Chapter 5: CASE STUDIES

Chapter Highlights
GCC Oil Industry through six case studies. The Oil Industry

This chapter presents the
generally connotes both oil and gas streams of the business. NOCs in the GCC have the
(parent company) in their gas entities in the

petroleum entity as the major shareholder
Jorm of joint ventures (JVs) or subsidiaries. The following issues are discussed in a

typical case study:
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Management Systems, Risk Management Systems, S

investigating the Strategic Direction of the entily. .
Entity’s Organizational Structure comprising  of the Board of Directors,

Management and Internal Auditors; while reviewing the entity’s initiative fo

Enterprise Risk Management. o _ , .
» Company strategy in terms @ ‘value chain positioning via ongoing and upcoming
projects, contracts, MOUS, Industry activities pertaining to upstream operations
like Discovery, Development, Exploration and Prodz{cnon for upstream entities &
downstream operations like Refining & Marketing and Transportation jfor

downstream entities.
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\ %

Contents
5.0 GOC Ol INAUSHY.escreanesssssssssssnsessisassssssrsss st 198
ST The Balrain Oil INAUSIY cueesessensessnsrssessssssss s 199
52 The Kuwait Ol INAUSITYcvesssessssssssssassssssisstm st 215
53 The Oman O INAUSITYeereseneaseessessssesssssses s 231
54 The Qatar Ol INUSITY.cvesewssesseersserstessss e s 248
5.5 The Saudi Arabian Oil INAUSITY . cxcecesseensesermts s 263
277

oooooooooooooooooooooooooooooooooooooooooooooooooooo

5.6 The Emirates Oil Industry

197



5.0 GCC Qil Industry
The case studies of the six GCC country’s Qil Industry are presented in this chapter. The

purpose of these case studies is to set the background ‘fo evaluate the most significant

aspect of the case study’ (Yin, 1994) i.e., the imp
system in the corporate governance and business control a

GCC. Stake (1995) recommended categorical aggregation as another mean
rotocols for this phase of the case study to enhance the

act of the Enterprise Risk Management
reas of the oil companies in

s of analysis

and also suggested developing p
quality of the research. The following struc

all the six case studies, to facilitate a comparative analys

ture for the case study is therefore set out in

is in the next chapter.

Overview of the Business Value Chain

This section investigates the Business proce
0Oil & Gas assets, Business V

sses of the entities via information related to

the Company history, alue Chain, Impact on Economy,

Industry Forecasts and Key revenue lines.

Corporate Ethos

This section investigates the Strategi
sion, Vision, values and O
e Environmental Health and S
tems, Sustainable Development etc.

¢ Direction of the entity expressed through its
bjectives; and Compliance to various

Corporate Mis
afety (EHS), Quality Management

Management Systems lik
Systems, Risk Management SYS

Corporate Governance Framework

investigates the three layer
Board of Directors, Mana
ive to Enterprise Risk Management.

s of the entity’s Organizational Structure

This section
gement and Internal Auditors; while

comprising of the
reviewing the entity’s initiat
Upstream Petro-strategies

This section investigates the company strategy in terms of value chain positioning via

oming projects, contracts, MOUSs, Industry activities pertaining to

ongoing and upc
e Discovery, Development,

upstream operations lik Exploration and Production.

Downstream Petro-strategies

This section investigates the company strategy in terms of value chain positioning via

ongoing and upcoming contracts, MOUs, new projects, Industry activities pertaining to

downstream operations like Refining & Marketing and Transportation.
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5.1 The Bahrain Oil Industry

Overview of the Business Value Chain

National Oil Company in the Kingdom

Bahrain has a state-controlled oil and g

e Bahrain Petroleum Company catering for up

oil.

o Bahrain National Gas Company cateri
The State accounts for all domes
distribution segment. According t0 variou

International Petroleum Encyclo

formed in 1929, as a wholly owned subsi

venture of Standard Oil of California (Socal, n

(now Texaco). Caltex retained a 40

Bahrain government assumed total owner

250,000 barrels/day, (five times the amount

produced by the island's oil wells) supplying 2

range of petroleum products for local and export

markets. Approximately one-sixth of its crude oil

n Bahrain, the bal
Arabia through

BAPCO was

is obtained from wells i ance

being supplied from Saudi

Before long,

undersea pipelines.
rations and began

expanding its refining OP®

working with Saudi Arabia, by brin
n underground pipeline

ging in some

of its crude oil. In 1945 a

was laid from Damman, Saudi Ar

the longest commercial underwater pi

petroleum that the BAPCO r€
Bahrain Governme
e Refinery, taking oV

finery processes €0

seventies saw the

marketing operation of th

199

tic oil and gas productio
s articles in Hydrocarbons Technology and

pedia, The Bahrain Pet
diary of Caltex Petroleum
ow Chevron) and the Texas Company

o4 share in the compan
ship. The refinery

abia to Sitra, Bahrain,
peline in the world. M
mes via pipeline from Saudi Arabia. The

nt's gradual participation i
er 100% of these operations in 1979. The

as sector. Main government vehicles are:

stream oil & gas, and downstream

ng for downstream gas.

n, as well as refining and

roleum Company (BAPCO) was

Corporation, a joint

y until 1981 but by 1997 the

ts current capacity is over

" First D]‘sg‘oybry'of‘oll InGCC . -

Ol was discovered in Bahrain in 1932 and whilst the oil
reserves Of ‘Bahrain “are ‘quite small -and, - by Guif
standards, produce. only @ token .quantly, it has stil--
proved to be'an advantage. Most people are surprised:.
. {0 leam ‘that Bahraift was. pumping’ ofl*years before™
_ Saudi Arabia began its' own, search “for-black gold. A~
2007, MEED ‘report “states.that,for much of the 20th
‘- Century, Blsf;K,inG_‘iOm."6{-§§anralgjzled':‘ft “economic”
% development of e Gulf‘having: been tie flrst'
“[n:the ‘region-to ‘discover: oll.. And when -cancems.
.emergedin the Ié(e,-1969,$’a‘bgﬂtiﬂlgaﬁilitii of its"ageing
- oll field.to maintain output. it was the first country in the:.
 Tegion. to; embark seriously. on’ a.programme. ,of -
eg'onqm_igndlye\rsjﬁgtign, chqrding‘}tqiz_ow:‘An'nu'al;l.
=" Review; «the; Conpany ;75 yoars,: of <ol
" productlo rain -anniy
first discovery of oll In th

RS RAOK SR AT

54 km away. At the time, it was
ore than 80% of the

n the producing and local



operating responsibility was placed with Balirain National Oil Company (BANOCO),
which was formed in 1976. But in 1999, the government of Bahrain announced it would

merge its two companies, BANOCO and BAPCO. The Supreme Oil Council announced

the intent to merge the two companies into a single new entity t0 be called the Bahrain

Petroleum Company. According to Lubbe (1999), ‘The government has decided to

consolidate the oil industry in Bahrain and to merge the upstream and downstream

sectors, thus it will merge BANOCO and BAPCO. This provides an opportunity to

improve efficiencies and benefit from the economies through integration of services.’

BAPCO’s share of profits is also (rom the offshore Abu Safah oil field in the Persian

Arabia. When t
claims to an area of the gulf north of the

Gulf between Bahrain and Saudi he two countries demarcated their

marine boundaries in 1958, Bahrain ceded its

island in return for a Saudi agreement t0 share the profits from any oil that might be

discovered there.

Oil and Gas assets
BAPCO is an integrated oil compa

described as ‘BAPCO is wholly OWf
nd prospecting for oil, dr
s and exports of crude oil and

ny and the business value chain of the entity is best

ed by the Government of Bahrain, is engaged in the

oil industry including exploration 2 illing, production, refining,

distribution of petroleum products and natural gas, sale
refined products.” Furthermore, the company owns & 250,000 barrel-a-day refinery,

n 14 million parrels, a marketing terminal, and a marine

BAPCO's wharf facility
More than 700 ships are loaded annually

storage facilities for more tha

terminal for its petroleum products.

s of up to 70,000t.
me customers for crude oil and refined

has seven berths and can

accommodate transport shiP

to export petroleum products. BAPCO's pri

¢ Middle East india, the Far East, South East Asia and Africa,

products are based in th
and 95% of refined products ar¢ exported-

All of Bahrain's 125mn pbl of proven oil reserves arc located in the BAPCO-operated
ed Awali field was 75,000b/d that has

Awali field. Peak crude productiont of the ag
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tumbled in 2007 reserv 9
t to around 35,000 b/d in 2007. Bahrain has natural gas rese. es ofabout 2bcm
most of whi i e Awalhh o field [he countr rod Ces,
which represents assoc1ated gas from th wali oil fi Id. try p U

some 11.5 i i
bcm per annum, SO 1S domestic reserves will last for less than a decade

without new discoveries.
The

BAPCO refinery has five crude distillation units (CDUs). Its current upgrading
-cracker, a catalytic reformer, distillate hydro-treater and

for high middle distillate yield, i.e.

capacity includes a mild hydro
vi
isbreaker. The refinery configuration is geared

heating oils, di
ting oils, diesel, bunker fuels and jet kerosene, €tc.

Business Value Chain

B s . . .
APCO’s business value chain comprises of the
BAPCO carries out extensive studies on a

following major process:

e Exploration & Development:

continuous basis to explore - with the us
e accurate data on the existing reserves.

e of advanced techniques and methods -

new oil and gas reserves and obtain mor

* Drilling & Production: To maintain production from Bahrain field at optimum

ed drilling techniques are ap

wells. As a result of increased demand by the growing industrial

levels, advanc plied to new wells as well as working

over existing
gas facilities and increased its natural

base in Bahrain, BAPCO has expanded its

gas production capacity-
e Refining: The Bahrain Refinery - one of t
oldest in the GCC barrels of crude every day. About one-

de originates from Bahra
7 kilometers over land and a further 27

he largest in the Middle East and the

- refines over 250,000
sixth of this cru in Field; the remairider is pumped from

Saudi Arabia in
r the sea before reaching

pipelines extending 2
kilometers unde the northwest of Bahrain.

« Marketing: BAPCO exports crude oil t
products locall so supplies and sells aviation fuel at the

Bahrain Interna

the full requirements of natural gas to the

o world markets and sells petroleum

y and internationally. It al
tional Airport through its affiliate company. BAPCO also provides

power generating plants, petrochemical

and other industries in the country.
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* Storage: There are more than 170 storage tanks at different sites with a total

capacity of over 14 million barrels.

e Products: Liquefied Petroleum Gas (LPG), Naphtha, Gasoline, Kerosene,

Aviation Turbine Fuel, Diesel Oil, Heavy Lube Distillate, Fuel Oil, and Asphalt.

The above business processes are further supported by typical corporate business

processes (Finance. IT, HR, Administration, Legal etc) to maximize organizational

performance.

Economy
Spurred on by its limited oil and natural gas re

to 15 years, Bahrain had first mover advanta
It is now one of the region's most
cial Commission for Western Asia described

serves, expected to last for only another 10
ge among the Gulf states when it began

3 . . . . . m. .
liberalising its economy. diversified economies, and in

2006 the United Nations Economic and So
in the Arab world. Despite this, Bahrain remains

Bahrain as the fastest growing economy
fluctuations because its budgets are calculated

Particularly vulnerable to the oil price
using much higher estimates of oil prices than its regional peers. Oil revenue makes up
ncome, a
ntributor to GDP after oil, contributing 20% to

buted 13% to GDP. These two sectors will

almost three quarters of government i Ithough only a quarter of GDP. The

financial sector is the second biggest €O

GDP, followed by manufacturing, which contri
h in the Bahraini economy. Crude petroleum and

continue to be the backbone to growt
(2007 MEED report).

