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Petrobras reveals revised
five-year business plan

PETROBRAS’ long-awaited announcement
regarding a revised five-year business plan
came late lastweek.

As expected, but now confirmed,
exploration andproduction activitieswill
garner an increased allocation of $8.7bn—
57%, or $127.5bn of the oil giant’s $224.7 bn
five-year budget for capital expenditures,
encompassing 2011 to 2015, as opposed to
a previous 53%, or $118.8bn.

According to Petrobras, 87%of new
projects not in the previous plan are in the
E&P category,with a concentration on
development of the pre-salt fields.

Early production at the LulaNordeste
field, in Brazil’s pre-salt region, has
proved to be “already the company’smost
productive”.

In early testing, the BW-ownedFPSO
BWCidade de SãoVicente,moored in 2,100
mwater depth,was producing 14,000
barrels per day of sweet light (API 28º to
30º) crude oil.

Petrobras broke down the E&P further
into 65% for production development,
18% for exploration and 17% for
infrastructure.

As production from the pre-salt fields
expands to 40.5%of 2020’s overall
anticipated production of 6.4mbpdof oil
equivalent, versus 2.8mbpdoe in 2011 and
2.6mbpdoe last year, it will garner nearly
half of the E&Pbudget.

One significant change from the
previous budget is that Petrobraswill
nowbedrilling in the “Transfer of Rights”
area.

In late 2010, Brazil shifted its offshore
energy regime fromonewhere Petrobras
would competewith outside companies
for concessions in lease blocks, to a

schemewhere Petrobras shares in all new
offshore production.

In conjunctionwith this shift,
Petrobras agreed to acquire the rights to
pre-salt exploration blocks according to a
complicatedmethodology that, effectively,
put the price at $8.51 per barrel.

The paymentwas funded from
Petrobras’ late 2010 follow-on stock
offering, theworld’s largest to date at
approximately $67 bn. Petrobras says it
will be drilling 10 exploratorywells in the
“Transfer” area in the Santos Basin.

Under the Transfer deal, which could
reach $43.9bn, explorationmust
commencewithin four years or by late
2014.

The oil giant stated its capital
expenditurewould be “financedmainly by
operating cashflow,with third-party
resources provided by taking onnewdebt
rather thannewequity issuance”.

Investors in the 2010 offering hadbeen
concerned about possible dilution from
follow-on equity raises thatwould fund
themassive budget.

Still, at a time of continuing overall
jitters concerning sovereign credits,
Petrobras said it would be likely to raise
between $7.2bn and $12bnper year in the
debtmarkets, adding it hopes tomaintain
its investment-grade rating.

Technically a “quasi-sovereign”,with
slightlymore thanhalf of its capital
stock in non-state hands, Petrobras is
rated “BBB” by Standard&Poor’s, one of
the lower tiers of investment-quality
bonds.

Morgan Stanley analyst Ole Slorer
explained to clients that Petrobras’
budgeting uses a conservative base case,
with Brent oil priced at $80 per barrel,
compared to the forward curve around

$105 per barrel andhis firm’s forecast at
$130 per barrel for 2012.

The newbusiness plan provides for
exploration in the Franco field, one of the
Transfer area blocks, in the Santos Basin.

The cylindrical drillship SevanDriller,
on a six-year contract to Petrobras at
$402,000 per day throughmid 2016, has
begun to drill in the block, thought to hold
reserves of 4.5bn barrels of oil.n
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Oil giant to earmark
extra $8.7bn on
exploration and
production in
pre-salt fields
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Ultra deepwater
drillers to benefit
GREATER focus by Petrobras onpre-salt
production andproductivitywillmost
benefit technology-intensive service and
equipment companies and offshore
drillerswith high-endultra deepwater
availability, according toMorgan Stanley’s
latest offshore oil services report,writes
Barry Parker.

On the latest round of earnings calls,
Brazil has been a topic of conversations
among analysts and executives.

DiamondOffshore president Lawrence
Dickerson told investors onhis company’s
latest call: “In Brazil, our good customer
OGXput one-year extensions on their
larger rigs, theOcean Star and theOcean
Quest.We continue to have 16 rigs
operating in thatmarket andwith all kinds
of backlog.”

The semi-submersibleOcean Star,
which candrill inwaters depths of 5,500 ft,
had beendrilling in the CamposBasin at a
day rate of $340,000.

The 4,000 ft capableOceanQuest,
drilling nearby,which hadbeen earning
$340,000per day,was renewed toOGXat
$420,000per day.

OGX’s activity has also filtered down to
the offshore support vesselmarketplace;
intermediary Seabrokersmentioned that
OGXhad takenAker Solutions’Aker
Wayfarer, a 2010-builtmulti-purpose
construction vessel, for a three-month
charter.

The vesselwas assistingwith
installation ofmoorings, pipelines and the
undersea “Christmas tree” forwells

feedingOSX-1, pictured right, a floating
production, storage and offloading vessel
set to begin production in the southern
CamposBasin in the fourth quarter of
this year.

Brazilian drillers are now taking
delivery of ultra deepwater equipment
ordered in 2008 in conjunctionwith a
Petrobras award.

Queiroz Galvão, the large Brazilian oil
service contractor and aminority partner
in the FPSOCidade de Paratyproject,
recently took delivery of a new semi-
submersible fromKeppel FELS, the 9,000
ft ratedAlpha Star.

