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It Is not just 
about oIl……
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Natural gas is the preferred energy pick of executives with 60 percent
of those attending the summit choosing it over wind, nuclear, solar and coal.

The perfect eNergy source may 
never be found. however, while Opec 

argues over output quotas and oil prices 
face more volatility, governments are 
going cold on nuclear power after Japan's 
fukushima crisis, the search for new power 
solutions is quickening. 

 high oil prices have opened the door 

for new forms of energy, and the industry 
is rallying around natural gas as ever 
more reliable sources are discovered, and 
consumers shift their usage to the more 
carbon-light fuel. 

 As the pace of change in energy sources 
quickens, the international pacts designed 
at the end of the last century to fight climate 

change are withering, raising fears that even 
more extreme weather events may occur. 

 More than 60 global decision-makers in 
the energy field spoke at the reuters global 
energy and climate Summit. here is a 
sample of the exclusive stories on the power 
challenges of the 21st century

june 2011
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by MURiEl bOSElli anD baRbaRa lEwiS 
LONDON, JuNe 15

OiL ArOuND the curreNt LeveL of 
close to $120 a barrel risks tipping the 

world economy into a double dip recession, 
the international energy Agency's chief 
economist said.

he also said the paris-based consumer 
watchdog was monitoring the supply-
demand balance every day to judge whether 
it was necessary to release strategic stocks. 
"if you don't see any softening of the prices, 
there is a risk of derailing the economy, of 
a double-dip," fatih Birol told the reuters 
global energy and climate Summit. 

"We all know what happened in 2008. Are 
we going to see the same movie?" 

Oil prices vaulted to a high above $127 for 
Brent in April this year following the loss of 
almost all Libya's roughly 1.6 million barrels 
per day (bpd) of production. the market has 
yet to match the 2008 record of more than 
$147, but Birol noted the average for this year 
was already higher than in 2008 and the 
world economy was more fragile. 

"if you look at the average of 2008, it was 
around $90, which is much lower than today. 
the bad news is that even if prices averaged 
$100, the oil import bill of the major importing 
nations would be at the same level of 2008." 

An average of $100 a barrel would mean 
fuel import bills cost the equivalent of 2.3 
percent of gross domestic product and 
at current levels, the cost was closer to 3 
percent, Birol said. 

the world's leading oil exporter Saudi 
Arabia has pledged to deliver as much oil 
as the world needed regardless of Opec's 
failure at talks in vienna last week to reach a 
new supply deal. 

 
SaUDi cRUDE wElcOME 
Birol said extra Saudi crude would be "very 
welcome" but might not be enough to make 
up for the loss of high quality, light sweet 
Libyan oil. 

he did not expect Libyan production 
to return to the market this year and the 
prolonged outage could require the release 
of strategic reserves held by the ieA's 28 
members. 

"We are assessing the situation every single 
day in terms of the supply-demand balance," 
Birol said. "We are ready at any time." 

the ieA has used its stocks twice in its 
history. it released oil at the time of the first 
gulf War in 1991 and in 2005 after hurricane 
Katrina ripped through refineries in the u.S. 
gulf coast. 

its mandate says emergency stocks should 
only be used in the event of severe supply 
disruption. 

Birol argued prolonged Libyan disruption 

was potentially a severe disruption and 
the release of stocks to compensate for the 
lost, high quality oil, would not constitute a 
change of the mandate agreed when the ieA 
was founded in 1974. 

the ieA issued a thinly veiled threat before 
Opec met last week, saying it would use 
"all the tools" in its armoury if Opec did not 
increase output. 

Opec's Secretary general Abdullah al-
Badri hit back, telling reuters global energy 
and climate change Summit the ieA should 
not interfere.

"Strategic reserves should be kept for their 
purpose and not used as a weapon against 
Opec," Badri said. 

Birol insisted the ieA and the producers' 
club were "definitely friends". 

"there are times when we need to close the 
door and when we need to open the door," he 
said. "We give our results and we are happy 
to get reactions."  

(editing William hardy)

Iea: oIl at $120 may push 
economy Into a double dIp

Countries most reliant on oil

*Primary energy comprises commercially traded fuels only

Reuters graphic/Vincent Flasseur
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Top 20 countries most reliant on oil

China
Russian Federation
Canada
France
United Kingdom
US
Germany
Japan
Italy
Brazil
Thailand
Indonesia
Philippines
Denmark
Peru
Mexico
Netherlands
Chile
Spain
Belgium & Luxembourg
Portugal
Republic of Ireland
Hong Kong
Kuwait
Greece
Saudi Arabia
Ecuador
Singapore

18.6%
19.7%

36.2%
37.4%
38.6%
39.3%

42.6%
46.0%
46.2%
46.5%

48.4%
50.3%
50.6%
51.3%
52.5%
52.9%
54.8%
55.0%
55.4%

57.7%
57.9%
58.8%

61.4%
61.9%

63.6%
79.6%

85.7%

30.4%

Other selected countries

Oil as a percentage of primary energy* consumption

Source: BP Statistical Review of World Energy 2010 

World average 34.8%

"We are 
assessing the 

situation 
every single day 
in terms of the 
supply-demand 

balance." 
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by alEx lawlER anD baRbaRa lEwiS 
LONDON, JuNe 14

OiL priceS WiLL riSe and could harm 
the economy if an expected supply 

shortage materializes later this year, the  
Opec Secretary general Abdullah al-Badri 
told the global climate and energy summit 
just few days after Opec talks collapsed 
without a deal for the first time in a decade.

consumer countries urged the Organization 
of the petroleum exporting countries to pump 
more to replace supplies shut down in Libya 
and to prevent fuel inflation hurting economic 
growth, but despite Opec secretariat had 
presented all the evidence for a production 

rise, there was no agreement on output hike. 
the organization’s 33 economists pointed to 
the need for 2 million barrels per day (bpd) 
more oil in the third quarter and 1.5 million 
bpd in the last three months of the year. 

"this shortage of 2 million barrels, if it 
materializes, in the third quarter and the 
fourth quarter, then the price will go up for 
sure," Badri.

While he agreed with the need for more 
oil, Badri took exception to insistent lobbying 
from the international energy Agency (ieA), 
which represents 28 industrialised countries 
and has long engaged in cooperation talks 
with Opec. 

"We never interfere in the ieA and really we 

don't want them to interfere in our business. 
they should do it in a professional manner. 
We should not talk to each other through the 
media," he told the summit.

 
SaUDi will PUMP REGaRDlESS 
With Or WithOut AN Opec deal, leading 
exporter Saudi Arabia's Oil Minister Ali al-
Naimi said the kingdom would pump as 
much oil as the market needed. 

Since Saudi Arabia is the only country 
able to raise production significantly at short 
notice, the expected increase in its supply has 
raised concern in oil markets that the world's 
cushion of unused oil capacity is deflating 
fast. 

opec sees rIsk of prIce 
rIse, shortage

OPeC Secretary-General Abdullah el-Badri adjusts his glasses during panel discussion at the World economic Forum in Vienna, june 9, 2011.  REUTERS/hEinz-PETER 
baDER 
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Badri said spare capacity was still "4.5 
million bpd or more," leaving plenty for any 
emergencies. he did not foresee a repeat of 
the 2008 record bull run, when u.S. crude  hit 
a record high just above $147 a barrel. 

Oil prices climbed on tuesday when Brent 
oil rose above $120 a barrel. 

"i don't think we will see $147. i think now 
we have spare capacity. i think if consumers 
will go to member countries and ask for more 
oil, i'm sure they will sell it to them." 

Badri would not be drawn on a price range 
Opec considered appropriate, but said its 
aim was for moderate prices. 

"We don't want to see a very high price. We 
don't want to see a very low price. We would 
like to see a moderate price," he said. "We 
think high prices will affect world growth." 

Badri said Opec would carry out its 
mandate of moderating prices and that its 
next scheduled meeting in December would 
reach agreement. 

