DEVELOPMENT OF EAST SIBERIAN GAS

FOR EXPORT TO CHINA & KOREA MARKETS

NEIL BEVERIDGE

COMMERCIAL MANAGER

BP CHINA

North East Asian markets of Korea and China will require enormous growth in energy supply over the next two decades; with a four fold increase in gas demand forecast by 2020. East Siberia has the reserve potential (1000 TCF) to be a major source of supply to meet this demand growth. 

Development of E. Siberia gas to market will require the creation of a new regional energy corridor in NE Asia. The Kovykta project will be an important catalyst for the creation of this energy corridor and provide the foundation and development of the gas resource base in East Siberia. Support for the development of this project as a priority is key. It will provide long-term supplies for both Russian regional gasification and major export markets of Korea and China. To deliver this strategic vision will require integration and alignment between key stakeholders. Main benefits of the regional energy corridor to Korea and China markets are: -

· Energy Security and Diversity: Development of the East Siberian vast resource base and the pipeline infrastructure, which will offer both diversity and security of supply.

· Competitive Pricing: Kovykta can be competitive with LNG, even with recent pricing trends in the region.

· Regional Development: Development of Kovykta, East Siberian gas and the associated energy infrastructure will play an important part in NE Asian regional development in Russia, China & Korea. 

DEVELOPMENT OF EAST SIBERIAN GAS

FOR EXPORT TO CHINA & KOREA MARKETS
1. North East Asia Gas Markets “strong growth in gas demand in the past looks set continue well into the future”
North East (NE) Asia has been one of the fastest growing energy markets over the past 30 years. Demand for natural gas has been particularly strong, rising at 9.3% p.a. since 1970. This has not only been a product of the rapid economic development of the region, but also due to a desire to diversify away from oil following the shock’s in the 1970’s and growing appreciation of the economic and environmental benefits of natural gas. Despite this rapid growth in demand, natural gas still occupies a relatively low percentage of the overall energy mix. As a region, NE Asia accounts for 25% of global GDP, but only 5% of global natural gas consumption. 

Over the next two decades, economic growth in NE Asia should continue to outperform the world average. China and Korea will be the leaders within the region in terms of economic growth, with China forecast to grow at 7% p.a. and Korea at 4.5% p.a. Primary energy growth in these countries is likely to be approximately 3-4% p.a. In the future the energy mix is expected to continue getting lighter, as factors from both the demand and policy side have started and will continue to support the shift to cleaner energy and diversification of the energy mix.

Demand for natural gas within the region is expected to grow at 5% p.a. as a whole. This will be almost double the global average rate of 2.7% p.a. New demand growth within the region will be particularly strong in China and also in Korea. In absolute terms, demand in China is forecast to increase five fold from 30bcm/a today to over 160bcm/a by 2020. In Korea, demand for natural gas will double, increasing from 25bcm/a today to almost 50bcm/a by 2020. 

2. Gas Supply Options “Securing Energy Supplies for the Future”
North East Asia is resource deficient as a region. The combined reserves of the region are 18bn barrels of oil and 60TCF of gas, which translates into per capita oil reserves of 12bbls and gas reserves and 38bcf. This compares to world per capita reserves of 173bbls and 904bcf for oil and gas respectively. 

In Korea, imports of oil and gas play a vital role in meeting energy requirements today. China has traditionally relied upon domestic coal resources and was self sufficient in oil until 1993, but is now importing around 2 million barrels per day. Imports of oil are expected to grow rapidly; the IEA forecasts imports of 4.2 Mb/d by 2010 and 6.9 Mb/d by 2020. Gas imports to China will be required by 2007 and are expected to grow rapidly thereafter.

Traditionally, Korea and China have been able to draw on oil and gas exports from other Asia-Pacific countries such as Indonesia, Malaysia and Brunei, but the scope for further increases in imports from these countries is limited as production is from a relatively mature resource base. While there is scope for further gas exports from Australia and Indonesia, it almost seems certain that a growing proportion of NE Asia oil and gas requirements will have to come from outside the traditional Asia-Pacific region. 