Natural gas contribute 25% to total GDP

Key revenue lines
UK’s Business Monitor [nternatio

Bahrain i lex. There is domestic cry
oo fah field in Saudi Arabia. While these volumes are a

for Saudi ARAMCO to raise the output of the field to

constant 150,000b/d, there is scope o
300,000b/d. H uch of this would go 10 Bahrain is unclear. 1f all of the field's oil
’ . How m

nal acknowledges that, the oil revenue equation for

de/liquids production. Then there are 'free'

ctude imports from the ABU Sa
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flowed t i
o Bahrain, then the country would need to export the surplus. Finally, Bahrain

purcha : .
ses some Saudi crude at a discounted rate, where terms are not disclosed. After all

of thi s X
is. Bahrain is a substantial net exporter of refined oil products.

ill account for 0.39% of Middle East regional oil

Se
veral analysts forecast that Bahrain w
ery modest oil and

d . ‘ qe s
emand by 2012, while providing just 0.10% of supply. Bahrain has v

as r .
gas reserves, poor production growth outlook, low reserves-to-production ratios (RPR)

[vement in the upstream segment. |
d while crude output is now

and mo . . :
dest non-state invo OC involvement is very

limi - L
ited and no further significant near-term decline is expecte

averaging just 35,000b/d (0.035 Mn b/d).

s Bahrain is heavily dependent on the hydrocarbons sector. In

of the country's tota
r downstream industry, along with

According to various report

ccounted for 75% | exports, having risen

2006, petroleum exports a
steadily from 66% in 2001. Oil refining is a majo

also an energy-based business. All 0
li field, which was the first Arabian Gulf

aluminium smelting, f Bahrain's 125mn bbl of
Proven oil reserves is located in the onshore Awa
covery
2007. Unlike other ‘GCC sta

oil field to enter production following its dis in 1932. Peak crude production of
75,000b/d twmbled to around 35,0000/ if tes, Bahrain

products rather than crude oil.

exports refined petroleum
An article in a 2007 Oil & Gas Journal estimates that, Bahrain imports about 225,0006/d
e linking the two

of Arab Light crude oil from Saudi Arabia via a subsea pipelin
apacity of 262,000b/d as of 2007. Approximately

Countries and with current processing ¢
ells in Bahrain, the balance being supplied from

17% of its crude oil is obtained from W
lines. BAPCO has current capacity of almost

Saudi Arabia through undersed pipe
oleum products for loca

| and export markets.

250,000b/d and supplies @ range of petr
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Corporate Ethos

Strategic Direction

The laun

ch of new BAPCO Strategic Directions took place i
hich is being reviewed annually.
try’ and the corporate

n 2002. The entity arrived at

the followi
owing strategic directi
irection w s
BAPCO’s strategic

plan mod . .
el is directed at ‘Striving for Excellence in the oil Indus

Chal]en e
ges of BAPCO to uphold the above strategic direction are the following:

1) Grow and Diversify
2) Customer Satisfaction
3) Operational Excellence

4 .
) Responsible Corporate Citizen

rit of the business statements

The
abov . . . .
e strategic direction IS further claborated in the spi

below,
e in all aspects of the petroleum and related

. .
Business Purpose - To engas

in . ] . R
dustries in Bahrain and abroad, W ing contribution t0 the

ith the aim of maximis
national economy.
. B 1 . .
usiness Mission - Manage and OPef

troleum products 2
r‘lour shareholder,

ate an integrated oil and gas business,

nd gas to the international and local

supplying crude oil, pe
customers and employees.

markets, to create value fo
| industry-

r excellence in the oi
Integrity, and Teamwork.

L] .
Business Vision - Striving f0
ness-Like Innovation,

L .
Business Values - Respect; Bus!
d to the Business Values.

Recently in 2008, ‘Personal Accountability” is 2150 24

C()m s
pliance to various Management Systems
alth and safety of

BAPC .
O is committed to the protection of the env
ers, the surroundin

nt, Health and Sa

ironment and to the he

g community and the general public.
rts of its

fety (EHS) are integral pa
assure full compliance with the

ence of local rules and

its e
m
ployees, contractors, custom

The

entj .

htity believes that Environme
al improvement to

buS'

in .
ess and culture, and seeks continu

of Bahrain. In the abs

and regulations of the Kingdom
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. ln
ki

local conditi
itions. BAPCO has pursued the application of sound EHS management and

Operatin - L
g practices to minimise any deleterious impact of its operations.

In 2007 .
, BAPCO received the prestigious Robert W. Campbell Award from National

Safety C .
y Council (USA). The company was recognized for implementing Safety, Health &

EnViron
ment (SH&E) programs in sync with productivity, sustainability and business

performa .
nce. It is the first company outside North America to receive the award.

In line with i

W . . . » . .
) ith its Purpose, Mission, Vision and Values, BAPCO is committed to providing
its inte i m

rnal and external customers with quality products conforming 0 agreed

requirements. BAP
00 requirements to ensure that quality

specificati ,
ifications and applicable regulatory CO manages and operates a

Qualj
ality Management System meeting IS0 9001:20

y stage throughout the manufacturing

Standa
rd . :
s are met on a consistent basis at ever

Process,

ms like HAZOP, HAZAD and Enterprise

The ent:
€ entity uses several risk management systé
he COSO ERM model for its ERM

Ri
. Sk Management (ERM). BAPCO uses t
'Mplementation.

g better strategic

At .
a corporate level, ERM is a neW initiative in the Company allowin
d managed. ERM is used to further develop

decis; .
ision making with all risks identified an
plans 10 align the bus

iness processes with

the . i
annual Business Plans and Internal Audit

the .
overall strategic direction of the Company/entity:

Co
Iporate Governance Framework

Management & Internal Auditors

Board of Directors,
an overhaul of its

he govern
of the agenda for the first ti

Oroan:
ganization Structure —

According to a 2007 MEED report, in 2005 t ment announced

me in decades.

€c
Onomy that put hydrocarbons at the heart
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Key to reforms of the sector was the creation of the National 0il & Gas Authority

(NOGA), a holding company that unifies control of the kingd

one body rather than three government departments.

om's natural resources with

he government is also encouraging foreign investment in the upstream oil sector with

loration blocks. NOGA is the organization responsible

the licensing of four offshore exp
the authority is to

for all petroleum and gas related issues in Bahrain, with a mission of

maintain and develop the kingdom’s oil and
ating the highest return there from.

gas resources while optimizing their

utilization in pursuit of gener

-executive Directors and one Executive Director.

The BAPCO Board comprises of six non

Furthermore, the Corporate Board is not subje o improve its

cted to any evaluations t

C
orporate Governance.
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F NATIONAL OIL & GAS AUTHORITY (NOGA) |

(* NOGA HOLDING COMPANY D

BANAGAS BAHRAIN PETROLEUM COMPANY - I - caa |
[ l Govt of Bahraln 100% | BAFCO l r “GRC - I
BOARD OF DIRECTORS
1 Chairman (Minister of O & Gas)
4 Members (Non-Executive Directors)

( Avor commiTTEE
L 3Members

............... { INTERNAL AUDIT l

EXECUTIVE EXECUTIVE EXECUTIVE EXECUTIVE
MANAGEMENT MANAGEMENT MANAGEMENT MANAGEMENT
ENGINEERING FINANCE& IT MAINTENANCE MARKETING

(managemenT [-m;msamai][ MANAGEMENT |ﬁ;mcmai] MANAGEMENT |

EXECUTIVE
MANAGEMENT
REFINING

EXECUTIVE
MANAGEMENT
HR & ADMIN

EXECUTIVE
MANAGEMENT

EXECUTIVE

MANAGEMENT

PRODUCTION
& DRILLING

EXECUTIVE

MANAGEMENT
EXPLORATION
& PETROLEUM
ENGG

STRATEGY &
BUSINESS
DEVLPT

| MANAGEMEJ MANAGWEEJ

pCO (Source: NOGA and BAPCO)

Fig. 5.1, Organizational Structure at BAI

such as including proposing and implementing the

uding determination of the appropriate pricing of
orations operating in the oil & gas industry

ANAGAS: Bahrain Gas; GPIC: Gulf

NOGA is entrusted with several tasks,
general policy on oil & gas affaires incl
companies and corp

eum Company; B
BAFCO: Bahrain Aviation Fuels Company) as

products; overseeing the
(BAPCO: The Bahrain Petrol
Petrochemical Industries Corporation;
ssociated industrie
as resources and 0
e appropriate pricing po
m the higher authority of the country. This is

well as developing the a s and conducting studies & researches on the

Kingdom of Bahrain's oil &g

: life of the reserve and determining.’th
cial attention fro

e sector plays suc

n techniques that will ensure prolonged

licies. The gas and oil sector

i : i
n Bahrain receives sp€

attribyted to the fact that th h a vital and fundamental role in the
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governance policy is to ensur

economic development process. And accordingly, the structure of this industry is

reviewed from time to time to ensure the optimum utilization of the petroleum resources.

Fig. 5.1 illustrates BAPCO’s organizational structure to elucidate the corporate

governance framework within the entity.

The Oxford Business Group has highlighted the status of NOGA as a more transparent

Jacilitator and a much more proactive model for oil and gas investment. BAPCO is now

ahrain and is being overseen by the NOGA and

fully owned by the Government of B
8% are Bahrainis and

employs over 3,000 workforce (full-time employees), of whom 8

more than 1,300 contractors (Mirza, 2008).

Revamping the oil sector is now central to the Kingdom's economic strategy. with plans
a new holding company called NOGA Holding

nergy reserves. In August 2007, a holding company
stake in BAPCO; its 75% of

y; and its one-third share of

announced in mid-2007 to set up

Company to control the Kingdom's €

was established to administer the government's 100%

o, the aviation fuel compan

C'ompany. The holding comp
and also invest in energy

Banagas; its 60% stake in Bafc

Gulf Petrochemical Industries any will invest in the

domestic oil and gas industry establish new companies

companies abroad.

gement
hat the key priority of Bapco’s corporate

d and growing value is generated and

Initiative in Enterprise Risk Mana

BAPCO’s 2006 Annual Report states 1
e that sustaine

delivered to the Bahrain Government, ouf business partners and our employees - despite
y commercial organisations.

the uncertainties and risks faced b

nagement Study was conducted during 2006 to identify

A detailed Enterprise Risk Ma -
n BAPCO’s ability to generate value

high level risks that could have detrimental impact ©

for its stakeholders. The com

prehensive study addressed the assessment, monitoring,

isk.
response, control and management of ris
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ERM function and processes

BA
PCO has embraced an ERM system that was implemented since 2005. The entity has

b
oth an ERM process and an EM function in place and the reference model is the

C
0SO ERM Framework. At thé time the interview was con
M system as a short term (3 years) or

ducted, the Executive

Management does not consider modifying the ER

| . .
ong term (beyond 3 years) business priority. The significant reason behind such a

o not experience significant limitations in

decision is that the entity believes that they d
hat BAPCO does not have

the COSO ERM Framework. However, 4 major finding is t

ERM policies and procedures in place. The system has evolved by virtue of few

indivi . . . . .
ividuals who have contributed in 1S formulation, inception and continued

implementation thereof.

ERM Governance
BAPCO’s risk governance is ensured b

Board of Directors while the Company has an
tion derives its au
nted in the Corporate Risk Register.

the ERM implementation.

y a Risk Committee in place not appointed by the

Audit Committee appointed by the Board

of Directors. The Internal Audit func thority from the Board of Directors

and utilizes the findings of the Risk Committee prese
tself or participate in

Internal Audit does not engage i
d to fully asses the effectiveness of the

Furthermore, Internal Audit is also not believe

ERM system in place.

tee comprises of the Senior Executives of Upstream and

£ EHS and an ERM Coordinator. The
he Finance discipline. The ERM

Nevertheless, the Risk Commit
al Audit, Chairman 0

d belongs to t
Company. This Committee will act as a

| agenda and participation of the

Downstream segments, Intern
ERM Coordinator is an internal position an
Committee will oversee the ERM process of the

part of the Management Committee with specia
ed for this purpose. The ERM Committee reports to the Chief

additional staff nominat
he Head of the Co he Board of

Executive who is also t mmittee who then reports to t

Directors.
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B R .
BAPCO as a NOC does not publish its Annual Report along with its Financial
Statements. BAPCO communicates its achievements through its Annual Review Report,

whi . ; e e s ] .
ich also communicates about its ERM initiative as a vertically integrated oil company.

Upstream Petro-strategies

Offshore and Onshore Development Campaign

According to 2006 Annual Review, a natural decline of 14% per year is being arrested by

various activities such as work-over, infill drilling, artificial lift and stimulation. Together

with other processes and reservoir management, about 1.5 million barrels of new oil were

produced in 2006 reducing the natural decline to just 29%. Bahrain is hoping to attract
nd expertise in enhanced oil recovery

foreign companies to bring in rnew technology a
Bahrain field and to identify new

(EOR) in order to boost output from the mature

reserves.

e 0il Development Plan & Gas Development Campaigns: BAPCO said in
e to boost

February 2007 that it was launching a 15-year development programm
d, to meet the country's growing energy needs.

oil production from the Bahrain fiel
d the drilling of 63 new wells in 2007 and

The state company's N€W board approve
2008, which is expected 0 increase oil production by 1,000b/d. This is part of a

plan to drill 700 development wells over 15 years, tapping into already discovered

reserves in the Bahrain field. A board meeting approved a development
al wells an

programme to drill 48 vertic d 15 horizontal wells during 2007-2008.
Company officials have <aid that they expect the drilling

the field's production capacity by ob/d, which could offset

programme 1o increase

an ambitious 12,00

forecast declines in output.
* MM: In March 2007, Bahrain invited
10Cs to bid for Exploration and Production Sharing Agreements (EPSA) in
Bahrain's offshoreé serritory. The Kingdom announced that four areas,
encompassing Bahrain's entire offshore territory. Bahrain has also put the
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development of existing onshore operations on offer, with the specific timiﬁg and

structure of the offer to be published in the near future. The Kingdom has stated

that it needs ‘effective and timely technology’ in order 10 successfully exploit its

oil and gas resources and has therefore invited 10Cs to bid.

