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Lecture(3)

Dr. Abdwbussicn Neamah Alaliabe

OPEC

OPEC was created in 1960 in Baghdad at the
invitation of Iraq to establish it ((an international body
established from twelve countries that depend heavily
on its oil exports to achieve its income)) The
countries that (Iraq- Saudi Arabia - Kuwait - UAE -
Ecuador - Iran - Gabon - Algeria - Venezuela - Libya -
Nigeria).
Objectives of OPEC’s founding :
1- Achieving stability in crude oil prices.
2- Achieving the terms of concession contracts
between governments and companies.
3- Regulating production rates to maintain prices.
4- Increasing member states’ oil revenues.
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FACTORS THAT LED TO THE ESTABLISHMENT
OF OPEC :

1- Price deduction policy: These are policies that oill
companies used to reduce the share of oil-exporting
countries in revenues, as these companies worked to
reduce the oil prices announced in 1959, the first
reduction and in 1960 the second reduction, and this
In turn reduces the share of oil-exporting countries in
revenues. Because of the increase in deductions from
companies and the reduction inthe revenues of the oil
countries, which called for the

formation of OPEC.

2-Changes in the global energy market:

The most important thing that happened during the
period 1950-1960 was the decline in the share of coal
from world energy, as it was 61% of global energy to
35% in 1960, and oil rose from 27% in 1950 to 40% in
1960 as well as an increase in the volume of ol
reserves In the shadow of OPEC during the period.

3- The stage of taking the initiative (1970-1973): The
most important thing that happened in this stage
IS:

a- Change in the declared price and the start of work
at the official price.

B- Changing the formulas of agreement with
companies and switching to partnership contracts that
entered countries as partners in production.
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C- Change Oil pricing decision from companies to
exporting countries.

4- The stage of control (1974-1982): This stage is
known as the golden stage of OPEC, as it became a
monopoly on pricing decisions.

The most important thing that happened in this
stage is:

1- Referral price application

2- formation of national oil companies

3- The completion of the nationalization of oil for the
OPEC countries

4- Oil companies became buyers of crude oil

5- disintegration of oil companies

6- Creation of the International Energy Agency

The stage of decline and adjustment (1982):

The stage of decline, which is a critical stage that
OPEC went through, in light of the disintegration of
the oil industry. So the organization moved to the
adjustment stage to put a basket of oils, leaving the
price setting for the oil market and adopted the quota
system to reach the target prices.

Elements of OPEC's strength:

Despite the differences in the oil policies of the
OPEC member countries, the seventies are
considered the period of OPEC control over the
markets, and this is due to some external variables
that added to OPEC greater strength:

1-The market shifted from the buyers’ market to the
sellers’ market due to the increase in global demand
for oll.
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2- The emergence of national oil companies and
Independent oil companies, which in turn gave
countries negotiating power with foreignoll
companies.

3- High storage costs for importing countries
compared to exporting countries that can to store
oll inside the reservaoirs.

4- It is easy to beget the market dumping of crude
oil by reducing production.

5- The global demand for oil is not flexible, that is,
It Is not possible to reduce the global demand for
oil in the short term because it is not possible to
change the machines and factories that operate on
oil fuels.

6- The concentration of oil reserves in the
countries of the Middle East, which is one of the
reasons for the success of OPEC.

Sl Y L) ) i A Jal g2l
e DS AT calie) Jadil) bl P 8 1 yaull em;é\.u\_w -1
Jsl ¢ 1959 ale b Ailaall Jasill jlaud, Jaiill jyval duos (alis
sl e duaadl gy 5 ) 520 128 5 SN (mdadl) 1960 Ay (s
IS A e Al gl 330 3 iy Glal ) Eus e Jadill B jualll
el Jliy cadla ) Aasil) Jsall claile 8 (ageall
el B G5 s 8l yuiil)-2
andll Las aal 5 S 1960-1950 5l JMA s (g2 5 23 Lgaa
ale 4735 Al A8l (e 761 ialy Cus dpallall AU (1
1960 oo & 740 ) 1950 & 727 oo Ll a5l ¢ 1960