"i think the ministers will go back and 
discuss the outcome of the meeting and 
they will explain to their governments what 
happened," Badri said. "i am sure they will 
educate themselves more and come up with 
a decision that will be approved by all the 
member countries." 

At last Wednesday's Opec meeting, a 
proposal by Saudi Arabia and its gulf Arab 
allies the united Arab emirates, Kuwait and 
Qatar to lift Opec production was blocked 
by seven countries including iran, venezuela 
and Algeria. Nigeria was neutral. 

Opec last changed its official output limit 
in December 2008, setting a target for 11 
members except iraq to produce no more than 
24.84 million bpd. With actual production of 
the 11 about 1.4 million bpd higher than that, 
Badri said Opec had effectively ditched its 
old targets. 

"this target is really not valid any more due 
to the current production," he said. 

the Opec official said the December 
meeting would have to tackle the thorny 
issue of realigning output targets among the 
11 members subject to them, a task made 
harder while Libyan output is shut down. 

Badri did not anticipate Opec would call 
an emergency meeting before December, 
saying that would be up to the president and 
the members. 

By December, some of the uncertainties 
should have disappeared. 

"When we meet in December, our numbers 
will be proved valid or the price will come 
down. i don't know," Badri said. 

 
iEa 'ShOUlD bE qUiET' 

WhAtever the cASe, he hoped there 
would be no more outside pressure from 
bodies such as the ieA, which issued a veiled 
threat to Opec before last week's meeting. 

it had said it would use all the tools at its 
disposal, which include the use of oil held in 
emergency reserves, unless Opec increased 
supply to calm the oil market. 

"Strategic reserves should be kept for their 
purpose and not used as a weapon against 
Opec," Badri said. 

As Opec secretary general, he had regular 
conversations with the ieA and considered 
public intervention inappropriate. 

"As long as they are talking to me, they 
don't have to go to the public. they should 
really be quiet," he said. 

Aside from supply and demand, Badri cited 
speculation as a huge factor in the oil market 
and said neither the two world benchmarks 
Brent and u.S. crude reflected market 
realities. 

Brent's premium to u.S. crude, also known 
as West texas intermediate (Wti), was 
trading close to a record of well above $22 a 
barrel on tuesday. 

"i don't feel comfortable. i don't think they 
represent the market, Wti or Brent." 

he saw a need for a third benchmark, but 
said he could not say what it should be. 

(editing by William hardy and
James Jukwey) 

Source: Thomson Reuters Datastream
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click to check out the video on reuters.com:
http://link.reuters.com/muz99r

REUTERS inSiDER
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by baRbaRa lEwiS anD 
bRaDEn REDDall 
LONDON/hOuStON, JuNe 13

SAuDi ArABiA'S cuShiON of spare oil 
capacity is thinning far faster than widely 

believed, threatening to trigger price spikes 
in the months ahead, energy industry experts 
warned.

concerns are growing over the kingdom's 
ability to pump more oil beyond an anticipated 
summer boost, leaving the world exposed 
to any further unexpected disruptions. the 
world's top exporter promised to produce 
as much oil as the market needs after the 
Organization of the petroleum exporting 
countries last week failed to reach a deal. 

Saudi newspaper al-hayat reported Saudi 
Arabia would boost output to 10 million 
barrels per day (bpd) in July, which goldman 
Sachs' global head of commodities research 
Jeff currie said would leave only 500,000 
bpd spare. currie and his team have warned 
for months about overstated Saudi output 
capacity. 

"if you get up to (10 mln bpd), you start to 
really create a very tight market relative to 
spare capacity," he told the reuters global 
energy and climate Summit in London.

  "But the question that's more appropriate 
is when do you get to 9.5, when do you 
get to 10? Because when you start to look 
out over the horizon, their ability to create 
more flexibility in spare capacity increases 
tremendously." 

 peter Oosterveer, group president for 
energy and chemicals with global engineering 
giant fluor corp recently met with executives 
in the Middle east, and returned with a 
feeling that Saudi Arabia's capacity was not 
as large as some estimates. 

he did not provide any specific numbers on 
the kingdom's overall production, but said 
workable spare capacity was in the range of 
1.5 to 2 million bpd. 

"that doesn't mean to say that it isn't 
ultimately available," Oosterveer said at the 
Summit. he added that there did not seem 
to be a great deal of concern in Saudi Arabia 
about the current level of capacity. 

"there's always a lot of activity in Saudi, 
and there's still a lot of activity in Saudi as 

we speak," he added, with more focus there 
on exploration and production projects 
compared with two or three years ago. 

  
cEnTRal banK OF Oil 
SAuDi ArABiA iS the only country in the 
world with a significant base of idle capacity, 
and therefore can act as a supplier of last 
resort in times of crisis. it has already ramped 
up output following the halt in Libya's over 1 
million bpd of oil exports, and is expected to 
pump more shortly. 

following a wave of investment as oil 
surged to a record high $147 a barrel in 2008, 
Saudi Arabia says its capacity stands at 12.5 

million bpd, giving it a comfortable cushion 
based on recent output estimates. 

But analysts are still beginning to debate 
the risk of a repeat of the last decade, when 
years of underinvestment and a surge in 
chinese demand forced Opec to pump 
nearly flat out, drawing down their reserve to 
less than 1 million bpd. 

that fundamental tightness underpinned 
the five-year rally that lifted prices six-fold 
until 2008. While few expect that to recur as 
spectacularly, some are warning of spikes. 

"Once spare capacity falls below 2 million 
bpd, which will be sometime next year, then 
we will see substantial spikes in the oil price 
from time to time," robeco fund manager 
peter csoregh told the Summit

"there's an inherent bias, especially in the 
Middle east and Saudi Arabia, to overstate 
their spare capacity." 

(Writing by Jonathan Leff; Additional 
reporting by emma farge, claire Milhench 

and Zaida espana; editing by 
William hardy and Marguerita choy) 

saudI oIl spare capacIty 
shrInkIng fast

Source: Thomson Reuters Datastream, EIA
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 "because When you 
start to look out 
over the horizon, 

their ability to 
create more 

flexibility in spare 
capacity increases 

tremendously." 
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supply worrIes to keep 
oIl above $100

by DMiTRy zhDanniKOv 
LONDON, JuNe 16

OiL priceS WiLL StAy above $100 a 
barrel in the next year as supply worries 

outweigh concerns about flagging global 
economic growth, a reuters survey of oil 
industry officials, executives and traders 
showed. 

eight of 20 participants in the reuters 
energy and climate Summit said they saw 
oil trading between $110 and $130 a barrel in 
June 2012, eight saw prices between $90 and 
$100 and three saw prices above $130. Only 
one respondent saw prices between $70 and 
$90 per barrel. 

"We have a structural increase in demand 
emanating from the developing countries, 
which really is not being met by an increase 
in supply," said peter csoregh from robeco, a 
150 billion euro ($212.1 billion) fund, with 100 
million euros in natural resources equities. 

A failure by the Organization of petroleum 
exporting countries (Opec) to boost output 
last week, despite calls from the West to help 
protect economic growth, has fueled debate 
over whether Opec and leading member 
Saudi Arabia have enough spare capacity 
to open the taps if demand rises and prices 
spike. 

"Opec is a diminishing force," said Andrew 
Moorfield, top oil banker at Lloyds. 

Opec Secretary-general Abdullah Al Badri 
said he saw a risk of an oil price spike and 
supply shortages but said Opec would do its 
utmost to avoid this. 

"these targets are not relevant anymore," 
he said when asked if Opec would stick to 
output quotas, thus giving Saudi Arabia the 
green light to pump as much as it wants.  

James Janoskey, head of the oil and gas 
for europe at credit Suisse, said more crude 
from Opec should prevent prices from rising 
back to their 2008 peak of $147 per barrel 
unless things went massively wrong. 