PTTEP and EnCana have yet to
the elderly Awali field, so there is

[s. Crude output is now

The exploration efforts of Chevron, Petronas,
deliver any offshore discoveries to supplement

little near-term chance of a recovery in production leve

averaging just 35,000b/d, although no further significant decline is expected over

the near to medium term. Consumption of oil is set to rise with the growth of the

3% per annum OVer the forecast period and

economy, increasing by at least
012. The intake of the country’s sole

reaching an estimated 46,000b/d by 2
refinery should be fairly constant, requiring crude imports rising above

220,000b/d by the end of the period.

ded an EPSA to Thailand’s PTTEP for offshore

In February 2008, BAPCO awar
and 4 to Occidental

Block 2. This follows the award of offshore Blocks 3
Petroleum. Great expectations rest on the upcoming offshore exploration

hoping will usher in a n¢
£ Chevron, Petronas, PTTEP

programme, which Bahrain is w era of upstream SuUCCess
he exploration efforts O
ffshore discover
nterest in Bahrain's exploration

and growing investment. T

and EnCana have yet tO deliver any O
Awali field. Canada’'s EnCana has @ 50% working i

ies to supplement the elderly

Block 5.
e Kingdom has allowed 10Cs to drill

Deep Gas drilling campaigns: Until now, th
The new natural gas tenders will

wells up to a maximum 4,877m (16,000 fY).
Is to be drilled to 6,096m
re positive resu

(20,000 fY). Bahrain will be hoping

allow exploration wel

n achieves mo Its than recent oil exploration

that gas exploratio

efforts that have proved unsuccessful.
Iran: The Kingdom has signed a framework deal to import

Gas import from 21==
10.3bcm of gas from [ran's South Pars field, with 2015 as a possible start date.

According to Business Monitor International, BAPCO officials have stated that
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“At present we see potential for proven oil reserves to be down to 100mn bbl by

2012, while gas reserves are forecast to decline to 90bcm by 2012. Should the

deeper gas exploration by 10Cs produce commercial results, there is potential

upside risk to our gas reserves forecast.” Under transportation as a downstream

business process, Iran and Bahrain have agreed on a framework
according to Iran’s oil minister

During 2008 Bahrain’s

deal that will see

Iran export 10.3bcm of gas to Bahrain,
Gholamhossein Nozari, quoted by local media sources.

minister of oil and gas affairs had named 2015 as a star
d on how quickly the two

t date. Whether Iran and

Bahrain will be able to finalise an export deal will depen

countries come to an agreement over the price of the gas. However, with

Bahrain’s 11.5bem of gas production expected to last less than a decade without

ate than some of its neighbours

new discoveries, the country is much more desper:

to quickly finalise long-term supply agreements.

Downstream Petro-strategies

Major Investment Projects & Contracts

nitor [nternational, the current upgrading of the refining

According to Business Mo

of products offered for sale, raising the value of Bahrain's oil

complex will alter the slate
the volume of product exports is

exports. Unless crude processing capacity is increased,
e than 195,000b/d to around 189,000b/d in 2012.

likely to decline from mor
e Building the World’s lar est hydro-crackin unit: According to Hydrocarbons
Technology, BAPCO is t0 build the world's largest hydro-cracking unit as part
’ sulphur diesel fuel (LSDF) that will

of plans to increase the production of low-
built a hydrogen unit, a sulphur

meet EU environmental Jaws. BAPCO has also
various other facilities and utilities. BAPCO has also revamped

_cracker and converted it into a 70,000b/d unit with ultra-
This is part of the Strategic Investment Project

recovery unit and
its existing mild hydro
deep de-sulphurisation capability-

set out by BAPCO-
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Private i ity
m refining_facility: According to Nov 2007 Gulf Daily News article

Bahrain i L .
ain is also considering building a new $6-8bn refinery if new crud
sain Mirza. The

e deposits

are discov i
ered, in a statement by oil and gas minister Abdulhus

new re . . .
finery would be likely to be built by the private sector, boosting capacity

from the existing 249.000b/d.

JP): News articles in Business Monitor
s set to rise with the growth
d and

Strategic Investment Programme (S
International state that, Bahrain’s consumption of oil i
:f the‘ economy, increasing by at least 3% per annum oVver the forecast perio
eaching an estimated 45,000b/d by 201 1. The intake of the country's sole refinery
should be fairly constant, requiring crude imports rising above 200,000b/d by the

end : '
of the period. The current upgrading of the country's refining complex will
e, raising the value of Bahrain's oil

alter the slate of products offered for sal
g capacity is 1
85,000b/d to around 17
News, BAPCO has worked on the
g at improving its

r
product exports. Unless crude processin ncreased, the volume of
9,000b/d in

products exports is likely to decline from 1

2 .
011. According to articles in 2007 Oil & Gas

nting severa
hanges, while

| projects aimin
complying with latest
to the forefront

upgrading of its refinery by impleme
nal market €
| propel the company in
ented are the following:

co s . . .
mpetitiveness amidst internatio

international standards. BAPCO’s SIP wil

or projects being implem

of refining technology. The maj
refinery’s modernization

Low Sulphur Diesel Production: This is one of the
and the plant is designed to produce competitive

f the SIP allowing the Company to
|. This project is contributihg to
£ the largest single-train
phur content

projects at a cost of $700 Mn
o the focus O

Iphur diese
Ily. One ©

iece of this project. Sul
pm and then to

low sulphur diesel. It is als

produce 100,000 bpd of ultra low su
$200 Mn annua

today s the centerp
vel 0

B .
ahrain’s revenues bY

hydrocrackers in world

he current average le
position in the internatio

f diesel were to countries which had less
s Asia, Africa and

£ 650 ppm to 250 p

will be reduced from t
nal diesel market.

10 ppm to secure a highly competitive

Up until now, BAPCO’s export sales ©

ns concerning exhaust emissions such a

stringent regulatio
0 is selling its new

Atabian Gulf. With the commissionné of this plant, BAPC
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diesel fuel i
to Europe and the USA with a higher premium which has stricter limits

of sulphur content in diesel imports (Al Sayed, 2007).

Refinerv Ga isati i j
Keliner s Desulpurisation: This project is to eliminate sulphuric substances

a

This i i i i
project brings major environmental benefits to the people and the

neighbourhood communities (Al Sayed, 2007).

Producti
Production of Sulphur Pellets: One of BAPCO’s latest ventures is to produce

sul .
phur pellets primarily as an offshoot of the Low Sulphur Diesel production

process (Al Sayed, 2007).
BAPCO is building 2 lube base oil plant

Production of Prime Lubrication Qil:
Oil. Neste oil a major

t .
hrough a joint venture agreement with Finland’s Neste
(Group 111) markets (Al Sayed, 2007).

supplier i .
upplier in the high-end lube base oil
rategic initiatives include a new route for the

Arabian Bahrain Pipeline: Other st

Arabian Bahrain pipeline (Al Sayed, 2007)-

ategic initiatives include a new Naptha Cracker

New Naptha Cracker: Other str
in the near future (Al Sayed, 2007).

gp_-_____’/—g
erational excellence records set In Refinin

record-breaking performances due to plant availability 0
is a reflection of the whole company, processing,
s and many other suppo

53,000 barrels excee
e the heavy end of the barré

: BAPCO’s refining saw several
£ more than 97%, which
maintenance,

covering 0il
It, the

rting groups. As a resu
ded by 5700 bpd for
| and

reliability, power and utilitie

refinery’s daily throughput target of 2

2006. Other challenges are t0 continually
ss loss per month (Al' Sayed, 2007).

reduc

also reducing the oil ma
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32 The Kuwait Oil Industry
Overview of the Business Value Chain

National Oil Company in the State

Kuwait i ;
is believed to contain around 101.5bn bbl of proven oil reserves (excluding its

sh
are of the Neutral Zone), or roughly 9% of the

world' . e L haformation of ¢ .
d's total. This latest estimate is provided by ‘il Discovery and the formation of OPEC
The stale of Kuwait is a small,-oll-rich country at the
northem tip of the Gulf, bordered in the noith and.west
by Iraq, and:in- the_south by ‘Saudi. Arabia“and the
Divided Zone, over which it has Jolnt sovereignty with’
Saudi Arabia. Kuwail was ihe first of the colonized. Gulf
States to gain independence from the UK-in 1961, A~
 consttutional monarchy, it was also the first Gulf state.
to have an elecled parl,!gment.‘»and,is considered to be. :
the most politically anc, ogressive .
of: all. |ts. neighbou
“Repott).

the June 2008 BP Statistical Review of World
Energy. The report estimates that the Saudi-
Kuwaiti Neutral Zone holds a further 5bn bbl,
half of which belong to Kuwait. The December

200 ;
7 Oil & Gas Journal had also revised up its

€stim
ate to 101.5bn bbl. However, there are now . Oi ansiommed Kuwalt, AUOUOR LA Ccan it
Serioyus -Corporation. (KPCY wss establshed oy 1n 1980 &
oubts as to whether Kuwait has the ‘{ook overa nﬂAmbéf~O,f‘00mPaﬂ!§G’lhat fiad béen activé-.
_n Kuwait formuch. langer..The ‘most impoytant'of these *
any.-(KOC): which:.was:

M

;,_ was. the. Kuwait *Qil‘Compal
‘Ingé‘rpi;_r__é:tgd.m sndan 19

kin
d of reserves that would enable KOC to meet

itS 0 .
utput targets. These concerns were first aired

in
January 2006, when oil industry newsletter

Pe
. troleum Intelligence Weekly revealed that
Int

bemal records suggested Kuwait reserves Were
a

out 48bn bbl, half the officially stated 99bn.

This  leaked industry document suggested that
Kuwaiti governmen
s. The same source im
ying the accuracy
e. In May 2007, former oil

will never disclose

N Var e Midde;Eastzand:dhe: o)
unnﬁ;ﬁﬁ!@@m s 0ine
pairleumpdessiopmett 1L the ¢

b
Ty

¢, with 48bn bbl possibly a more
plies that only 24bn bbl
of the reports,

rese
rves have been overstated by the

rate assessment of the state's resource
e Gulf state is den

of oi
il are actually proven. Th
of its reserves bas

SUgoecs:

ggesting that they relate t0 only part
|-Sabah was quot
s of national security”,

ed as saying “Kuwait

Minj ,
tl Rister Sheikh Ali al-Jarrah 2
le Iy . N
size of its oil reserves for reason according to reports In

Bug;
si . )
ness Monitor International.
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Along wi i i
) g with Saudi Arabia and the UAE, Kuwait is one of the few countries with surplus
0' r . - . .
production capacity i.e., able to pump an estimated 2.64mn b/d on a sustainable basis.

Kuwait i

wait is a core member of OPEC and, as such, is governed by output quotas. Output
2.63mn b/d (June 2008). Kuwait's refining capacity was
bling from 820,000b/d to less than

00b/d.

has recently been averaging
greatly reduced during the 1990-1991 period; tum
20 .

0,000b/d. Repairs and rebuilding have restored capacity to 905,0

K .
uwait Petroleum Corporation (KPC) controls oil and gas activities, producing 1 00% of

state-owned organis

Kuwait's o .
uwait's oil and gas businesses. Its Kuwait National Petroleum Company (KNPC)
the fuels distribution segment.

Subsid:
bsidiary has 100% of national refining capacity and

oil . . :
and gas production. KPC 1s a wholly ation responsible for

d, owning three

il complexes in the worl
ity of around 902,000b/d.

