posted a fourth-quarter loss for 
2015 after being battered by markets for weeks on 
bankruptcy concerns amid the oil price slump.

The oil price collapse is continuing to take its toll on 
every part of the oil and gas industry. On February 29, 
credit ratings firm Moody’s Investors Service downgraded 
six US offshore drilling companies. The list of downgraded 
companies included Atwood Oceanics, Diamond 
Offshore Drilling, Ensco, Noble, Rowan Companies and 
Transocean, which has a fleet of 61 mobile offshore 
drilling units and the world’s largest fleet of high-
specification rigs.

Moody’s said that offshore drilling contractors are 
facing an extremely challenging operating environment 
until at least 2018 amid lower oil prices and continued 
oversupply in the global markets, very high inventory 
levels and additional Iranian oil exports coming on 
line. The firm added that it anticipated a “slow oil price 
recovery” over the next few years.

“Significantly reduced upstream capital spending and 
the declining creditworthiness of upstream customers 
coupled with a steady supply of newbuild rigs entering an 
already oversupplied rig market will keep day rates under 
heavy pressure through 2018. Leverage and cash flow 
metrics are expected to deteriorate sharply beyond 2017 
as current drilling contracts roll off or are replaced by 
contracts with lower day rates,” Moody’s said.

The company said the drop in prices had caused a 
fundamental change in the energy industry and that its 
ability to generate cash flow had fallen substantially. “For 
contract drillers specifically, weakening cash flow and 
liquidity, limited capital market access and reduced rig 
values will hinder the ability of companies to meaningfully 
reduce debt, creating significant stress in the industry,” it 
said. FuelFix reported that offshore oil drillers had been hit 
hardest by the recent oil slump as a glut of available rigs 
coincided with companies abandoning plans to drill new 

offshore wells. Drillers have been left with dozens of rigs 
that producers are currently not interested in contracting, 
and in a few cases, producers have even broken existing 
contracts with drillers. Moody’s downgrades and news of 
trouble in the US’ offshore drilling industry will not have 
an immediate impact, though. 

The US Gulf of Mexico, which accounts for most of the 
country’s offshore oil production and 17% of total US oil 
output, has been projected by the US Energy Information 
Administration (EIA) to see production grow this year. 

The EIA attributed this to the long timelines associated 
with offshore projects. Gulf production is projected to 
reach 1.61 million barrels per day this year. However, 
in the medium term low oil prices will have a direct 
impact on offshore production, deterring investment 
in new exploration and new deepwater projects. “The 
current low oil price adds uncertainty to the timelines of 
deepwater [Gulf of Mexico] projects, with projects in early 
development stages exposed to the greatest risk of delay,” 
the EIA said.

There are hopes, though, that this will ultimately prove 
beneficial, helping the market to rebalance as less new 
production comes on line in the medium term. This is 
anticipated to come as demand picks up, pushing up oil 
prices. Onshore production from shale plays is also seeing 
a slowdown, but such operations can come back on line 
reasonably quickly, whereas deepwater projects take far 
more time to develop. As a result, decisions being taken 
today will have a clearer impact on the longer-term future 
of Gulf production.

US oil output, which played a considerable part in 
contributing to the current oil glut and price environment, 
is just part of the equation. Global oil demand, particularly 
from China, also plays a part and needs to rise in order for 
equilibrium to be restored. Overproduction among OPEC 
members and in non-OPEC member Russia also must be 
addressed in order for the market to rebalance.n
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The North Sea’s capex collapse

OIL & Gas UK’s (OGUK) recently published 2016 Activity 
Survey painted a fairly grim picture of new spending in the 
UK North Sea.

It is the latest annual study released by the industry 
body to assess the state of exploration and production 
(E&P) in the British part of the North Sea. The study 
concluded that new capital expenditure for 2016 would 
be around GBP1 billion (US$1.4 billion), as against a 
typical GBP8 billion (US$11.25 billion) per year over the 
last five years.

Total capital expenditure fell to GBP11.6 billion 
(US$16.35 billion) last year from GBP14.8 billion 
(US$20.86 billion) in 2014. The report forecast a further 
drop this year to around GBP9 billion (US$12.69 billion).

While production rose by 9.7% in 2015 to 1.64 
million barrels of oil equivalent per day – a legacy of 
soaring investment when prices were over US$90 per 
barrel – revenues dropped by 30% to GBP18.1 billion 
(US$25 billion). As a result, OGUK warned that output 
could halve by 2025 if “fresh investment opportunities” 
fail to materialise. The OGUK report was followed by 
research from Rystad Energy which showed that total 
capex on the UKCS fell by over 20% in 2015 from 
GBP14.8 billion (US$20.81 billion) in 2014 down to 
GBP11.6 billion (US$16.29 billion). 

The consultancy forecast that 2016 would be “a tough 
year for the UKCS, as capex is expected to drop further by 
almost 25% to GBP8.9 billion [US$12.52 billion], before 
a having modest recovery towards 2020”. 

Stripping back
In its report, OGUK said the decline in investment would 
occur despite the cost-cutting efforts that have been 
implemented across the industry, leading to widespread 
project cancelations and thousands of job cuts. Speaking 
to NewsBase, Will Forbes, an analyst at Edison 
Investment Research, said that while a great deal of fat 
had been trimmed, these measures were unlikely to ease 
for some time.

“Costs continue to be stripped out of the area – 
Premier Oil for example believes operational expenditure 
can be cut by a further 5-10% in 2016 [on top of 25% 
cuts in 2015]. Median operating costs by company in the 
UKCS was US$20 per barrel in 2015, indicating most are 
still generating cash at current oil prices, though a sizeable 

minority have costs of above US$30 per barrel,” he 
added. “Capital is likely to continue to be constrained until 
prices recover, with many companies focusing in the short 
term on managing costs and reducing debt.”

Overall, OGUK said, this could mean that as many 
as 43% of all fields on the UKCS could be operating 
at a loss if prices remain at roughly US$30 per barrel 
during 2016. The body’s CEO, Deirdre Michie, used 
these findings as an opportunity to call for tax cuts in the 
government’s upcoming Budget for 2016, which is due to 
be announced on March 16.

“The industry currently pays special taxes at a 
headline rate of 50%, or 67.5% for fields paying 
petroleum revenue tax (PRT). A significant permanent 
reduction in those rates is now urgently needed,” she 
said. “This should be combined with additional measures 
to help unlock the late-life asset market and encourage 
exploration by permanently removing the special taxes 
from all discoveries made over the next five years. Finally, 
improving the effectiveness of the Investment Allowance 
would stimulate activity in the short term and attract fresh 
investment.”

Broad shoulders
The government has offered little indication that it might 
introduce fresh tax incentives in its forthcoming Budget. 
Responding to Michie’s comments, a spokesman said it 
was “clear that the broad shoulders of the UK are 100% 
behind our oil and gas industry and the thousands of 
workers and families it supports”.

“We have established the Oil and Gas Authority to 
drive greater collaboration and productivity within industry, 
and announced a radical GBP1.3 billion [US$1.8 billion] 
package of tax measures in the March 2015 Budget to 
ensure the North Sea remains an attractive destination for 
investment and safeguards the future of this vital national 
asset.” Some believe the government’s recent move to 
grant Aberdeen over GBP500 million (US$703 million) 
in funding to offset the effects of the price crash is an 
acknowledgement of the severity of the situation. This 
could be construed as being a sign that further help is on 
the way. 

Standing still
NewsBase does not anticipate that significant new 

EUROPE
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will plummet during 2016. Encouraging fresh investment will be difficult, 
especially since relief in the form of tax cuts appears unlikely to materialise.
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fiscal measures will be introduced. The government has 
acknowledged the considerable drop in revenue from the 
North Sea – which for the first time towards the end of last 
year delivered a net loss to the Treasury – yet messages of 
support have not been backed up by changes in policy. 

The reason for this looks to be one of timing. At this 
point, new exploration is unlikely to be encouraged by 
anything other than a major overhaul of the taxation 
system, a situation for which there is little appetite in 
Westminster.

Instead, as Premier Oil head Tony Durrant told The 
Telegraph last week, a reduction in the tax rate “[is] just 
going to mean that some of the international majors are 
able to pay even less tax this year and will take their cash 

out of the North Sea and go and invest it elsewhere”.
This is not the news the industry wants to hear. 

Speaking at the launch of OGUK’s study, Terry Savage, a 
board member and corporate relations director at Global 
Energy Group, said that the current situation was enough 
to “make you want to call the Samaritans”. 

“I keep hearing people saying ‘we’ve been here 
before’,” he said. “We have never been here before, this is 
totally different and whenever we come out the other side 
the industry is going to be totally different.”

Whether there are tax tweaks or not, the UK Budget 
on March 16 will send out a strong message to North Sea 
operators about whether to keep cutting capex or carry on 
spending.n

Eni posts big loss
ENI posted an 8.82 billion euro (US$9.56 billion) net loss 
for 2015 last week, which included an 8.46 billion euro 
(US$9.17 billion) loss for the fourth quarter. The company 
had posted a profit of 1.3 billion euros (US$1.4 billion) 
for 2014. 

Around half of the quarterly loss was down to a 4.66 
billion euro (US$5.06 billion) impairment booked on the 
value of the company’s oil and gas assets, including high-
cost operations in the UK, US, Norway and Nigeria.

Output figures were better, with the company 
announcing that it had produced 1.884 million barrels of 
oil equivalent per day in the fourth quarter, a 14.3% year-
on-year increase spurred by the launch of new fields and 
enhanced output from existing ones. Eni made three major 
natural gas finds last year in Egypt, Congo (Brazzaville) 
and Mozambique.

The exploration and production (E&P) segment 
managed an adjusted net profit of 756 million euros 
(US$821 million) for 2015, which was 81% lower year 
on year, including 137 million euros (US$149.7 million) 
for the quarter.

The firm also impressed market analysts with its 
ongoing restructuring that will soon see the divestment of 
the Saipem and Versalis units, while an auction is also 
rumoured to be on the cards for its Gas & Power division. 
The sale of part of the company’s stake in pipeline and 
services company Saipem will allow it to remove over 

3 billion euros (US$3.25 billion) worth of debt from its 
balance sheet.

Banca Akros analyst Dario Michi told NewsBase 
that Eni’s results had outperformed his expectations, 
particularly with the firm’s strong production and 
restructuring progress.

“[The company was] able to cut investments 
by posting higher production growth rates, which is 
something Eni is also going to continue in coming years 
because of recent discoveries,” he said. “The unique 
feature of the company is that they are able to cut the 
investment programme with no impact in terms of 
production growth.”

Eni anticipates “flat” production growth this year as 
the start-up of its new projects in Norway, Egypt and 
Angola among others compensate for a decline at the 
firm’s mature fields.

In terms of gas sales, Eni said it anticipated a year-
on-year fall to reflect a reduction in the minimum take 
stipulated by long-term supply contracts.

