
PHILIPPINE PETROLEUM INDUSTRY

by

Milagros V. Reyes
Petrofields Exploration and Development Co., Inc.

ABSTRACT

PH9800003

Of all energy sources, liquid hydrocarbon, a form of fossil fuel, occupies the
biggest portion of the Philippine energy mix, largely because of its tremendous
varied and efficient utility.

It is singularly the most important component of a nation's economic
structure, so that the exploration and development of one's indigenous source of
crude oil is always a primary undertaking in any country.

The Philippine consumption of crude oil is 325,000 bbls per day valued at
P172 million.

What exactly is crude oil and what is the prospect of the Philippines as a
producer. In the Philippines, oil exploration began nearly 100 years ago, but it was
only in 1975, under a newly introduced service contract system, when the fist
significant oil find was made. With full government support, two other oil fields
were subsequently put on stream, which, at its peak supplied 20% of the national
daily crude requirement.

In 1995, however, the country's oil production dwindled to a dismal 800 bbls
per day, equivalent only to 0.2% of our daily needs.

Several factors contributed to the current poor performance of the oil sector,
foremost among which is the drop in financial support from the capital market.
Only sustained investment in this capital intensive business can lead to the
discovery and development of new oil fields.
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It has been a decade since I last gave a talk on the Philippine oil

industry, its, development and the prospect it faces. It will be recalled

that a little more than 10 years ago, (in) 1986, was our first year after

the EDSA event. This was when the petroleum industry plunged to its

lowest ebb.

The political turmoil which occurred some years after the NIDO

field discovery scared off .foreign explorationists who have contributed

70% of the capita! investment in oil exploration. Needless to say, the

Filipino companies who were left behind could not sustain the drilling

activity which is extremely capital intensive. Nobody was investing in oil

exploration and therefore, no wells were being drilled. It was at this

point when government, understanding the acute need to develop the

country's indigenous source of energy, embarked on an extensive

promotion' effort and tapped the private sector for the government

sponsored road show. v

That was 10 years ago when we participated in a series of

speaking engagements to promote oil exploration in the Philippines.

Now, I am here again because we are almost similarly situated as

in 1986. Exploration drilling has dropped disastrously from 9 wells in

1991 to zero so far, in 1997. The need of the country for crude oil is

ever present and growing. The need to develop our indigenous source

of energy has become paramount in the light of our total primary energy



consumption of 596,000 bbis of fuel oil equivalent per day. Usage of

imported oil has the biggest percentage in the energy mix which is at

53.9% or 320,000 bbls of ofl per day. In 1990 our consumption was

about 200,000 barrels of oil per day. In 1997 it is 320,000 barrels of oil

per day, at a cost of approximately US$6.0 million per day or US$2.4

billion a year.

While we were then producing something like 20,000 - 25,000

bbls of oil per day or 10% of our daily consumption, our current average

production has dropped to a dismal 800 bbls of oil per day or 0.25% of

our current daily requirement.

What happened? Did we run out of steam or did we run out of

oil?

We ran out of steam because we ran out of funding. The oil is

still there, however, we can only find oil by drilling wells, many wells. In

Indonesia they drill more than 20 wells a month. In the Philippines we

drilled 400 wells in 100 yearsl

If you look at our drilling statistics, you will note that everytime we

have active and aggressive exploration, we get a discovery well. So

why do we not keep on exploring and drilling.

Unfortunately drilling oil wells is an extremely expensive and very

risky undertaking.
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Let me just run you through this business called Oil Exploration

so you will appreciate the large amount of risk money required to carry

out an operation.

What is this commodity "Crude Oil"? How is it formed and where

and how do we find it? '

Oil is a fossil fuel - formed many million years ago - generated

from tremendous amounts of microscopic organisms, which have

accumulated at the bottom of seas, lakes and ponds; covered by

thousands of feet of sediments; and through complex processes

involving the interaction of temperature and pressure in the right

physico-chemical environment (often called the "kitchen") throughout

geologic time, the organic matter is converted to petroleum droplets.

These droplets stay in the host rock (known as source rocks), until they

are expelled.

Petroleum, once generated is commercially non viable UNLESS it

accumulates through the process called migration - which takes place

due to the disturbance of the hydrostatic equilibrium.

The migration of petroleum continues through porous and

permeable rocks until it is trapped or barred from further movement by

impervious materials. The trapped petroleum then accumulates in

layers of porous rocks which can accommodate the fluids. These

which are called "reservoir" rocks are the object of the oil expior^t:, •
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search. These rocks are the only things we can "see" beneath the

earth using indirect means.