29 Asdall Dr.Abdulhussien N.Alattabi-Alayen university /College of Petroleum Engineering




A el gl dabaia Jh 8 Ladill cillalyia) aaa 8 53h ) ) ALyl
5 yal)

s s Al 4l a&@c_m;ueg\ (1973 1970) 3 yaleall q;\od;f 3
.G\_ﬁ.’a‘g\‘;ﬁgl&)ﬁ& dﬁl\
OJw\djﬂ\é\u\SM\wa\MJ\)ﬂ)m ad
‘;&)ﬂ\_\d;).d\c&u)u (1982 1974) 3yl AN e -4
&uhueﬁy‘j\ JJMJ\Q_\\J\)SGSL\)S;;_\M\&_\AJJ}Y\«S;)A
_}Qéd;)‘d\o&

ALY yew Gk -1

Gida gl (g ill S 55 (0 555 -2

Sl V) Jsal Jadil) anals JlaSiind -3

alall Ladall ¢y yidie Jadill IS 48 Cnpal -4

Jagil) S )4 G845 -5

Al gal) d8lal) S 4 (L) -6
qﬂ\ﬁaﬁgﬁﬁdgﬁﬁ\&ﬂ_ﬁﬂ\&cm&&g‘@j
; ; gl 358 yualic
cgﬂ,\j\gew‘wdﬁﬂ@k&ﬂ\@b@\@&&%‘ﬁ\g@)\&;
I an g ¢ 3lsud) e cligl bk s i yiad Clyimadl (8
S0 38 el Y cdlal ) A HA) ol puriall (aey

Gl 334 ) sy Gaadll) (8 g (M) (Al (3 s 0 (3 sl J 9231
_Léﬂ\‘_;sgdbd\

hel Al jaY) ¢ Al ddads ISy g dgida g dads Sy ) sela -2
aﬁmy\M\uﬁy@ij\ésa‘)ﬁ\ djdﬂojjag

304siall  DrAbadulhussien N.Alattabi-Alayen university /College of Petroleum Engineering




BJMAJ\ d}ﬂ\.}&.’\)ﬁ.ﬂ'&.ﬁ)M\ d}dﬂ‘\_\u.\n_\ w);_\j\ uﬁlﬂﬁ&\sﬁ)\ -3
Ll AT Jady Jaddll o 580 LeiSay Al
LY il S il (3 el (312 ) Siaa) Jedl 0 -4
alladl allall Jls5 Sy W 4l sl ¢ U e Gl Tl e alladl allall -5
S pbadl g GV et (S Y Y juadll gaall e aaill e
il 3Bl o Jaas
gl bl aal a5 Jan ¥V 381 Jga 8 dasil) Jhalial) S i -6
<l Y dalaia
OPEC and the guota system:
After the decline in crude oil prices in the eighties,
OPEC began to work with the quota system, which
are the naturally varying proportional standard and
the equal proportional standard, where the first
depends on several criteria (population size — oll
reserves - cost of extraction - extractive capacity - the
rate of extraction per well Where the state’s
production rate is calculated as the average ratio of
these criteria, and this criterion gives preference to
countries that contain larger reserves and a larger
population, but perhaps they do not have large
extractive capabilities, and this is what is wrong with
this criterion. As for the other criterion, which is
relatively equal, where the percentage of production
The state through the rate of oil extraction and that
the share according to this system is less than the
previous system, which gives a kind of justice to
countries with lower standards.
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Lecture(4)
Oil Reserve

Dy Abdubhussicn V. Alattabe

Oil reserves are large deposits of oil located underground throughout the world.
The most important to the economy are proved reserves because they have a
90% chance that the oil will be pumped out using current technology. Reserves
are primarily located in the Middle East, Canada, Venezuela, Russia, and the
United States. Reserves are one factor in the price of oil, along with oil
production and overall demand.

What Are Oil Reserves?