"the general view is that the market 
believes (Saudi Arabia) can absorb a 
reasonable increase in demand. But there is 
a concern about the ability to absorb a big 
geopolitical event which reduces oil supply," 
he said.  

 

UnKnOwn REGiMES 
JANOSKey SAiD iSSueS that could push oil 
prices higher included a new wave of unrest 
in the Middle east and a repetition of an 
event like Bp's oil spill last year in the gulf 
of Mexico, which shut down parts of the oil 
industry. 

citigroup global head of energy Stephen 
trauber said it was too early to call an end to 
tensions in the Middle east. 

"We don't know how they play against 
each other. that to me leaves a lot of political 
uncertainty around the Middle east for years 
if not decades to come," he said. 

Any steep spike in the oil price from the 
current levels would be, however, short lived 
as the fragile global economy would barely 
tolerate a price of $120-$130 a barrel. 

"if we spike to $140, close your trade pretty 
quickly because the route down is going to 
be pretty sharp," said Jonathan Waghorn 
co-manager at the $4 billion investec global 
energy fund. 

 
DOwnSiDE RiSKS anD blacK SwanS 
WAghOrN SAyS the riSK of demand 
destruction was underestimated if prices 
spiked further from current levels. 

the price of gasoline was likely to become 
a political issue with u.S. elections pending 
in 2012: "consumers are going to vote with 
their personal disposable income." 

Alongside demand destruction in the united 
States, the world's largest oil consumer, 
a slowdown in the chinese economy, the 
world's No.2 oil consumer, is causing most 
worries for oil market participants. 

A slowdown of the chinese growth to 4-5 
percent would cause a major shock but would 
not however change the long-term view. 

"given that the underlying trend for china 
is one of sustained growth, if there are a 
few wobbles on the way you have to look 
at medium and long-term growth," said 
Moorfield. 

for robeco's csoregh things look more 
complicated. 

"the black swan scenario is really that 
china is one big ponzi scheme. they are 
pushing down the factory input costs to an 
extreme level to achieve a certain type of 
growth but if you look at what they spending 
the money on, are these really productive 
assets? What can you do with these assets?" 

 (reporting by Dmitry Zhdannikov; 
editing by christopher Johnson) 

Fuel pumps are seen at a Cepsa Petroleum petrol station in Cuevas del Becerro, near Malaga, southern Spain 
March 4, 2011. REUTERS/jOn nazca 
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Investors favour gas 
ahead of solar, nuclear

by KaROlin SchaPS 
LONDON, JuNe 16

GAS WAS the preferreD energy 
investment pick of executives, analysts 

and investors attending a reuters summit 
this week, beating solar and nuclear by a 
wide margin. 

Over 60 percent of those at reuters' energy 
and climate Summit this week chose natural 
gas. None picked coal. 

"there is clearly a tremendous amount of 
gas on a global basis, but there is also a great 
increase in the global demand for gas and 
that can only accelerate as we try to move 
away from an oil-based global economy," 
said Stephen trauber, head of energy at 
citigroup <c.N>. 

the international energy Agency forecast 
on thursday that global gas demand will rise 
nearly 14 percent by 2016 as it becomes a 
preferred fuel of choice for power generation, 
a prospect which could start a "golden 
age" of gas by 2035 when the demand for 

gas could near that of oil.the development 
of unconventional gas sources in the u.S. 
and Australia has lifted the outlook for 
gas supply, while a global political drive to 
reduce greenhouse gas emissions has made 
gas a cleaner and more attractive alternative 
to burning carbon-intensive coal and fuel oil 
for power generation. 

"By 2050, probably 60 percent or more (of 
energy demand) will still come from fossil 
fuel and that stresses why we need to deal 
with the emissions of those sources," said 
graeme Sweeney, executive vice president of 
cO2 at Shell .

 
GaS aS alTERnaTivE TO nUclEaR 
the NucLeAr pOWer incident at Japan's 
fukushima in March strengthened public 
opposition to nuclear, which led germany to 
permanently close some of its oldest nuclear 
power plants. 

italians also voted in referendum earlier 
this week to reject the nuclear renaissance in 
their country which is likely to result in even 

higher gas dependence. "germany is an ideal 
example that an alternative to nuclear has 
to be gas," said Lloyd's head of Oil and gas 
Andrew Moorfield. 

"gas is probably the only viable relatively 
clean carbon fuel source, this clearly has an 
implication for long term gas prices." 

But growing demand for gas in emerging 
economies in Asia has tightened the outlook 
for european supply, especially as the 
development of unconventional gas is widely 
expected to be minimal in europe. 

experts believe european shale 
gas exploration will be limited due to 
environmental concerns and logistical 
problems because of restricted access. 

"the big unknown for the gas development 
in general lies in chinese attitude towards 
uncoventional reserves. Will they develop 
them? if they do, will it suppress their 
imports? could they turn exporter?" said 
emmanuel fages, head of power, gas, carbon 
and coal research at Societe generale

An employee walks past rows of solar panels at a solar power plant on the outskirts of Dunhuang, Gansu province june 10, 2011.  REUTERS/STRinGER 
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by aliSTER DOylE 
anD GERaRD wynn 
BONN/LONDON, JuNe 15

MOre WeAther 
disasters and economic 

recovery could bring a "tipping 
point" that jolts governments 
into far tougher action to 
combat climate change. 
uN climate chief  christiana 
figueres also told reuters 
that government efforts so 
far to combat global warming 
were nowhere near enough to 
avert heatwaves, droughts, 
mudslides and rising sea 
levels projected by the u.N. 
panel of climate scientists. 

"i do remain confident that at some point 
we will have a tipping point at which countries 
will be able to move faster, much more," she 
told the reuters global energy and climate 
Summit during June 6-17 climate talks in 
Bonn. 

She declined to say when but said she could 
not rule out that it happened "very soon".  

Asked about possible triggers, she 
mentioned extreme weather, new technology 
and economic revival. 

"More weather disasters -- if there is one 
thing we can count on we can count on 
that. We will definitely get more weather 
disasters," she said. 

clean technologies could help cut costs 
of fighting climate change, she added. "And 
then of course the financial crisis that many 
economies are barely coming out of. We 
need to move beyond that to a more stable 
financial situation." 

"All of these things need to come together 
at the same time," said figueres, a costa 
rican who is head of the Bonn-based u.N. 
climate change Secretariat. 

 
"cREaTivE ThinKinG" 
fOr the tiMe BeiNg, however, she said 
that progress in addressing climate change 
was too slow. "it's very clear that the political 
process is not working at the pace or the scale 
that is required by science," she said. 

And she noted that data from the 

international energy 
Agency showed carbon 
dioxide emissions rose 5.9 
percent last year to a record 
high despite promised cuts. 

She said governments in 
Bonn were having "creative 
thinking" about the future 
of the Kyoto protocol, 
the existing u.N. pact 
that obliges almost 40 
developed nations to cut 
emissions by at least 5.2 
percent below 1990 levels 
by 2008-12. 

Japan, russia and 
canada say they will not 
take part in an extension 

beyond 2012, arguing that all countries 
should instead sign up for a new, binding 
global deal. Developing nations say Kyoto 
countries must take the lead and extend the 
pact. 

Asked how the standoff would be broken, 
figueres said: "it is way too early to identify 
what path is going to be taken here because 
they are not at the point of establishing 
a path. they are opening up the menu of 
possibilities." 

She also said that it was impossible to say 

when a binding u.N. climate deal might be 
reached. Negotiations have lost momentum 
since the copenhagen summit in 2009 failed 
to reach a binding u.N. deal as planned. 

She also said that she "pretty confident" 
that governments would put up cash to 
arrange another meeting before environment 
ministers meet for annual talks in Durban in 
late November. 

Many governments have been reluctant 
to put up new cash with so scant progress in 
2011. 

