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Chairman’s Address

6th Annual General Body Meeting on July 20, 2007

Dear Members,

On behalf of the Governing Council and on my personal behalf it gives me great pleasure to extend a warm welcome to you all at the 6th Annual General Body Meeting of your Society. I trust you have all received the Annual Report and the audited balance sheet for 2006-07 and with your consent, I take them as read.

Economy

Despite oil prices that topped $ 75 a barrel during 2006, world GDP rose 4%, which in PPP terms works out to 5.3%. The growth in 2005 was 3.5%. This strong global performance reflects the rapid expansion of developing economies, which grew 7.3% – more than twice the rate of 3.1% in high income countries. Fast growing countries such as China at 10.7% and India at 9.4% contributed significantly to this over all performance. According to World Bank forecast the world GDP growth may slow down to 3.3% in 2007 with developing countries attaining 6.7% and the high income countries merely 2.4% growth.

India’s growth of 9.4% in 2006-07 is the highest GDP growth seen by the country in the last 18 years. The Prime Minister’s Economic Advisory Council has projected a 9% GDP growth for 2007-08 with inflation under 4%.
It has been projected that Indian income levels will almost triple in the next 20 years and that India will become the world’s 5th largest consumer market. The McKinsey study justifies it assuming a real compounded annual growth of 7.3% because of the continued productivity increases in Indian businesses, the growing openness and competitiveness of the economy and favourable demographic trends. There will be substantial reduction in poverty and its middle class will reach 41% of the population or 583 million people by 2025. As Indian incomes rise, it has been projected that the ‘share-of-wallet’ of consumer spending will change significantly with discretionary spending accounting for 70% of all spending by 2025.
Energy

The world’s primary energy consumption increased by 2.4% in 2006, down from 3.2% in 2005 and just above the ten-year average. Growth slowed for every fuel except nuclear power. The Asia Pacific region once again recorded the most robust growth, rising by 4.9%, while consumption fell in North America by 0.5%. Global oil consumption grew by only 0.7% in 2006, the weakest growth since 2001 and half the ten-year average. OPEC Producers implemented a new round of production cuts late in 2006, the first in nearly two years. For the year, however, OPEC output rose by 130,000 barrels per day and oil production outside OPEC rose by just under 300,000 barrels per day in 2006.

World natural gas consumption grew by 2.5% in 2006, below the 3.4% growth seen in 2005 but close to the ten-year average. Declining US and European Union consumption was offset by strong growth in Russia and China. Russian gas consumption accounted for nearly 40% of the global increase while Chinese consumption grew by more than 20%. Gas production rose by 3% in 2006, slightly above the ten-year average. Russia accounted for the largest incremental growth. International trade in natural gas increased by 3.1% in 2006 – nearly half the ten-year average. LNG shipments rose by a strong 11.8%, well above the ten-year average. LNG receipts in Asia, the world’s largest regional market, rose by 10%.
Coal continues to be the world’s fastest growing hydrocarbon with global consumption rising by 4.5%, below last year’s 5.7% growth. 
Nuclear power output rose by 1.4%, just below the ten-year average. Global hydro-electric generation increased by an above average 3.2%.

According to the International Energy Agency the world oil demand will rise faster than expected up to 2012 while supply lags, leading to a tighter market than previously anticipated. The demand is expected to rise by an average 2.2% a year between 2007 and 2012.

India Energy Scene:

The Indian demand for petroleum products recorded an year-on-year growth of 5.9% which takes the average growth in consumption of petro-products to 3.4% over the last 5 years. The highest rate of growth was recorded last year in ATF at 21.5%, with bitumen at 10%, MS at 7.5% and HSD at 6.9%. CNG and LNG recorded robust growth at 25.9% and 32.2% respectively. 
The Brent crude oil price averaged $ 65.14 per barrel in 2006 nearly 20% above the 2005 average. Prices peaked above $ 78 per barrel in early August and declined by about $ 20 by the year-end. The IEA, in its medium-term oil market report has recently forecast a jump in oil prices to a record high of nearly $ 79 per barrel.