State-owned KNPC operates one of the largest O

refineries stated below, with a combined processing capac

*  Mina Abdulla Refinery(261, 000b6/4d)

*  Mina Al-Amadi Refinery (442,0000/)
and

¢ Al-Shuaiba Refinery (I99,000b/d)
y retail

Th
© company was also the monopol

fu ..
els distributor in Kuwait until FY2006-07

w .
hen it sold 40 stations to Al-Soor Fuel

Market: . et
l‘ketmg as part of the company's privatlsatlon

Pro .
gramme, KNPC now operates 37 service
r two, with

ts in

Statj .
ons and is constructing a furthe

th
® network supplied from two main depo

Sabhan ang Al-Ahmadi. (NOTE: KNPCisa subsidiary of KPC)-

0.
and Gas assets
g the

KPC) .
§ Oil reserves are Jocated in th

B
Urgan, Magwa and Ahmadi structures. €apac

r Burgan area, comprisin

e 70bn bbl Greate
n b/d, with the field

ity is estimated at 1.6m
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conside i i
red to be the second biggest in the world, after Saudi Arabia's Ghawar field. It has

I Const i i y
b4

Kuwait's Raudhatain, Sabriya, and

Minagi
gish fields have proven reserves estimated at a combined 11.5bn bbl. All of these
s. The South Magwa field, discovered in

reserv
es and longer-term production potential.

fi .
lelds have been in production since the 1950
984 t. , . .

o the west of Burgan, is believed t0 house at least 25bn bbl of recoverable oil. In

March :
ch 2006, Kuwait announced a 10-13bn bbl discovery in the Sabriya and Umm Niqa

areas. A :
month later, the country claimed another major find in Arifjan, south-east of the

Burgan oil field.

ce natural gas fields in the Sabriya and Umm Niqa

are
as. [n 2006, a 991.1bcm non-associated gas find was discovered in the above fields in

's first gas find that was not part of an oil field. Initial
an be accessed. KOC started

Kpc’
s Gas reserves comprise of fr

nort ) .
hern Kuwait. This was Kuwait

studi
ies proved that 60-70% of the discovered volume ¢
ted to produce around

produci
ducing gas from the fields on June 2008. The fields were estima
to increase output to 10.3bcm by 2015.

Th
e gas sector is largely undeveloped in Kuwait, although efforts are being made 10
raj :
ise consumption, matched by higher production. There have been several important gas
di . .

iscoveries that could ultimately yield considerable production potential for the country.

1.8bc ,
m per annum initially. A target has been set

Abdullah (under modernization) and Mina al-

y of 703,000b/d, and Shuaiba with 200,000b/d.
t capacity at the first two

KNP ’ ]
C’s operates three refineries Mina

Ahmad; whi

madi, which have a combined capacit
nary $876mn to boos
along with the new al-Zour refinery,

to 1.42mn p/d. Shuaiba, an

Kuwai
IuWaut is planning to invest @ prelimi
Plants to a combined 800,000b/d- These expansions,

wi

W boost Kuwait's refining capacity from 930,0006/d
ffers from mechanical faults,
hich it will be closed down. Once opera

st after Saudi Arabia's 550,000b/d

will continue to operate

agej .-
8eing facility which increasingly sY
ble, the

untj
Alm Al-Zour refinery starts Up» after W
~Zour refinery will be the largest in the Middle Ea

plant a
t Ras Tanura
d of 15 new process units and the

* Mina Abdulla Modernization Project consiste
units such as the crude distillation, hydrogen production

modernization of existing
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’ SUIph 5' . p

Abdu”a Rei ry N isti I y
Ine are two CrUde dlStl“atiOI‘I Ul‘lits, fOl.l h drogen pl‘OdUCtiOl‘l u .t
nits,

’

delayed cok i i
er units. a hydro-cracking unit and several other support facilities and

utiliti istillati
ies. The new crude distillation unit at the refinery has a design capacity of
180,000 bpd. With the existi
units with a total capacity of 240,000 bpd.
[ ] M .
ina Al-Ahmadi Refinery Modernization Project (

the .
local and world markets with low sulphur content pet
s as fuel, thus providing cheaper

ng unit. the refinery now has two crude distillation

RMP) was intended to provide

o roleum products, and to
ce depe

pendence on ga and more stable fuel

refinery now contains 29 new units, in addition to

and reducing air pollution. The
Cracking Unit, the Atmospheri

the old ones, the Fluid Catalytic
Desulphuriztion Unit, the Vacum rerun uni

[ ] .
Shuaiba Refinery consists of the following mai
t, naphtha unifiner unit, H

¢ Residue

t and the Sulphur recovery Unit.

n units - crude distillation unit,
-Oil unit, Merox unit, two gas
fsocracker, Isémax) two

r units, a kerosenc

hydrogen production uni
) for hydrogen cracking (

and heavy diesel unifine
Shuaiba was the first export

ed with the

oil processing units (Isomax
sulphur recovery units, two light

unifiner unit, and a naphtha fractionat
due to its high quality
fications of the world

jon unit.
products which conform

refinery in Kuwait,
markets.

By highly sophisticated speci
SinesS Value C R
hain
d as one of today's top ten

Kuw )
ait Petroleum Corporation (KPC) is universally recognize

providing safe, clean energy to the global

0il ep
e .
m rgy conglomerates, and 2 leader in
arkets,
_owned elements of

ing together all state
s a fully-

a. Today, KPC oversee
nts. KPC brings hydroc
m interests abroad direct to

nning SiX contine arbon

inte or
a .
ted industry with operations spa
s and their upstrea
subsidiary operating ¢

| aspects of the hydrocar

ompanies. KPC is a

bon industry,

Cher
g . :
the Y from their own domestic reservolr
con . 71
sumer through a series of specialized

djy
€rs) .
fied energy conglomerate, encompassmg al

218



from
onshore i i
and offshore upstream exploration and production through refining

marketin Al .
g, retailing. petrochemicals and marine transportation.
KpPC :
s Bus . . . .
iness Value Chain comprises of the following activities as the group is

actively j

1 : . .
y involved in every step of the oil and gas industry.
ng reservoirs. This component is

KOC).

* Upstream oil and gas segment: Discoveri
carried out by the subsidiary Kuwait Oil Company (
segment: Delivering clean and s
ps, even farms and power stati
petroleum Company (KNPC).
Providing many ©O
f our modern world. This ¢
pany (PIC) - which is no

afe fuel to the world's

Downstream oil and gas
ons. This component

motor vehicles, aeroplanes, shi

is carried out by Kuwait National
f the base

* D
ownstream Petrochemicals segment:
omponent

petrochemicals necessary to the materials 0
t covered

1s carried out by Petrochemical [ndustries Com
in this study.

n to elaborate key activities into

Ko .
: s Business Value Chain can be further broken dow
he following;

* Exploration

Drilling

* Production

]
e exploration,

| Company is

K Export
Uwai .
ait Oil Company's responsibilities under the

dril]
Ing, and production of oil and gas within the Stat

aISo : .
involved in the storage of crude il and delivery t

KPC's umbrella aré th
e of Kuwait. Kuwait Oi
o tankers for export.

KNPC,S Business Value Chain can be further broken down to elaborate key activities

i
Mo the following:
Refining (3 Refineries)
] .
Projects and General Services

Planning & Local Marketing

d by Finance, Safety and other departments.

Th
€ ab
Ove core activities are supporte
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Economy
avily dependent on oil export

ing else. With the oil
GDP growth

Despite di :
e .
r pite diversification efforts, Kuwait's economy is still he
evenues i i
, and GDP is determined as much by the oil price as anyth

bOOm 0
f recent ti i \Y
t times, thlS haS \Norked to the State's ad antage as nominal

has a
veraged m i
g ore then 20 per cent in the last four years to see the economy grow to

more than $95bn.

Kuwait's major hal.
challenge however has been translating  these surpluses into

getary. Budgets, and thus expenditure, are estimated

ex .
penditure. The issue is mainly bud

arrel. The result of this fiscal conservatism is

Onac . .
onservative oil price of just $36ab
n the state can afford. The result is a

that ministr:
inistries receive much less to spend tha

massi
sive yearly underspend.

ement of the state in economic activity. More

on work for the governm

ains heavily reliant on

The
ot EPR
her major issue is the heavy involv
ent. As a result,

than 99
per cent of the local working populati
government

private
sector growth has been stunted and rem

rialism in Kuwait.

Spendin \
g. There is very little innovation and entrepreneéi

he economy have been met with resistance,

G()V
ern .
ment plans to open up and diversify t
deliver economic

d the government to
The economy remains
on their

250m

Particy .
larly since high oil prices have allowe
| reform.

y up t0 55 per cent tax
t. In 2005, less than $
(2007 MEED Report).

€Xpansi
l 2
on without the need for significant structura

large;
y closed and unreformed. Foreign firms have to pa

Profit
s - . ,
and there is little consequent international investmen

Was 1
an . .
ested in Kuwait, fess than many sub-Saharan countries

2.63% of Middle East (ME)
Kuwait is a substantial
n 500,000b/d and

Ke
S ¥ revenue lines
Cvera
analysts forecast that the country

f€giona| o
al oil demand by 2012, while providing

will account for
10.37% of supply-

Xpo
rt .
®r of refined oil products; with the trade amounting to more tha

W()rth
More than $7bn per annum in 2006.
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Kuwaj
ait hopes o1
to increase |
its domestic n :
atural gas produc'
tion, both throu
s gh reduced

flarin
g of associated
gas and through new drilli
ing. Production of
gas could reach 15bcm

and, ulti
’ Illmalely. Kuwait could export the fuel

KPC
States th i
at with total
assets of more than $3 illi
37 billion and annual
revenues of almost

$28 bill;
illion, KPC is a m w
3 C 1S 1 1
a major contributor to the revenues of the State of Ku ait

COI‘pOrate Ethos

Str .
ategic Direction

KPC
express thej
th
eir overall strategic direction as ‘Energy for 0
_owned entity res

hydy
ocarbOn .

interests throughout the world. As part of the global €
needs by exploring

al resources both in

ur world’ and further state

ponsible for Kuwait's

that 3
Kuwaj
ait
Petroleum Corporation is the state
nergy industry; we

for, producing,

he[
Pto sy
pply the world with its vital oil and gas
our home

precious natur
s further elaborated in the

efini
ng, tra
b ns . .
porting and marketing these
rategic direction i
¢ states that it is a

Coun
try and i
nd int i
ernationally.” The above st
jon statemen

fol)
OWin
g2 Busi
usiness statements below. KPC’s miss
ial basis and fi

mmercia dly owned by the

pOl‘all'On ofeCOn .
State, omic character, run on aco

mic character; run on a

he world’s major oil

m exploration and

ation of econo

Busi

in -

ess Mission: KPC is 2 corpor
ate. It is ON® of t

owned bY the St

com :
mercial basis and fully
ed on petroley

ities are focus
rochemicals, a
d activities worl
owing shareholde
ocarbon resource
development of the

C’s mission is

&

as . ) )
gas companies and 1tS activ
efficient

nd transport. KP
dwide in the most
¢ value whilst ensuring
s, KPC has an

Kuwaiti

Producti
ction, refining, marketing pet

a i

g nage and operate these integrate
n )

professional manner, in addition t0 gr

Kuwait hydr

the

opti -
ptimum exploitation of
e support and

hnpo
rtant role in contributing to th
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economy elopi i
y, developing national manpower, maintaining superior commercial and

technica i i i
I expertise and proactively managing the environmental, health and safety

aspects related to KPC's businesses.

° .
Business Vision:

1) Be a highly profitable and performance driven company.

2) Contribute significantly to the support and development of the Kuwaiti

economy.
d class reputation of all KPC operations.

3) Strengthen the worl
s business.

4) Encourage continuous learning in all areas related to KPC’
e latest and the

r in HSE performance and apply th

s in KPC’s operations.

5) Become a regional leade
most appropriate technologie
* Business Values:
I) Motivating Environment
2) Customer Satisfaction
3) Teamwork
4) Trust
5) Commitment to HSE
6) Honesty, Integrity and Transparency
7) Quality and Excellence

8) Innovation/ Responsiveness

he challenge from the unprecedented

presents them with the opportunity t0
e. KNPC will achieve it by aligning

to this changing environment. Their

KNp
C bel:
in the worldwide demand for energy & it

t[‘an

Sfo .

thej rm their business into a leading global forc
r *

Mig -petform“”cea their people and their practice
Sion. vic:

, Vision and values show such a Wa¥:

Business Mission: Add value t© Kuwaiti hyd

rocarbons.

e entity’s vision and mission are

Business Vision and Business values: Th

depicted below in Fig 5-2-
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. 1 strategic role

"
[

best r! the Guit
yuperior Business F— . ‘_?f; qu“rhlo

PERFORMANCE

Moo obly qualified sl
at al levels

Hive cveryone Ahieve

ther potential

support local community

arn

Collaborate &
Maximise value from ©
Grow ruf bu it

Teamwork, creativity and openness

Reward people on the bass of theit performance
Empower people to learn and grow

Respect [o2 the wdondual

peuriure future leaders

Build Best for the prosperity of Kuwat

PEOPLE

e a leader in safety,
health and environmental
performande

Be the reliable reiner of choice

Operate efficient and
integrated buvness process

for the health and saety of each
and the commurity

1ak o responsibility
other, ouf (ONLractors
e stewards for the protecton of the environment
Reliably prowide superior quality products for
our customers

act ethically and be accountable for ol we do

The Right
PRACTICE Always

Fig. 5.2, Business Vision and Mission at KNPC (Source: KNPC)

Cl)m .
Pliance to various Management Systems
managing and developin

't in social activities, supports
the skills and

KPC .
irmly believes that its role transcends g the oil industry.

