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It’s been a number of months since I've posted and I apologize for this; it certainly hasn't been for lack of 

material! 

 

As I look out at the state of the world, I see a number of dark clouds, but for me one of the most troubling 

is the BP Oil spill. We seem wholly incapable of shutting down this well and I can't help but ask: why are we 

drilling at 4,992 feet when its clear we have neither the expertise or the technology to work and repair 

busted wellheads at these depths.  

 

Following the failed containment cap and top kill procedures, one of the first questions that popped into 

my head was just how much oil is down there? If traditional methods like top kill and relief wells don't 

work, when will this problem resolve itself? Its our fail-safe, and without sounding too much like a 

conspiracy theorist, I've heard a figure has been floated around, but its obviously quite staggering and no 

one seems interesting in reporting on it.  

 

But before I dive into how much oil I think is down there, I'd like to first share with you some interesting 

background info I learned along the way:  

 The oil fields below the Gulf of Mexico account for 23% of all US oil production.  

 The Deepwater Horizon rig is owned by Transocean, a swiss based company, that purchased the 

rig from Hyundai Heavy Industries in 2001.   

 Transocean's corporate slogan is: "We're never out of our depth" 

 Transocean owns and in turn leases over 140 different rigs to oil companies such as BP  (count as 

of 12/09).  

 Details and specifications on Deepwater Horizon are available here. See Appendix 1. 

 BP had filed their application to drill the wells located in Mississippi Canyon, Block 252 in 2009 

and received approval just 2 months later.  

o See Appendix 2, 3, 4 

 Transocean's Marianas was initially commissioned for this drill site (10/21/09) but stopped 

drilling due to structural damages from Hurricane Ida (11/28/09). In February of this year, 

Deepwater Horizon picked up the torch and the balance of the story everyone seems to know. (See 

Footnote 1). 

So back to my original question: when will this well run dry? Thinking logically, oil exploration is a very 

expensive proposition and BP is in the business of making money so the reserves that are developed first 

will likely be abundant in quality and quantity. The first number you can come up with a break even 

quantity. How many barrels of oil would BP need to extract before they were made whole on their 



investment? 

 

Based on average lease rates taken from Transocean 2009 10K, it costs BP almost half a million dollars a 

day to drill a well. Adding in the cost of employees and miscellaneous expenses, the BE on drilling a well is 

2.1M barrels. See Appendix 5. To date (7/6/2010), the NYT reports that between 1-3M barrels have been 

released into the Gulf. (Conversion factor = 42 gallons / barrel). The riser has been leaking for nearly 2 

months and we are just now breaking into the black for BP, yikes!  

 

BP operates several other production wells in the area. We can use data from these locations to help 

ascertain how much oil BP expected to extract from these new oil fields.  

 

Horn Mountain is a production field not far from Deepwater Horizon. The well and pipelines cost over 

$600M to develop and was expected to yield 150M barrels of oil and nat gas. If we assume that BP would 

be looking to invest in exploration projects that yield similar operating profit we can extrapolate how 

much oil BP thought was below Deepwater Horizon.  

 

Under the Horn Mountain project, each well cost BP $75M to construct and would yield approximately 18M 

barrels of oil. Using 2005 oil prices that would yield an operating profit of $834M. As a ratio to costs, BP 

made back 11x what they spent on the well. A healthy margin no doubt. Applying this same relationship 

to Deepwater Horizon (and its sister well), the company would be looking to make over $1.3B in operating 

profit and using 2009 oil prices, each well would be expected to yield about 11.8M bbls. The supporting 

workbook and calculations are available here. See Appendix 6. 

 

So in sum, my guestimate is anywhere between breakeven bbls per day of 2.1M and north of the constant 

margin estimate of 12M bbls. Unfortunately the figure has to be closer to 12 then 2 which puts it at 

more than 6X the amount of oil that's already been released into the Gulf of Mexico. Truly, is an 

unacceptable number. 

 

Footnotes: 

1. SubseaIQ.com 
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Fleet Specifications

Deepwater Horizon

The DEEPWATER HORIZON is a Reading & Bates Falcon RBS8D design semi-submersible drilling unit capable of operating in
harsh environments and water depths up to 8,000 ft (upgradeable to 10,000 ft) using 18¾in 15,000 psi BOP and 21in OD marine
riser. 

Rig Type 5th Generation
Deepwater 

Design Reading & Bates Falcon
RBS-8D 

Builder Hyundai Heavy
Industries Shipyard,
Ulsan, South Korea 

Year Built 2001 

Classification ABS 

Flag Marshall Islands

Accommodation 130 berths 

Helideck Rated for S61-N helicopter 

Moonpool 21 ft x 93 ft 

Station Keeping Dynamically Positioned 

Max Drill Depth 30,000 ft / 9,144 m 

Max Water Depth 8,000 ft / 2,438 m 

Operating Conditions Significant Wave: 29 ft;@ 10.1 sec; Wind: 60 knots; Current: 3.5 knots 

Storm Conditions Significant Wave: 41 ft @ 15 sec; Wind: 103 knots; Current: 3.5 knots 