Oil reserves are an estimate of how much oil can ultimately be recovered,
which includes undiscovered or "yet to find" reserves. This broad definition is
also called "ultimately recoverable resources.” Reserve estimates are based
on the probability of finding reserves in certain geological areas. It also
assumes new types of technology will make it economically feasible to
extract the oil.

Discovered oil reserves is the estimate of future production from known
fields. There are three categories. These are based on how likely it is the oll
can be recovered using current technology.
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Proved reserves: There is a greater than 90% chance that the oil will be
recovered.

Probable reserves: The chance of actually getting the oil out is greater
than 50%.

Possible reserves: The likelihood of recovering the oil in place is at least
10% but not greater than 50%""

Keep in mind that part of an oil field's probable and possible reserves get
converted into proved reserves over time.These discovered reserves are just
a small part of the oil in place. It's just not technically feasible to get most of
the oil out in any given field.?
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Note

Don't believe it when someone says the world will run out of oil on a certain
date. Instead, oil will become too expensive to use long before it runs out.
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eProved Reserves

Of the three categories, the most commonly used is proved oil reserves.
That's where analysis of geological and engineering data demonstrates with
reasonable certainty to be recoverable from known reservoirs. Only the oll
that is commercially viable under current economic conditions is counted. If
oil prices rise or new technology makes costs lower, then more fields become
viable.

Reasonable certainty means that either actual production or conclusive
testing has occurred. The testing includes drilling. If not, then the site must be
adjacent and similar to areas that have been drilled. The size of the field is
determined by the edges where the oil contacts adjacent gas or water
formations.

34 isdall Dr.Abdulhussien N.Alattabi-Alayen university /College of Petroleum Engineering




Oil is not counted as proved if engineers are uncertain that it can be
recovered under current economic conditions. Engineers also don't count it if
it's in completely untested areas.
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0Oil Sands Reserves

The ability to extract oil sands for a reasonable cost has increased the
amount of proved reserves. Most of it, totaling about 165 billion barrels, is
in Alberta, Canada. The United States imported just over 1.6 billion barrels
from these fields in 2019.*

Oil sands are sand mixed with a thick substance called bitumen. The bitumen
must be heated before it can be used as oil. Two tons of sand must be
mined, using three to four barrels of water, to get one barrel of oil. The
process is controversial because it uses a lot of energy and water and leaves
a scar on the environment that can be seen from space.’
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How Oil Reserves forms
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Reserves are the graveyards of prehistoric plants and tiny marine organisms.
Their remains settled at the bottoms of ancient oceans and lakes 541 million
to 65 million years ago. Layers of sediment covered them, increasing the
pressure and temperature. That changed the chemical composition into oil.
Since we use it faster than its being created, oil is considered a non-
renewable resource.
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Note

In 2019, there were 1.73 trillion barrels of oil in the world, enough to last

another 50 years at current production levels. Only proved reserves are

counted in the total world reserves and number changes only slightly every
7

year.

Most of the big fields in the proved oil reserves are in the Middle

East, Venezuela, Canada, and Russia. Here's the number of barrels of
proved oil reserves in 2019 for the top 10 countries according to the BP
Statistical Review:®

2019 Top 10 Oil Reserves by Country
RANKCOUNTRY BILLIONS OF % OF WORLD
BARRELS TOTAL
Venezuela 303.8 17.5%
Saudi Arabia 297.6 17.2%
Canada 169.7 9.8%
Iran 155.6 9.0%
Iraq 145.0 8.4%
Russia 107.2 6.2%
Kuwait 101.5 5.9%
United Arab Emirates 97.8 5.6%
(UAE)
9 United States 68.9 4.0%
10 Libya 48.4 2.8%
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The list alone doesn't give the whole story, because of the relationships
between the countries. Most of them produce more than they use, so they
export to importers or those that use more than they produce. They use the
U.S. dollars earned from the sale of oil ("petrodollars”) to fund government
services.
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https://www.thebalancemoney.com/what-is-a-petrodollar-3306358