Spurr ;
ed by its social responsibility, KPC avidly
HSE

takes pa
performance, hones

Worth
y causes, takes initiatives to enhance its
perates its business. The

ever 1t O

talent .

S _ _ .
of its staff, and improves the quality of life wher
alues and business principles are

entity’
ty’s HSE statement is ‘Passion for Safety’ and the v

furth
er . .
expressed in their business statements below:

ple, the oxcellence of our processes and our

L ] N %
HSE Vision: The actions of our peo

s will visibly de KPC’s commitment to

respect for our stakeholder monstrate

World-Class HSE performance.
[ ]

HSE Mission: We direct our com
ffectiveness to €

mmunity and cust
our business.

o the best industry practice

pany according t
health of our

nsure the safety and

both in terms of results and €
omers as well as the

suppliers, €0

e
mployees, contractors,
rever weé conduct

protection of the environment whe

for a Cleaner World’ as part of its

«Caring
01 certified company which

KNP
€ believes in the statement
KNPC is an [SO-140

Erwl
To s
NMmental concern and initiattves:
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]

S.

es and policies to manage all

ine with its strategy

KPC h
as set out to develop and apply common approach

risks facin :
g KPC in the most efficient and effective manner, in |

dilec i cess alld pIO ress
tion i

Cor
porate Governance Framework

t and Internal Auditors
t. From its headquarters,

Organ'
izati
ation Structure — Board of Directors, Managemen

KPC it
self serves the function of the group head office in Kuwai

KPC
Strategi : . .

gically coordinates and supervises its operating subsidia
of crude oil, refined product a

o the Kuwait Ministry of Energ

| business through its worldw

Operations, and the internati . ries, finances their
The Corporation al emétlomﬂ m.arketmg s well as gas.
dealings with O so provides significant support t y in its

PEC. KPC supports its internationa ide

regi
8lonal marketing offices.

KPC’s ‘Performance through
e major pieces
w to make

e. The answer was KPC, which

d oil industry and the new
ffective and efficient
nd the better us€
stry. Each

gas assets,

With
th : .

e nationalization of Kuwait’s oil and
| structuring. with all th

Int
egration’ i . .
n’ is evident in their new organizationa

of the :
€ In _
dustry now in its hands, the Government put
anner possibl

nto one integrate

the final touches on ho

the
m wo .
rk together in the most effective m

Succes

sfi oo
ully welded all the oil companies i
ndustry with more €

StruCt

ur .
¢ allowed central planning of the i
en various elements, @

distri
r]bu H
tion of the work, close coordination betwe
ant in a thriving oil indu

import
. which provided the commercial flexib

KPC took over t
of 0il (MO0).

ility
he function of marketing

run a successful oil business.

Kuwa:
Wait’s oj : ,
s oil outside Kuwait from the Ministry
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. 3.3 illustrates ' izati
KPC'’s organizational structure to elucidate the corporate governance

f ithi
ramework within the entity.

( SUPREME PETROLEUM COUNCIL(SPC) o]

( MINISTRY OF OIL (MOO) i _J

—
; Kuwmpsmo;amcomamomm) B
T Govtof Kuwat 100%

-

KPC BOARD OF DIRECTORS
1 Chainran (Minister of oil),
8 Mermizers (Non-Executive Directors)
which Includes CEO of KPC, Chainman of KOC and
c

9 halmman KNPC
‘L AUDIT commmsj

| CHAIRMAN OF KOC

......................

(W'AI'I"OILACO_MPA_N'Y OTHER
o wee) SUBSIDIARIES

sCha KOC BOARD OF DIRECTORS
zmn (Chainman & Managing Director KOC),
Members (Non-Execulive Directors)

|
[ CHAIRMAN & MANAGING DIRECTOR |

[ EXECUTIVE MANAGEMENT l

( MANACliEMENT )

jonal Structure at KPC (Sou

KOC BOARD OF DIRECTORS »
4 Chalnman {Chairman & Managing Director KNPC),
6 Members (Non-aewﬂva Directors)

rce: KPC, KOG, KNPC and MOO)

Fig. 5.3, Organizat
ody for the hydrocarbon

on KPC. Prominent
KPC and its

e highest policy b
rvisory authority up
supervisory body for
uwait and has 2 Policy
ster of Oil who is

y has the

Supr
eme Petroleum Council (SPC) is th

Wealth ;
in Kuwait. More, specifically, it s supe
il sector and

me Minister of K
headed by the Mini
onary. KPC as an entit

dmon .
g SPC duties is the regulation of the 0

Subs' . .
idiaries. SPC’s Chairman is the Pri
le. MOO is

fUn H
Ctio .

nary along with Supervisory o
Regulatory functi

alsg
a member in the SPC; and has @

Op a
e 1 on
l‘atlonal functi rY'
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e

- The KPC
Board ¢ i
‘ ompr { i i
prises of four non-executive Directors and seven Executive Director

Furthermo
rmore, the C - rd i i v
orporate Board Is believed to be subjected to € aluations to improve

it
s Corporate Governance.

Initiative i
tive in Enterprise Risk Management

ERM i
function and processes

KPC has
e
mbarked on an ERM system since mid 2007. The ERM is a new approach at

tivities and it is widely believed

KPC
and th

e management consultant is reviewing the ac
od. It is not evident whether

the ref; ramework which will be based on risk and likeliho
< .
rence model is the COSO ERM Framework which is ¢

Therefo
re, the entity has ERM function and not an ERM pro

urrently under construction.
cess in place. At the time

the §
nterview

was conducted, the Executive Management seems O seriously consider
M system as @ short term
s that they have 10

introducing
g and further modifying the ER (3 years) business

Priorit
y. A . . . .
s the process is under construction, the entity believe

m to test the sam¢€ across their value chain.

Complet
e the ERM project soon to enable the
g out ERM policies @

KpC .
IS m . . : d P d i
ore systematic and 1s currently settin nd proceaures n

Place for i
for implementation.

E
RM GOVernance
place fully appointed by the

Risk Commitiee in
) appointed by the Board of
om the Board of Directors

KPCa
< i
risk governance is ensured by @

Bo

ard . )

o0 of Directors, just as the Audit Committee 1S als
€Cto ) i
1s. The Internal Audit function derives 118 authority fr

| Committee. There is no Corporate Risk

o whether Internal Audit

(V] e H
s not utilize the findings of the Ris
ar indication a5 t

Re

gister i

Plan er in place. Furthermore, there is no cle
W . .

ould be derived from the Corporate Risk Register I future.

fficer (CRO) and the ERM Manager;

Chief Risk O
ne year and the source of CRO

The
Ris .

k Committee comprises of the
ion in place is ©

the Ie"gth . .
of time for the CRO posit
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_...]

|

!
f
! |
( |
o position is i
. internal and bel i i
] ongs to the Finance discipli i i
w . ipline. The Risk
‘  Chamr o isk Committee reports to
m KPC en reports to the Board of Directors. KPC as a NOC does

i lot PUbliSh i N F Vi
) IlS An 1 1 i

like KNPC etc di
‘ etc disclose their Financial Statements in their Annual Report. They do not

\

-Communic

: ate « s .

‘ about the ERM initiative along with their other achievements.

At KNPC
) th 1 H
e Enterprise Risk Management team has launched an awareness program

for all K
: NP .
C staff members in Nov 2008. The awareness program is aimed at

' introducin
g the KNPC staff to the major elements of the ERM program, and underlines

its importa
nce for the KNPC and briefing staff on all the required implementation

pro ;
| cedures, being set out.

U
Pstream Petro-strategies

Over
all Busi
usiness Development and Expansion Strategy
p but however recently face

compan
and state intervention which threaten

ater degree

KPC
w
as a remarkably successful national oil

§ .

everal risks most importantly due to political rifts
el
h the possible exception 0
| oil company

980s, it achieved a far gre

the
pro
gress of the planned strategies. During th
f Petroleos de

of inte .
gration than any other OPEC producer, wit

‘ Venez
uela. KPC was the first; and by 1990 the on

~ from ¢y .
e Third World to sell its oil under its own brand name and through i
ted below.

ly state-owned, nationa
ts own service

S. K ’ . . . .
PC’s Business Development & Expansion directions are presen

Sealki
Seeking to be an Integrated Oil major: KPC developed an ambitious strategy to

in . .
tegrate its oil industry from the well-head O the petrol pump in consumer

countrj . .
ntries. Considerable attention Was given 10 expanding and upgr

¢ to enhance Kuwait'
1989, KP

ading Kuwait's
idly to changes

s ability to respond rap
neries at Mina

refi .
Inery capacity, in orde
C had three modern refi

in t
he pattern of export demand. BY
r being made 10

Ab ,
dullah, Mina al-Ahmadi, and Shuaiba plant
st

Kuwait Petroleum Corporati

and plans were furthe
iency.

S,
int . . .
egrate their operations to attain the greate possible economic effic

National & International Subsidiarics:
ational & International Subsidiaries:

th .
fough a series of specialised subsidiaries
| aspects of the h

on operates

in Kuwait and across the world, with

activit: :
Clivities encompassing al ydrocarbon industry. All of these
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subsidiari i\
. ries are fully-owned by KPC. Principal Subsidiaries of KPC are the
O\V ’ . - . 13
; ing, Kuwait Oil Co.; Kuwait National Petroleum Co.; Petrochemicals Industry
0.; K . . . . .
uwait Oil Tanker Co.; Kuwait Aviation Fueling Co.; Kuwait Fareign

vait Petroleum International Ltd.; Kuwait Gulf Oil

l (4 i u

tr()leum Exploratlon CO.: K v

CO.; Ol] Se(: 0 SerV.(:eS (:() a]ld

tor i '; , Oil De”elopment ( 0. KP |S OSt dl'amatic mo

pand overseas. It has acquired several companies overseas especially in the

US and the EU.

{4 KPC’s overall business strategy due to the

Howe
\Y
er there were problems which stifle

following reasons:
OCs.

expanding

(1) It f;
ace i . . . .
d resistance to its growth and ambitious expansion from established

(2) Mo
r . .
e fundamentally, there was some conflict between the strategies ‘of

refi . iy e ] ) . . .
nery capacity within Kuwait’ and «seeking to become an integrated oil major.’

() Kpc
C’s state ownership created several political problems, leading to poli
h was due to the geographical

4) KpC*
C's greatest liability is is strategic risk, whic
ed entirely on s€a transport through the Persian

s evident during the

tical risks.

I .
ocation of Kuwait itself. KPC has reli
g vulnerability of KPC wa

Jatility of the Straits.
ership of resources,

Gu . ) .
If to export its oil, and the resultin
olitical vo

tion forbids foreign own
investment in Uups
rather than traditional

Iran- .
n-Iraq War, Kuwait Invasion and p

(5) In :
the oil sector, the Kuwaiti constitu
sidering foreign

the foreign firms

bu i
t the government has been con tream ol
d .

evelopment under terms that provide fees to

Production sharing agreements (PSAS)-

e following:
Ils for an increase in

b/d by 2020. Kuwait

Ne e
Vvertheless, KPC’s Major Investment Projects initiated are th

* Vision 2020; The Kuwait Government’s 2020 vision ca

capacity to 3mn b/d by 2010, 3.5mn b/d by 2015 and 4mn
has estimated that its national oil industry alone will need to spend around

$27.6bn on domestic upstream oil development 10 meet the 2020 production goal.

