PHOTOGRAPHS BP

k.
Continental shifts
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West Africa’s offshore oil fields will be the source for most of the growth in crude
output outside the Middle East over the medium term. But will the size of the
region's oilfields and oil quality overcome concerns over political instability, low
skills levels, poor infrastructure and the complexities involved in developing

deepwater deposits?

ew oilfields are being discovered

and progressively developed in the

Gulf of Guinea, with analysts at IHS
Energy predicting that West Africa will
contribute 38% to all the world's oil
production growth in 2007-2010. Between
1995 and 2005, the Gulf of Guinea region
represented 5% of all oil wells drilled in the
world and 21 % of oil strikes, half of which
were located in Angola.

Opportunities

Africa offers a welcoming investment
environment for international majors and
independents. West African oil also tends to
be high quality light and sweet, which is
favoured by many US and European
refiners. The offshore sector helps cushion
oil production growth from the problems of
militancy and political instability that have
affected onshore developments. Most future
production growth from the region will come
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from deepwater projects in Nigeria, Angola
and Equatorial Guinea, which have seen
the discovery of substantial oil reserves in
recent years. Although deepwater projects
are more costly, the sustained high price of
oil and the sheer size of the oilfields make
them lucrative and ripe for investment. By
2010, Nigeria hopes to reach output of four
million barrels per day (bpd), while Angola
is targeting two million bpd by end-2007,
largely due to the expansion of deepwater
developments.

Qil  majors are fighting a fierce
competition to exploit West Africa’s
untapped offshore potential, in an effort to
bolster their replacement rates and ensure a
more reliable source of oil. The United
States already receives about 15% of its oil
imports from the Gulf of Guinea, a figure
that could rise to 25% by 2015.
While most Nigerian oil is destined for the
US, other West African states are

supplying energy-hungry China.

Floating, production, storage and
offloading systems (FPSOs) are being utilised
in West Africa, supplying Very Large Crude
Carriers (VLCC) for export. FPSOs are
preferred due to the high cost of pipeline
construction from West Africa’s prolific yet
remote and often complex deepwater and
ultra-deepwater oil fields. ExxonMobil has
pioneered its Early Production System (EPS)
in West African offshore discoveries, which
involves the building of FPSOs before
discoveries are made. The units are deployed
as discoveries are made to get a wellhead on
the discovery well, so shortening the cycle
time by up to four years. EPS is a highly
speculative and therefore risky approach, but
reflects the confidence oil majors have in
West African strikes.

Challenges

Africa is not without its challenges. For
Nigeria, militancy is a significant problem
for onshore producers. Nigeria's oil sector
has been severely affected by militant
takeovers of onshore facilities and the
vandalism of pipelines, with over a quarter
of its two million bpd onshore production
capacity shut-in in the first half of 2007.
This has the effect of making offshore
production more attractive. Other states in
the region have not faced the problems
Nigeria is experiencing, partly due to their
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relative political stability and because of
the development of the offshore sector
which cannot be easily attacked by
saboteurs and militants.

Although West Africa has a generally
favourable investment climate, regulatory
regimes differ from state to state, political
interference is common and corruption is
rife. While parastatals often have a
significant role in all oil developments, the
terms of their involvement are more
favourable than many countries in other oil
producing regions.

In Nigeria, the state-owned Nigerian
National Petroleum Corporation (NNPC)
controls and dominates all sectors of the oil
industry, both upstream and downstream.
Nigeria permits foreign oil company
participation in its upstream segment.
However, the state company continues to
participate in all projects, with oil majors
providing the bulk of the financing. The
sector is likely to undergo reform under
Nigeria's new President Umaru Yar'Adua,
who has pledged to expose NNPC to public
scrutiny and market forces. He said: “NNPC
itself just becomes a national oil company
that will compete with other upstream
and downstream operators, so that it
becomes efficient.”

In Angola, the state-owned Sonangol
has responsibility for co-ordinating and
controlling all petroleum activities, product

supply to the domestic market and external
marketing. Sonangol funds its share of joint
venture operations through oil-backed
borrowing. At times of low oil prices, a lack
of cash has been known to delay
investment. Angola's accession to OPEC in
December 2006 has raised the prospect of
production  constraints.  Oil  Minister
Desidério Costa believes that the country
will not be bound by an OPEC quota until
2008 and the head of Angola’s delegation
to OPEC Felix Ferreira has stated that
Angola will not be facing restrictions until
2009. However, OPEC Secretary-General
Abdalla el-Badri has suggested that a quota
might be enforced by the end of 2007.
Media reports suggest that output would be
limited to two million bpd. This is unlikely to
have an immediate impact on investment,
but quotas will start to constrain growth
later in the decade as Angola's output
capacity reaches 2.4 million bpd. Angola
could take advantage of disruption to output
in Nigeria due to militancy, enabling it to
make up for any fall in output.

Equatorial Guinea's regulatory envir-
onment is among the most liberal in West
Africa. However, in November 2006, the
government introduced a law that raised the
government's stake in the oil sector by
raising royalties from 10% to 13%,
providing the government with an automatic
right to a 20% share in projects and

allowing for “any windfall tax that may be
imposed by the state”, a vague clause that
increases the risk of investment. This
threatens the level of returns for foreign oil
companies, although the country’s invest-
ment environment is still more favourable
compared to many oil-producing nations.
On the upside, the law helps clarify the
regulatory structure and introduces an
element of transparency that should be
welcomed by operators.

Projects

Poor security, kidnapping and disruption to
production have made Nigeria's offshore
reserves in the Bight of Benin, Gulf of
Guinea and Bight of Bonny more attractive.
At present, offshore output totals around
one million bpd and the government is
hoping that the exploitation of offshore fields
will help push up production to four million
bpd by the end of the decade.

Most shallow water fields are already
being exploited and since 1996 oil majors
have focussed their attention on deepwater
blocks. Bonga was Nigeria's first deepwater
project and is operated by Shell. Situated
120km southwest of the Niger Delta, the
field measures 60sq km and contains 600
million barrels of recoverable oil. The first
discovery was made in 1996, with a further
discovery in Bonga South-West 10km from
Bonga in 2001, indicating the possibility of
a new deepwater development. Bonga
came onstream in 2005 and Bonga South-
West is likely to come onstream in 2009.
The Bonga discovery was followed by the
Abo field (EIf) in 1997 and the Agbami field
(Texaco) in 1998 and a series of other
deepwater fields. Total, Agip, and Conoco-
Phillips are also involved in the Nigerian oil
sector. Output at Total's Amenam field
reached 120,000 bpd in January 2005.

Shell plans to bring online its
Gbaran/Ubie field (220,000 bpd), located
offshore of the eastern delta, in August
2008. ExxonMobil produces around
750,000 bpd of oil in Nigeria. The
company plans to invest US$11 billion in
the country's oil sector through 2011, with
the hope of increasing production to 1.2
million bpd. ExxonMobil brought the Erha
field (200,000 bpd) online in March 2006,
with oil stored in an FPSO, with capacity of
2.2 million barrels. ExxonMobil also
operates the shallow water Yoho field
(150,000 bpd), which contains around
400 million barrels of oil reserves. Yoho will
be re-injected with natural gas to maintain
field pressure. ExxonMobil plans to » »
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