Eni will slash capital expenditure by 20% this year, 
which is comparable to the 19.5% cut in the fourth 
quarter, and part of its four-year plan to reduce costs by 
17% from 2015-18.

Eni confirmed that it would pay a 0.80 euro 
(US$0.87) per share dividend for 2015, which is in line 
with what it paid the previous year.n

EUROPE



Week 5• 07 March • 2016

NewsBase Ltd.
108 Dundas Street, Edinburgh EH3
Tel: +44(0)131-478-7000
Email: research@newsbase.com
Web: www.newsbase.com12

Ed Reed, Editor, Africa Oil & Gas and LNG • Email: edreed@newsbase.com

Richard Lockhart, Editor, Africa, Asia and Central Europe Power • Email: richardl@newsbaase.com

Ryan Stevenson, Editor, Europe and Latin America Oil & Gas • Email: ryans@newsbase.com

Ian Simm, Editor, Middle East Oil & Gas and MEA Downstream • Email: ians@newsbase.com

ENERGY FINANCE WEEK

SARAS delivers upbeat 2015 results
ITALIAN oil refinery operator SARAS reported strong 2015 
financial results, reflecting the buoyant conditions that 
European oil refiners are enjoying.

The company owns and operates the 300,000 
barrel per day Sarroch oil refinery in Sardinia. SARAS’ 
shareholders include Russia’s state-run Rosneft, which 
has invested in several Western European oil refineries. 
The company recently added to its growing European 
portfolio by acquiring German oil refining capacity. 

SARAS’ revenues for the year dropped from 10.3 
billion euros (US$11.15 billion) in 2014 to 8.2 billion 
euros (US$8.9 billion) in 2015, reflecting the fall in oil 
product prices during the year. But earnings before interest 
and tax (EBITDA) were boosted by the sharp turnaround 
in margins during the year. SARAS’ EBITDA showed a 
strong recovery from the 2014 loss of 237 million euros 
(US$257 million) to a gain of 556 million euros (US$602 
million) in 2015. SARAS’ net result improved from a loss 
of 262 million euros (US$284 million) to a profit of 224 
million euros (US$243 million). 

Commenting on the results, SARAS’ chairman, Gian 
Marco Moretti, said: “[The] group achieved excellent 
results in 2015 … the plants operated efficiently and 
the total refinery runs of crude oil and complementary 
feedback were the highest ever reached, at 15.6 million 

tonnes [361,000 bpd].”
Moratti said that the favourable operational 

performance of the refinery, including its capability to 
process a varied range of crude oil grades, had also 
contributed to the company’s successful year. “Our model 
of integrated supply chain management and the high 
flexibility of the refinery units proved to be a remarkable 
competitive advantage, allowing us to exploit in the most 
effective way the ample availability of feedstock, including 
non-conventional grades,” he said.

Looking ahead, Moratti said: “Outlook for the 
European refining sector is proving favourable for 2016 
and the margins are following the usual seasonal trends.”

He noted that the refinery would continue to operate 
“at high utilisation rates, except for short scheduled 
maintenance, which will be concentrated mainly during 
the first quarter.”

The refinery chief also said he was confident the 
company would benefit from the forecast rebound in 
refinery margins which should be supported by robust 
demand for high-octane gasoline from the spring. 

Moratti paid tribute to Rosneft’s CEO Igor Sechin for 
his contribution as a member of the SARAS board. Sechin 
will be replaced as the Russian company’s representative 
on SARAS’ board by Andrey Shishkin.n

EUROPE

Engie books upstream loss
FRANCE’S Engie has slipped into the red after flagging 
8.7 billion euros (US$9.45 billion) in writedowns on its 
oil and gas assets.

The Paris-based power utility, formerly known as 
GDF Suez, reported a net loss of 4.6 billion euros (US$5 
billion) for 2015, reversing a profit of 2.4 billion euros 
(US$2.6 billion) in the previous year.

The company’s impairments were tied to the impact 
of plunging energy prices on its upstream business and to 
a lesser degree its power generation assets which supply 
spot markets.

Net recurring income – which excludes impairments 
– totalled 2.6 billion euros (US$2.8 billion), lower than a 
target range of 2.75-3.05 billion euros (US$2.99-3.32 
billion).

Overall revenues slid 6.4% to 69.9 billion euros 
(US$76 billion) for the year while EBITDA was down 
7.2% to 11.3 billion euros (US$12.3 billion). Engie said 
it would maintain its dividend of 1 euro (US$1.09) per 
share for 2015 and 2016 but would cut it to 0.70 euros 

(US$0.76) per share for 2017 and 2018.
The firm will respond to challenging market conditions 

by focusing on gas networks, energy services and 
renewables, which have less exposure to commodity 
prices, said its deputy CEO, Isabelle Kocher.

“When you are running a solar photovoltaic site, a 
biomass plant or a combined heat-and-power facility, you 
are not exposed to market prices,” she said.

Engie wants these segments to account for 85% of its 
core earnings by 2019, up from the current 50%. 

The French company is following in the footsteps of 
Germany’s E.ON, which announced last year it would spin 
off its oil, gas and coal assets to focus on wind and solar 
energy at home.

At the same time, Engie is embarking on a three-year 
plan to shed 15 billion euros (US$16.3 billion) in assets, 
a third of which has already been offloaded.

The firm recently sold its US thermal power operations 
to a joint venture between Dynegy and Energy Capital 
Investment for US$3.3 billion. 

EUROPE
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It also announced last week the sale of its US 
hydroelectric assets to Canada’s Public Sector Pension 
Investment Board.

It is now reportedly in talks with Centrica to offload its 
UK upstream business. 

The French company operates the Cygnus and Juliet 
gas fields in the southern North Sea, as well as some 

acreage in the central North Sea and west of Shetland.
Engie’s portfolio would be a good fit for Centrica, 

which already owns almost half of the Cygnus 
development. 

Engie has placed its UK arm up for “strategic review”. 
But the company last week denied having “specific” plans 
to exit the region, according to French media.n

Premier under pressure
PREMIER Oil could ask its lenders to loosen its covenants 
after the UK-based independent recorded a US$829.6 
million loss for 2015.

Premier’s loss was 128.8% higher than the 
US$362.5 million loss recorded for 2014. Premier 
booked US$1.07 billion in write-downs last year, with 
US$891 million of that figure owed to an impairment 
charge for the delayed Solan oilfield in the West of 
Shetland area. Premier estimates it could recover around 
US$80 million on Solan’s value for each dollar added 
to Brent’s value, compared with the benchmark when 
Solan’s non-cash impairment was calculated. According to 
Numis Securities, Solan had a breakeven price of around 
US$44 per barrel as of September 2015.

CEO Tony Durrant said that while Premier could 
contend with oil prices of US$45 per barrel, the company 
would be less comfortable if Brent hovered around US$35 
per barrel for the rest of 2016. “By the midyear, with oil at 
US$45 per barrel, we do not have a covenant issue. But if 
it stays at US$35, we do,” he told the Financial Times.

Durrant said Premier would open talks with its lenders 
to ensure the firm had enough headroom if market 
conditions failed to improve.

The firm intends to cut capital expenditure by around 
30% to US$700 million, with additional resources freed 
by the launch of Solan, which Premier said was imminent.

Premier has hedged around 30% of its output for 
this year at around US$73 per barrel, which could help 
defend the company’s balance sheet if Brent fails to regain 
momentum quickly. Although Premier managed to beat 
its production guidance for 2015 with an average output 
of 57,600 barrels of oil equivalent per day, this was still 
9.43% lower than the 63,600 boepd produced in 2014.

Premier is relying on 15,000 boepd from the North 
Sea assets bought from E.ON on January 13, and 
20,000-25,000 boepd peak production from Solan to 
increase its output going forward.

But minimal output is anticipated from Solan until the 
second half of this year, which means Premier could need 
principal lender support to alter existing covenants.n

EUROPE
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UKOG suffers 2015 loss
UK Oil & Gas (UKOG) saw its pre-tax losses rise by 
around 87% last year on the back of mounting costs, it 
said last week. Although the news triggered a small drop 
in the company’s shares on February 26, a number of 
brokerages have since reaffirmed their ‘buy’ rating on the 
stock, citing the quality of UKOG’s assets.

During 2015, UKOG made a pre-tax loss of GBP1.7 
million (US$2.4 million), compared with a loss of 
GBP906,000 (US$1.3 million) in 2014. The loss was 
mostly a result of costs associated with UKOG’s core 
Weald Basin and Kimmeridge tight oil licences and its 
new Isle of Wight portfolio.

UKOG’s total investments more than doubled last year, 
to GBP3.7 million (US$5.1 million) from GBP1.6 million 
(US$2.2 million) in 2014, with the bulk of the money 
spent on exploration and evaluation of assets, as well as 
on the acquisition of subsidiaries.

The company announced in April 2015 that test 

results indicated that its Horse Hill site could hold up to 
100 billion barrels of tight oil. However, it later issued 
a clarification, putting the estimate at 50-100 billion 
barrels and noting that only 3-15% of this was likely to be 
recoverable. 

In February, the company announced that oil from its 
first well at Horse Hill flowed at a faster than expected rate 
of 463 barrels per day, without the need for artificial lift.

UKOG said that the first flow test at Horse Hill proved 
that “significant quantities” of oil could be produced 
at “excellent flow rates”, with the news helping the 
company’s shares rise 77%.

However, the project looks much less profitable 
at current oil prices, with Globaldata’s head of energy 
research, Matthew Jurecky, estimating a pre-tax breakeven 
level of US$10-30 per barrel depending on how quickly 
oil production peaks at the project. Shale wells are known 
for their steep decline rates.n

EUROPE

Sonangol piles up 
debt, as income falls
ANGOLA’S Sonangol piled on additional debt in 2015 
as lower prices took their toll. The company’s profit fell 
by 68%, to 44.1 billion kwanzas (US$277.7 million), it 
said, down from US$876.6 million. Angolan production 
for the year was 1.78 million barrels per day, up by 6% 
from 2014. 

Sonangol set out its results in a statement on February 
25. The company was also approved to hold the rights to 
Block 48/16 by the Angolan cabinet.  

The block is in the ultra-deepwater of the Lower Congo 
Basin, with water depths of around 2,500 metres. It is 
adjacent to BP’s Block 31 and Total’s Block 32. According 
to Agencia Angola Press, a cabinet meeting chaired by 
Angolan President Jose Eduardo Dos Santos last week 
decided to grant Sonangol exploration, prospectivity and 
development rights.

Sonangol’s website describes the principal plays 
as being in the Miocene and Oligocene systems “with 
potential large entrapped hydrocarbon columns in the 
block’s outer fold belt and abyssal plain”. As of 2007, 
there had been four seismic surveys on Block 48/16.

Given Sonangol’s precarious financial position, it 

seems likely the company would hope to bring in a foreign 
partner to help explore this new block – in particular to 
provide financial support. 

