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Rig demand surges with
move into deeper waters

Outlook continues to
be robust as demand
exceeds supply

Jamie Dale

DEMAND for deepwater semi-submersi-
ble rigs has surged this year, with daily
earnings now in excess of $200,000 as high
oil prices and efforts to increase reserves
force oil exploration projects into deeper
waters.

Contract duration is also becoming
longer as oil companies contract rigs well
in advance to ensure availability. Daily
earnings commanded an average of
$238,525 for the first half of this year, up
45% compared with a year earlier.

The market outlook remains very robust
as demand exceeds supply, with few rigs
available for 2008, while there are sugges-
tions that no semi-submersibles are avail-
able for the Norwegian market until 2009.

“Semi-submersible utilisation, at 91%,
is at the highest levels since 1997,” said
shipping bank DVB in a recent report on
the semi-submersible sector. “Average day
rates at $238,525 are at levels not seen in
the past decade.”

It added that semi-submersibles were
being built with progressively deepwater
capabilities and such rigs were expected
to be in high demand, irrespective of any
short-term market movements.

Researchers at the Rotterdam bank
highlighted the sharp rise in the number
of subsea wells from 250 to 490.

“Most of the increase has come through
wells in water depths exceeding 3,000 ft,”
DVB said. “As a result the demand for rigs
with deepwater drilling capability, drill-
ships and semi-subs is robust.”

While oil companies have competed for
the few rigs still available, rates have
soared, especially for the semi-submersi-
bles rated for working depths of less than
1,500 ft, which jumped 97% to $234,409
per day in June this year. This represents a
higher day rate achieved by the semi-sub-
mersibles between 1,500 and 4,000 ft
working depth capability.

However, as day rates have increased so
have operating costs to an average of
around $45,000. DVB said personnel costs
remained the main contributor.

The Petrobrés 36 semi-submersible: the group remains the leading rig operator.

Operating costs in the North Sea are
20% higher than the US Gulf of Mexico’s
$55,000 per day, while off Norway costs
are one-third higher than the rest of the
North Sea at $75,000.

The number of semi-submersibles
under contract this year has doubled since
March 2000, which has prompted greater
demand for newbuildings.

“The current demand environment is

so robust that the owners of newbuildings
aim to achieve charter rates that cover
operating expenses and ensure that the rig
is fully repaid in five years,” the bank said.
The report noted that the orderbook
had increased from 15 rigs 18 months ago
to 41 now on order. Next year, a total of 12
rigs are expected to be delivered, with a
further 20 due in 2009. The majority are
rigs with a working depth of 10,000 ft.

Brazilian state-owned Petrobrés
remains the leading rig operator with 24
units. Last year it chartered 25 semi-sub-
mersibles at an average charter rate of
$124,816 per day compared with Anad-
arko, whose six rigs chartered during the
same period cost $254,827.

Meanwhile, DVB continued: “Contract
duration and day rates have an interesting
relationship in the floater fleet. In recent
years, while day rates increased with con-
tract duration, they dropped significantly
when the duration exceeded four years.”

As a result rig owners stand to gain the
highest rates for contracts of between two
and three years’ duration.

“It would appear that the market is fac-
toring the uncertainty four years into the
future associated with the direction of oil
prices and the supply demand balance
with the growing order book among other
factors,” said DVB.

Last year the worldwide charter dura-
tion averaged 349 days, while Petrobras’
contracts averaged 867 days. This com-
pares with Mexican state oil company
Pemex, which had seven rigs chartered at
$53,500 per day. However, these averaged
the longest charter duration at 1,339 days.

DVB’s research and strategic planning
unit expects further industry consolida-
tion, such as the merger this year between
Transocean and its smaller rival Global
Santa Fe.

The new entity now has 70% more units
than the next largest operator, Diamond
Offshore, which owns 30. For those own-
ers of older generation rigs, DVB warns
that, should there be an industry down-
turn — not considered likely in the com-
ing few years — semi-submersibles of
lower specification, such as second and
third generation rigs, “could be marginal-
ised when operators have a choice of more
advanced equipment”.

Global demand expected to bolster rig rates

OPERATORS of semi-submersible rigs
should expect daily hire rates to
remain robust in the next couple of
years as the global demand picture
remains healthy, writes Jamie Dale.
Petrobras is expected to increase its

semi-submersible fleet in Brazil by
6-10 rigs by 2012. Demand for rigs in
the US Gulf of Mexico is expected to
remain strong.

Rotterdam bank DVB said that in
west Africa the supply of rigs is
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unlikely to match demand for another
year, which will lead to drilling
programs in the region being
rescheduled.

Demand is also growing in Libya,
Italy, Israel and the Mediterranean.

Tankers

Charterers’
uncertainty

helps suezmax
hold firm

AFTER the upward volatility of the suez-
max trade last week, which gave owners a
spring in their step for the first time in
months, rates have stayed firm for a sec-
ond week, based mostly on charterers’
uncertainty, writes Mike Grinter in Hong
Kong.

Solidifying the market was a firm
undertone west of Suez, mainly attributa-
ble to uncertainties with regard to barrels
out of Ceyhan.

Thanks to this, owners held fast and
prevented rates from slipping in an other-
wise lacklustre trade.

However, there is a certain date-sensi-
tivity, and some charterers might have to
pay a slight premium to cover stems on
short notice.

Although not likely to have an immedi-
ate effect on the traditional suezmax
trades, the announcement yesterday that
China had unexpectedly raised petrol and
diesel prices by 10% will allow China’s
main refineries to get something closer to
the price they have been paying. Up to
now the companies have been selling well
below global prices.

Chinese official are hoping that the
price rise will induce increased produc-
tion and imports in order to avert short-
ages that have caused queues and wide-
spread shortages.

But the overall global shortage of pro-
duction facilities means there is unlikely
to be any great turnaround for suezmax or
any other class of tanker in the short term.

And this is beginning to show up in the
books of major tanker operators, OSG
being a case in point.

The American tanker operator admitted
this week that depressed tanker rates were
hitting the bottom line during “challeng-
ing times”.

But to return to the fortunes of the suez-
max trades this week, there is little to
report other than the fact that the worst
still remains in the past.

For suezmax out of west Africa to the US
and Europe, rates moved minimally from
those of last week after they had pushed
up to W110. At one point, rates reached as
high as W115, only to fall back by Thurs-
day to their levels of seven days earlier.

The ships saw a much more dramatic
improvement in the cross-Mediterranean
and Black Sea trade last week as they
surged from a low of W85 to W150.

There were no such surges this week as
the trades struggled to hold on to their
gains, and fell back as low as W140 before
a belated recovery.

Nevertheless, date sensitive fixtures
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