The rig, filling a slot that had
previously been awarded to a Scorpion
Offshore unit, will be entering into a six-
year charter to Petrobras, at a reported
$419,000per day,with an optional six-year
period.

One of QGOG’s other semisworking for
Petrobras, Gold Star, has beendeployed in
the Lula field since 2010, at $268,000/day,
through to early 2015.

TwoSchahin drillships,Cerrado and
Sertao, are both expected to be delivered
this year fromSamsung.Cerrado is in the
final stages of integration after a
successful sea trial inMarch.

Odebrecht’s drillshipNorbe IX is in
transit fromDaewoo to Brazil; the sister
NorbeVIII arrived earlier this summer.

Both units, capable of drilling in 9,000
ft ofwater, are set to enter 10-year
contractswith Petrobras.n
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SBMand
OSX line up
FPSOs for
offshore
Brazil
ATTHELulaNordeste field, a second
floating production, storage and
offloading vessel, the SBM-owned
Cidade de Paraty, is slated to comeon
stream in the third quarter of 2013,
writes Barry Parker.

Deliverywill follow topsideswork,
including the flare tower andhelicopter
deck, to bedoneat theKeppel FELSyard
atAngradosReis, starting inmid-2012.

Major conversionwork on the very
large crude carrierTheseus is under
waynowat Keppel’s Singapore yard.
When completed, the production unit
will be able to process 150,000 barrels
per day of oil.

LulaNordeste field is operated by
65%owner Petrobraswith 25%
participation fromBGand 10% from
Galp. SBM, and its partnersQueiroz
Galvão, NYKand Itochu,will enter a 20-
year contractwith the Petrobras-led
production consortium.

Financingof $1bnwill come in the
formof aproject finance loanprovided
bya “club”of 12 banks,with limited
recourse to theborrowers. In suchdeals,
funds are advanced for construction,
and repayment starts at the timeof “first
oil”. The loan, ledby ING,BTMUand
Rabobank,withCIC,DBJ andNordea
acting asmandated leadarrangers,will
be repaidover 10 years.

Another loose end in offshore Brazil
has been tied upwithModec’s
announcement it has signed an $800m
contract encompassing all aspects of
the construction and commissioning of
the FPSOOSX-3, to be delivered froma
yard in Singapore to ownerOSX,with
first oil expected in late 2013.

An externalmooring turretwill
come fromSofec, part of theModec
group since 2006. The FPSO, to be
capable of processing 100,000 bpd of
heavy oil, with a storage capacity of
1.3mbarrels, will be chartered to sister
companyOGX for 20 years, serving a
group of fields in the CamposBasin
concessioned toOGX.

The FPSOOSX-1 is delivering later
this year fromKeppel, where
refurbishment of a unit originally
constructed forNexus at Samsung is
beingmodified to handle 80,000 bpd of
heavy crude. Another,OSX-2,
contractedwith SBM,will be delivering
the second quarter of 2013.

Additionally, a pair of VLCC
conversions to FPSOs,OSX-4 and
OSX-5,will be undertaken at OSX’s
newly-licensedAcu shipyard, near Rio
de Janiero, expected to begin
operations in 2013.

OSX estimates that FPSOs built at
Acu, 150 km from the CamposBasin,
would achievemobilisation savings of
$4meach compared to units built in
Singapore.

Because of the yard’s proximity to a
sister company’s steelmills, OSX is
touting $3.5manticipated cost savings
per FPSO, due to the economies of
welding large sections of plate.n
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Midwater supply balance tightening
RENEWEDpockets of demand for
midwater rigs have emerged,while
potential supply disruptions noted in the
deepwater sector could cascade
downward into themidwater range,writes
Barry Parker.

NobleDrilling president and chief
executiveDavidWilliams talked up a
Petrobras tender,with bids due at the
beginning of August, formoored and
dynamically-positioned semi-
submersibles capable of handling depths
of 1,200mand 1,500m.

He told analysts and investors on
Noble’s late-July earnings call that
Petrobras “still has a lot of activity and
demand to prosecute in the non-subsalt

work. I think the current tender for the
mooredunits addresses that—andour
expectationwould be that youmight see
more of that fromPetrobras.”

Barclays Capital’s JamesWest,who
heads the firm’sUSdrilling and services
section, pickedup on this theme in a late-
July report, stressing the impact of new
safety dictates concerning blowout
preventers in themarketplace.

“Webelieve themidwater fleet faces
more headwinds frompotential safety
regulations in theGulf ofMexico
pertaining to blowout preventers. BP
recently announced additional safety
requirements that essentially call for 5-ram
BOPs for itsmoored floaters.”

MrWest explained: “We expect other
operators and regulatory bodies are likely
to followBP’s lead in imposing heightened
safety standards,whichwill likely speed
the pace of oldermidwater rig retirements.
Many of theworld’smidwater rigs are
moored rather thanDP rigs.”

Analysts hadnoted a similar
progressionwithin the deepwater segment
(whereDP ismore prevalent), with new
regulatorymandates likely to call for
6-ramBOPs onDP rigs.

Effectively, the samepotential supply
disruptions noted in the deepwater sector
could impact onmidwater rigs in a similar
manner.n
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Petrobrasworkers on a production platform in Brazil, where early production in the pre-salt region has proved to be productive.Bloomberg

PETROBRAS OIL AND GAS PRODUCTION TARGETS

Source: Petrobras
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The FPSOOSX-1, set to begin production in the southern Campos Basin in the fourth quarter of 2011.
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