Sonangol’s downstream operations increased the 
company’s income during 2015, but total revenue fell 
34% year-on-year to 2.29 trillion kwanzas (US$14.47 
billion). Net debt climbed 41% to 1.24 trillion kwanzas 
(US$7.8 billion).

Oil prices in 2015 were down by 54% on 2014, 
Sonangol said, predicting that 2016 would continue to 
be a tough year. As a result, the company will focus on 
its core business. There had been high hopes for Angolan 
deepwater exploration, with the Kwanza Basin lying at 
the conjugate margin to the prolific Santos and Campos 
Basins offshore Brazil. However, a string of exploration 
disappointments in recent years from the likes of Statoil 
and ConocoPhillips have shaken confidence in the 
industry. Angola held a licence round recently, offering 
a number of onshore blocks. The results, announced in 
November 2015, demonstrated a lack of foreign interest 
in the West African state, with local companies taking a 
leading role in bidding.n
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ExxonMobil ends 
Transocean work in Angola
TRANSOCEAN has received a note of early termination for 
a semisubmersible working offshore Angola, while Ensco, 
during its fourth quarter results, said one of its floaters had 
begun work in the country. 

Transocean announced the early termination on 
February 23. Esso Exploration Angola (Block 15) had 
dropped the GSF Development Driller I, a deepwater 
semisubmersible, the rig owner said. 

The rig’s contract will end in May 2016, with 
demobilisation completed in June 2016. In line with 
the contract terms, Transocean said it will not receive 
compensation for the early cancellation. 

The contractor said there were no more contracts 
in its backlog allowing uncompensated cancellation for 
convenience. 

The contract on the GSF Development Driller I had 
been due to end in June of this year. The rig was held 
under a US$367,000 per day rate. ExxonMobil also had 
a contract for the same rig, running for a year from June 
2016, with a day rate of US$370,000. 

The cancellation means Transocean only has two rigs 
left working offshore Angola, according to its mid-February 
fleet report. These are the Transocean Honour, working for 
Chevron on a US$194,000 day rate, and the Discoverer 
Luanda, hired to BP at US$487,000 per day. The rig 

working for Chevron is due to come to an end in April. It 
will then be stacked. 

Ensco
Ensco, meanwhile, said its DS-8, an ultra-deepwater 
drillship, had begun its five-year initial contract offshore 
Angola. The drillship is contracted to Total, with a 
reported dayrate of around US$610,000. The contract 
was signed for five years. The drillship cost was expected 
to reach US$645 million and this is its first outing after 
construction was completed. 

Total has cancelled other rigs working in the region. 
Earlier this year it ended its contract for the Ocean Rig 
Apollo, which had been working offshore the Republic of 
Congo (Brazzaville). The French company did, though, 
extend a contract on the Tungsten Explorer, in Congo 
(Brazzaville). This rig has a day rate of US$640,000. The 
new contract provides for an additional two years, ending 
in October 2018. 

Ensco noted signs of strain in its results, published 
on February 24. The company reduced its dividend and 
posted impairments of US$2.9 billion. It also announced 
it was scrapping five more jackups and a floater, reducing 
costs and cutting global rig supply. During 2015, it added 
three new rigs to its fleet.n

AFRICA



Week 5• 07 March • 2016

NewsBase Ltd.
108 Dundas Street, Edinburgh EH3
Tel: +44(0)131-478-7000
Email: research@newsbase.com
Web: www.newsbase.com16

Ed Reed, Editor, Africa Oil & Gas and LNG • Email: edreed@newsbase.com

Richard Lockhart, Editor, Africa, Asia and Central Europe Power • Email: richardl@newsbaase.com

Ryan Stevenson, Editor, Europe and Latin America Oil & Gas • Email: ryans@newsbase.com

Ian Simm, Editor, Middle East Oil & Gas and MEA Downstream • Email: ians@newsbase.com

ENERGY FINANCE WEEK

KenGen reaches out to 
landowners at Meru wind project
KENYA’S largest power generator, the Kenya Electricity 
Generating Co. (KenGen), has initiated negotiations with 
landowners in eastern Kenya’s Meru County to acquire 
land for a planned 80-MW wind project.

The announcement is noteworthy given the recent 
unrest over another wind development in the country. 
KenGen CEO Albert Mugo said that his company was 
keen to avoid the challenges faced by Kinangop Wind 
Park, a joint venture between Macquarie Group and Old 
Mutual Investment Group, which was cancelled a week 
ago over a land dispute.

Mugo told investors in Nairobi early this week that 
the power generator “wants to be very involved with 
the community so that once the project has started, we 
do not want it to be derailed by the issues similar to 
Kinangop.” 

Mugo assured the company’s investors that KenGen 
“is talking to the community itself: the landowners,” 
ahead of the start of construction on the first phase of the 
400-MW wind farm in Tigania West, Meru County.

While Mugo’s public commitment to reconciliation 
is admirable, the plans have already been controversial. 
It has been two years since KenGen first signed a 
memorandum of understanding (MoU) with the County 
Government of Meru for the acquisition of around 
18,700 acres (75 square km) of land on which it 
intends to develop the scheme, and since then many 
local landowners have contested the process.

In July, Tigania West MP David Karathi urged for 
closer discussions between the two groups, and stated: 
“There is a case in court filed by some residents seeking 
the land to be declared a settlement scheme. The county 
government and KenGen should wait until the owners of 

the land are known so that they can be compensated.”
In the same month, two potential project financiers 

– the France Development Agency and German 
Development Bank – sent delegations to Kenya to assess 
the development. “The lenders are on site to conduct 
a due diligence on the project. The first phase of the 
project for a 50-MW to 100-MW project will be financed 
by concessional funding which is low-cost,” Mugo told 
reporters at the time.

Less has been reported on Meru County’s other 
major wind project, a 100-MW plant in Tigania East to 
be developed by Gulf Energy, with a touted investment 
of US$350 million. NewsBase reached out to Gulf 
Energy for a project update but the company did not 
immediately respond.

More pressingly, KenGen intends to deliver 844 MW 
of new generation capacity, in support of the Kenyan 
government’s goal of establishing 5,000 MW additional 
capacity by end of this year.

The company, which is 70% state-owned, has 
already delivered 330.6 MW of geothermal, 24 MW of 
hydro and 20.4 MW of wind and hopes to supply the 
remaining 469 MW by the end of the year at a cost of 
120 billion shillings (US$1.2 billion).

Yet despite the potential setbacks to its wind 
programme, KenGen has raised the hopes of both 
investors and electricity consumers that it can achieve 
the target, after it successfully increased installed 
capacity by 20%, from 1,343 MW in June 2014 
to 1,617 MW in June 2015. More encouragingly, 
renewables have been the driving force behind this 
expansion, with 99% geothermal growth and 420% 
wind growth during the period.n
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APA on lookout for 
pipeline opportunities
AUSTRALIA’S APA Group is interested in acquiring two big 
pipelines linking Santos’s Gladstone LNG (GLNG) project 
and Origin Energy’s Australia Pacific LNG (APLNG) plant 
to Gladstone, its managing director said last week.

He made the comments as the gas pipeline operator 
revealed its A$6 billion (US$4.27 billion) acquisition 
early last year of the Queensland Curtis LNG (QCLNG) 
pipeline had helped the group nearly double its East Coast 
earnings in the second half of 2015.

The owners of GLNG and APLNG – which are each 
around a year behind schedule – have both said they 
would consider selling their pipelines, although they are 
reportedly focusing on starting second trains before any 
official sales process.

“In respect of the LNG pipelines, we would be telling 
any potential seller that the skills that APA can bring to 
the table there around operating and maintaining, and the 
size of APA these days, would be of value to them,” said 
APA managing director Mick McCormack. “So yes, we are 
interested in those pipelines and indeed any other pipeline 
that may come up for sale.”

Earnings fall
At first glance APA’s figures for the six months to 
December 31, 2015 were not impressive, with total 
earnings diving 77% to A$99.5 million (US$70.8 
million). But this was in the face of tough comparisons, 
with the sale of shares in Envestra having boosted APA’s 
earnings in the same period of 2014.

Underlying earnings before interest, tax, depreciation 
and amortisation (EBITDA) looked better, jumping 66% 
to A$668 million (US$457.3 million), while sales rose 
55.5% to A$812.5 million (US$578.1 million). Both 
these figures were helped significantly by APA’s acquiring 
the QCLNG link, which has now been renamed the 
Wallumbilla-Gladstone pipeline.

“This has nearly doubled our EBITDA from the East 
Coast grid compared with the previous corresponding 
period,” APA’s CFO, Peter Fredricson, said of the 
acquisition.

But not everything has gone smoothly for APA in 

recent months. In the six-month period it missed out on a 
deal to purchase Energy Australia’s Iona gas storage plant 
in Victoria. It also lost to Jemena the contract to build the 
North East Gas Interconnector that will link the Northern 
Territory to the eastern states’ gas grid.

“While we continue to think there are many potential 
opportunities coming to the market, missing out on Iona 
and the NT link shows that APA will likely find it hard to 
compete against others in M&A markets to buy material 
growth,” according to Citigroup analyst Dale Koenders.

And despite those opportunities in LNG, there 
are signs that APA’s appetite for expansion is being 
constrained as key customers trim their spending plans.

Down, but not out
Depressed commodity prices mean projects that mining 
customers were previously considering are now being 
pushed back, McCormack acknowledged last week, 
adding, however, that he believed the company would still 
achieve the lower end of its growth capital expenditure 
target.

McCormick also remains fairly bullish on opportunities 
in the mining sector. He said earlier last month that 
following the opening of a new A$140 million (US$99.6 
million) pipeline that will serve two AngloGold Ashanti 
mines in Western Australia, APA was keen to sign up 
more mines in the eastern Goldfields region.

Although now is “not the best of times” to try to 
expand operations in the commodities business, gas offers 
the benefit of being a relatively cheap fuel and one that 
involves lower operating costs, he said.

“As is always the case with gas pipelines, the biggest 
hurdle is actually getting one built, and once it’s built, the 
infrastructure is there and other users can see that and 
can talk to us about having gas supply to their operation.”

He made the comments at the opening of the 293-km 
Eastern Goldfields Pipeline, which connects AngloGold 
Ashanti’s Tropicana mine northwest of Kalgoorie to APA’s 
existing gas pipeline network. APA is also expanding its 
business in other areas in Western Australia, including at 
the Mondarra gas storage plant.n
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KrisEnergy posts US$49 
million loss for 2015
LOW oil prices took their toll on KrisEnergy’s earnings in 
2015, with the Singapore-based company reporting a net 
loss of US$49 million, largely because of asset write-
downs. This compared with a loss of US$50.4 million in 
2014.

This came despite a 27% year-on-year increase 
in production that helped the Southeast Asia-focused 
explorer lift its EBITDAX (earnings before interest, taxes, 
depreciation, depletion, amortisation and exploration 
expenses) by 21.6% to US$37.2 million from US$30.5 
million in 2014.