Project Kuwait is on€ of the agendas in
ical opposition in ‘Proj

[ ] .
Cost escalation_due to olit

Project Kuwait is an $8-50™ 25-year

Vision 2020.
ect Kuwait’: The country's

plan to increase the country's oil production
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with the h ) i
elp of 10Cs. In particular, Kuwait aims to increase output at five

north i1fi .
ern oilfields (Abdali, Bahra, Ratqa, Raudhatain, and Sabriya) from their

cur
rent rate of around 600,000b/d to 900,000b/d within three years. The project

envisag ;
isages 4mn b/d of capacity by 2020. Kuwait's largest field, Burgan, is to

remain off-limi L
off-limits to foreign investment under the new plan. Project Kuwait has

been repeatedly delayed, however, due to political opposition and resistance
rliament to the idea of allowing foreign
's oil sector. Business Monitor International quotes
h states that the delay in the approval of the

heme has seen an increase in its cost from $3-
bn by the

from nationalists and Islamists in Pa
companies into the country
about a recent internal report whic
Project Kuwait northern oil fields sc

4bn to $8.5bn. The report warned t
d there be a substantia

n efforts to rebuild resources m
r entry and enable 10Cs to participate more

hat the cost could increase to $10
| downwards revision of

time the project is approved. Shoul
ay be stepped

t ' :
he country's proven oil reserves, the
up, which could lower the barriers fo

freely in the Kuwaiti oil sector.
made a significant

n Northern fields: KPC

Exploration and development |
move in 2001 when it announced p
its oil fields in Northern Kuwait. Kuwait Oil Company sai
it had reached a preliminary deal With ExxonMobil to P
possible 900,000b/d by 2020. The project involves €Xp

development of heavy oil in the L hern Kuwait. Terms and

lans to allow foreign oil companies to develop

d in October 2007 that

roduce heavy oil at a

loration for and
ower Fars field in nort

details are not available.
s with 1OCs: In May

d oil and_gas contract

Negotiating performance relate
2008, KPC announced that, for the first time, it is looking to negotiate
a report in the Financial

zed its energy sector in the 1970s, 10Cs have
ontracts, under the name

performance related contracts with 10Cs; according t0

Times. Since the country nationali
been restricted to short-term servic
ements’s would

of ‘enhanced technical service agre
rmance, with the aim of boosting Kuwait's oil

king to develop gas p

link technical and

commercial arrangements t0 perfo

see rojects, potentially in

and gas production. KPC is also

partnership with 10Cs.
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Doy
vastream Petro-strategies

Ambitj '
. ous mega projects in the Energy sector
which o
perates the country's refining segment announced in June 2008 that it

would spend
as
much as $30bn by 2012 on its development. The company plans to build

one ne
Wr
efinery and upgrade two others.

According to KNPC's chairman Farouk Al
aining

Capaci A
Lkapacity_expansion_of ULSD fuels:

Zanki, $15bn wi
bn will be spent on building the new refinery at Al Zour and the rem

$15bn wi
il i
be spent on upgrading and expanding the existing refineries at Mina

rst aim of the investment is to increase capacity

Ab :
dulla and Mina Al-Ahmadi. The fi

to prod
uc
¢ ultra-low-sulphur transportation fuels.
Sour Crude Slates: According to KNPC's
is to process an

E
Enhance processing of Heavy and

chairma
n i i inv
. Farouk Al Zanki, the second aim of the investment

il field developments
lities. A contract for an
Hyundai in May 2005,

asoline, and reduce the

Come onlj
nl . . . . e .
ine. This is mainly focused on to the existing facl

Upgrad .
e to the Mina Al-Ahmadi refinery was signed with

Which wij )
will allow it to reconfigure lower sulphur diesel and g
project was expected to be

atedly delayed.
o a report in the Al Rai

Proporti
portion of fuel oil in its product Mix. The upgrade

com .
pleted in 2008 at a cost of $400mn but has been P2

—Zour: According t
h as $19bn, $5bn more than the

bud

get allocated to the project at present; and is now scheduled to come onstream in

y will be the largest in the Middle East once it is
s ageing 190,000b/d Shuaiba

wait'
ide its Mina Al-Ahmadi and Mina

11

Four

Fourth Refinery Project’ at Al
ery may cost a5 muc

new
spaper, the new Al-Zour refin

Ma
rch 2012, The new refiner

COm .
pleted in 2012. Al Zour will replace Ku

refin :
ery, becoming the country's third plant along$

W
Explorin investment_O ortunities in the ra idly _growin Asian__market:
Several partnerships with Chinese and Indian companies in downstream business arc

efinery and chemicals facility in India,

in ¢ :
he plans. The plans are aiming 10 build r

n through its local players.

Ch 3
Ina, Vietnam and Japa
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S.
3  The Oman Qil Industry

Overvi
erview of the Business Value Chain

Nati .

ional Qil Company in the Sultanate

overed much later than those i
e than the vast fields of Saudi Arabia,

Oman's
petroleum deposits were disc n the key Gulf oil

states g
nd

are generally smaller and less productiv
fficult reservoirs, Oman uses

KUWa't .
it and Iraq. With lower output per well and more di
tiple of that seen

s cost of extraction a mu
country said it was investing $4bn

overy methods. Petroleum

enhanc
ed recovery techniques that make it

elsewhere ; .
ere in the Middle East. In November 2006, the

to lift .
crude oil production, mainly through enhanced rec

Deye,
opment Oman (PDO) holds more tha

accoy
nts for more than 90% of production. PDO

y's oil

n 90% of the countr and

"-Oman is ine_oldestp
. world, and I, regarded
"'-d@iﬂeigoj‘i,t_sposili‘ .alithe-entrd)

ai]‘ns t
o restore and stabilise output at 600,000b/d. It

h0p
€S to : . . .
achieve this by increasing recovery rates,

and .
bart; by discovering and exploiting neW fields,

i :
PDOCUIarIy in the south. Gas fields aré operated by
exclusively on behalf of the Ome

Govemm ent.

Untj \
il 1982 all Oman's crude production was

that year the

COun ' .
try's first refinery was opened- The refinery 18
mpany

OPerated by the Qman Oil Refinely Co
he petroleum  [j:5:
f Oman. The i
ategic demand
place in 1987 an

€Xpo
Ported, but in November of

)

apacity was

v &

nitial throughput ¢
of refined products, later
d 2001. A Revamp

(OR ‘

M; C), which is 99% owned by
ni

50 OISIry and 1% by the Central Bank ©

000 b/d, to cater for the Oman’s local str

ex
p Panded to 80,000 b/d after modiﬁcations that took
roj .
Ject in 2007 brought up its capacity t© 106,000 b/d:

Om .
an currently has two state-owned refineries namely:
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* Oman Ref ry C
ine ompany (OR( y ith 06.000 b d
Yy pany ( ) with a capacity of 106, arrels per aay

s Sohar Refine
inery 4
finery Company (SRC) with a capacity of 116, 00 barrels per day

Thl'0u
gh a Royal D ;
) ecree in 2007 (Times of Oman), The Government of Oman merged

ORC a
nd SRC in
the -2
year 2007. fo create a compeltitive world class refining company in

the §
ultanate, T
. The m .
erged entity is named Oman Refineries and Petrochemicals

-Fahal and another

Com
pany (ORP

C). ORPC has the above two refineries one in Mina Al
2 and the present

in Sohar
. The Mi
reﬁning capaci Mina Al-Fahal refinery has been operating since 198
ity i .
y is 106,000 bpd. The Mina Al-Fahal refinery produces gasoline, gas oil,

Jet fuel. |
) PG and | .
ong residue. The Sohar Refinery capacity is 116,400 bpd and it started
aximize propylene yield and it

el oil and jet fuel. The Sohar
and

Operation i

nin

Produces g tfje year 2007. The Refinery is designed to m
r
aight run naphtha, LPG, gas oil, gasoline, fu

Refin
e['y iS des.
igned to supply the raw material to Oman Polypropylene (OPP)

Aromat;
atics Oman Ltd. (AOL)

m Development Oman (PDO) Oman

OM) and Oman 0il Company (000C),
Company SAOG, with the brand name
i owned fuels marketing Company. Oman

ompany wholly owned by the
ncorporated €0 pursue

The
Reﬁnge(l)-;/eg::zt’ with the majority of Petroleu
domingges (1 .RC), Oman Oil Marketing Co (O
Om"noil, 6 mdr‘StY)’- Oman Oil Marketing
0Oil Companym:n s first and only 100% Oman
OVernment of t: .0.C. (00C) is 2 commercial Cc
e Sultanate of Oman. The Compa
h inside an

pany plays an importa
Omani and

i""eStme ny was i

nt - .
opportunities in the energy sectof bot d outside Oman. Through
the Com nt role

Partic;
Clpation ;
ni .
n energy and energy related projects:
y and t0 promote

anate' .
ate's efforts to diversify the Omani econom

Orei
8n pri
va :
te sector investment.
e and fragmented

s relatively disparat
er is Petroleum

ed op

t .
he above data, the business value chain !
key upstream play

Withip
e"elo,,t,: Omani industry- Nevertheless, tvhe .
i nt Oman (PDO) and the key downstream player 1S the very recently formed
cals Compary (ORPC) in which the erstwhile

d operates the national

ma
n Refineries and Petrochemi

e~0w

ned

hin Oman Refinery Compahy
g System.

Stag
(ORC) still owns an

l‘eﬁ
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ncorporated joint

Oma" L.

iquefied

fied Natural Gas LLC (Oman LNG) is a limited liability i
hed by a

d lItochu Corporation) establis
ltanate pf Oman. It engages in the
LNG) and by-product Natural
rectly, project operations

n’s natural gas and to

Vem.ure co
Royal b mpany (with Shell International an
ecre .
bsiness of e and organised under the laws of the Su
0 .
producing and selling Liquefied Natural Gas (

Gas Liau;
quids (N
(NGLs). The Company undertakes, directly of indi
ansport and market Oma

and actiyi
vitj

ies necessary to liquefy, store, tr

nt of Company operati

ons is a two-train
e Company’s
e economy

t and the

del;
ver LNG

to customers. Currently, the exte
onnes per annuf. Th

ive of diversifying th

d Office is in Musca
one of the areas

llqu
efactio
n .
stiviie plant with a capacity of 7.1 million t
contri
ibute to the Government of Oman’s object

AWay fy,
om it
s current dependency on oil. Oman LNG’s Hea
yah regiorn,

Plant ;
1s locat
ed i
on the coast of Qalhat near Sur, in the Sharq!
ment.

that h
ave bEe
n
targeted by the government for economic develop

gas (ransportation company in Oman

d major consume

thanol, petroche

rs comprising of
mical, Refinery,

Om,
an Ga
s Co
elivering mpany S.4.0.C. (0GC) is the major
na
tural gas to main economic sectors an

Omegt;
Stic, p
» FOw . e .
er and Desalination plants, Fertilizer, M€

Steel
and Cement plants

n of patural gas, through 2

¢C
Ompa .
n . s
Y is involved in the transmission and distributio
ions. The

arge
Netwg
r o
Qmpany | k of gas pipelines, compressor sta
a 1 . . . v
S0 provides project management gervices P pipeline co

Ge
w
38 established in August 2000 as 2 closed joint stock company between the
ding 80% of the

Ministry of O
ee has granted

Goy
ernme
SNareg andnt of Oman represented py the
the Oman Oil company holding the remaining 20%. A Royal Decr
wn construct, maintain and operate

Co
Mpan
n Y concession rights for 27 years to OWih

atul.
al
gas facilis:
facilities in the Sultanaté of Oman.
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The
company'
s gas pipelin
e network is spread
across the country with
more than 2300

th i

ade ll 1 r u l M H M M s
b

be as
sociated wi
vith the fi
rst cross boarder gas transportation. The first import gas received

from th
eD. ..
olphin pipeline from Qatar in October 2008.

0il
and Gas assets

SeVer
al comm

entari

ntaries acknowledge that, for hydrocarbons, Oman's geol
at of Saudi Arabia and the UAE. Omani

many having low permeability. About

ut 400 b/d, compared t0 3,700 b/d from

ogy is well

kno
wh for i
is . .
fields are complexity, as it’s different from th
S
mall, deep and more complex, with

2,000

Produci .

1800 ucing oil wells in Oman average abo
ells in Saudi Arabia.

5bn bbl, the bulk of which are [ocated in the

PDO,
S Oil r.
es. ;
erves are estimated at just 5.
n the north and include

e largest fields are i

Yiba
| Fah
’ ud .
, al-Huwaisah, and several others that face future outpy
f fields that includes Ghafeer,

eries and from older known
740,000b/d

Count
IY's north
ern and central regions. Th
t declines. Among

Sarmad and

the b
€st so
uthern prospects is a grouP °

H

arwe
el. Th
. e -
re are also others fields from both new discov
ivered no more than

of eryq
€ 0O .
il and gas liquids, down from 961,000b/d in 2001

g0bcm, although there is scope for

n was an estimated 13bcm in 2007.

Ppo»
S Ga

S reserves are put at no more than 9
d PDO account for

tic consumptio
rts. The

tha
n 90% of the oil and 835 produced in the countrys
once in the shadow

\/Q]u
mes, Histori
istorically Oman’s 83S industry was

nOW .

it

; 1S seen as ¢ R

hp rucial to the Sultanate
Do,

Signj
lﬁCa
nt upwards revision. Domes
partly state-owWne

10Cs to maintain

This
provi
ides for around 13bcm of gas eXpO
but relies on

of the oil business but

ichisa strategic shift

’S continued prosperity wh
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Sevelal eSl‘ es N ‘7 (@)
imat 1x 101,
aISO assume 50,000b/d Of‘ 2008 0” and ”q"i[ls p Oduct. l
. 1

revenues
account fo
r some three quarters of total export earnings and 40% of Oman’
s

. oil fiel i
elds are mature and little upside potential has been revealed, the emphasis

iS on ex ] el
QO .
ploiting gas and other natural resources.