Technical Dimensions

Length 396 ft 121 m 

Breadth 256 ft 78 m 

Depth 136 ft 41 m 

Operating Draft 76 ft 23 m 

Ocean Transit Draft 29 ft 9 m 

VDL - Operating 8,816 st 8,000 mt 

Capacities

Liquid Mud 4,435 bbls 24,900 cu ft 705 cu m 

Drill Water 13,076 bbls 73,415 cu ft 2,078 cu m 

Potable Water 7,456 bbls 41,862 cu ft 1,185 cu m 

Fuel Oil 27,855 bbls 156,392 cu ft 4,426 cu m 

Bulk Mud  13,625 cu ft 386 cu m 

Bulk Cement  8,175 cu ft 231 cu m 

Sack Material 10,000 sacks   

Drilling Equipment

Derrick Dreco 242 ft x 48 ft x 48 ft, 2000 kips GNC 

Drawworks Hitec active heave compensating drawworks, 6900 hp rated input power continuous, 2in drilling
line 

Governance  /  Contact Info  /  Site Map  /  Search

Transocean :: Deepwater Horizon http://www.deepwater.com/fw/main/Deepwater-Horizon-56C17.html?La...
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Motion Compensator Hitec ASA Active Heave Compensator, 13.7 ft stroke, 500 st operating, 1000 st locked 

Top Drive Varco TDS-8S, 750 st, 1150 hp with PH-100 pipe handler 

Rotary Varco RST, 60.5in opening, 1000 st 

Pipe Handling 2 x Varco PRS-6i Pipe Packers; Varco AR-3200 Iron Roughneck 

Mud Pumps 4 x Continental Emsco FC-2200, 7500 psi 

Shale Shakers 7 x Brandt LCM-2D CS linear motion / cascading shakers 

Desander 2 x Brandt SRS-3 with 6 x 12in cones 

Desilter Brandt LCM-2D/LMC with 40 x 4in cones over one linear motion shaker, 2400 gpm 

Mud Cleaner See Desilter 

BOP 2 x Cameron Type TL 18¾in 15K double preventers; 1 x Cameron Type TL 18¾in 15K single
preventer; 1 x Cameron DWHC 18¾in 15K wellhead connector 

LMRP 2 x Cameron DL 18¾in 10K annular; 1 x Cameron HC 18¾in 10K connector 

Diverter Hydril 60 with 21¼in max bore size, 500 psi WP and 18in flowline and two outlets 

Control System Cameron Multiplex Control System 

Riser Vetco HMF-Classs H 21in OD riser; 90 ft long joints with C&K and booster and hydraulic supply
lines 

Riser
Tensioners

6 x Hydralift Inline, 50f t stroke, 800 kips each 

Guideline
Tensioners

N/A 

Podline
Tensioners

N/A 

Choke & Kill Stewart & Stevenson 3-1/16in, 15K, with 2 x adjustable chokes and 2 x hydraulic power chokes 

Cementing Halliburton (third party equipment) 

Machinery

Main Power 6 x Wartsila 18V32 rated 9775 hp each, driving 6 x ABB AMG 0900xU10 7000 kW 11,000 volts
AC generators 

Emergency Power 1 x Caterpillar 3408 DITA driving 1 x Caterpillar SR4 370 kW 480 volts AC generator 

Power Distribution 8 x ABB Sami-Megastar Thruster Drives, 5.5 MW and 6 x GE Drilling Drive Lineups 600 V 12
MW 

Deck Cranes 2 x Liebherr, 150 ft boom, 80 mt @ 35 ft 

Thrusters 8 x Kamewa rated 7375 hp each, fixed propeller, full 360 deg azimuth  

Propulsion See Thrusters 

Mooring Equipment

Winches N/A 

Wire/Chain N/A 

Anchors N/A 

Copyright © 2010 Transocean Ltd.
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 Total   2010 2011 2012 2013 Thereafter  

 Average Contractual dayrates for High 

Specification Floaters A 
$465,000 $448,000 $479,000 $482,000 $480,000 $441,000

2005 2006 2007 2008 2009
BP average liquids realizations ($/bbl)B $48.51  $59.23  $67.45  $90.20  $56.26 

Transocean Marianas  arrives in Mississippi 
Canyon

10/21/2009

Site preparation stops due to Hurricane damage
11/28/2009

Deepwater Horizon Begins Drilling
2/1/2010

Deepwater Horizon Explosion 4/20/2010

days 116

Number of Rigs
2

Average Day Rate $465,000
 Running Cost (Rig) $107,880,000

Total Workers on BoardC 126
Excluding TransOcean  Workers 47
Employee Costs Ex TransOcean 985,841

Misc Expense $10,000,000
Total Costs $118,865,841

Rolling Average Price of Oil (BP) $56.26

Breakeven bbls 2,112,795
B/E Gallons 88,737,386

B. BP Average Sales Price per bbl

http://www.simplyhired.com/a/salary/search/q‐offshore+oil+worker

A. TransOcean Leases by project or per diem, see page 36 of the 2009 annual report. DeepHorizon is considered a high specification floater.

C. Seventy‐nine Transocean workers, six BP employees and 41 contract workers were aboard. According to SimplyHired.com, Rig workers make an average of 
66,000 per year. 
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Cost (8 Production Wells)

Cost Per Well

Expected Yield (bbls)

Expected Yield (bbls per well)

2005 Oil prices1

Operating Profit (Multiple of Cost)

Cost/Expected Yield Sourced from Offshore Technology

1. Production Peaks in 2003, 2005 oil prices used as proxy due to availability of data

11,755,063

$834,562,500.00Operating Profit ($)

11.13

$600,000,000

$75,000,000

Expected Profit Based on Deepwater 
Well Cost

$1,322,679,647

2009 Oil Prices $56.26

Expected Yield (bbls per well)

Horn Mountain (Proxy)

150,000,000

18,750,000

$48.51
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