How do we detect the presence of reservoir rocks? The most

widely used method is by seismic survey whereby we send sound

waves into the layers of rocks down to about 15,000 feet. These waves

are reflected to the surface where they are picked up and recorded by

geophones. The travel time of the sound waves are plotted. The end

product is what we call a seismic section or profile where we "see" the

differences in the density of the rocks. We get a "picture" of the

subsurface from where we can locate a possible target. But please

bear in mind that while we may be seeing a feature that CAN contain

fluids, we CAN NOT TELL whether the content of the reservoir rock is

oil/gas/ or water.

There is no direct and fool proof indicator of oil/hydrocarbons, as

yet. The presence of oil in a reservoir is only confirmed by drilling. The

presence of commercial quantities of oil can be further confirmed by

more drillings. And many times, more often than not a discovery well

will not end up into a commercial well.

This process makes oil exploration a very high risk and capital

intensive venture. Drilling a well is a complex operation carried out thru

the combined efforts of no less than 10 different service companies,

each with specific expertise. These companies have their own special

equipment and tools to carry out their particular job.



In the onshore areas (on land), rigs are available in the

Philippines. However in the offshore (at sea) different types of drilling

rigs are used depending on water depth. These drill rigs are all self

contained structures which are either sitting on sea bottom or floating.

All offshore drilling rigs are foreign based and are only brought to the

country when there is a drilling program.

There are only 2 major results of a drilling project = Discovery or

Dry. If it is Dry, then the well is abandoned. If it is a discovery, tests

and assessment are made and more wells are drilled until the field is

put into production. In NW Palawan, there were 2A wells to a

delineated oil field with initial production registering an average of 5,000

bbls of oil per day per well.

We had four fully developed oil fields operating before 1995, Nido

Oilfield, Matinloc Oilfield/North Matinloc, Cadlao Oilfield and the West

Linapacan. Now we only have the Nido oilfield producing at an average

of 800 bbls per day.

A typical Philippine offshore exploration venture would have the

ving attendant costs:

2D Seismic Survey US$0,800 million

Analysis/Interpretation US$0,300 million

1 Test Well US$8.000 million

US$9,100 million



Peso Value P309 million

85% of total cost is Dollar denominated.

(If the well is a discovery and proven commercial, development

cost can go from US$150 million.to US$1 billion).

With this magnitude of expenditure for a period of 12-18 months,

only the truly serious oil explorationists would invest in this business.

We need not emphasize, however, that the rewards are extremely high.

Payback in the oil business is generally between 1-2 years, depending

on field size.

So, to go back to our question, what happened to Philippine oil

exploration and production: While we were contributing 8-10% to our

daily crude oil requirement 12 years ago, our contribution now is almost

nil.

Well, just like any deposit, this commodity is depleted and

additional fields must be found to sustain production.

Unfortunately, the Philippines is not yet in the league of Indonesia

and Malaysia in hydrocarbon potential. Geologically, we may be

somewhat disadvantaged but this only means that we still need to do a

lot of work to bring our exploration to a level above the current

"underexplored" status. The number of wells we have drilled in the past
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15 years fall way below what is even remotely considered as an earnest

exploration effort.

Considering the amount of money needed to pursue drilling

activities, we obviously need investors in oil exploration, but these

investors who bring in the risk money and the expertise go by a certain

culture of exploration which puts heavy emphasis on the discoverability

of the area, meaning the success ratio, and the facility to carry out

operations in exploration - meaning not only government incentives but

government support in cutting through bureaucratic red tape.

When it comes to discoverability, we may now appear to be less

than attractive because of the failure of West Linapacan field and the

absence of positive results from the wells we drilled the past 3 years. A

string of poor results usually drive foreign participants away, but we can

encourage their return if we are able to show some advantages that

can be enjoyed if they participate in Philippine oil exploration.

We are now competing for attention here in the Far East with

India, Myanmar, Thailand and China who have had better geologic

showings.

How can we vie for attention and compensate for our 3-year poor

showing. Obviously, we, the Philippine private companies and the

National Oil company need to continue our exploration efforts to add

more value to our exploration areas. We have done this before and we

can do it again but this time it may be more difficult because of the lack



WELLS DRILLED UNDER SERVICE CONTRACT SYSTEM
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Renewable
sources

Hydropower

Geothermal

TOTAL PRIMARY ENERGY
CONSUMPTION PER DAY

= 596,000 bbls
of fuel oil equivalent
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The nature of hydrocarbons
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Generation, migration and
accumulation of hydrocarbons
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Mature source rock
in "kitchen" area
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COST DISTRIBUTION
OFFSHORE DRILLING PROJECT

(DOLLAR DENOMINATED)

47.5 %
($4.27M)

RIG RENTAL

24.5 %
($2.20M)
3rd PARTY
SERVICES

0 /
o

11 %
($0.99M)

CONSUMABLES

($1.53M)
CHARTER HIRE
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AREAS OF DISCOVERED
RESOURCES



EXPLORATION AREAS