0

crude volumes peaking at 760,000b/d in
-year forecast period. Gas
y the

decr i
€ase in O i O i w
mani oil production of 24.2%, with

2010, bef; .
ore falling steadily to 561,000b/d by the end of the 10
2013-2015, before slipping to 30bcm b

pProduction ;
ction is expected to peak at 35bcm by
this provides an export

end of the peri
capabi e period. With 2007-2018 demand growth of 47%,
ity falling from 13bem to under 1 1bem by 2018.

Fahal (MAF) and a much

y simple one at Mina Al
d next door to PDO’s

situate
turning it into a variety of

ORPC
Q
perates two refineries, a fairl

n‘lOl‘e COmpleX .
one in Sohar. The MAF refinery,

head
Quart

ers, can handle 106,000 barrels of crude oil per day
et fue

F Refinery is sent to the
The Sohar refinery can

r fuels like

]

1. The bottom-of-the-barrel

Usefu]

Iro H :

products including motor gasoline, diesel and
Sohar

, also called long residue,.produced at the MA

refy
per day-

ner : '
Y, which has an input capacity of | 16,400 barrels
besides moto

tUm .
Its in .
puts into petrochemical feedstock, such as propylene,

8asoline and diesel.

SR¢
pla .

nt has a residue fluid catalytic cracking uni
t an

il and kerosene.

5.260b/d, as well

¢ with a capacity of 7
nit, and

d a deep desulphurisation u

€rox : . s ntt 1
unit, a gasoline desulphurisation uni

Wwil]
Prod .
uce fuel oils, LPG, gasoline, naphtha, 8as 0

000b/d following an upgrade. Qutput from

d ORC, is used to meet local product

plant
can now process more than 100,

the gy
acilit L
emang ¥, which is operated by the state-owne
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|

B .
usiness Value Chain

[n th i
[ 0

PDO’
0’s gas operations.

PDO’
s busine
ss value i .
focused in the chain comprises of the following major processes which are
ompany’ : . .
pany’s assets i.e., Oil Business North, Oil Business South and Gas

ession area.

* E
xploratio
n: .
To find new oil and gas reserves within PDO’s conc
the surface as

A
etroleum Engi
ngin ing: i
gineering: To work out ways to bring oil to

economi
ically as possible.
h Operations and

gineering works closely wit

Engi .
gineering & Operations: En
erators, as well as fixing

Maintain

S ol

all the pipelines and flowlines, pumps and gen
production.

them ui .
quickly during break down t0 minimize any lost oil
efore handing them over

)
Well Engj :
00 ngineering: To design, drill and complete wells, b
perations to manage on a day-to-day basis.
y typical corporate business

Economics etc) to maximize

Th
¢ abo
Ve busi
siness processes are further supported b

prOCe
Sses (HR .
Organizati , Finance, HSE, Infrastructure, Planning &
tional performance

owing major processes:

OPR
PC’S bus;
Usiness value chain comprises of the foll
r the Refineries,

basic raw material fo
acent crude storage

Refi :
ning at MAF Refinery: Crude oil, the
ses the feedstock t0

iS r ’ v
eceived first by the Mina Al Fahal Refinery from the ad)
MAF Refinery proces

:::f:m through a dedicated pipeline:

e Omani retail fuel market demand. The MAF refinery

lg::ﬁ(:f’jet fuel, LPG and long residue. |
ing at Sohar Refinery: The Sohar Refinery 1

produces gasoline,

s designed to maximize

ght run naphtha, LPG, gas oil, gasoline, fuel

Pro . :
Pylene yield and it produces &

Ol and jet fuel.
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Economy
. The
| government is i
| is in nd i
the 2" year of its 6" five-year development plan, which aims at
, a

modernisj
1 sing the ec m
ono ivatisi iliti
y, privatising state utilities, attracting foreign investment, and
£

ying the e :
country's industrial base. It has smaller oil fields than its fellow GCC

cattered, less productive and with higher production

States a
nd these are generally more s
has a stated

Costs. The )
*long term, ::::zm.y remains dependent on oil revenues but the government
factor wil] be th:‘lc ‘g.oal of moving away from reliance on oil by 2020. An important
controls 90 per cenatblllty of Petroleum Development Oman (PDO), the consortium that
of the state's hydrocarbon reserves, to achieve a significant increase

i]'] a .
8as production (2007 MEED Report).

K
€Y revenue lines
st 0.67% of Middle, East

Sev
eral an
al
ysts forecast that the country will account for ju

(ME)
al 0il demand by 2012, while providing 2.54% of supply-

0,000b/d and, if output remains at
| estimates

on finding

Pbo,

$ Mediu )

Current | m-term oil production may rebound to 78
cve

Is, reserves would be exhausted in fewer

Suggest
ed t
hat Oman had at least 50bn bbl of oil in pl

than 20 years. Origina

ace, so there is a focus

Ways
to |

Improve recoverability.
007 is forecast t0 reach at least 33bcm

PDo>
pment. Given that

$ Gas .
production of an estimated 26bcm in 2
n

to 16bcm by 201
(o develop 1t

frastructure develo

2,
dependent on progress in field and i
2, exports are forecast

OMmect:
€stic ¢
e ‘ )
mand is forecast to rise from 13bcm
ew resources or risk

Cm
by 2012, putting pressure o" the countly

jent fuel through local

Kerosene (Jet Fuel)

Jay;
hg
export volumes and revenues

As 1o
gard
s, ORPC, after supplying the Sulta

Mark
Sters ,

the rest is marketed internationall)/-
local marketing

nate with the suffic

The fuel - gasoling,
companies in Oman on

ang y;
lesel - is marketed by thre€ major
Liquefied Petroleum Gas

ree €
d distribution for do

ompanies lift

purch
ase
from the Refineries. A further th
mestic use.

(Lpg
) wi
ith road tankers for local bottling &
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j 2012, but this will
the largest importers. Oman is targeting production of 1mn b/d by

Ie(,'lll .(: io opel atOI S.

Corporate Ethos

Strategic Direction

i he
: issued in 1984, and t
A S’alemem of General Business Principles for PDO was ﬁrT: ot o
St revision was issued in 1998. These principles apply equally

. i business
. conducting the
Making as to the behaviour expected of individual employees In

inci i rther elaborated in
“F the Company. The Statement of General Business Principles is fu

i tements below.
inci the business sta
the Values qng business principles’ through

, iently, responsibly
Busi Obiectives - The objective of PDO is to engage efficiently ortation
Siness jectives - and transp
and safely in the exploration production, development, storage o andard of
’ ks a hig
of hydrocarbons in the Sultanate of Oman. The Company Seef its Shareholders, its
perfo ith the aim to further the long term benefits o
rmance wi
an at large.
Employees and the society of the Sultanate of O ibilities of the Company
Business Responsibilities - Various inter-related respons ds those with
ss Res tow
are re . l; towards Shareholders, towards Employees,
cognize
i t large.
Whom PDO does business and towards society & parency, honesty, integrity and
insists on trans ’ o
Business Integrity - The Company Inst in its relationship with
e in its rela
fairness in all aspects of its business and expects the sa;n ¢ the Company mus be
: behalf of the
i i 1l transactions on .
ts contractors and suppliers. A ) nts of the Company, in
transparent and appropriately described in the accou ¢ sondorde, ot o
. standards,
accord ith established and recognized procedures an
Ordance with es -
mkiect to audit, i The Company accepts and endeavours
The Company and the Community - ) . X
pany he Sultanate of Oman in a socially responsible
Always to act through the Laws of the '
does not have, and therefore does not state, views on
Manner, The Company

®ither natjonal or international political matters, and it will abstain from
I' nationa
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participation i i
n . . .
in politics and interference in political matters. The Company is

at 1 1

nables * i 1 i

exploratio 1
n for a e i
r and de\‘clopmem of the Sultanale’s hydrocarbon resources and to

pursue it :
S v
objectives. Furthermore. the Company considers that the most
d material progress of the
s efficiently as possible.

nate by engaging

importan St
t contribution it can make to the social an

Sulta
nate O . . .

of Oman is in performing its primary activities a
he economy of the Sulta

It wil
| thereby endeavour to promote t
here appropriate and feasible.

loc
al ent ..
erprise in the course of its business, W

. C's Busi
ness visi . s .
s vision and mission statements are as follows:

Vis'
lon-T " .
0 become a competitive enterprise and a model for ‘ndustrial excellence

Wit .
h a proficient workforce.
petroleum products and to

s needs for refined
nd business activities in

Miss;i

si -
on - To secure the nation’
nding capabilities 8
nefit of stakeholders.

“The Company’

Compete }
t [
pete internationally through €xpa

Order ¢
0 ; :
sustain superior growth for the be
S operations are

C’s
Busi
Sin . .
ess statement 1S commumcated as
ural resources

anagement of nat

°llst
Omig,
ed to
process Omani crude to ensure petter M
market, ORPC exports the

ble iy the ¢ . . .
ountry. Besides supplying the domestic

Plug
to :
the international market.’

Co
Mpi
anc .
P ¢ to various Management Syste™®
h a way a5 top

her persons affe

tion and seek im
stablished 2 Health, Safety and

nduct of its business by the

rotect the health and safety

end
Cavo
urs to conduct its business 1N suc

0 .

Itg

W Employees i

| , its contractor employees and ot

minimize pollu
ompany has €
ided in the <O

. cted by its activities, as
S to .
efﬂciem protect the environment, provement 1 the
use
of natural resources. 11 C

Ny

. ‘men .
: tal Protection Policy and is gY

s an integral part of, and

ple
that Health, Safety and Environmental protection form
iectives. 1SO14001 certification for its

S i
0
®om Portant as, all other primar
ing maintained by PDO.

Pap
Y-wi )
ide environmental manageme



In 2008, ORPC's MAF Refinery was recertitied for I1SO 14001:2004 and OHSAS
18001:1999. A three-time winner of the British Safety Council’s International Safety
Award in 2004, 2005 and 2006 consecutively, it is obvious that ORPC place great
emphasis on the overall well-being of their employees. ORPC’s Health and Safety
Management System - OHSAS 18001, helps continually improve systems, technology,

C .
mployee skills and promotes safety awareness.

In 2008, ORPC’s MAF Refinery was recertified for 1S09001:2000 Quality Management
System. Furthermore, in 2006, MAF Refinery was awarded 1SO 27001:2005 for

In ,
formatioy Security Management Systems.

AS part of PDO's Safety initiatives, Hazards and Effects Management Process (HEMP) is

in .
Place. PDO activities have the potential to harm people and the environment, to cause

da » -,
Mage or loss to assets, to defer oil production, to cause financial loss, and to adversely

im
Pact the Company’s reputation. A Hazards and Effects Management Process

HEae ) provides a structured approach to managing the hazards and potential effects of

PDoys
O’s activitjes,

" Similar lines like PDO, ORPC’s risk management nitiatives also dwell on HSE and

alS() :
in Complying with OHSAS 18001.

PD .
0 ®Mbraces the 3 pillars of Sustainable Development i.€., People, Planet and Profit in

%corg ds, the drive for
Ny nce to the Brundtland Commission of 1987. In other WOres,

ONOm: . .
env-omlc Prosperity (Profit) must not outweigh the prudent management of the

on : embers of society (People),
Wh; Ment (Planet), nor must it be at the expense of m

1 .
N "Ncludes staff and communities. In other words all of the three elements have to be

en; : .
" int consideration at the same time. For this reason, PDO has devised 6 sustainable

¢
velopmem Principles based on the three elements shown in the matrix below.
"P"Wect thew —PEQ-:—LE ard people 5.Generate ptoRfitZ:ility
' Mage r:‘“’"O"mem 3 Resped .c i " 6. Benefit communiti
Sources efficiently 4. Work with stakeholders enefit communities
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Cor
porate Governance Framework

Organizati
at .
o hlon Structure — Board of Directors, Management & Internal Auditors
is t .
compri e country's second-largest employer after the government. It is a consortium
risin .
g the Omani government (60%), Royal Dutch Shell (34%), French group Total

(4%)
and Partex (29
ex (2%). It holds more than 90% of the country's oil reserves, and accounts

fo
rabout 94% of production.