Output rose to 9,692 barrels of oil equivalent per day 
as two new oilfields were brought on stream in the Gulf 
of Thailand. The Nong Yao field, launched in June 2015, 
hit its peak production of 11,400 barrels per day of oil in 
November. The Wassana field, brought on line in August 
2015, surpassed its forecast peak of 10,000 bpd, with 
yields reaching 12,800 bpd in January.

This helped offset a 60.2% and 23.3% year-on-year 
decline in the firm’s average sales price of oil and gas 
respectively. Higher expenses at the two fields drove up 
the company’s average lifting cost to US$8.49 per barrel 
from US$6.52 in 2014. 

Overall operating expenditure was up 65%.
Still, the company managed a near nine-fold rise in 

cash flow from operations.
“Operationally, 2015 was a seminal year for 

KrisEnergy,” CEO Keith Cameron said in a statement. 
Besides launching two new fields, the firm also reported 
promising results from all four wells it drilled last year 
on licence G6/48, situated in the Gulf of Thailand. It 
also made a fresh discovery on G10/48, home to the 
Wassani field, and on the Saki PSC, off the coast of Java, 
Indonesia. 

This raised the company’s proven and probable 
reserves by 49% to 105.9 million barrels of oil equivalent.

But Cameron warned that the firm’s strong 
performance “[was] overshadowed by factors out of our 
control and related uncertainties throughout 2015”.

“We have made, and we will continue to make, 
adjustments to our expenditure profile in order to manage 
our liquidity,” he added. KrisEnergy said it would curb 
capital spending for this year to US$50.8 million from 
US$224.7 million in 2015.

Besides Thailand and Indonesia, KrisEnergy has 
upstream assets in Bangladesh, Cambodia and Vietnam.n

ASIA

CNPC to spin off services division
CHINA National Petroleum Corp. (CNPC) could shed part 
of its oilfield services arm as part of the company’s efforts 
to shore up its balance sheet and boost efficiency.

At the IHS CERAWeek conference in Houston last 
week, Bloomberg quoted CNPC chairman Wang Yilin as 

saying that his company was mulling an initial public 
offering (IPO) for its service segment. The timing and size 
of the offering was not specified, however.

As part of major economic reforms, Beijing is trying 
to loosen the grip of its oil giants on the country’s energy 
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sector by ordering them to sell off assets.
In December 2015, CNPC subsidiary PetroChina 

unloaded a 50% stake in the Trans-Asia Gas Pipeline 
(TAGP) network in a US$2.4 billion move to bolster year-
end profits. In 2014, rival Sinopec agreed to shed part of 
its sales-and-marketing unit.

The government is reportedly looking to strip both 
companies of their domestic pipeline networks.

CNPC is the only one of China’s big Three Oil firms 
to still retain full control over its oilfield services business. 
China National Offshore Oil Corp. (CNOOC) floated shares 
in China Oilfield Services Ltd (COSL) in 2002 while 
Sinopec Oilfield Service was sold off in 2014.

China’s efforts to allow the market to play a greater 
role in the industry have had mixed results. The sale of 
30% of Sinopec’s retail business in 2014 raised 107 
billion yuan (US$16.4 billion). But many investors who 
took part in the IPO were government-backed funds.

Just before it was sold off, Sinopec Oilfield Services 
became entangled in Beijing’s anti-corruption probe, 

which led to its general manager, Xue Wandong, being 
detained.

In the end, Sinopec decided to sell the company to 
its Hong Kong-listed polyester maker, Sinopec Yizheng 
Chemical Fibre. This ensured the latter was not at risk of 
being delisted under exchange regulations after posting 
several annual losses. Instead of a private investor, 
the stake in TAGP was passed to another state-run 
entity, China Reform Holdings (CRH), which Beijing 
established five years ago to facilitate the restructuring and 
consolidation of state-owned enterprises.

Attracting investor interest in CNPC’s oilfield services 
division could be a tall order. The sector has been hardest 
hit by the collapse in oil prices, as producers have 
responded by curbing drilling plans.

The unit posted 110 billion yuan (US$16.8 billion) 
in revenues for 2014, according to Bloomberg. This 
compares with 94 billion (US$14.3 billion) and 33 billion 
(US$5.04 billion) in sales made by Sinopec Oilfield 
Services and COSL respectively.n

India to invest in 
Cambodian renewables
INDIAN power producers are negotiating with the 
Cambodian government for contracts to build renewables 
projects in the underdeveloped Southeast Asian country.

Plans include a solar development in collaboration 
with the Cambodian Energy Ministry, according to the 
Phnom Penh Post.

Representatives of 50 Indian power firms and related 
equipment businesses were in the Cambodian capital last 
week taking part in an energy conference organised by the 
Independent Power Producers Association of India (IPPAI).

“Competitive electricity tariffs and favourable foreign 
investment policies make Cambodia an attractive location 
for development of a power market that is energy 
sufficient and does not rely on imports from neighbouring 
countries,” IPPAI director Harry Dhaul told the Post.

Cambodia at present is dependent on imported 
electricity – mostly from next-door Laos – but has set a 
target of delivering power to the whole population from 
domestic projects by 2030. At present, less than 25% 
of Cambodia’s 15 million population have access to grid 

electricity. 
The Council for the Development of Cambodia said 

it had set a target of doubling electricity supply to nearly 
4,000 MW by 2020, although this would include power 
imports from Laos and Vietnam.

The Council has drawn up plans for the construction 
of three coal-fired thermal power plants (TPPs) and eight 
hydropower plants (HPPs) by 2020.

Indian ambassador to Cambodia Naveen Srivastava 
told the conference that large areas of the country 
remained remote, and that independent solar systems 
offered the best solution where it was too expensive to 
expand the grid, the Post said.

Srivastava said the Cambodian government had 
presented a proposal to establish a 10-MW solar project 
involving member firms of the IPPAI.

“Cambodia offers opportunities for the renewable 
energy sector primarily because of high electricity tariffs 
in the region, poor infrastructure and limited electricity 
access,” an IPPAI statement said.n
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Transneft seals Gunvor terminal deal
RUSSIAN pipeline monopoly Transneft has closed a 
deal with trading giant Gunvor for a 50% stake in the 
Novorossiysk Fuel Oil Terminal, relieving the oil trader of 
its last Russian asset.

Wholly owned Transneft subsidiary Chernomorye 
Magistralnye Neftperevodi became the new stakeholder 
on February 12, according to a press release from the 
Russian pipeline operator on February 26.

A final sale price has yet to be disclosed.
The fuel oil terminal’s other stakeholder is 

Novorossiysk Commercial Sea Port, in which Transneft 
also holds 50% equity alongside Russian tycoon 
Ziyavudin Magamedov. Gunvor, one of the world’s largest 
independent oil traders, first announced the decision 
to sell its interest in the terminal in December 2015, 
marking the end of its physical operations in Russia after 
other assets were sold off last year.

An industry source told Reuters that the deal had 
allowed Gunvor to reduce its exposure to Russia after 
former co-owner and Russian billionaire Gennady 
Timchenko was targeted by US sanctions in March 
2014. The sale to Transneft was approved by Russia’s 
Federal Antimonopoly Service (FAS) at the end of 
December 2015.

FAS had previously approved the sale of a 50% 
stake in the terminal to Zvezda, a company linked 
to Valery Surkov, the director of Transneft subsidiary 

Mostransnefteprodukt. The deal was, however, never 
closed. Rumours of the deal with Transneft first surfaced 
in June 2015 but were denied by Transneft vice 
president Maxim Grishanin. Two months later Gunvor 
CEO and majority owner Torbjorn Tornqvist revealed that 
sale negotiations between the trader and the Russian 
state-owned firm were under way.

Novorossiysk Fuel Oil Terminal is the owner and 
operator of one of the largest oil product storage and 
seaborne loading facilities in the Black Sea region. The 
terminal has a fuel oil storage capacity of 119,000 cubic 
metres and has two parallel loading jetties, capable 
of servicing vessels up to Suezmax class. The facility 
handles around 5 million tonnes of fuel oil per year.

Sanctions were imposed against Gennady Timchenko 
by US officials following Moscow’s annexation of Crimea 
in March 2014 owing to the Russian businessmen’s 
alleged close affiliation to Russian President Vladimir 
Putin. Days before the sanctions were rolled out 
Timchenko offloaded his shares in Gunvor to Swedish 
co-founder Torbjorn Tornqvist.

In July 2015, Gunvor sold its majority stake in 
the Ust-Luga oil products terminal on the Baltic Sea 
to Russian coal and transportation magnate Andrei 
Bokarev. The sale price has not been revealed but the 
facility was valued by Gunvor in its 2014 year-end 
accounts at approximately US$1 billion.n

FSU

Rosneft quits talks to buy Trican 
Well Services’ Kazakh arm
ROSNEFT has pulled out of negotiations to buy Canada-
based oil services company Trican Well Services’ 
Kazakhstan business.

Trican’s 2015 fourth-quarter report released February 
24 noted the firm had “discontinued negotiations with 
Rosneft regarding the sale of the Kazakhstan business.” 
Debt-laden Trican is anxious to offload its international 
operations to concentrate on its home market, most 
recently selling its US fracking unit to Keane Group for 
US$200 million last month.

Weak market conditions saw Trican’s international 
division, which includes operations in Kazakhstan, 
record a C$873,000 (US$646,000) gross loss in the 
fourth quarter of last year, down from a C$1.178 million 
(US$871,700) profit in the corresponding 2014 period.

Last week, Trican confirmed receipts from the 
Keane deal would be used to pay down its considerable 
debt, which stood at around US$235 million after the 
transaction. Rosneft entered the picture in August 2015, 
when it bought Trican’s Russian pumping services arm 
for C$197 million (US$145.3 million).

Rosneft expected the purchase to make its oil 
recovery, downhole and well cementing operations 
more efficient. The oil producer may have concluded 
that Trican Kazakhstan would add little to the expertise 
already gained from the Russian division, especially 
given the downturn that has struck Kazakhstan’s industry 
in recent years.

Kazakhstan’s ageing fields are steadily becoming less 
economic with the collapse in crude prices. National 
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oil output fell by 1.2% in 2014 and 1.6% last year. On 
January 15, Kazakh Minister of Energy Vladimir Shkolnik 
told Novosti-Kazakhstan he expected output to drop by 
3.1% this year to 77 million tonnes (1.55 million barrels 
per day).

Confidence in the industry has eroded with the 
collapse of the tenge, which has lost half of its value 
against the US dollar since Kazakhstan’s central bank 
decided to move to a free float in August 2015.

Astana is counting on the Kashagan project, the 
largest oilfield in the Caspian Sea, to revive industry 
fortunes. Kashagan was launched in 2013 but closed 
two weeks later when a major pipeline leak forced 
operators North Caspian Operating Co. (NCOC) to 
overhaul the entire project. 

