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E&P projects are safe for now

Price volatility fails
to affect onshore,
offshore projects

\ADITI DIVEKAR & AMRITHA PILLAY
Mumbai, 1 December

0il price fluctuations have
failed to affect the exploration
and production (E&P) proj-
ects in India, both onshore
and offshore. Drop in project
costs by about 30 per cent is
the main factor lending sup-
port to oil companies as well
as contractors — making proj-
ects viable even when crude
oil prices are low.

"The trend of awarding E&P
service and material contracts
of the state-run companies to
private firms continues. The
government is encouraging
such providers to invest in
India through the local con-
tent policy. The domestic pri-
vate players, too, have started
to look at the much larger busi-
ness for private sub-contrac-
tors through integrated con-
tracts. Awarding a long
value-chain contract helps
companies obtain better prices
and run a lean organisation.
Performance-linked contracts
are not uncommon,” said
Deepak Mahurkar, leader, PwC
India.

Crude oil producing com-
panies do not have control
over prices, as they are sold at
rates linked to the global
benchmark for that variety of
the oil. Thus, the industry is
now focusing on reducing the
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different models to
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costs, and hence has brought
about a change in the model,
said industry expetts. Earlier,
the entire integrated package
was awarded at one go. Now,
part of it is outsourced, which
helps reduce production cost,
they said.

Recently, global crude oil
prices toppled from $86 a bar-
rel in October to around $60.
Given the fact that E&P is a
long gestation business, short-
term rally or dip in oil prices
has limited influence on proj-
ects. In addition, for state-run
player Oil and Natural Gas
Corporation (ONGC) and Oil
India, the absence of a fuel
subsidy burden allows them
more room to continue with
development projects, irre-
spective of the oil price-level.

"After the 2014-15 oil price
crash, the industry reviewed
the costs and ways toreduce it.
It found that project prices
were high, and not sustainable
for the long term. Since then,
the industry has taken steps to
reduce project costs. Recently,

projects in India have been
awarded at about 30 per cent
below budget,” said Bhaskar
Patel, managing director of
TechnipFMC (India).

TechnipFMC is into sub-
sea, onshore and offshore E&P
contracts, along with surface
technologies business in
India. The company's year-to-
date order book stands at 260
billion as against ¥17 billion
for the entire 2017. “The cost
reduction model is sustain-
able. Projects that were not
viable at $80-$90 a batrrel are
now viable at $40-$50 a barrel.
Projects that were not viable at
$50-$60 are now viable at
much lower per barrel costs,”
said Patel.

However, oil companies
are chalking out different
models in an attempt to low-
er their project costs. Ruia-
owned Essar Oil, for instance,
has been trying to do most of
its development works
through its in-house compa-
nies. "For us, outside service
provider is only involved in

fracking. In the long term, we
hope we should have our own|
set-up,” said Vilas Tawde,
managing director and chief]
executive officer of Essar Oil
& Gas Exploration and
Production (EOGEPL).
Fracking is a method of get-
ting oil or gas from rock by
forcing liquid and sand into
the rock.

For other E&P players, bet-
ter costs have come through|
integrated bids. "In order to
execute these projects on
time and within budget, an|
'integrated project develop-
ment' strategy, with an in-
built risk and reward mecha-
nism, has been adopted. This
new strategy is being deliv-
ered in partnership with lead-
ing global oilfield service
companies,” said Vedanta inl
its earnings release.

More oil projects are like-
ly to be on offer in the coun-
try. Around 55 blocks, spread
across 10 sedimentary basins,
under maiden bid round of
Open Acreage Licensing
Policy (OALP) were recently|
awarded after a gap of six
years.