Outside of the Asia-Pacific region, Russia (31%) and the Middle East (36%) are the main reserve holders of natural gas, accounting for two thirds of global proven reserves. To date supplies from outside the region have come almost entirely from the Middle East. 

Future supply decisions will be shaped by a combination of security of supply and price. Security of supply can only be achieved through building diversity of supply. Diversity of supply includes not only geographic diversity, but also options for balancing imports by sea with pipeline supply. Price and price stability are clearly also important to ensure that gas is affordable and that industrial and commercial customers are competitive both domestically and internationally. 

Both these factors, diversity of supply & price, should promote Russia and in particular East Siberia as the resource basin of choice for future energy supplies to Korea and China.

3. East Siberia “A world class resource basin and creation of an energy corridor”
East Siberia is a basin, which is rich in natural resources and a world-class hydrocarbon province. Oil and gas in-place estimates are 20bn barrels of oil and 1000 TCF of gas (30 TCM). For gas, this represents 20% of proven gas reserves in the world today. The supply potential from this basin in 2020 could be as much as 130bcm/a, which is equivalent to the level of Russian exports to Europe today. 

The concept of an energy corridor connecting the enormous E. Siberian oil and gas reserves where there is limited market, to large and rapidly growing markets of NE Asian energy markets which are energy deficient, has been discussed for many years. Despite the regional differences in distribution of markets and supply, which should result in mutual co-operation, this has yet to happen. 

There are several reasons for this, but perhaps the most important is that developing the resource and infrastructure links will require some of the largest non-defense investments to be undertaken anywhere in the world. The benefits of infrastructure are considerable however, as this will be a major catalyst in the development of the NE Asian Region. 

Already the initial projects, which will underpin the energy corridor, are being progressed. Detailed Feasibility Studies on both oil and gas infrastructure projects have been or are just being completed. This is likely to lead to major investments taking place over the next few years, with the first major gas development in the region likely to be Kovykta.

4. The Kovykta Project “the first step”
The Kovyktinskoye (Kovykta) gas-condensate field is located 400 km north of Irkutsk, on the southern margin of the Pre-Cambrian Siberian Platform.  The area is remote with extreme continental climate.  The field extends over an area of 9,000 km2, which is equivalent to the size of the entire producing area of the North Slope of Alaska.  It is estimated to contain up to 60 TCF (1.9TCM) of gas in place, plus 450 mmbbls of gas condensate liquids.   

RUSIA Petroleum holds the main Kovykta license. RUSIA Petroleum is an open Joint Stock Company whose major shareholders are TNK-BP (62%). Other shareholders are Interros, and the Irkutsk Oblast Administration.

The field is a simple, tilted fault block with the Pre-Cambrian sandstone reservoir dipping at < 0.10.  The net reservoir thickness range is 5-30 m.

Over 35 appraisal and experimental development wells, including three horizontal wells, have been drilled in the core of the field.  2D seismic acquisition and reprocessing has also been carried out.  Additional appraisal wells and additional 2D seismic are currently being undertaken to confirm the field extent and reservoir distribution.

5. International Feasibility Study and Development

In November 2000, and with the support of the governments of Russia, China and Korea, RUSIA Petroleum, CNPC/PetroChina, and KOGAS of Korea, signed a trilateral agreement to deliver an International Feasibility Study (IFS) The IFS was designed to evaluate the upstream, pipeline, marketing and commercial aspects of development of Kovykta to markets in NE Asia. The IFS is scheduled for completion in the next month and will represent a milestone for the project.

In the IFS, the project is designed to deliver gas to domestic markets in Russia and 30 bcm per year to the export markets China and Korea. In this scheme China will take 20bcm/a and Korea 10bcm/a. 

Gas will be supplied to the markets through a 4500km pipeline, which will have a capacity of 30bcm/a. The route agreed in the IFS will extend from the field to Irkutsk in E. Siberia, on to NE China and then to markets in Korea and the Bohai Bay in North China.