The Kazakh government has said the field will be 
relaunched in December this year, although NewsBase 
believes this is unlikely.n

Novatek profits double in 2015
RUSSIA’S largest independent gas producer Novatek saw 
profits double year on year in 2015, following a record 
increase in liquids sales and a rise in domestic gas 
prices.

The Russian firm reported a net income of 74.4 
billion rubles (US$991 million) for last year, up from 
37.3 billion rubles (US$497 million) in 2014. Higher 
liquid sales on the year helped drive revenues up from 
355.7 billion rubles (US$4.74 billion) in 2014 to 472.0 
billion rubles (US$6.29 billion) in 2015, the company 
said. The revenue rise was also tied to a spike in natural 
gas sales prices, caused by devaluation of the Russian 
currency as well as lower export duty rates.

Novatek’s earnings beat market expectations after the 
gas producer reversed a third-quarter loss and managed 
to limit further write-downs on the value of its assets, 
analysts at Russian bank VTB said in a note.

Novatek is Russia’s second largest natural gas 
producer behind state-controlled giant Gazprom. The 
bulk of its producing assets are situated in the gas-rich 
region of Yamal-Nenets in Western Siberia.

In 2015, Novatek produced 62.9 billion cubic 
metres of natural gas, down from 65.2 bcm in 2014. 
Liquid production last year, however, jumped from 7.6 

million tonnes (152,600 barrels per day) in 2014 to 
13.3 million tonnes (267,100 bpd).

In its earnings report, the company said it was yet to 
close a deal with China’s Silk Road Fund for a minority 
stake in Novatek’s flagship Yamal LNG project in the 
Russian Arctic. In December 2015, Novatek signed a 
deal with the Chinese investor for a 9.9% equity share 
in the scheme. The move provided Novatek with access 
to new funding for the project, which had dried up after 
sanctions barred the Russian firm from raising long-term 
financing on US and EU capital markets. The Chinese 
fund has already released a US$804 million loan to 
continue work at the site on Russia’s Arctic coastline.

Novatek said the deal should be wrapped up in the 
first quarter of 2016.

CEO Leonid Mikhelson said he expected Yamal to 
secure additional financing in the very near future from 
European lenders as well as Russian and Asian banks.

Estimated to cost US$27 billion, the Yamal LNG 
terminal is majority-owned by Novatek, while China’s 
CNPC and France’s Total hold 20% stakes apiece. The 
terminal’s first train is anticipated to produce its first LNG 
volumes in 2017, with peak output eventually rising to 
16.5 million tonnes per year.n
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Petrobras seeks Chinese 
loan after latest downgrade
AFTER suffering another downgrade, Petrobras has been 
thrown a financial lifeline from China that eases worries 
over how the company will meet its debt commitments 
this year.

The national oil company (NOC) went cap in hand 
to Beijing following the latest wave of downgrades to hit 
Brazil’s sovereign and top listed companies. The problems 
enveloping Petrobras were cited as a direct motivation 
for the downgrades, which raised concerns about the 
country’s solvency.

Moody’s joined the other two ratings agencies in 
cutting Brazil’s sovereign rating to junk status in an 
announcement that mentioned “uncertainty about the 
magnitude of contingent liabilities migrating to the 
sovereign balance sheet, most likely from Petrobras”.

Petrobras senior unsecured debt rating has been 
lowered from Ba3 to B3, while its baseline credit 
assessment has been downgraded from B3 to Caa3. 
Moody’s also cut its Argentina subsidiary to junk.

The decision “considers the company’s steadily 
eroding liquidity, negative free cash flow, high financial 
leverage, local currency devaluation risk, and operating 

challenges in a difficult industry and economic 
environment”, the agency said in a statement justifying 
the decision. Petrobras responded by announcing on 
February 26 that it had secured a US$10 billion credit 
line from the state-controlled China Development Bank.

The deal will be modelled on a US$10 billion financial 
package the driller agreed with the Chinese bank in 2009. 
It was a cash-for-oil arrangement in which Petrobras 
earmarked 200,000 barrels per day of oil over ten years 
to Sinopec. It is likely that Petrobras will have to repay the 
loan in either cash or oil at the bank’s request.

The deal eases concerns about Petrobras’ immediate 
financing needs, with US$12 billion coming due this year. 
The company’s corporate debt is estimated at US$135 
billion. It is currently engaged in a fire sale of assets in a 
desperate bid to raise capital. But its sell-off plans have 
been stymied by the oil price collapse.

China has frequently used its financial muscle and the 
inability of South American countries to maintain steady 
relations with the global markets to lock up long-term 
supplies of raw materials. Venezuela has become deeply 
indebted to Beijing in recent years, as has Ecuador.n

LATIN AMERICA

PDVSA in debt refinancing talks
AFTER suffering another downgrade, Petrobras has been 
thrown a financial lifeline from China that eases worries 
over how the company will meet its debt commitments 
this year. 

Cash-strapped PDVSA is in talks with international 
banks to refinance debt that will come due later this year.

The state-run company’s president, Eulogio del Pino, 
has not provided details about the banks that are involved, 
nor set a date for when a decision might be made.

PDVSA’s debt servicing bill – including both principal 
and interest payments – is about US$5.2 billion this 
year, of which most comes due in the last quarter. The 
company has more than US$9.2 billion in debt servicing 
due in 2017.

Del Pino, who is also the country’s oil minister, said 
earlier that bondholders coming due this year and next 
could be asked to exchange the notes for instruments 
coming due in 2018 and 2019 when PDVSA’s debt 
servicing payments are less. He said the company was 
doing everything in its power to avoid a debt default. Fears 

of a default have subsided slightly after the government 
made US$1.6 billion in debt payments last week. But 
there is still concern that PDVSA or Venezuela could 
default by the end of the year. The national oil company 
(NOC), like the government, is facing a cash flow crisis 
caused by weak international oil prices, which have 
reduced its ability to service debt taken on after 2007. 
In 2007, the company’s financial debt was about 
US$3 billion but the company subsequently went on a 
borrowing spree to finance government programmes and 
campaigns. PDVSA said its bank debt stood at US$43.8 
billion as of the end of last year. Venezuelan President 
Nicolas Maduro believes the country and the NOC need 
about US$14 billion to service their combined debt 
obligations this year. So far, the country has been able to 
avoid any late payments by slashing imports and drawing 
down international reserves, which fell to 13-year lows 
last week after the debt repayment.

PDVSA is likely to opt to sell more assets or seek fresh 
financing from partners to stave off a refinancing.n
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Uruguay to propose fiscal 
incentives for solar 
URUGUAY is proposing the introduction of fiscal 
incentives for the production of solar modules, as it tries to 
boost the country’s photovoltaic (PV) solar market.

According to a government press release, the Ministry 
of Industry, Energy and Mining (MIEM) is working on a 
set of incentives, including tax exemptions, in conjunction 
with the Ministry of Economy and Finance.

The ministries are expected to submit the bill to 
Parliament once it is ready, according to local reports.

Industry, Energy & Mining Minister Carolina Cosse 
said that the plan was to extend the tax benefits enjoyed 
by solar thermal power already to solar PV power as well.

The government added that it was intending to make 
the Paysandu region, in the west of Uruguay, into a hub 
for the construction of solar panels.

The secretary of state also announced that Uruguay’s 
state-run power firm Administracion Nacional de Usinas y 
Trasmisiones Electricas (UTE) had been granted approval 
to generate wind power from the Arias wind farm, located 
in the northwestern Flores region.

The project will see investment of US$178 million, 
70% of which will be financed by the Inter-American 
Development Bank, 20% by UTE and 10% released on 
the country’s stock exchange.

The 80-MW wind project will have a total of 40 2-MW 
turbines, and will be fed via a local substation into the 
national transmission system. Significant diversification 

efforts since the turn of the century have seen a ramp-
up in clean energy development, attracting particularly 
wind projects but also new solar and biomass in the last 
two decades. Renewables now account for up to 95% of 
Uruguay’s electricity, and around 55% of its total energy 
mix – transport means crude oil makes up almost all of 
the remaining 45%.

Policy and investor certainty have been key to 
this transition. Uruguay remains attractive to foreign 
renewables investors because it offers a fixed price for a 
period of 20 years that is guaranteed by the state utility. 
The Atlantic-facing country also has highly reliable wind 
resources, with an average speed of around 8mph (13 
kph) – that also keeps capacity factors high and requires 
less backup fossil-fuel power.

Uruguay’s first wind farm, the 10-MW Nuevo 
Manantial project in the southeastern department of 
Rocha, started operating in 2008.

According to the International Energy Agency (IEA), 
onshore wind capacity is anticipated to continue to 
expand by almost 1 GW, reaching 1.4 GW in 2020. A 
further 190 MW of auctioned PV capacity is expected 
on line in 2017. With further expansion to come, and 
with Uruguay’s historically well-managed renewables 
industry, Paysandu may well supply solar modules into 
neighbouring Argentina and Brazil, both of whom have 
struggled to lift their solar industries off the ground.n
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S&P downgrades dent 
GCC borrowing plans
AS Gulf Co-operation Council (GCC) members continued 
to mull deficit-financing options in late February, the major 
credit ratings agencies dealt renewed blows to the region’s 
governments’ ability to secure attractively-priced foreign 
funds – warning of their worsening economic and fiscal 
outlooks.

Standard & Poor’s (S&P) inflicted the most damage – 
downgrading the sovereign ratings of three of the bloc’s six 
members – while Moody’s issued a general warning that 
the high-profile and broadly-welcomed recent reform of 
energy pricing would have a limited impact on the states’ 
budget balances.

S&P imposed two-notch downgrades on Saudi Arabia, 
Oman and Bahrain, as part of a broader reappraisal of 
ratings on oil-dependent sovereigns across the world 
to take account of a US$15 per barrel reduction in the 
agency’s Brent oil price prediction to US$40 per barrel 
from US$55 per barrel in 2016 – and to US$46 per 
barrel from US$65 per barrel for the 2016-19 forecast 
period.

A hastily-inserted paragraph in the announcement 
expressed the widely-shared scepticism that the 
high-profile agreement between Riyadh and Moscow 
announced in mid-February to freeze production would 
have any appreciable impact.

Budget deficits and debt levels of the three 
governments were expected to rise substantially while 
net asset positions were projected to fall sharply over 
the next three years – with efforts to restrain spending 
likely to have only a marginal mitigating effect. The 
latter assessment was corroborated by Moody’s in a 
mid-February research note entitled “GCC fuel subsidy 
reforms offer only modest fiscal space”. This estimated 
that savings to governments from the reduction in energy 
subsidies enacted everywhere in the bloc bar Kuwait over 
the past eight months would average only 0.5% of GDP in 
2016, compared to a GCC-wide fiscal deficit of 12.4%.