To increase their negotiating power, some oil exporters banded together to
form the Organization of the Petroleum Exporting Countries (OPEC) in 1960
to manage world supply and influence prices. OPEC's 13 members hold
80% of the world's proved reserves. The biggest importers of oil in the world
are the United States, China, and the European Union. Over the past
decade, OPEC has regulated the price of oil to respond to market conditions,
including the emergence of shale-based energies.” '
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U.S. Reserves

After years of stagnation, U.S. reserves are now growing again thanks to
higher oil prices that make new technologies cost-effective. Horizontal drilling
and hydraulic fracturing can extract oil from shale and other "tight" formations
or those with very low permeability.*

Also, the United States maintains the world's largest strategic petroleum
reserve at 714 million barrels. The reserve exists to keep the economy
running smoothly when there's a crisis or shortage. Since it is not open for
production, it's not included as part of the U.S. proved reserves.
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Relationship of Reserves to Production
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To export a lot of oil, a country must have large reserves; political stability;
and expertise to extract, refine, and ship the oil.

For example, Venezuela has the world's largest reserves, but political unrest
and poor management of the country's oil industry have hampered its
production. As a result, it's not even on the list of top 10 oil producers. Since
most of the government's revenue depended on oil, the country's economy
has descended into chaos.

Here are the 2019 top 10 oil-producing countries, according to the BP Statistical
Review of World Energy:

2019 Top 10 Oil Producers by Country

RANK COUNTRY PRODUCTION SHARE OF

(MBD) WORLD TOTAL

United States 17.0 17.9%

Saudi Arabia 11.8 12.4%

Russia 11.5 12.1%

Canada 5.7 5.9%

Iraq 4.8 5.0%

UAE 4.0 4.2%

China 3.8 4.0%

Iran 3.5 3.7%

Kuwait 3.0 3.1%

PO NOOOIRAWN|F

Brazil 2.9 3.0%

Why Oil Reserves Matter

Oil reserves are one of the factors affecting oil prices. Supply, as measured
by oil production is also important, and is demand.

These factors are reflected in the price of oil futures contracts in

the commodities market. They are agreements to buy or sell oil at a specific
date in the future for an agreed-upon price. That's why oil prices change
daily; it all depends on how trading went that day.

The oil price forecast has shown much volatility because of the changes in oil
supply, OPEC'’s actions, and global demand.

Traders look at all three factors, only one of which is reserves. They also look
at oil production, which depends on decision-makers in Saudi Arabia,
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Kuwait, Venezuela, and Russia. The most important factor is demand,
particularly from the world's largest user, the United States.'®
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Oil Reserves and Climate Change

When oil is burned, it emits greenhouse gases. Carbon dioxide and other
gases act like a blanket that traps the sun's light and heat.

Burned oil and other carbon emissions have contributed to a rise in the
earth's average temperature of more than 1 degree Celsius since 1880.
This global warming has caused the climate to change. Some of its effects
are rising sea levels, extreme weather, and ocean acidification.®

A s a result, there's a growing call to switch global energy supply to
renewable energy sources like wind and solar to solve the global warming
crisis. If successful, this movement could make the amount of oil reserves
irrelevant.
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Lecture(4)
Contracts in the petroleum sector: types,
characteristics and content

Dr.Abdulhussien N.Alattabi

158,69, -0,64 .

Types of petroleum Contracts:

In the extractive industries, contracts define the relationship
between the state and companies operating in this sector,
in addition to the rights and duties of each party.

There are three types of contracts in this sector, namely
concession contracts, production sharing and service
contracts.

Each type of these contracts has characteristics that
distinguish it from other types of contracts.
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1-Franchise contract

The government gives concessions to a company or companies to
operate in a specific sector, such as oil exploration in a specific
geographical area.

The rights to the natural resources belong to the franchised trading
company. These companies finance all exploration, development and
production Usually in this type of contract, state profits consist of a
specified percentage of royalties and taxes, in addition to social
taxes and bonuses. If the state participates through its national
companies, the company's share of the profit oil is added to its profit.
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2-Production sharing contract

The natural resources are owned by the state. The companies have the
exclusive right to exploration, development and production.

