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ABSTRACT

This book centers on three major concerns in China’s overseas oil and gas invest-
ment and global multinational cooperation: the selection of strategic investment dis-
tricts, the adoption of cooperation approaches and patterns, the risks as well as risk
management. The interdisciplinary research group has collaborated to tackle crucial en-
ergy problems and conducted systematic research by comprehensively applying method-
ologies in economics, finance, management, petroleum geology and systematic engi-
neering, which enabled the report to firmly grasp the development tendency of compre-
hensive environment of geopolitics, resources and economics in global critical coopera-
tive areas, establish an analysis framework for China and global critical areas of oil and
gas resources based on benefits-sharing game theory, and propose specific solutions for
optimizing critical areas, strategic paths and collaborative patterns. Furthermore, the
research group has built a strategic risk management system for Chinese multinational
cooperation in the oil and gas industry, and provided theoretical support for China to
formulate global energy cooperation strategy.

This report has been divided into six sections:

The first section emphasized the strategic situation of collaboration between China
and global critical areas of oil and gas resources. To begin with, it analyzed recent tran-
sitions in worldwide energy circumstances: the “multi-centric” pattern of global de-

2

mand and supply situation of hydrocarbon fuel, the “regionalization” of fossil energy
pricing mechanism, the “diversity” of settlement method in energy financial system,
the increasing importance of unconventional hydrocarbon resources and the persistent
geopolitical volatility of countries and areas abundant in resources. Next, this section
conducted a comprehensive prediction of the development trend of domestic fossil energy

situation. On the basis of Chinese economic development tendency and energy consump-

tion structure, the research group analyzed the amount of hydrocarbon energy that Chi-
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nese economy would need, studied the primary trend of Chinese oil and gas foreign de-
pendency degree, and specified the necessities of employing foreign hydrocarbon re-
sources. At last, this section reviewed experiences of Chinese petroleum corporations’
oversea business, and analyzed opportunities and challenges of oversea oil and gas co-
operation in the coming era, followed by the suggestion of broadening foreign coopera-
tion channels and reforming foreign cooperation patterns.

The second section mainly studied strategic opportunities of China’s participation in
global hydrocarbon resources cooperation. In order to utilize foreign hydrocarbon re-
sources, China needs to count “resources” element as the base and “security” the
centre, and then selects optimum investment strategy by comparing different investment
chances. Initially, from resources perspective, this section divided the world into five
areas: the Middle East, central Asia — Russia, Africa, America and Asia-pacific are-
a. It analyzed distribution features of hydrocarbon resources in each area, including ge-
ological resources potentials, economically recoverable resources potentials and obtain-
able resources potentials via global cooperation. Subsequently, this section thoroughly
analyzed geopolitics among international energy organizations and host countries or areas
of resources. It applied the geopolitical theories to discuss about the geopolitical factors
which influence China’s participation in global fossil fuel collaboration, and evaluated
political environment for each cooperation district. Ultimately, this section introduced
economic factors and established optimum analysis frameworks and standards for oversea
hydrocarbon energy investment districts on the basis of resources and political ele-
ments. Then it found the critical countries and districts which would be most suitable for
China to cooperate with in the fossil fuel field divided by areas and phases according to
sequencing and comprehensive analysis results.

The third section laid a great deal of emphasis on the study of main approaches for
China’s participation in the cooperation with international critical areas of hydrocarbon
resources. At the beginning, this section determined the conceptual foundation of ap-
proaches to collaborate with foreign countries in the fossil energy field, and put forward
a multi-channels coordinated development theory based on the formation mechanism of
“resource curse” and theoretical perspective of evolutionary game theory. Moreover,
this section discussed in detail about the cooperation benefits to strengthen multinational
exploration and production ( E&P) and improve international fossil energy trade re-
spectively, and creatively presented a collaboration way of constructing storage, refi-

ning and delivering facilities jointly with countries rich in resources. In the first way of
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“exploiting 0il” transnationally, this section summed up existing cooperation experi-
ences, analyzed current problems and future challenges, and proposed particular coun-
termeasures for the whole or each district. In the second way of “ ‘ buying oil’ via inter-
national fossil fuel commodity market” , this section analyzed trading channels at length
from aspects of the trade volume assurance, trade transport paths, and prices as well
as costs. In the third way of “ °refining oil’ in refineries built jointly with countries
abundant in resources” , this section analyzed the chances of building refineries jointly
with host countries domestically or abroad, balanced relevant costs against benefits,
and highlighted corresponding strategic safeguards.

The fourth section specifically proposed three ways China taking part in the invest-
ment and cooperation of global critical areas of hydrocarbon resources: collaborating di-
rectly with the host governments, multinational oil and gas merger and acquisitions
(M&A), and “loans for 0il” . As China participates in international fossil energy co-
operation, the adoption of appropriate investment pattern is the key to the success of the
cooperation. For the moment, the ways of investment and collaboration of hydrocarbon
energy basically are direct cooperation with countries rich in resources and transnational
acquisitions, while “loans for 0il” is an innovative way which enjoys increasing impor-
tance in the present special global economic circumstances. In the case of direct collabo-
ration with countries abounding with resources, this chapter compared different contract
models adopted by different countries and then inquired particularly into the increasingly
prevailing risk service contracts’ effects on China’s participation in the international co-
operation and competition of fossil fuel. As for multinational acquisitions, this chapter
differentiated the types and characteristics of acquisitions and used the case analysis
method to clarify the valuation which is the most crucial part in the process of
M&A. With regard to “loans for o0il” , this chapter primarily studied its emerging back-
ground, current situation and several main patterns of the new model, and then point-
ed out the potential risks, application conditions and realistic meaning of this coopera-
tive way.

The fifth section discussed the risks and risk management of China’s joining in the
investment and cooperation in global critical areas of hydrocarbon resources. It circled
around how to establish a set of dynamic risk analysis and management system for inter-
national cooperation of oil and gas resources, including the identification and evaluation
of risk factors and policy suggestions for risk averse investors. From a national perspec-

tive, it identified and estimated the chief risks of oversea oil and gas cooperation. Mo-
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