The basket of crude oil that Indian refiners currently buy is just $ 1.50 short of the all time high of $ 75.20 a barrel which it touched last year. The oil marketing companies are currently suffering an under-recovery of Rs. 5.90 per litre on petrol and Rs. 4.80 per litre on diesel apart from losing Rs. 14.70 per litre on kerosene and Rs. 190 per domestic cylinder of LPG. And the crude oil price continues to go up. Petrol and diesel prices in the country were last raised marginally in June 2006 when the Indian basket of crude oil was $ 68 a barrel. This was followed by two price cuts in November last year and February this year, which negated the increase. For the PSU companies some burden of the under-recoveries will be borne by the upstream PSU companies and some through Government Bonds but a decision is still awaited on the request of PetroFed for issuance of Bonds to stand-alone refineries. PetroFed studies, separately on LPG and kerosene subsidy administration, have yet to be implemented. The Rangarajan Committee’s recognition early last year for a minimum interim increase of Rs. 75 per domestic LPG cylinder also awaits a favourable decision.
Indian Companies in Fortune 500

It is heartening to note that of the six Indian companies in the Global Fortune 500 listing; five are member companies of PetroFed in the Oil & Gas sector. These are IOCL, RIL, BPCL, HPCL and ONGC. Each of them has also improved its ranking as compared to the previous year. The lone entry from outside the oil and gas sector in the Fortune 500 listing, State Bank of India, which entered the ranking last year, has also marginally improved its position.

PetroFed Initiatives

During fiscal 2006 several initiatives were taken by PetroFed which have been covered in the Annual Report.
Several other initiatives have been taken during the first quarter of this fiscal. These include three guest lectures and one workshop on ‘Oil Price Risk Management’ for practicing Managers. The various representations made to Government have been followed up besides a representation to facilitate broadbanding of definition of ‘capital goods’ in the foreign trade policy to include capitalised cost of services availed by oil and gas industry in E&P sector to enable avail short term ECBs and trade credits. 
Reports are under preparation on a comparison of China and India’s oil and gas industry to seek learnings and actions for implementation, on ‘relative environment economics of coal and other fossil based fuels for power generation and policy options for India’ to help boost gas market development in the country, on ‘Petroleum Economic Zone for developing a world class global upstream services hub in India’, and on presenting the oil and gas industry case for a national level Goods and Services Tax (GST) to the Joint Working Group set up by the Government. In addition, a seminar on ‘Global Liquids and Gas Supply Dynamics – Implications for India’ is scheduled on July 30, 2007 at New Delhi in association with PFC Energy, USA; an International Symposium on Bio Fuels jointly with UOP and in association with PFC Energy on September 25-26, 2007 and an International Conference in association with World Petroleum Council and UN Global Compact on December 6-7, 2007 at New Delhi. PetroFed has also been nominated by the Ministry of Petroleum & Natural Gas to coordinate on matters pertaining to the World Petroleum Congress at Madrid in 2008.
Acknowledgements:

I would be failing in my duty if I do not place on record our appreciation of the contribution made by Shri R.C. Choudhary, Director (Tech), NRL and Shri R.S. Sharma, Director (Fin.) and C&MD, ONGC during their tenure as members of the Governing Council.
I am also happy to welcome the following 13 companies who were admitted as the members of the Federation during fiscal 2006: Sud-Chemie India Pvt. Ltd.; Niko Resources Ltd; Honeywell Automation India Ltd; British Gas India Pvt. Ltd.; Industrial Development Services Pvt. Ltd.; SAP India Pvt. Ltd.; Tata Petrodyne Ltd; Nagarjuna Oil Corporation Ltd.; Cairn India Ltd.; Shell India Pvt. Ltd.; BP India Services Pvt. Ltd.; Schlumberger Asia Services Ltd.; and Naftogaz India Pvt. Ltd.
During the current fiscal nine new members have joined the Federation namely: Axens; Mangalore Refinery and Petrochenicals Ltd; Chevron Petroleum India Pvt. Ltd; UOP India Pvt. Ltd.; Deloitte Touche Tohmatsu India Pvt. Ltd.; PFC Energy; Mitsui Chemicals Asia Pacific Ltd.; Gujarat State Petroleum Corporation Ltd.; and M/s. Adani Energy Ltd. With this the membership of the Federation goes up to 52.
I once again welcome you all to the 6th AGM of the Petroleum Federation of India.

Thank you,

New Delhi,
          





 
               S. Behuria
July 20, 2007







                Chairman
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