Last year, they agreed to a goal of limiting 
global warming to a maximum of below 2 
degrees celsius above pre-industrial times, 
but have yet to decide sufficient cuts in 
emissions. 

figueres said that governments were 
working as planned to design a green 
climate fund, due to channel $100 billion a 
year to developing nations from 2020, a new 
mechanism to share clean technologies and 
a system to aid the poor adapt to impacts of 
climate change. 

"i expect that in Durban countries will 
be able to adopt the designs of all of these 
mechanisms," she said. "having said that, 
despite all of these huge advances, we are 
nowhere where we should be in the context 
of the scientific information we have." 

weather, economy may 
spur clImate "tIppIng poInt"

Weather-related disasters on the rise

* Includes dead and missing
Source: Economics of Climate Adaptation Group 

Reuters graphic/Stephen Culp

29/11/10
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The number of natural catastrophes globally and related losses has been steadily increasing.
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by MaTT Daily 
hOuStON, JuNe 14

A ShALe gAS BOOM that has  transformed 
the u.S. energy world could whither 

if natural gas  producers fail to soothe 
environmental fears that could lead to a slew 
of new regulations.

"i think the risk is real," Marvin Odum, 
president of Shell uSA told the reuters 
global energy and climate Summit this 
week. "the industry's response needs to be 
very clear, which is to be very transparent." 

energy producers have swarmed to the 
shale fields as new technologies allowed 
them to tap reservoirs that could provide 
a century's worth of the fuel to the united 
States. But fears that the drilling could poison 
water supplies has drawn scrutiny from the 
federal government and led New york state 
to ban a new drilling technique. 

At issue is hydraulic fracturing, or 
"fracking," a technology that advanced in 
the past decade and uses large amounts of 
water, mixed with sand and chemicals, that 
is pumped at high pressure deep into wells 
to crack the brittle shale rock and free the 
natural gas trapped there. 

that process creates toxic waste water, 
which must be kept far beneath the natural 
water table, or processed through filtering 
facilities to remove chemicals before the 
water is fed back into streams and rivers. 

fears that the waste water could seep 
into the water table and poison wells have 
sparked an outcry from some homeowners in 
pennsylvania, which sits atop the Marcellus 
Shale formation that stretches from West 
virginia and Ohio all the way to New york. 

"there is a public perception problem 
right now with hydraulic fracturing," said 
Jack Williams, president of exxon Mobil's 
<XOM.N> subsidiary XtO. exxon bought 
the company last year for $30 billion in the 
industry's boldest move yet to tap into the 
shale fields. 

the energy companies that use fracking 
say they feed the fluids through well pipes 
into the shale that often lies a mile beneath 
the water table, and there has never been a 
case that showed the liquids seeped into the 
water table from a gas well. 

But that requires the wells to be constructed 

properly, since a breach in the pipes could 
allow the fracking fluids to to escape. 

"We do need to make sure that we have 
good well construction techniques, and 
that's a focus for the industry. it's certainly a 
focus for exxon Mobil," Williams said. 

'bEST PRacTicES' nEEDED 
eStABLiShiNg industry standard practices 
could help prevent incidents such as the 
April blowout at a chesapeake energy <chK.
N> well in pennsylvania that sent thousands 
of gallons of drilling fluid spewing into the 
surrounding area and into local waterways. 

the company received a record $900,000 
fine in the state after an investigation showed 
improperly built wells allowed natural gas to 
seep into water wells, though that occurred 
in conventional natural gas wells, not shale 
gas operations 

those incidents give the industry a black 
eye, and the energy executives fear a major 
disaster could halt the shale developments 
in the same way the Bp oil spill in the gulf of 
Mexico triggered a government moratorium 
of new projects there for months. 

"i am worried about everybody operating 
in this space," Shell's Odum said. "i want 
everybody operating in this space to operate 
at those strong minimum levels of regulation 
and standards." 

Washington lawmakers are considering 
handing down new regulations to tighten 

controls on fracking, which currently is 
handled mostly at the state level. 

energy Secretary Steven chu has 
said a government panel will issue 
recommendations by mid-August on ways to 
improve the safety of fracking. 

the energy companies say they welcome 
regulations -- and strong enforcement 
-- provided it does not go too far, and they 
prefer the rules stay at the state level rather 
than the federal government. 

Other executives at the reuters summit 
spoke of the benefits the shale gas boom 
was having in the united States, such as job 
growth. Shale gas has also pushed natural 
gas prices lower, making it a more attractive 
option than coal for new power plants. 

And for the chemical industry, which 
has seen many of its plants shuttered and 
production shift to the Middle east, the 
ample gas supplies are a boon. 

"there's a lot of drilling, a lot of gas 
processing plants, and we think ultimately 
that's all good for the u.S. chemical business. 
that's one of the reasons i decided to come 
to LyondellBasell," Jim gallogly, who took 
the chief executive position at the company 
two years ago.

(reporting by ernest Scheyder, Anna 
Driver, Braden reddall, Kristen hays, erwin 
Seba, Bruce Nichols, eileen O'grady, chris 

Baltimore and Matt robinson; editing by 
tim Dobbyn) 

energy fIrms worry new rules 
could stymIe natural gas

A view of the Soloha gas concentration point is seen near the settlement of Opishnya, some 280 km (174 miles) 
east of the capital Kiev May 24, 2011.   REUTERS/GlEb GaRanich 
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by aliSTER DOylE, 
EnviROnMEnT cORRESPOnDEnT 
BONN, gerMANy, JuNe 13

WiDer puBLic uNeASe about climate 
change and stronger economic growth 

are likely to be needed to revive sluggish u.N. 
talks after hopes for quick agreement on a 
treaty have fizzled, experts say. 

Many nations at u.N. talks in Bonn from 
June 6-17 seem resigned to a long haul -- 
more like arms reduction talks or u.N. trade 
negotiations -- after failure to agree a binding 
u.N. climate deal by an end-2009 deadline 
at a summit in copenhagen. 

"public awareness is really going to be 
the key," to spur a deal to avert heatwaves, 
droughts, floods and rising seas, said 
rajendra pachauri, head of the u.N. panel of 
climate scientists. 

he told the reuters global energy and 
climate Summit that he believed many 
people, including in the united States, were 
"gradually getting more concerned about the 
realities of climate change", partly because 
of extreme weather. 

in 2010, about 42 million people were 
displaced from their homes by natural 
disasters led by floods in china and pakistan. 
parts of the united States have been hit by 
the worst drought since the 1930s Dust Bowl. 

pachauri declined to predict when a deal 
could be reached. Some experts say it could 
be years away, or out of reach. 

robert Stavins, director of the harvard 
environmental economics programme, said 
it was wrong to expect a breakthrough treaty 
to solve climate change. he said a stronger 
economy was among important factors to 
allow slow, step-by-step action.  

"With climate change we are in the position 
that the countries of the world were in at 
Bretton Woods after World War two," he 
said of the conference that paved the way to 
reshaping the world economy. 

"this is as difficult a problem," he said. 
"i suspect we are looking at small steps 

rather than big strides at this stage," Britain's 
energy Minister charles hendry told the 
Summit of the outlook for the next climate 

talks in Durban, South Africa in late 2011. 
 

china 
AMONg pOSitive SpurS to action, hendry 
pointed to china, the top greenhouse gas 
emitter ahead of the united States. 

"A few years ago we had seen china as 
a real block to progress. Now without any 
doubt it wants to be one of the world leaders 
on green technologies. that is changing the 
approach they take," he said. 

Developing nations, however, insist on a 
deal in Durban to extend the Kyoto protocol 
that obliges almost 40 developed nations to 
cut greenhouse gas emissions by 5.2 percent 
below 1990 levels over the period 2008-12. 

"We have an international agreement, we 
are all obliged to fulfill it," said pablo Solon, 

who leads Bolivia's delegation. 
Kyoto nations Japan, russia and canada 

say they will not agree to new cuts beyond 
2012 -- despite past promises. they say that 
a wider deal is now needed for all nations 
since Kyoto backers account for less than 30 
percent of world emissions. 