Saudi Arabia’s downgrade to A- from A+ - the most 
striking of the three given the kingdom’s regional and 
global economic weight – was attributed by S&P primarily 
to the “marked and lasting impact on Saudi Arabia’s fiscal 
and economic indicators” of the falling oil price, which it 
estimated would generate an average ‘general government 
deficit’ of 9% of GDP in 2016-19 and an annual rise in 
government debt equivalent to around 7% of GDP, with 
liquid financial assets expected to fall over the period to 
110% of GDP from 127.7% at the end of 2015.

There was no immediate public comment from 
Riyadh, which responded angrily to a one-notch 
downgrade last October – accusing the agency of reacting 
to short-term oil market volatility rather than the kingdom’s 
economic fundamentals and withdrawing co-operation 
from it. S&P’s debt and asset figures assume a roughly 
equal split between reserves drawdowns and borrowing to 
finance the expanding deficit and the kingdom had been 
reported to be in discussions with banks about arranging 
an international bond issue. In the meantime Riyadh has 
continued with a domestic bond programme begun in 
July 2015 and in late February for the first time included 
a floating-rate tranche to take account of rising local 
interest rates. Oman and Bahrain were already regarded 
as the least creditworthy of the Gulf sovereigns by dint 
of their high hydrocarbons dependence coupled with 
scarcer reserves of either oil or financial assets than their 
counterparts.

S&P cut Muscat’s sovereign rating from BBB+ to 
BBB- on February 17, blaming the likely “significant 
[detrimental] impact on Oman’s fiscal and economic 
indicators” of lower prices and noting especially the sharp 
expected decrease in per capita GDP – to US$14,600 
this year from US$20,500 as recently as 2014. General 
government debt is expected to rise by an average 5% of 
GDP per year between now and 2019 and an average 
budget deficit of 11% of GDP is forecast – falling from 
13% this year to 9.6% in three years time.

Moody’s followed suit nine days later with a two-notch 
downgrade in the sultanate’s long-term issuer rating to 
A3 from A1 on the grounds of the “highly negative impact 
of the structural shift in lower oil prices … on Oman’s 
government finances, balance-of-payments position, and 
economic performance.”

The worsening assessments are more immediately 
pertinent to Muscat than Riyadh. The Finance Ministry’s 
budget statement in early January indicated that 900 
million riyals (US$2.3 billion) of the anticipated 3.3 
billion-riyal (US$8.6 billion) deficit would be covered by 
international borrowing while S&P’s one-notch downgrade 
last November contributed to the increase in the price paid 
by Muscat for a US$1 billion syndicated loan taken out 
shortly afterwards.

Bahrain faced an even more immediate fallout from 
S&P’s move, cancelling a US$750 million “tap” issue of 
additional bonds off an existing note two days after pricing 
in the wake of the cut in the sovereign rating to BB from 
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BBB-. In more restrained language than that employed by 
Riyadh last year, Manama issued a statement noting the 
government’s “broad-based reform efforts and substantial 
progress in implementing key reforms” and “regretting” the 
downgrade effected “in response to the current phase of 
the oil cycle”.

S&P acknowledged attempts to reduce subsidies 
and public sector costs but assessed that continued low 
oil prices would “exacerbate existing structural frailty in 
Bahrain’s public finances”. The trio’s smaller and wealthier 
GCC counterparts Abu Dhabi, Kuwait and Qatar had their 
AA ratings affirmed by S&P.n

QP asset sale efforts intensify
STATE energy firm Qatar Petroleum (QP) has appointed 
advisers on the planned sale of a local energy services 
subsidiary and is approaching banks about assisting in the 
divestment of a North American gas venture. This comes 
as part of an ongoing drive to restructure and refocus the 
company’s diverse interests in light of tumbling oil and gas 
revenues.

Divesting non-core assets and expanding globally 
upstream were both elements of a new corporate 
strategy unveiled in mid-2015 – with the latter brief 
fulfilled by a recent licence acquisition in Morocco. 
Meanwhile, continued fulfilment of QP’s broader role in 
supporting Doha’s wider economic plans was evident 
in the company’s award of the main contract on a local 
infrastructure project and in the entry into a partnership 
with the local power and water utility to spearhead the 
state’s renewable energy ambitions.

HSBC has been selected to advise on the planned 
sale of QP’s wholly-owned subsidiary Al-Shaheen Holding 
(ASH), created in 2006 to develop the local energy 
services industry and currently comprising 50% stakes in 
three ventures: in 2008, the firm entered a partnership 
with US company Weatherford to provide well services 
to local clients, followed in 2009 by two tie-ups with GE 
Oil & Gas, also of the US. The first of these was to take 
a stake in GE’s Pii Pipeline Solutions pipeline integrity 
business and the second to establish Al Shaheen GE 
Services Company to perform aftermarket services for the 
American firm’s installed oil and gas fleet.

HSBC is reported to have begun sounding-out 

prospective foreign buyers for ASH – although the timing 
is inauspicious given the downturn being felt in the oil 
services sector as a corollary to the upstream investment 
slump. When outlining similar restructuring plans in mid-
February, Muscat-owned Oman Oil Co. (OOC) explicitly 
ruled out proceeding with the planned sale of its Abraj 
Energy Services subsidiary during 2016 on the grounds of 
current market conditions – despite the parent company’s 
more acute financial need compared with that of its Qatari 
counterpart.

The ASH divestment is consistent with a pledge from 
QP last June at the end of an eight-month strategic review 
to renew the company’s focus on the core business of oil 
and gas production, both at home and overseas, while 
exiting non-core areas – especially domestic domains 
where the firm’s activities might hinder growth of the local 
private sector.

The reorganisation also saw the reabsorption 
of overseas investment subsidiary Qatar Petroleum 
International (QPI) into the parent company – but 
alongside a stated intention to expand foreign upstream 
interests, as confirmed in early February through the 
purchase of stakes in three offshore licences in Morocco.

Running rather counter to this strategy, QP is also 
reported to be seeking a financial adviser for the potential 
sale of its 40% share in a Canadian joint venture with the 
UK’s BG Group, called CQ Energy Canada Partnership – 
which acquired upstream gas assets from the local Suncor 
Energy in 2013 and the following year took over the 
Canadian natural gas business of BG subsidiary Centrica. 
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However, majority owner BG has designated its Canadian 
business “non-core” and appointed an adviser on the sale.

In its core home market, QP’s downstream energy 
supply activities were to the fore last month with the 
award of an engineering, procurement, construction 
and commissioning (EPCC) contract to Athens-based 
Consolidated Contractors Co. (CCC) and the local Teyseer 
Contracting Co. to install a jet fuel pipeline from the 
refinery and gas-to-liquids (GTL) plant at Ras Laffan to 
Doha’s Hamad International airport.

The project is designed to meet the long-term needs of 
the facility, which is to undergo an expansion under plans 

announced last year to cope with rapidly-rising traffic 
and the needs of the 2022 FIFA World Cup. While the 
motivation for the gas-rich country to invest in alternative 
energy sources while facing unusual financial constraints 
appears slim, QP nonetheless in December announced 
a partnership with state utility Qatar Electricity & Water 
Co. (QEWC) to invest in the local solar power industry 
and the latter’s general manager Fahd al-Mohannadi 
revealed plans in late February to invest at least US$500 
million alongside international investors in projects aimed 
at generating 1,000 MW of power over an unspecified 
timeframe.n

Erbil, Baghdad grapple 
with IOC payments
THE struggle faced by both Baghdad and Erbil to continue 
paying their respective international oil company (IOC) 
producers enough to retain their commitment came to the 
fore again in late February

The administrations have sought to keep these 
companies interested while they deal with the acute 
budgetary problems created by low oil prices and 
insecurity.

London-based Gulf Keystone Petroleum (GKP), 
operator of Kurdistan’s Shaikan field, welcomed belated 
receipt of a more generous payment for the previous 
month’s exports than those received by its two producing 
counterparts while the Kurdistan Regional Government 
(KRG) issued an annual report explicitly highlighting the 
rewards reaped by abandoning revenue-sharing co-
operation with Baghdad.

However, a prolonged outage of the sole export 
pipeline promised to slash February’s income for the 
government and the companies alike. Meanwhile, the 
federal government claimed to have cut by more than 
60% the amounts to be paid to IOCs over the course of 
2016 – improbably said to have been negotiated without 
affecting production and development plans.

According to the KRG’s annual report, production 
from Shaikan averaged 30,500 barrels per day during 
2015 – while the Taq Taq field, operated by Anglo-Turkish 
Genel Energy, and Tawke, operated by Norway’s DNO 
International, produced 116,000 bpd and 135,000 bpd 
respectively.

However, more than 10 days after Genel and 
DNO reported gross payments of US16.3 million and 
US$21.45 million respectively for Taq Taq and Tawke’s 
January exports and just over US$3 million each 
towards past receivables under the new more formal 

reimbursement arrangement announced by Erbil at the 
beginning of the month, GKP reported receiving a gross 
payment of US$15 million. This comprised US$5.8 
million for January exports and US$9.2 million towards 
debt recovery – despite Shaikan’s far lower output.

The more generous settlement is assumed to be a 
pragmatic arrangement reflecting the far more parlous 
financial position of the UK firm than that of its larger 
peers. At the end of 2015, Genel’s cash balances stood 
at US$455 million while those of DNO were US$238 
million; GKP’s most recently-stated cash position on 
January 6 was US$58.4 million – down from US$63.9 
million at the end of August despite four KRG payments in 
the interim.

The introduction of the new mechanism, whereby 
IOCs are paid monthly according to the terms of their 
production-sharing contracts plus an additional 5% of 
netback revenue towards debt recovery, was designed 
to introduce more predictability into the arrangement, 
thereby encouraging renewed investment in maintaining 
and increasing production.

However, exports have fluctuated not only on 
IOCs’ spending but also on the status of the northern 
arm of the Kirkuk-Ceyhan export pipeline, which has 
suffered several days of ‘downtime’ each month – as a 
result, the authorities claim, of theft and sabotage. The 
problem since mid-February, although blamed in a KRG 
statement on the same factors, was evidently of a different 
magnitude – with flows halted on February 16 and not 
expected to resume until mid-March, starving cash-
strapped Erbil of an estimated US$14 million per day and 
leaving the size of the next month’s payments to foreign 
producers uncertain.

The Ministry of Natural Resources (MNR) reported 
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exports of 602,000 bpd in January, when the sole export 
pipeline was offline for only one day. The ministry’s 
annual report, published on February 6, showed them 
hovering around that level since September and the 
accompanying statement emphasised the survey’s desired 
message regarding the wisdom of Erbil’s abandonment in 
June of the six-month-old revenue-sharing agreement with 
Baghdad in favour of direct exports.

“Since it started independent sales on 24th June 
2015 until December 31, the KRG achieved revenues of 
US$3.95 billion, a substantial increase on the amount 
received from Baghdad during the first half of the year … 
despite the steep drop in the global oil price during the 
second half of 2015,” it said.