Under the Discovered
Small Fields Policy (DSF 1I),
the government expects
investments in 60 discover-
ies with an estimated in-place
reserve of over 195 Million|
Metric Tons of Oil and 0Oil
Equivalent Gas. In addition,
14 blocks with a total area of
29,233 square Kilometer will
be launched for bidding
under the second round of
OALP Bid Round IL
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Soon, tanking up in Delhi
to be cheaper than in UP

Sanjay.Dutta
@timesgroup.com

New Delhi: Petrol and die-
sel will become cheaper in
Delhithan UPinafew days,
restoring an advantage the
capital’s motorisis lost on
October 5 when UP chief
minister Yogi Adityvanath
matched the Centre’s move
to offer relief from high oil
prices by reducing tax on
fuel while his Delhi coun-
terpart Arvind Kejriwal
did not budge.

The continuous decline
in pump prices for the last
one-and-a-half months has
shrunk the difference be-
tween fuel prices in the two
states by 67 % for petrol and
over 42% for diesel in the
last30daysalone.

AjayBansal of AllIndia
Petroleum Dealers' Associ-
ation, an umbrella body of
petrol pump operators,
said the current trend of
price reductions by state-
run fuel retailing compa-
nies indicate price of pet-
rol will fall by Rs 1.10 a litre
and diesel by Rs 1.32 in the
nextsix to seven days.

This is good news for
the capital’s petrol pump
operators who had seen
sales drop, especially at
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outlets in areas bordering
UP, as motorists preferred
totankupin theneighbour-
ing state where fuel had be-
come cheaper by Rs 3 alitre
after the October tax relief.
The sharp price move-
ment is because of the way
the two states tax fuel. UP
has a fixed rate, while Delhi
has an ad-valorem system.
In UP, the tax amount does
not rise or fall when the re-
tailerschange the price. But
since Delhi charges VAT as
a certain per cent of the fuel
price, VAT swings sharply
with any pricechange.

The ad valorem system
amplifiestheimpactof any
price change. So it is good
when price goes down but
pinches harder than in a
fixed rate regime when
rates head north.

According toIndianQOil,
the country’s largest fuel
retailer, petrol price hascu-
mulatively declined by Rs
9.59 per litre and diesel by
Rs 7.56 per litre in Delhi
since October 17 as oil com-
panies have passed on the
benefit of sliding crude
prices and stable rupee-
dollar exchangerate.
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Saudi prince, Putin grin
as oil deal reports emerge

Buenos Aires, Dec. 1:
Saudi Crown Prince
Mohammed bin Salman
showed himself to be no
pariah on Friday at the
G20 summit, with a beam-
ing Vladimir Putin wel-
coming him but European
leaders warning him over
the killing of a dissident
journalist.

Less than two months
after Saudi Arabia out-
raged allies when a hit
team murdered Jamal
Khashoggi in the king-
dom’s Istanbul consulate,
Prince Mohammed flew
into Buenos Aires to take
his place among leaders of
the top 20 global econ-
omies, a sign that he
intends to remain firmly
in charge.

In an image that quickly
went viral online, Russian
President Putin and the
33-vear-old prince grinned
broadly and gave each
other an effusive hand-
shake as if they were long-
lost friends reunited at
the G20. Their embrace
comes amid reports that
Russia and Saudi Arabia
have reached a pact to cut
oil production when the
OPEC cartel meets on
December 6 in Vienna, to
help shore up falling
crude  prices.  Kirill
Dmitriev, the chief of
Russia’s sovereign wealth
fund, told reporters that
Putin would meet the
prince on Saturday and
discuss boosting Saudi
Arabia’s $2 billion invest-
ment in Russia.

But the prince appeared
to receive a more critical
reception from French
President Emmanuel
Macron, who was over-
heard on a microphone
voicing concerns. AFP

THE HANDSHAKE

All eyes were on
Saudi Crown
Prince Mohammed
bin Salman and
how leaders would
greet him. He min-
gled easily and got
a resounding
handshake from
Vladimir Putin.

PUTIN STYLE
DIPLOMACY

W During a meet-
ing with Macron,
Putin drew a map

of Kerch Strait off
Crimea to buttress
his position that
Ukrainian ships
intruded into
Russian waters —
a claim denied by
Kiev.

WHAT'S IN A
NAME?

M The US, Canada
and Mexico signed
a new agreement,
though it could
not agree what to
call it.
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