A complication is that the united States 
never signed up for Kyoto, arguing it would 
cost jobs and wrongly excluded binding 
targets for emerging countries. 

Many developed nations want the Durban 
talks to build on a deal from Mexico in late 
2010 to set up a green climate fund and limit 
any rise in temperatures to below 2 degrees 
celsius (3.6 f) above pre-industrial times. 

in Bonn, even the european union, the 
main cheerleader among developed nations 
for a quick binding deal, has conceded that 
2014-15 is now "broadly realistic" as a date 
for a broad deal. 

Some experts say that action may have 
to wait for the next u.N. report on climate 
science, due in 2013-14 by pachauri's 
intergovernmental panel on climate change 
(ipcc). 

the last ipcc report in 2007 -- saying it was 
at least 90 percent certain that humankind 
was causing global warming -- helped spur 
environment ministers at talks in 2007 
to set a two-year deadline for a deal. the 
copenhagen summit fell short. 

"the last ipcc report has probably 
exhausted its driving force," said elliot 
Diringer, of the pew center on global climate 
change, a Washington think-tank. 

"Many people are looking for the next 
report. We need the global economy to 
continue to improve as well," he said. "And 
i do think there is a growing sense that 
something is amiss with the weather." 

Meanwhile, the problem is getting worse. 
the international energy Agency said last 
month that world emissions of carbon 
dioxide, the main greenhouse gas from 
human activities, rose 5.9 percent in 2010 to 
a record high 

(With extra reporting by Nina chestney and 
gerard Wynn in London) 

economy, publIc are key 
to clImate deal

Rajendra Kumar Pachauri, chairman of the 
Intergovernmental Panel on Climate Change, speaks 
during the opening of the Green Solutions @ COP16 
in Cancun December 5, 2010. T  REUTERS/hEnRy 
ROMERO 
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by hEnninG GlOySTEin 
LONDON, JuNe 15

GerMANy'S MAJOr utiLitieS will 
struggle to survive if they have to deal 

with the nuclear exit, green investment, 
and regulatory constraints all at the same 
time without compensation, said Societe 
generale.

Due to the fukushima nuclear accident, 
germany decided to exit nuclear power by 
2022. it also has strict emissions reduction 
targets in place that force major utilities to 
invest large sums of cash into cleaner power 
generation. 

"the big four utilities (e.ON, rWe, enBW  
and vattenfall) in germany are fragile 
right now and cannot survive if they have 
to do everything that is asked of them in 
terms of replacing lost nuclear generation, 
investing into green energy and dealing with 
regulatory constraints at the same time," 
said emmanuel fages, head of power, gas, 
carbon and coal research at Societe generale. 

fages told the reuters energy and climate 
Summit that germany's nuclear exit meant 

that its big four utilities, the only nuclear 
operators in the country, will lose market 
share, have to deal with the cost of closure, 
and also invest in low carbon generation to 
fill the nuclear gap. 

"they cannot do all that at once and 
will need some form of government 
compensation," he said. 

 fages said that the big winners of 
germany's nuclear exit policy would be 
foreign utilities with cross-border access to 
the german market. 

"utilities like eDf or ceZ will profit from 
exporting electricity to germany at higher 
prices due to the lower generation capacity." 

  
all EyES On EaSTERn EUROPE 
fOr the further development of nuclear 
power in europe, fages said central and 
eastern europe would play a key role. 

"here you have massive replacement 
needs for old, polluting power plants, so 
their attitudes towards the subject post-
fukushima will matter a lot," he said. 

fages said that while most governments 
in eastern europe seemed keen to enter or 

expand nuclear power generation, public 
pressure to hold nuclear referendums could 
reverse pro-nuclear policies. 

czech utility ceZ said on Wednesday that 
public pressure could mount for it to close its 
nuclear reactors. 

poland has said that it may hold a 
referendum on its own nuclear power 
generation plans, and other central and 
eastern european countries are also 
reviewing their policies.  the italian public 
voted against plans to introduce nuclear 
energy. 

for Britain, fages said that he a market-
based decision would be made, rather than 
a political one. 

"i think, contrary to many other countries, 
the uK will not take a political yes or no 
decision but rather make it dependent on 
market factors and constraints," he said. 

"the question in the uK is whether 
fukushima will make nuclear technology 
viable, if you start having many more 
constraints in regards to extended obligatory 
maintenance times, additional safety 
measures and more regulatory clearance 

german utIlItIes struggle 
wIth nuclear exIt

A concrete pumping vehicle 
sprays water to the spent fuel 
pool of no.4 reactor at Tokyo 
electric Power (TePCO) Co.'s 

Fukushima Daiichi nuclear 
Power Station in Fukushima 

prefecture in this handout 
photo taken May 6, 2011 and 

released by TePCO on May 
17, 2011. REUTERS/Tokyo 

Electric Power co/handout 
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by bRaDEn REDDall 
hOuStON, JuNe 15

ChevrON cOrp pLANS to take a 
measured approach to shale gas 

development despite a flurry of deals in the 
past year and the industry's huge ambitions 
for the emerging resource. 

the second-largest u.S. oil company added 
228,000 acres in the Marcellus shale in May 
to follow up on its $3.2 billion acquisition of 
Atlas energy, which gave chevron its first big 
stake in the northeastern u.S. field.

that followed the $30 billion purchase 
of leading shale gas player XtO by larger 
rival exxon Mobil corp , which moved the 
discussion of shale development to center 
stage among both industry players and 
policymakers. 

"you're not going to see chevron -- i 
can't speak for others -- just shift the whole 
business into shale, and let other things go," 
Bobby ryan, chevron's vice president for 
global exploration, said at the reuters global 
energy and climate Summit in houston.

XtO president Jack Williams told the 
summit the previous day that his company 
was taking advantage of low natural gas 
prices to snap up acreage in shale basins 
around the united States. 

ryan reiterated that chevron's focus areas 
remained the gulf of Mexico, West Africa and 
Western Australia, which were all part of a 
"balanced portfolio" approach to exploration. 

"Shale is just one more piece of that 
portfolio," ryan said. "Do we sit around the 
table, shuddering a bit reacting to headlines? 
No. i think you've seen from us a very 

measured approach." 
in the gulf of Mexico, chevron recently 

got clearance for a few wells already under 
development, and its program includes 10 
development and exploration plans and 
15 drilling permit applications in "various 
stages" of approval or preparation. 

increased scrutiny from u.S. regulators 
after last year's massive gulf oil spill led to 
delays in permit awards, which have started 
to pick up in the past few months. 

"i think it's a combination of a set of new 
rules that not everybody understands on 
both sides," ryan said. "it's not near the pace 
that we would like yet.  

(reporting by Braden reddall, Matt Daily, 
Anna Driver, Bruce Nichols, Kristen hays, 

Mike erman and ernest Scheyder, editing by 
Dave Zimmerman) 

chevron plans measured 
approach to shale gas

Gas prices at a Chevron gas pump are displayed at a Chevron gas station in encinitas, California April 28, 2011.   REUTERS/MiKE blaKE
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by anna DRivER anD MaTT Daily 
hOuStON, JuNe 14

EXXON MOBiL cOrp  is taking advantage 
of low natural gas prices by acquiring 

acreage in shale basins around the united 
States as it leverages drilling expertise from 
its purchase of XtO energy inc.

unrest in the Middle east and North Africa 
helped push crude oil prices over $100 per 
barrel while huge supplies of natural gas 
have depressed prices. 

the price disparity has prompted many 
smaller energy companies to shift spending 
to oil drilling, paving the way for deeper-
pocketed exxon to swoop in and strike good 
deals for natural gas assets. 