Baghdad has similarly been struggling to keep up 
sufficient payments to its IOC operators against a backdrop 
of plummeting oil revenues. However, Oil Minister Adel 
Abd al-Mahdi claimed in an online statement on February 
22 that after “complex negotiations and studies and 
detailed assessments of each paragraph of expenses,” the 

government’s projected dues for 2016 had been reduced 
to just over US$9 billion – from the US$23 billion initially 
envisaged in the IOCs’ plans and from US$31.6 billion 
said to have been paid in 2015.

The operators were known to have been requested 
to cut budgets while maintaining production levels but 
Al-Mahdi’s assertion that the 61% reduction had been 
achieved “while maintaining production and development 
plans” through a combination of lower industry costs and 
assignment of subcontracting work to state-owned firms 
seems somewhat unlikely.

Meanwhile, super-major BP and Russian firm Lukoil 
have both been reported for several months to have been 
awaiting approval to proceed with multibillion-dollar 
development plans for the Rumaila and West Qurna-2 
fields respectively. 

The latter is the northern second concession of the 
supergiant West Qurna oilfield, the southern part of which 
is being developed by ExxonMobil, PetroChina, Pertamina 
and the local South Oil Co. (SOC). n
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Financial close approaches on 
Jordanian shale power project
CONSTRUCTION in Jordan of the region’s first oil shale-
fired power plant is scheduled to begin in June after a 
decade on the drawing board, Energy & Mineral Resources 
Minister Ibrahim Saif claimed in late February.

The long-awaited move to the execution phase two 
years after the award of the main construction contract for 
the groundbreaking facility has been prompted by progress 
on financing, with a concessionary loan agreement 
provisionally concluded late last year, and financial close 
is due next month. The project and the wider development 
of the kingdom’s plentiful oil shale reserves form part of 
Amman’s perennial drive to improve energy security and 
reduce the cost of the imports that currently account for 
well over 90% of the country’s requirements and absorb 
around 20% of its GDP. 

Attarat Power Co. (APCO), a joint venture led by 
Estonia’s Eesti Energy with Malaysia’s YTL Power 
International and the local Near East Investments, plans 
to build a 550 MW power plant fuelled by oil shale from 
Eesti’s concession in the Attarat Umm Ghudran deposit in 
central Jordan, around 110 km from Amman. 

The Estonian firm first signed a memorandum of 
understanding (MoU) to study oil shale development 
in the area in 2006 and two years later agreed to 
develop, design, finance, construct and operate the 
power plant. In 2010, the consortium was granted a 
40-year development and production licence covering 
an estimated 2.3 billion tonnes of oil shale from which 
it aims to produce 38,000 barrels per day of synthetic 
crude.

Designs for the power plant were drawn up by 
Australia’s WorleyParsons and, following a lengthy 
hiatus, an engineering, procurement and construction 
(EPC) contract was awarded to China’s Guandong Power 
Engineering Corp. in late 2013. 

APCO then struggled to secure finance, complaining 
publicly last August that international and regional 
development finance institutions such as the International 
Finance Corp., the European Bank for Reconstruction and 
Development (EBRD) and the Islamic Development Bank 
(IDB) had refused to fund the estimated US$2.2 billion 
project and the company mulled the sale of part of its 
65% stake to raise the necessary sums.

However, signalling the importance placed by the 
government on the scheme, a preliminary agreement was 

signed the following month during a visit by King Abdullah 
to China for Bank of China and Industrial & Commercial 
Bank of China to provide US$1.6 billion in loans to APCO 
backed by Chinese export credit agency Sinosure.

Firmer agreements were signed in mid-January and 
Saif claimed in late February that financial close was near, 
pending resolution of “a number of issues with Chinese 
financiers,” adding that construction would begin by early 
June. Completion is now due in 2019.

APCO signed a power purchase agreement with state 
utility National Electric Power Co. (NEPCO) in October 
2014 calling for the supply of the power over 30 years 
from financial close – extendable by 14 years – at a 
price of around US$0.107 per kilowatt hour, taking 
into account a royalty payment of 1.5 dinars (US$2.1) 
per tonne of oil shale mined. Signing the deal, officials 
asserted that the cost was around half that of electricity 
generated by burning imported diesel or heavy fuel oil and 
that the project would save the kingdom around US$500 
million per year. Energy imports, which currently fulfil 
around 96% of total requirements, absorb roughly 20% 
of GDP and represent a substantial drain on the state 
finances.

While starved of the hydrocarbons riches of its 
neighbours, Jordan’s oil shale reserves are thought to 
be among the largest in the world – estimated by the 
government’s Natural Resources Authority at around 
70 billion tonnes. Efforts to tap the reserve have moved 
painfully slowly, however, with a series of concession 
agreements signed around the middle of the last decade 
yet to bear productive fruit and the Eesti venture poised to 
become the first to move from studies to execution.

Meanwhile, Amman has been pursuing multiple 
alternative avenues to improve energy security – spurred 
by the unreliability since the political upheaval of 2011 of 
low-cost gas supplies from Egypt, which had met around 
80% of power generation requirements. A consortium 
of the Netherlands’ BAM International and the local 
MAG Engineering & Contracting Co. commissioned an 
LNG import terminal at Aqaba in July 2015 and the 
government signed a five-year LNG import agreement 
with Royal Dutch Shell the previous January said to cover 
around a quarter of NEPCO’s daily needs. In February, 
talks were reported with Algeria’s state-owned Sonatrach 
over additional purchases of the fuel.n
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A F R I C A

Egypt’s NREA to secure 
180 million euros for 
Siemens wind farm
Egypt’s New and Renewable Energy 
Authority (NREA) officials are 
attempting to complete negotiations 
with 10 local and foreign financial 
institutions to finance a Siemens wind 
farm within the month. A source 
in the NREA said that the agency 
estimates it will need 180 million 
euros to finance activity in the first 
part of the project’s implementation. 
The total cost of the project that will 
have a 2,000 MW capacity factor is 
estimated at 2 billion euros. Siemens, 
a German company, has begun 
implementing the first stage of the 
project which will have a capacity 
factor of 180 MW.

The authority is negotiating with 
local and foreign banks including 
HSBC, the National Bank of Egypt 
(NBE), the Commercial International 
Bank (CIB), Banque du Caire, Bank 
Audi, Emirates NBD, International 
Finance Corporation (IFC), the 
European Bank for Reconstruction 
and Development (EBRD), the KFW 
Development Bank, and the African 
Development Bank (AFDB).

The NREA seeks to provide 60% 
of the cost of the project through 
international financial institutions, 
while the rest of the project’s cost 
will be provided by local banks. A 
principle agreement was reached to 
form an alliance between three local 
banks, the NBE, Banque du Caire, 
and the CIB, to secure the necessary 
funds for the project. Siemens 
will also establish a factory for the 
production of wind turbine blades 
with self-financed investments of 100 
million euros. The factory will produce 
300 blades annually for 100 wind 
turbines that will each have an annual 
capacity factor of 340 MW.
DAILYNEWSEGYPT.COM (EGYPT), 

February 29, 2016

Total Gabon posts 2015 
revenues
Total Gabon’s revenues for 2015 fell 
by 45%, US$842 million in 2015, 
from US$1.54 billion in 2014, the 
company said on February 26. Brent 
prices were down by 47% on the year 
while Total Gabon’s price fell 50%, 
from US$93.6 per barrel to US$46.8. 

Production from the company’s 
fields increased by 1%, to 47,300 
bpd, from 47,000 bpd. The increase 
was driven by maintaining production 
levels, with new wells coming on 
line, such as those at Phase 3 of the 
Anguille field redevelopment project. 
Results will be published on April 1. 
TOTAL (FRANCE), February 29, 2016

Namibia makes N$235 
million power station 
deal
Namibia’s desperate City of Windhoek 
has given the green light to build of 
a new electricity supply station at 
Farm 508 Havana in the Goreangab 
area for N$235 million (US$15.06 
million), despite concerns that the 
area is environmentally sensitive. The 
deal with the national power utility 
NamPower was approved during a 
council meeting on February 25. 

According to the plan, the city will 
contribute N$172 million (N$198 
million including VAT) of the required 
N$235 million while NamPower 
will fork out about N$63 million for 
the station. The city will pay N$72 
million upfront to NamPower for the 
construction that will start next month, 
while the outstanding N$125 million 
(including VAT) will be sourced from 
the Namibian financial market. 

Council documents show that the 
city will source N$51 million of the 
N$72 million from funds received 
from the central government meant to 
provide services to low income areas. 
THE NAMIBIAN (NAMIBIA), February 

29, 2016

A S I A

NTPC raises US$500 
million by selling 
dollar-denominated 
bonds
India’s largest power producer 
the state-owned NTPC has raised 
US$500 million by selling dollar-
denominated bonds, three people 
familiar with the matter said. The 
bond sale is the first overseas 
corporate issuance this calendar year. 
NTPC has decided to offer 4.25% 
coupon as it decided to pay 255 basis 
points markup over and above the US 
benchmark, now yielding 1.75%.

These 10-year offshore bonds are 
called Regulation S where they may 
not be necessarily offered and sold 
within the US only. Investors across 
the globe can bet on those. But, they 
have been priced in benchmark with 
the similar maturity US Treasury yield. 
“The NTPC bond deal, the first by 
an Indian corporate this year, was 
tightly priced and well received,” said 
head of corporate finance India at 
Deutche Bank Amit Bordia. “The issue 
reaffirms that India is being positively 
differentiated amid global volatility.”

The size of the order book was 
about three-times higher than the 
actual targeted funds. There were 
four-five banks which arranged the 
sale. Bonds are now yielding at 
4.31% effectively in the market.
ECONOMIC TIMES (INDIA), February 

24, 2016

South Korea secures 5 
billion euros of finance 
in Iran
South Korean Trade, Industry and 
Energy Minister Joo Hyung-hwan 
has signed a memorandum of 
understanding in Tehran after a 
meeting in Tehran with Iranian 
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Finance and Economic Affairs Minister 
Ali Tayyebnia. On the sidelines 
of the meeting, Tayyebnia said 
Iran is interested in expanding its 
relations with South Asian countries, 
especially with South Korea. Iran is 
fully prepared to pave the way for 
Korean companies to invest in Iran’s 
automobile, oil and gas, and tourism 
projects, Tayyebnia said. 

