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Repsol-YPF joins the fray in Gulf

By Davib ROMAN

MADRID—Repsol-YPF SA has
become the latest major oil com-
pany to come up with a plan to
make it big in the Gulf of Mexico,
just when Latin American woes
and declining reserves are piling
up the pressure on its embattled
management team.

Madrid-based Repsol-YPF, a
Spanish-Argentine company, is
teaming up with

DEALS €3 3DGeo Inc.—g com-
T—— nany gwhned by pri-
DEAL MAKERS vate investors and

researchers at Cali-

fornia’s Stanford University—as it
seeks to stake its future on the
tricky field of deep-water explora-
tion in the Guif of Mexico, where
high-tech maps of the under-
ground seafloor and computer cal-
culations rule the day.

The Kaleidoscope project, as
Repsol-YPF’s plan is called, aims to
increase the reliability of sub-sea
maps, which trace oil and gas de-
posits thousands of feet below the
seafloor. It will use software being
developed by 3DGeo and run
through the MareNostrum super-
computer in Barcelona,
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The deepwater Guif of Mexico
continues to atfract a bevy of inter-
national oil companies due toits rel-
atively low tax and royalty rates, sta-
ble political regime, abundant infra-
structure and remaining untapped
oil deposits. Companies compete
against each other in government
auctions to snap up new acreage, Us-
ing seismic data to see a prospec-
tive pocket of il that others have

missed could provide a critical leg
up for oil explorers. Repsol-YPF
hopes the new 3DGeo technology
will give it a unique advantage.
Repsol-YPF is hardly the first oil
major in the Gulf fo join hands with
academia. Most other foreign firms
that have started operations in the
area in the past two years—inciud-
ing companies like Norway’s Stateil
and Norsk Hydro, Saudi Arabia’s
Aramco and Brazil’s Petrobras—
have similar agreements in place.
The difference with Repsol-YPF
is the scope and ambition of Kaleido-
scope, and the fact that in its case
the stakes may be higher than for

‘other companies. Repsol-YPF has

one of the lowest ratios of reserve
replacement among major oil com-
panies, and continued conflicts
with the governments of Bolivia, Ar-
gentina and Venezuela over taxes
and ownership of reserves have re-
sulted in a blurry business outlook
and declining profits during the
past few guarters.

In February, Repsol-YPF said its
fourth-guarter net profic iah W48
due to lower output and higher ex-
ploration costs, and said contract
renegotiations have caused its re-

Please turn to next page



Prensa: Diaria

>accesogroup 04/05/07 THE WALL STREET JOURNAL EUROPE

Documento:  2/2

Tirada: Sin datos OJD Impresion: Blanco y Negro

Céd 13154504 Difusion: Sin datos OJD Seccion:

Pagina: 16

Repsol-YPF joins fray in the Gulf
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serves in Bolivia—formerly one of
its main focuses for explora-
tion—to plunge to some 91 million
barrels of oil equivalent, from
around 1.3 billion barrels in 2004.

Jason Kenney, head of oil-and-
gas research at ING bank, said Rep-
sol-YPF’s move into the Gulf and
the launch of Kaleidoscope are asig-
nificant part of the company’s
move away from such troubled
Latin American regions.

Still, he noted that Repsol-YPF’s
exposure to the U.S. is still small
and, without new oil or gas finds in
the area, only 3% of its production
will come from the Gulf by 2010. He
added that competition in oil explo-
ration is fierce, and there are no
guarantees that Kaleidoscope will
work any better than comparable
exploration projects being under-
taken by rivals. “Investment in re-
search and development is posi-
tive, but ultimately you gotta find
the oil,” he said.

Kaleidoscope is unigue because
3DGeo is a for-profit firm rather
than an academic consortium,
even if it retains close ties to Stan-
ford, and because the involvement
of Repsol-YPF has allowed
U.8.-based researchers access to
Barceiona’s MareNostrum super-
computer. According tothe compa-
nies involved, MareNostrum—
now the world’s fifth-most-power-
ful computer—is by far the most
powerful computer used by the in-
ternational oil industry.

A lot is riding on this project. If
it manages to find oil or gas depos-
its deep under the seabed, it would
be a significant breakthrough for
oil exploration.

Seismic imaging has become a
vital tool for oil majors in the Gulf
due to the rapid depletion of easily
accessible shailow-waters re-
serves. In the past decade, shallow-
water hvdrocarbon production in

the Guif has fallen by 50%, while
deep-water production has in-
creased fourfold, according to
David Heikkinen, an analyst with
Houstorn firm Pickering Energy
Partners, Inc. :

As a result, several dozen com-
panies now drill in water over
three kilometers deep to well
depths of more than 9,000 meters,
according to Mr. Heikkinen. Seis-
mic imaging, obtained by sophisti-
cated ships run by a specialized
group of companies called geophys-
ical contractors, tells these compa-
nies where to drill,

This knowledge is valuable. In
deep waters, a well takes 60 days of
work and costs around $100 mil-
lion or more. That-compares with a
cost of some $500,000 for a similar
well ondry land in Texas. Geophysi-
cal contractors sell seismic data ei-
ther on ar individual or a collective
basis. The result is most oil produc-
ers in the Gulf work with the same
sets of maps, and newcomers such
as Repsol-YPF must find a way to
try to make a difference in theirin-
vestment.

The approach taken by Repsol-
YPF and 3DGeo is similar to that re-
cently taken by several competi-
torsinthe oil industry, and the aca-
demic world, says Arthur Weglein,
a professor of Geophysics at the
University of Houston. Mr. Weglein
himself heads a seismic research
program called M-OSRP, launched
in 2001, that is sponsored by sev-
eral international oil companies, in-
cluding Royal Dutch Shell PLC, BP
PLC, Ttaly’s Eni and Petrobras.

The Massachusetts Institute of
Technology is working with Shell
in a similar, nonexclusive initiative
launched last year, and Shell is also
involved in projects of this kind
with Stanford University and the
Netherland’s Delft University, one
o{ t}!e quding institutions in seis-
mic imaging.