"We think the market dynamics are set up 
to where you can potentially get good value, 
so we will continue to look," Jack Williams, 
president of exxon's XtO unit, told the 
reuters global energy and climate Summit. 

exxon bought natural gas company XtO 
a year ago for $30 billion in a wager that 
demand for natural gas will rise in coming 
years as electricity consumption increases. 
the deal has been criticized by investors 
for creating earnings dilution, but exxon 
is growing XtO through the purchase of 
hundreds of thousands of shale gas acres 
which were once too costly to drill. 

xTO MaRKS ThE SPOT 
SiNce the DeAL cLOSeD last June, Williams 
told reuters that exxon's XtO has added 13 
trillion cubic feet of natural gas it expects to 
produce, bolstering the 60 trillion cubic feet 
of gas reserves the unit already has on the 
books. 

exxon's appetite for gas assets has grown 
quickly. earlier this month it completed a $1.7 
billion purchase of acreage in the Marcellus 
Shale in the eastern united States. in that 
deal, the company purchased 317,000 acres 

for about $5,000 per acre, below the average 
price of about $6,000 per acre, according 
to houston-based energy investment bank 
Simmons & co. 

the irving, texas company has also 
picked up other parcels ranging from 5,000 
acres to 10,000 acres in basins including 
the haynesville Shale in Louisiana and the 
fayetteville Shale in Arkansas, Williams said. 

the expansion is fueling the need for 
workers. exxon's XtO unit has so far added 
about 400 jobs since the merger was 
completed, bringing XtO's payroll to 3,700 
people, Williams said. 

Other companies seeking to capitalize on 
higher crude prices are spending richly to 
acquire acreage in hot spots like the eagle 
ford Shale in South texas. that activity has 
driven the price per acre up to $20,000 per 

acre, a price too rich for exxon, Williams said. 
"When we see some reasonable value, we'll 

look harder," Williams said. 
exxon has some rigs in drilling for oil and 

natural gas liquids in the eagle ford and 
permian basin, Williams said, adding that 
the company is drilling profitably for gas in 
basins like the Barnett Shale in North texas. 

"We'll continue to look at liquids plays but 
we're not running from gas plays either," the 
executive said. 

Shares of exxon closed up $1.15, or nearly 
1.5 percent, to $80.38 in afternoon New york 
Stock exchange trading. 

(Additional reporting by Braden redall, 
Michael erman, chris Baltimore, Kristen 

hays, ernest Scheyder and Matt robinson in 
houston; editing by Bernard Orr) 

exxon bulkIng up on 
u.s. gas assets

Follow Reuters Summit on Twitter  , 
click here:
http://link.reuters.com/dav69r

jack Williams, President of exxon Mobil's XTO subsidiary answers questions as he participates in the Reuters 
energy Summit in Houston june 14, 2011.   REUTERS/RichaRD caRSOn 

http://link.reuters.com/dav69r
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by alFian anD nEil chaTTERjEE
JAKArtA, JuNe 15

INDONeSiA'S StAte eNergy firm 
pertamina aims to buy overseas oil and 

gas assets to meet ambitious 2015 output 
targets and is in talks with exxonMobil over 
an Angolan block.  

pertamina ceO Karen Agustiawan said 
she expected to sign deals for overseas 
blocks this year, with funding not a problem 
to compete with other energy hungry Asian 
countries seeking assets from Southeast Asia 
to Africa to ensure supply security.  

"When there is sugar, all ants will come," 
Agustiawan said in an interview for the 
reuters energy and climate Summit. 
"finance is the least problem that we have. it 
is more toward is there the opportunity, and 
how sweet is the opportunity, and how small 
is the risk."  

pertamina raised $1.5 billion from issuing 
a global bond last month, which could go 
towards funding a deal for exxonMobil's 25 
percent stake in an Angolan oil block slated 
to produce around 150,000 barrels per day 
(bpd) from next year.  

"We are in a definitive discussion," said 
Agustiawan, who started her 27-year career 
in the industry with Mobil Oil.  

the company is also eyeing stakes in 10 
oil and gas blocks in countries such as iraq, 
Libya, Algeria, Brazil and vietnam, as it seeks 

to boost its oil and gas output from 440,000 
boepd now to one million by 2015.  

"By optimizing what we have domestically, 
the gap will be about 160,000 boepd," she 
said. "there is some progress. there will be 
some signing this year."  

Agustiawan said further capital raising 
to fund its plans could come from listing 
subsidiaries in the first half of 2011, to 
tap strong portfolio investor interest in a 
country on the verge of an investment grade 
sovereign rating.  

the former Opec member has struggled 
to attract new direct investment to increase 
energy production, given policy uncertainty 
and corruption, leading to declining output 
at ageing fields that has derailed plans to 
reach output targets.  

indonesia expected to produce 970,000 
bpd of oil in total this year, but its energy 
watchdog said last month that realistically 
production would be no more than 945,000 
bpd.  

Agustiawan identified the need for 
agreement between central and regional 
governments together with investors and 
local communities, plus problems in land 
acquisition and infrastructure development, 
as hurdles that often led to slow progress on 
developing resources.  

pertamina's domestic output will be 
boosted by the exxonMobil-led cepu block, 
in which it owns a 45 percent stake, but 

Agustiawan said peak production of 165,000 
bpd is not expected until the fourth quarter 
of 2014, delayed from previous expectations 
of end-2013 or early 2014.  

She added pertamina and exxonMobil 
were in talks on how to develop the block's 
gas given surging domestic industry demand.   

      
GROwinG DEManD  
AguStiAWAN SAiD DeMAND for fuel would 
keep growing along with growth seen at 
over six percent in Southeast Asia's largest 
economy, though she expressed confidence 
the country could keep meeting export 
commitments for liquefied natural gas (LNg).  

yet the world's No. 3 LNg supplier is only 
expected to export 362 cargoes this year, 
down from 427 last year, and is building 
several import terminals. it still lacks 1.5 
million tonnes a year for a Jakarta receiving 
terminal from next year.  

"We are talking to several suppliers. We 
are talking to Qatar and Australia," said 
Agustiawan, a tough talking mother of 
three who gets up at 4 a.m. daily to run on 
a treadmill.  

the country's dilapidated refineries mean it 
is also Asia's biggest gasoline importer, and 
shipments are likely to grow as car sales are 
hitting record levels. A slew of agreements 
have been signed with Middle east producers 
in recent years to build refineries, but work 
has not started on any new plants.  

Agustiawan admitted no new refinery was 
likely to come onstream in the next five years 
give the building time lag, and said refining 
margins were marginal, but was hopeful she 
would sign a final deal with Kuwait petroleum 
corp (Kpc) this year for a refinery of up to 
300,000 bpd on the main Java island.  

Lawmakers have pushed back plans to 
wean motorists off cheap subsidised fuel, 
but Agustiawan did not see the lack of 
market prices as a limiting factor for refinery 
investment.  

"i think this is a captive market in terms of 
growth. energy consumption in indonesia is 
going very rapidly," she said.  

  
 (Additional reporting by Simon Webb and 

florence tan in SiNgApOre; Writing by Neil 
chatterjee; editing by Manash goswami)  

pertamIna plans upstream 
buys thIs year

A PT Pertamina worker opens a gauge near crude oil tanks on Bunyu island, Indonesia's east Kalimantan province 
February 8, 2011.    REUTERS/bEawihaRTa 
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by GERaRD wynn 
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A WiDeNiNg ShALe gAS revolution is 
killing the economics of renewable 

energy, even as falling costs allow wind and 
solar to overtake fossil fuels in niche areas, 
say energy executives and analysts. 

Solar panel prices are down about 10 
percent this year, but chasing a moving 
target as discovery of cheap shale gas 
spreads beyond the united States, experts 
told reuters energy and climate summit. 

even big renewable investors, such as 
french energy company total, see solar as a 
tiny part of the picture decades out, compared 
with gas. total paid $1.4 billion for a majority 
stake in u.S.-based Sunpower corp. 

"you have one energy that represents today 
more than 20 percent of the energy mix, and 
solar today is close to zero and will represent 
maybe 1 or 1.5 percent in 20 years from now," 
said Jean-Jacques Mosconi, total head of 
strategy. 

the trouble is that a new "golden age of 
gas", as the international energy Agency 
dubbed it, has created massive over-capacity 
in a key rival fuel for power generation. 