The Korean minister, for his part, 
said Iran has always been a reliable 
trading partner for South Korea. “We 
maintained our relations with Iran 
during the sanctions and we are 
willing to start a new phase of co-
operation in the post-sanctions era.” 
The South Korean Trade Ministry has 
forecasted that its annual trade with 
Iran would rise to US$17 billion, as 
it was before 2011, from the current 
US$6 billion. South Korea is one of 
the biggest buyers of Iranian crude oil. 
TEHRAN TIMES (IRAN), February 29, 

2016

E U R O P E

Poland’s Tauron issues 
US$562 million in 
bonds
Poland’s second-largest energy firm, 
state-run Tauron Polska Energia 
issued bonds worth 2.25 billion 
zlotys (US$562.42 million) to re-
finance debt, it said. New bonds 
maturing in 2020 were bought by 
several lenders such as Bank BGZ 
BNP Paribas, Bank Handlowy, Bank 
Zachodni WBK, ING Bank Slaski, 
mBank and Bank PKO BP. Tauron is 
the most indebted power company in 
Poland with debt of 9.7 billion zlotys 
(US$2.43 billion) at the end of 2015.

It has said it plans to invest 37 
billion zlotys (US$9.28 billion) by 
2023, and it has already bought the 
Brzeszcze coal mine in the south of 
the country, which was once owned 
by state-controlled ailing mining group 
Kompania Weglowa. The conservative 

Law and Justice party (PiS), which 
won parliamentary elections in 
October, has taken over the task of 
putting together a rescue plan for 
Kompania, the European Union’s 
biggest coal producer.

PiS wants to merge Poland’s 
coal miners with power producers. 
State-run energy firms include such 
companies as PGE Polska Grupa 
Energetyczna, Energa, and Enea.
REUTERS, February 29, 2016

Russia may sell 
government’s whole 
stake in Bashneft 
Russia’s Economic Development 
Ministry has begun to select 
investment consultants to assess the 
terms of privatisation of Bashneft oil 
company and does not rule that the 
whole stake of the government in 
the company can be sold, Economic 
Development Minister Alexey 
Ulyukayev said. “Such a possibility 
exists, actually this is our proposal 
[the sale of the whole stake owned by 
the government]. Now we will select 
an investment consultant who will 
consult us on the market situation and 
possibilities for the sale,” he said.

Earlier, a senior federal official 
said that Russia is considering three 
options for privatisation of Bashneft, 
the sale of a 25% stake, of a 50% 
package and, together with a stake of 
Russia’s republic of Bashkiria, 75%.

TASS (RUSSIA), March 1, 2016
JKX cautions on US$41 million in 

potential Ukrainian liabilities
UK-based JKX Oil & Gas set out 

potential liabilities of US$41 million 
from Ukrainian cases as its new board 
tries to restore investor confidence 
with more disclosures. The warning 
comes 30 days after a board overhaul 
at JKX, which has struggled due to the 
fall in oil prices to multi-year lows and 
escalating political tensions between 
Russia and Ukraine, its two main 
markets. The liabilities relate to JKX’s 
three cases against the government 

in Kiev over allegations that it was 
overcharged in production taxes for 
certain periods since 2007.

“The disclosures are going to be 
uncomfortably fulsome and ... that’s 
something we want to establish as a 
new precedent for shareholders,” JKX 
chief executive Tom Reed said. JKX’s 
entire board quit last month after 
Proxima Capital Group, its second-
largest shareholder, managed to rally 
support for the board’s removal. 
Proxima said at that time the failure of 
JKX’s erstwhile board to manage the 
business well had led to a “destruction 
of value”. One of its nominees said 
that relations with key stakeholders 
had been “irreparably” damaged.

JKX shares are worth less than 
5% of their May 2008 peak. Reed, 
formerly finance head at Russia-
focused oil and gas company 
Ruspetro, said he would not bother 
with JKX’s stock price for at least a 
year and instead focus on building 
up production. And while JKX does 
not need to be broken up and sold for 
spare, the board would consider all its 
options, including monetising on an 
asset.
REUTERS, February 29, 2016

L AT I N  A M E R I C A

China lends US$10 
billion to Petrobras
Foreign media has reported that a 
US$10 billion loan lent by China 
Development Bank is likely to help 
Petrobras fully repay debts due 
2016. A person who participated in 
debt negotiations said that Petrobras 
will repay the loans in cash or oil 
in terms of China’s requirements. 
The loan greatly strengthens China’s 
commitment to Petrobras. China 
agreed to lend US$15 billion to 
Petrobras within ten years including 
2009, according to the media report.

Petrobras spokesperson says that 
the loan raises China’s committed 
lending to the company to US$15 
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billion if a US$5 billion loan China 
Development Bank made to Petrobras’ 
Netherlands subsidiary last year was 
included.

A Petrobras announcement 
shows that the US$10 billion loan 
was resulted from a co-operation 
agreement China and Brazil signed 
in May.

SINOCAST (CHINA), February 29, 
2016

Ecopetrol secures loan to finance 
investment plan

Ecopetrol borrowed US$300 
million from Bancolombia in order 
to finance its investment plan for 
2016. This loan agreement has a 
term of eight years and a two-year 
grace period on principal, with interest 
payable semiannually at a rate of DTF 
TA +560 basis points. 

Ecopetrol underscored the terms 
of this loan agreement confirm it has 
access to resources not only in the 
international market, but also in the 
Colombian banking market. 
PORTAFOLIO (COLOMBIA), February 

25, 2016

M I D D L E  E A S T

R&D investments 
in GCC’s petchem 
industry jump 40% in 
2014
Investments in research and 
development (R&D) in petrochemicals 
in the GCC region were estimated 
at US$529 million in 2014, Gulf 
Petrochemicals and Chemicals 
Association (GPCA) data show. This 
figure is a 40% increase from the 
US$368 million spent in 2013 and is 
notable for being the highest increase 
in R&D for petrochemicals funding 
worldwide, GPCA said. 

With research and development 
spend from the GCC’s petrochemical 
industry on the rise, the region must 
focus on collaborative innovation 

in order to survive, GPCA said. 
“The GCC’s petrochemical industry 
continually looks at avenues for 
growth, whether it is capacity 
expansion or the improvement of 
products and procedures through 
impressive R&D funding,” said GPCA 
secretary-general Dr Abdulwahab 
al-Sadoun.

“This is the testament to the 
ambitions of the industry as a sector 
that is consistently looking at new 
means towards sustainable growth,” 
he said.

Although R&D figures from the 
GCC account for only 1% of global 
chemicals R&D funding, it posted 
the highest R&D growth rate in 
2014. The incremental investments 
primarily occurred in Saudi Arabia, 
wherein companies increased R&D 
investment by 45%. “The region’s 
foremost petrochemical companies, 
including Sabic, Tasnee, Sipchem 
and Borouge, have invested heavily in 
creating dedicated R&D centres in the 
hopes of driving innovation. This is 
undoubtedly a positive development,” 
al-Sadoun said.
GULF TIMES (UAE), February 24, 2016

Rating agency risk 
mounts for Saudi as 
views diverge
In addition to sagging oil prices 
and political risk, investors in Saudi 
Arabia now have a new source of 
uncertainty: widely different views 
of the kingdom from the world’s 
three major credit rating agencies. 
Last week, Standard & Poor’s cited 
the damage to Saudi state finances 
from low oil prices when it cut the 
kingdom’s long-term sovereign credit 
rating by two notches to A-minus, 
with a stable outlook, from A-plus. 
That left a big gap between S&P and 
Moody’s, which has Saudi Arabia 
three notches higher at Aa3, with a 
stable outlook. The gap is even larger 
with Fitch Ratings, which has Saudi 
Arabia four notches higher at AA and 

a negative outlook. 
Of over 100 sovereign issuers 

rated by the three agencies, only a 
few currently have ratings in such a 
wide range. The divergence matters 
because many international investors 
are limited by internal rules to buying 
debt with certain minimum ratings. 
Some use the sovereign ratings to 
make decisions on allocating money 
outside the debt markets. 

Saudi Arabia is preparing to 
start issuing sovereign international 
bonds this year to help cover its 
budget deficit. Success may to some 
extent depend on whether the ratings 
divergence persists, or whether the 
other agencies follow S&P’s lead. 
Senior portfolio manager for emerging 
market debt at Union Investment 
Privatfonds Sergey Dergachev said 
uncertainty over rating agencies’ 
intentions had become a major factor 
for investors in Saudi and Gulf Arab 
debt. “Overall, my sense is that rating 
agency risk is very high in the eyes of 
investors, since in the last few months 
several decisions of all three agencies 
have been sudden.” 
REUTERS, February 25, 2016

N O R T H  A M E R I C A

Junior oil and gas 
companies to get 
C$750 million federal 
boost
Export Development Canada is 
earmarking C$750 million to help 
support the struggling oil and gas 
sector. Regional vice-president for 
Western Canada Mark Senn says 
that could take the form of loans 
or guarantees. The trade financing 
agency will focus its efforts on small 
and medium-sized firms. It says that 
is where the additional liquidity can 
be most effective in helping sustain 
jobs and bolster the economy.

Senn says EDC will be choosing 
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to support companies that have a 
solid plan to survive the downturn 
and have an interest in international 
opportunities. He says he expects 
the bulk of the recipients will be in 
Alberta, but there are many firms 
elsewhere in the country that have 
suffered because of the crude price 
collapse.

“We know there are many smaller 
companies across Canada with solid 
fundamentals that are financially 
stressed, and those are the companies 
that we can really help to make 
it through this period of lower oil 
prices,” Senn said.
CANADIAN PRESS, February 25, 2016

Stalling BC LNG 
projects threaten 
yearly C$7.4 billion 
GDP boost
As British Columbia’s fledgling LNG 
industry stalls, the province’s economy 

will be the loser if the LNG dreams fail 
to materialise, the Conference Board 
of Canada says. Investments during a 
30-year period could boost Canada’s 
real gross domestic product by C$7.4 
billion annually on average from three 
LNG projects, including C$5.3 billion 
in growth within BC, the economic 
think tank said in a report. The study 
predicts 65,000 jobs nationally on 
average, of which 46,800 would 
be in BC, while LNG exports to 
Asia would swell government tax 
coffers. Pacific Northwest LNG, led 
by Malaysia’s state-owned Petronas, 
is awaiting a regulatory decision by 
the end of March from the Canadian 
Environmental Assessment Agency. 
In 2012, Petronas acquired Progress 
Energy Canada, which spent an 
average of more than C$2 billion 
annually with its partners from 
2013 through 2015 on natural gas 
drilling projects in northeast B.C. 
The conference board said Progress 
provided funding for the new study. 
THE GLOBE AND MAIL (CANADA), 

February 29, 2016

Continental Resources 
may reconsider oil 
hedges 
Continental Resources CEO Harold 
Hamm said he would “seriously 
consider” hedging if oil prices recover 
above US$60. In November 2014, 
the shale producer famously scrapped 
all oil hedges after prices dropped by 
25%, in a bet that they would soon 
recover. At the time, US crude futures 
were above US$75 per barrel. 

On a conference call with 
analysts, Hamm also said he is not 
interested in issuing more shares to 
raise cash. “What do we need the 
money for?” he said. “We wouldn’t be 
drilling more if we had it. We don’t 
want to bring on anything more in this 
environment.”
INVESTOR’S BUSINESS DAILY (US), 

February 25, 2016
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