In this type of contracts, companies bear the cost of exploration,
development and production, and later recover their investments from
the oil they extract and export.

Then the oil companies share the profit. The state's profits as a whole
consist of its share of profit oil, royalties and taxes.

This type of contract is common in the oil sector and is rare in the gas
sector and is not applied in the mining sector.
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3-service contract

The natural resources are owned by the state. It concludes an
agreement with companies to provide specific technical services, for
example: exploration works, construction works, transportation....

The state keeps the resources it produces and pays companies for their
services, either in cash or as a commodity, for example oil...

These types of contracts are rare and are adopted by countries such as
Saudi Arabia, Kuwait and Iran.

In Lebanon, the Lebanese government has adopted the production
sharing contract form for Block No. 4 and Block No. 9
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Each contract includes 5 axes in which the duties and rights of both
companies and the state are discussed: technical, commercial, social,
environmental, production and obligations.
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Do you know?
The axes included in the contract concluded between the state and the
oil companies are:
1-Technical hub.
2-A commercial hub.
3-social hub.

4-Environmental hub
5-production and obligations hub.

1- Technical hub:

The technical axis revolves around the exploration plan, the geological
petroleum systems proposed by the right holder, the possible
reservoirs, their depth and number... ie the obligations of the
companies and the time, geological and practical plans for extracting
oil from the sea or land.

Based on Article 7 of the Agreement for Exploration and Production for
Petroleum Activities in Block 4 between the Lebanese Republic and the
consortium of companies, we note that the exploration period has been
set at 5 years, with the possibility of extending only twice for one year
each time.

The exploration well was drilled with a depth of 4200 meters.

Extension Terms for the Exploration Phase.
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2-commercial hub:

This axis highlights and defines the method of calculating the profits of
rights holders and the state from oil production, for example:

Article 22 specifies royalties and their calculation method for crude oil
and natural gas.

As for Article 23, it talked about ways to recover costs for rights
holders, especially after investing on their own in the Lebanon Sea to
discover commercial oil deposits.

As for Article 24, it specified the method of calculating the profit oil for
each of the state and rights holders according to certain equations.
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3-social hub:
This axis highlights the obligations of the right holder towards the
community in terms of employment, training, financial aid and

financing for activities beneficial to the host community

Example Article 20 of the Exploration and Production Agreement for
Petroleum Activities in Block 4 between the Republic of Lebanon and
the consortium of companies, where rights holders are required to
submit a proposal for a detailed program on utilization and training and
update it each year. All companies operating in the Lebanese
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petroleum sector (rights holders, contractors and subcontractors) are
required to have 80% of the Lebanese workforce.
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4-Environmental hub

This axis highlights the laws, rules and requirements that the right
holder must respect and implement to protect the environment and
public safety.

Based on Article 17 of the Exploration and Production Agreement for
Petroleum Activities in Block 4 between the Lebanese Republic and the
consortium of companies, we see that there are general requirements
and rules for the right holder to implement, such as “to make every
effort to prevent accidents, damage to assets, injuries, death and
environmental damage.

Establishing a proactive culture of commitment to health, safety and -

environmental values among all workers involved in petroleum
activities.

And invoking the articles related to the foundations of health,
environment and safety in the Law of Petroleum Resources in Offshore
Waters (132/2010) and Chapter Nine of the Decree of Regulations and
Rules Related to Petroleum Activities (10289/2013).
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5-Production and commitments hub:

Referring to Article 8 of the Agreement on Exploration and Production
for Petroleum Activities in Block 4 between the Lebanese Republic and
the consortium of companies, we note that there are obligations and
minimum work obligations that the right holder must implement such
as conducting a geophysical survey, geological surveys, aerial

surveys..
The right holder shall also be obligated to drill at least one exploration

well.
If the issues of production and obligations center on broad lines and

rules that the right holder must implement.
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