"the economic viability of a lot of the 
renewables are getting killed because we 
have too much gas in the world right now," 
said Jeff currie, global head of commmodities 
research at goldman Sachs .

"it's made a lot of these other projects 
like solar and wind struggle in terms of their 
economic viability, and coal too." 

Building new gas plants was half the price 
of new nuclear, and much cheaper than wind 
and solar, said John rowe, chairman of u.S. 
power company exelon corp. Shale gas has 
especially suppressed prices in the united 
States. 

energy ripples from a Japan quake, where 
some countries are now rolling back nuclear 
plans after the fukushima crisis, would favour 
coal and gas as much as renewables, said 
international energy Agency chief economist 
fatih Birol. 

"When germany say they are going to use 
alternative energy sources, i just don't see it, 
if you try to switch now to solar power it will 
cost them 20 times more," said peter csoregh 
at robeco's Natural resource equities fund, 

expecting instead greater use in germany of 
gas, coal and imported nuclear. 

 
FallinG SOlaR 
OffShOre WiND MAy be in the same cost 
range as gas by 2015, said Joergen Kildahl, 
a board member at germany's e.ON group, 
one of the world's biggest utilities. 

But that did not include the cost of building 
back-up for the intermittent power source. 
"you need to buy the flexibility to balance 
your production. that's a big question mark," 
he said. 

After steep price falls solar power is now 
close to being economic without subsidies 
-- called grid parity -- but only in niche areas 
including parts of california and italy, sunny 
places with high power prices and fewer 
alternatives. 

falls in solar panel prices may flatten by 
2013-2014, said Steven chan, president of 
Suntech America, the North American unit 
of chinese panel maker Suntech, who cited 
studies suggesting widespread grid parity 
with retail power prices by 2015. 

trina Solar, china's largest solar panel 
maker by value, was shipping modules at 
$1.50-1.55 now, down nearly 10 percent from 
a year ago, and expected prices at $1.40-
$1.45 by year-end. 

industry module prices had fallen by about 

10 percent in the first half this year and would 
fall a further 4-5 percent in the summer, said 
frank Asbeck, chief executive of SolarWorld, 
germany's second-largest solar company by 
value. 

"(that) is when some chinese players will 
run into difficulties," he added, referring to 
further price falls. 

Analysts and renewable energy supporters 
often point to hidden costs in the case of 
fossil fuels and nuclear. 

fossil fuels, for example, produce carbon 
emissions whose damaging impact on the 
world's climate is not priced outside europe. 
rare accidents and waste disposal may not 
be fully costed in the case of nuclear power. 
Question marks have been raised over the 
impact of shale gas on water quality. 

"it's essential that we provide a policy 
framework that provides a level playing 
field," said rajendra pachauri, the head of a 
u.N. panel of climate scientists. 

-- Additional reporting by Nina chestney, 
vera eckert, Barbara Lewis, Karolin Schaps 
and Muriel Boselli in London; christoph 
Steitz in frankfurt; Nichola groom in Los 
Angeles; Alister Doyle in germany; eileen 
O'grady in houston; and Leonora Walet in 
hong Kong. 

(Writing by gerard Wynn, 
editing by William hardy)

gas Is kIllIng green energy 
In prIce war

A worker walks near an oil rig belonging to Zion Oil and Gas in Karkur, northern Israel October 17, 2010.    
REUTERS/niR EliaS
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The gLut Of cruDe in the u.S. 
Midwest that has benefited the region's 

refiners over the past year will not disappear 
completely when new pipelines are built to 
send crude south to the gulf coast, said the 
ceO of Marathon petroleum company.

if pipelines aimed at sending crude from 
the cushing, Oklahoma, delivery point of 
the New york Mercantile exchange's futures 
contract come online in 2013 as expected, 
Midcontinent refiners should still enjoy 
healthy supplies from increased onshore 
North American crude production, said ceO 
gary heminger. Marathon, soon to be the 
newest independent refiner in the united 
States, will officially split from Marathon Oil 
corp on June 30. 

"if you look at Midwest refineries, we 
already have plenty of pipeline capacity into 
our plants," heminger said at the reuters 
global energy and climate Summit. "it really 
comes back to (West texas intermediate) and 
lighter-type crudes that are in and around 
cushing. they're looking for a home." 

that increased crude flow into cushing 
coupled with lack of infrastructure to move it 
to the u.S. gulf coast, home to 40 percent of 
the nation's refining capacity, have kept West 
texas intermediate at double-digit discounts 
to europe's Brent and other global crudes for 
months. On Monday, the spread hit a record 
over $21 a barrel. 

hot oil-shale plays are raising production, 
such as the Bakken in North Dakota and the 
eagle ford in South texas. canadian crude 
flows into the region are rising as well. 

Oil companies have been ramping up 
storage capacity at cushing to accommodate 
the higher flows. heminger estimated that 
capacity should rise to more than 70 million 
barrels from the current 58.6 million barrels. 

he said marketing of pipeline space will 
be at a premium as Midwest refineries run 
Wti-based and canadian-based crudes. And 
crude can still be moved south to north if 
needed. 

"So i still think we're going to be well-
positioned," he said. 

Analysts agree, as four of Marathon's six 
refineries are in the Midwest. its 106,000 

barrel-per-day (bpd) refinery in Detroit will 
wrap up a $2.2 billion overhaul next year 
that will increase its ability to  process heavy 
canadian crude, which trades at a discount 
to already-cheap Wti. 

Analysts see advantages at Marathon's 
two gulf coast refineries as well. eagle ford 
crude is priced against Wti, and Marathon's 
76,000 barrel-per-day (bpd) refinery in texas 
city is primed to run it. 

"eagle ford is right outside texas city's 
back door," he said. "We have great logistics 

into texas city with its crude, so it's a great fit 
and texas city has the appetite for that very 
light-sweet crude." 

Marathon's expanded 464,000 bpd 
garyville, Louisiana,  refinery is not connected 
by pipeline to eagle ford crude. 

however, the plant's $3.9 billion expansion 
finished last year positions it to feed export 
needs to europe, Latin America and South 
America, he said. 

he said the plant was exporting about 
60,000 to 62,000 barrels per day of gasoline 
and diesel to those markets. 

"We are a big player in the export market 
and it's working out very well for us," he said. 

garyville's expansion has helped fuel 
talk among analysts that the united States 
has too much refining capacity at 17.6 
million barrels per day. Motiva enterprises' 
285,000 bpd refinery in port Arthur, texas, 
is slated to finish a $5 billion expansion to 
increase capacity to 600,000 bpd next year, 
surpassing exxon Mobil corp's 560,640 bpd 
refinery in Baytown, texas, as the nation's 
largest. 

heminger said the Motiva expansion, when 
finished, will put pressure on smaller gulf 
coast refineries that do not have a niche 
advantage -- such as easy access to eagle 
ford crude for Marathon's texas city plant. 
east coast refineries, already under pressure 
because they depend on more expensive 
Brent crude, also will feel some pain, he said. 

"i think there will be some pressure on 
some of those refineries because incremental 
throughput can come through the colonial 
and plantation pipelines up to the eastern 
seaboard," he said. 

heminger said the new independent refiner 
is not interested in buying refineries on the 
West coast, east coast or europe. he said the 
company aims to maintain its structure with 
refineries, pipelines, terminals and its retail 
network. 

"having access to that total supply chain 
is what we do best," he said. "i won't say 
'never.' We look at everything. We analyze, 
we understand what's available, but it's 
not something that we would go change 
our model for today to jump into a different 
market." 

(reporting by Kristen hays, 
editing by Matthew Lewis) 

new pIpelInes won't end 
mIdwest oIl glut-marathon

"i think there Will 
be some pressure 
on some of those 

refineries because 
incremental 

throughput can 
come through 

the colonial and 
plantation pipelines 

up to the eastern 
seaboard."