Total capex for the project for both upstream and pipeline is likely to be between $15 - $20bn.

Timing of gas exports will depend on the timing of government approvals, permissions and project construction. It is likely that initial gas supplies will be developed for the Irkutsk region between 2005 – 07, which will establish the basic infrastructure for regional gasification. Following this period, first gas exports will commence to Korea and China. By 2015 the field will be close to plateau production and incremental expansion of supply, infrastructure and markets will be able to commence.

The IFS has been an important step in building understanding and alignment between shareholders in demonstrating the feasibility and viability of the project. The Working Group’s reporting to a Coordination Committee have built up a comprehensive understanding of the project which will provide a solid foundation on which to build. However the next stage is to secure full Government endorsement and finalise commercial negotiations.

6. Creation of the Energy Corridor “Key Success Factors”

To deliver the NE Asian Energy corridor will require a number of key challenges and issues to be addressed, in general these can be summarised under 4 themes. These are political will for regional energy co-operation, the right partnerships to deliver major projects, enormous investment in infrastructure and supply, and simulation of market development.

The first requirement is political will for regional energy co-operation to take place. This is a fundamental pre-requisite for the development of any major international project to give investors the confidence to make the required long-term investments. Clearly many factors will affect political will for energy co-operation. For Russia, development of the east will be important. For China and Korea regional development will also be important but securing long-term energy supplies will be a major priority. Intergovernmental agreements will be required to underpin this political will.

The second requirement is building the right partnerships to deliver large international projects. Partnerships, which understand what it takes to jointly, develop resources, infrastructure and markets on a large scale, but in an integrated way. Partnerships, which can raise the necessary finance and have the experience to construct and operate projects to benefit both suppliers and consumers. And finally, partnerships, which will cause no harm to the environment and be a force for good in the communities they serve.
The third requirement is the enormous investments in infrastructure, which will be required to connect resources to markets. Over the next two decades tens of billions of dollars will be required to develop infrastructure across the value chain. To ensure this investment happens, attractive and stable fiscal terms will encourage the right economic environment for investment. Synergies with other regional projects, the use of local materials and phasing of capital expenditure to meet market requirements will ensure this project is able to deliver gas to market, which is competitively price against other supplies such as LNG.

Finally the right regulatory environment will be needed to ensure efficient development of infrastructure and markets. This is particularly important for China where the gas industry is still in the early phase of development. For gas, there is a requirement to create a legal, policy and regulatory framework with clear accountability for implementation. Key aspects of the regulatory regime should include policies that ensure sustainable pricing across the value chain. Policies, which help anchor gas demand through government intervention, particularly through encouraging gas utilisation in power. Also required, are regulations that incentives efficient infrastructure development, with clear rights and ability to earn a fair rate of return. And finally, standards to facilitate timely construction, safe operation and efficient integration of the gas infrastructure network. In short, a clear regulatory policy will provide confidence to investors to proceed with developments.

7. Conclusions

Creation of the NE Asian energy corridor will provide the NE Asian market with access to almost one quarter of the world’s gas resource base. This will deliver markets low-cost, secure, gas supplies and a resource base capable of supplying markets for the duration of the 21st century.

There are a number of challenges involved in creation of the energy corridor which will require political will, partnerships, a stable fiscal environment and market development to encourage investment

The Kovykta project is an important catalyst both for development of a NE Asian energy corridor and of the gas resource base in East Siberia. Support for the development of this project as a priority by governments and stakeholders will be key. Kovykta will be critical in delivering the kind of a long term potential required for both the Russian market and export markets of Korea and China. Main benefits of the regional energy corridor to Korea and China markets are: -

· Energy Security and Diversity: Development of the East Siberian vast resource base and the pipeline infrastructure, which will offer both diversity and security of supply.

· Competitive Pricing: Kovykta can be competitive with LNG, even with recent pricing trends in the region.

· Regional Development: Development of Kovykta, East Siberian gas and the associated energy infrastructure will play an important part in NE Asian regional development and in Russia. 
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