Dan Smallwood, chief operating officer of the Marine 
Well Containment Company, stands next to a 100-
ton steel capping stack designed to contain leaking 
deepwater oil wells in Houston, in this picture taken 
April 15, 2011.    REUTERS/KRiSTEn hayS 
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LyONDeLLBASeLL  iS LOOKiNg for new oil 
supplies for its houston refinery as prime 

supplier venezuela shortens its contract 
terms to customers, its chief executive said. 

the chemical company's crude oil supply 
contract with state owned petroleos de 
venezuela SA (pDvSA) for its 268,000 
barrel-per-day houston plant expires in July 
2011. 

LyondellBasell is negotiating for more 
supply with venezuela. the company also 
is looking at different sources, including 
canada, chief executive Jim gallogly said 
at the reuters global energy and climate 
Summit on Monday. 

"venezuela is going to shorter-term 
contracts with all of its customers," gallogly 
said. 

"i should point out that they sell a lot 
of spot volume and not as much contract. 
instead of multiyear contracts, they're selling 
some on contract-basis, shorter term and a 
lot more on spot." 

venezuela, once one of the top three 
suppliers of u.S. crude, has seen its market 
share in the united States drop in recent 
years as production falls, due in part to a lack 
of investment, according to analysts. 

the houston refinery, known as a deep 
conversion refinery, can produce fuels to 
strict u.S. environmental standards from 
cheaper, heavy sour crude, which make up a 
large portion of venezuela's exports. 

gallogly said he had first seen the shift in 
the length of contract last year. he said the 
refinery was now taking more spot supplies 
from venezuela and other producers. 

"it's been happening over the last year or 
so. i think maybe a little bit before because 
we had a contract it wasn't hitting us as 
much. We're buying spot cargoes fairly 
regularly from the venezuelans and a variety 
of other sellers." 

the houston refinery was a once a 
joint-venture between Lyondell and citgo 
petroleum corp, pDvSA's u.S. refining 
subsidiary. Lyondell signed the contract 
for crude from pDvSA as part of the 2006 
agreement to buy citgo's 41 percent interest 
in the refinery for $2.1 billion.  

"they've been a good, reliable supplier to 
us," gallogly said at the reuters Summit, 
held at the reuters office in houston. "We're 
happy to buy venezuelan crude." 

the company's houston refinery bought 
250,000 barrels per day of venezuelan 
crude in March, according to data from the 
Department of energy's energy information 
Administration. 

production in South America's main oil 
exporter dropped to an average of 2.78 
million barrels per day (bpd) last year, the 
government of venezuela says, which is the 
lowest level since 2003 when a strike crippled 

state-oil company pDvSA for months. 
independent oil analysts peg that figure 

even lower. 
   

liGhTninG STRiKE 
the cOMpANy iS iN the process of restarting 
its Morris, illinois, ethylene plant that was 
struck by lightning in late May, gallogly said. 

the company declared force majeure for 
its polyethylene products after lightning took 
out the plant's co-generation power plant 
and a utility backup. 

"We lost both. that's how rare a weather 
event that was. it's was just a serious hit," 
gallogly said. "We're coming back up now." 

 
  (reporting by ernest Scheyder, Matt Daily, 

erwin Seba, Anna Driver, Matt robinson, 
Braden reddall and Michael erman; 

editing by David gregorio) 

lyondellbasell seeks new 
oIl as pdvsa cuts terms

global energy and climate summit:
http://link.reuters.com/maq22s

for more

Lyondell Basell CeO jim Gallogly answers questions as he participates in the Reuters energy Summit in Houston 
june 13, 2011.  REUTERS/RichaRD caRSOn

http://link.reuters.com/dav69r


EnERGy SUMMiT jUnE 2011

18

by chRiSTOPhER jOhnSOn 
LONDON, JuNe 16

MercuriA, ONe Of the world's 
biggest independent energy trading 

companies, said on thursday it was 
considering a range of ways of raising capital, 
including a possible tie-up with a sovereign 
wealth fund. 

chief executive Marco Dunand said 
Mercuria was spending up to $400 million 
a year on upstream assets, including oil and 
coal reserves. it has funded investments so 
far mostly through its own cash flow and has 
also issued some debt. 

the geneva-based company, which trades 
oil, gas, coal and a range of derivatives and 
expects to have a turnover of around $70 
billion this year, was not considering an initial 
public offering (ipO), Dunand said, but had 
many other options. 

"We are not thinking about an ipO -- but 
that doesn't mean we don't have an open 
mind," Dunand told reuters energy and 
climate Summit. "We are keen to consolidate 
our culture before we could think about 
changing it. 

"having said that, we have also been 
approached by potential investors -- 
sovereign funds and others -- who wish to 
make a private-equity type of investment in 
our company," Dunand said. 

"these investors believe that commodities 
and commodity trading is important either for 
strategic reasons because it is a country with 
exposure to energy from either a producing 
or consuming point of view, or other types of 
investors who also have exposure to energy," 
he said. 

Dunand declined to say which potential 
investors Mercuria was talking to or detail 
the scale of a possible investment, but said: 
"it might be like a private equity investment 
-- maybe 10 percent of the company, but (it 
is) too early to say now." 

 
jUST TalKinG 
"We Are At the very early stages of talking 
to people," he said. "We are just looking into 
it at the moment. there is no time frame." 

glencore, the world's largest diversified 
commodities trader, listed in London and 
hong Kong last month, raising billions of 

dollars to finance its upstream activities 
including mining as well as potential 
acquisitions. 

the move has raised expectations that 
other commodities traders, including 
Mercuria, might follow suit, securing cheap, 
long-term funding to underpin costly 
upstream infrastructure. 

Dunand, who co-founded Mercuria in 
2004, said the company had been investing 
between $200 million and $400 million per 
year in upstream production over the last 3-4 
years, in a range of reserves including oil and 
coal and this would continue: 

"i think we will stick on the same kind of 
path. it will be opportunity driven," he said. 

he said he had been watching glencore 
with interest to see what impact its listing 
had on the company. 

Like pre-ipO glencore, Mercuria is privately 

owned by its employees and has close to 100 
equity holders with various percentages of 
shares, Dunand said. 

"the logic behind an ipO would be a need 
to raise extra cash to invest in more activities. 
At the moment, we can finance it through our 
own balance sheet, or we can do it through 
joint ventures with others," Dunand said. 

 "therefore we don't see the need to raise 
money from the market. i am not convinced 
that an ipO is the right model for our 
company," he said. 

"So far we haven't yet wanted to raise 
capital to fund a particular project. if that 
situation comes, then we will have to look at 
what is the best way to address it. One answer 
maybe to form a partnership with others." 

(Additional reporting by Dmitry Zhdannikov; 
editing by James Jukwey)

mercurIa, InvestIng upstream, 
mulls swf lInk

Public Power Corporation's (PPC) employees repair a gas turbine compartment inside the natural gas-fired power 
station at Lavrio town southeast of Athens May 13, 2011.   REUTERS/yiORGOS KaRahaliS 
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cOvER PhOTO: (top left) A windfarm is seen on Anglesey, north Wales May 2, 2011.  REUTERS/TOby MElvillE, (bottom left) An employee walks between rows of solar 
panels at a solar power plant on the outskirts of Dunhuang, Gansu province june 10, 2011.  REUTERS/STRinGER, (top right) A view of the Soloha gas concentration point 
is seen near the settlement of Opishnya, some 280 km (174 miles) east of the capital Kiev May 24, 2011.   REUTERS/GlEb GaRanich, (bottom right) Men work at an oil 
pump near the coast on the outskirts of Havana june 10, 2011.  REUTERS/EnRiqUE DE la OSa
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The sun sets behind wind turbines in Lozay january 
16, 2011.  REUTERS/REGiS DUviGnaU
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