ACCO H
rdln t
0 - . . .
g the Energy Information Administration Report, Oman’s government

Mang .
ges its | .
nvestments in the downstream sector through the state-owned Oman Oil

COm
pan
Y (00OC). The company was established in 1992 as a govemment-owned vehicle

to
Pursye
en ; . :
€rgy sector investments domestically and abroad. OOC’s operations are

finang
ed b
y funds from the State General Reserve Fund (SGRF), which uses oil revenues

to
elp diverc:
P diversify Oman’s economy.

Om
M’ Agis
nistry of Oil and Gas (MOG) coordinates the state role in the country’s

yd]‘o
Carbo .
NS sector, although all energy sector developments must receive ap

the S
u oL :
ltan of Oman. Fig. 5.4 illustrates PDO’s orgamzatlonal structure to elucidate

proval

Orate .
governance framework within the entity.

of direction & a common sel of targets, the
the ‘Oman Refineries and

|

"2 Signif

&troch
€mic

© als Company LLC (ORPC). O

C) is
, 25¢
Inj 3% and the remaining stake 75% i

1§
try of Finance

Ca - .
nt step towards providing #nily

t .
he two refineries has taken place to form

OC’s shareholding in the merged company

s with the Omani Government through The
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[' MINISTRY OF OIL & GAS (MOG) )

PETROLEUM DEVELOPMENT OMAN
Govt of Oman 60%, Royal Dutch Shell 34%. Total 4%, Partex2%

BOARD OF DIRECTORS

1 Chairman (Minister of Oil & Gas). 6 Members.
5 PDO's Prvate Shareholders (RiDutch Shell, Total & Partex) AUDIT COMMITTEE
4 Members

r MANAGING DIRECTOR _} ......... rmranALAuon _]

[ l
(“omecTor-noRTH ASsET ] ﬁRECTOR.somHAssi] (" oRecTOR- GAS ASSET |
—

WELL ENGINEERING I

— J, \L i, 5

b

> PETROLEUM ENGINEERING | &

2 ) z‘
=] TIONS

5 __>[— ENGINEERING & OPERATIO! g

z 8

> g

(V'

Fig. 5.4, Organizational Structure at PDO (Source: MOG and PDO)

t MINISTRY OF OIL & GAS (MOG) )

OMAN REFINERY AND PETROCHEMICAL COMPANY I

Govt of Oman 75%, Oman Off Company (00C) 25%

BOARD OF DIRECTORS
1 Chainman (Minister of Ol & Gas),
1 Deputy Chainman, 5Members

LI

X EXECUTIVE MANAGEMENT
ECUTIVE MANAGEMENT I —— = CORPORATE SUPPORT

MAF REFINERY

ECUTIVE MANAGEMENT
BUSINESS SUPPORT

_——

NAGEMBIT
MARKETING

EXECUTIVEMA
BUSINESS DEVLPT 8

I MANAGEMENT I

F'G. 5,5

nQr
Yanj,,
atiOn
3 Structyre at ORPC (Source: MOG and ORPC)
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|0da ! t ) . . . ~ 5 . . .
}1 RPC cl 18 X 1 ol |[ [; (} ZI e‘,’ {l ]' J

illustrat
es ORPC’ -oanizati i
PC’s organizational structure 10 elucidate the corporate governance

framework wi
ework within the entity.

Initiat
tive j i
Ive in Enterprise Risk Management

ERM :
function and processes
nplemented last quarter of 2007. The

PDO
has e

mbraced an ERM system that was i
place and the reference model

ﬂtlty has
both an ERM process and an ERM function in

S the CO
SO ERM Framework. At the time the data was collected, the Executive

odifying the ERM

Mmen
t seems to seriously consider introducing and further m
2g IS that PDO

WC/,?;
a5 findi
Ot term (3 years) business /J/zf)///f JHomevet: & o PR

haVe
any established ERM policies and procedures in place.

place fully appointed by the

ointed bY the Board of

llg
Boa[‘ k gOVeman . . x
d ce is ensured by a Risk Committee N

Dl ire

e ctors. i1y : . b o

¢ S, Just as the Audit Commlttee is also app t
eC ors

&nd he In
t
dO - ernal Audit function derives its
ul]
i Y utilize the findings of the Risk Commi
R
€gister in place. Internal Audit does not enga

Dlementatmn

ge itself or

he ER
R
Sk C
s in Northern

m}d Mitteq -
I
S Mprises of the Senior Executives 0

rn hern
i fields, Gas assets and Chairman of E

Osj tl()
belongs to the Finance dlSClplme

f petroleum asset

HS. The ERM Coordinato? {s an

|~] % a N
Oy, OC : Gratements:
e\;’er dOeS n lOﬂg \)Vith it
) ot publish its Annual Report & Ruler
anual RePO

]‘n \
Municates its achievements thlouz,l’l its
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(Sultan o
of Oman) which is made available in the public domain. PDO’s latest Annual

Repon
of 2 : , .
007, however does not communicate about its ERM initiative.

There
1S o | . . )
information available on ERM in the very recently formed entity Oman

Reﬁ .
heries q
n .
Sohr d Petrochemicals Company (ORPC). However, some sources state that
eﬁner . . . -
y seems to have embarked in an enterprise-wide risk management initiative

I jtg refinery. Furth . . . .
. Furthermore, It is believed that Internal Audit team 1S also engaged in its

aSSesSm ent

b

SS pr. .
Program for select staff members recently i

t :
introducing the OLNGC staff to the major elements of the ERM program.

DStre
am Petro-strategies

fos

h()re
a

AccOrclin nd Onshore Development Campaign

¢ 810 BP’s World Statistical Review Oman

Om

Pared o ¢, .
XPecteq ¢ UAE’s 98bn and Saudi Arabia’s 264 bn. Atc
° s Sources, maintaining oil

b M [ .
prod"ct e exhausted in two decades. According to variot
nge for Oman. Oman's

ioh )
and exports is the governmem’s biggest challe
006 that the country planned to invest

ars. Much of this effort will

has just 5.6b1 bbl of proven reserves

urrent output levels oil is

Mip:
0 .
31%" in £ Qil and Gas announced in April 2
u
“Cus on PStream oil and gas projects during the next five ye
° “OR gvery rates at severa

g
0 g
N , :
Mye © plans t9 in ion activities, although the gas sector will receive
crease explorat

initiatives to improve r€¢ | of the country'S oil fields.

of the ;

1S

. Investment.

er Lnjection Projects: One of the difficulties

Cro
faS&COuntw Pipeline for Wat

Ce
d by leading operator PDO in

the south is the unusually high level of water
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cut in the fields. which has also become a problem in the north. A proposed
solution on the above problem is the construction of a 300km pipeline that will
carry water from the south for use in re-injection in the north where water
ﬂooding has already been used successfully on wells in the Yibal and Bahaja
fields. The programme is expensive and will inflate the unit cost for Omani oil
extraction. However, PDO hopes to minimise the decline in output and stabilise
Production at around 600.000b/d from 2009. PDO’s most recent discovery, is in

the Shuaiba Formation. which lies in north-west Oman. PDO said in February

2007 that it had discovered three new oil fields.

Raising production through _large-scale Steam Injection Projects: PDO

Sstimates that there may be reserves of 250mn bbl, with a potential maximum
Production of 100,000b/d. In June 2005. the Omani government awarded the

MukhaiZHa field to Occidental Petroleum. after it was relinquished by PDO.

Occidenta| plans to raise production at Mukhaizna to 150,000b/d by 2011, using

'arge.smle steam injection. Oil Minister Mohammed Al-Rumhy said in a

Febmary 2008 interview that during 2008 the state will pump an average

790’OOOb/d of oil and condensates. Most of the additional production will come

from the Occidental Petroleum-operated Mukhaizna field, and some smaller

Droperties. Occidental’s Mukhaizna field, which is expected to add 200,000b/d to

PR - ject,
® country’s output when it reaches full capacity, 1S the key near-term proje

accOrding to Al-Rumhy. He failed to provide details of the development schedule.

%ernational Consortiums for new discoveries (Oilex_JV): A

)
r-l?n by Spudding the first of three planned wells. .
l |'ng the Sarha-| exploration well in the Block 56 production sharing contract

P . .
3C) area on December 31 2007. Block 56 i operated by Oilex, with a 25%

ok : : th with
0 > alongside Videacon Industries and Gas Authortly of India Ltd, bo

% ) .
» and India’s Hindustan Petroleum and Bharat Petroleum with 12.5%

* bloci was awarded to the Oilex JV in July 2006 and the partners have since

Dllrs . .
Ued 5 active exploration programme. Oilex is hoping that the combined

each.

Th
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knowledge and experience presented by the JV will allow any discoveries 1o be
progressed quickly into production.

* Extension to Concessions: While PDO is the principal oil and gas producer in
Oman, the group is battling with declining output from a set of mature fields
that are increasingly difficult to extract from. PDO sces more potential
elsewhere and is willing to ofter attractive production terms to companies that
Want 1o take the responsibility off its Jrands. For this reason, many reports
Suggest it was a prudent for Shell and PDO to have recently extended the terms

(for 40 ye
0 years) of the concession in Block 6 until 2044.

Ga

lhan h
as dev ,
Plgy, eloped a number of gas-related industries in line wit

as . - . . .
petrochemical and fertiliser production, boosting its

COntriyy
Ution
to GDP from 5% in 1995 to an expected 15% by 2020. According to various

Ce
» Gas has pec \ . gs . .
% rege ome the chief focus of Oman's economic diversification strategy.

h its Vision 2020

anufacturing

rVes

¢ : :
» Lurrently assessed at 980bem, are believed to have upside potential and we
proven oil reserves are,

o 4.9bn by 2012),

8S8u;
n
howyg 8 at least 1,100bem by 2011/12. The 5.5bn bbl of

r
» At rig .. .
k of declining steadily over the forecast period (t

al‘ly .
I : ‘ : o .
Production levels are raised. According t0 various articles in Business

r
Poje ,:‘:maﬁonal and MEED, PDO is currently working on several upstream gas
. lﬁnn\::?t.ncrease production signiﬁcantly over the next flecade. |
Mojects ¢ ip with BP and BG Group: PDO now plans to invest over $1bn in
; 0 boost output over the next few years. In addition, BP and

q
to S
Pend up to $lbn over the next three 1O five years on

Cv
. e]()pment‘

Ex
loitj
Irap; 12 & Developing Iran's Kish £as: Oman’s $2bn proposal to develop

natu . . . . .
Cloge ral gas reserves and build 2 subsea gas export pipeline 1s moving

' to . .
Ki completion. The Gulf state is involved in discussions to develop Ir

gas field

an’s

gas T
field ang export at least 10bcm per annum through a pipeline to Oman.
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Enhancing the LNG Business: Several reports state that upwards of 30% of
Oman’s liquefaction capacity currently sits idle, as the country has been
feluc.tam to sign additional LNG supply deals in light of increasing domestic gas
requirements. LNG constitutes a large part of Oman’s plan to develop its gas

sect, . .
. .or, and the country is investing heavily in it. Oman’s LNG programme is
ei -ordi

ng co-ordinated by the state's Oman LNG Company (OLNGC).

Dolphi : .
\th.D__L_' . . . . .
in_project: Oman is one of the participants in the $3.5bn Dolphin project

bein .
g led by Dolphin Energy Limited (a JV between the UAE government, Total

and Qcci .
ccidental). The goal is to link the gas networks of Qatar, the UAE, and

Oma
n as . .
well as to eventually help supply the south-Asian subcontinent. Under a

deal :
reached in March 2003, the state-controlled Oman Gas Company (0GC)

began :
supplying gas to DEL in the fourth quarter of 2004. In September 2005,

Do] :
phin : ) )
Energy secured a contract with state-controlled Oman Qil to deliver

f
gas annually from early 2008. This project is now completed and most of

the
gas wij . .
will be used as feedstock at Occidental’s enhanced oil recovery project at

t
he Mukhaizna field.

0
sty
*am Petro-strategies

iVe .
rsmcation and
. Expansion projects

Dy
m
Refine Project: Oman is currently considering building a large refinery

and

petro(.'hem‘ . . . .

874 ical complex at Al Dugm 1n southern Omari, costing an estimated
Under current plans, a JV of the Omani

N ap
d geared toward export markets.
s would build a 200,000-300,000b/d

Mme :
finey Nt and international investor
Y . . -
3 crude oil export terminal, and several large petrochemical facilities. If

the
gOVe
the fment proceeds with this plan, construction is expected to get underway
end .
of 2008, with commercial production scheduled for 2012 at the earliest.

CCordj
n . . .
8 10 a MEED report, Oman has placed its ambitious integrated Duqm

I‘eﬁ
n
Cry an

Vi d petrochemicals complex on hold after raising doubts over securing

ta
Proj
Jct finance for the deal.
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¥
4 The Qatar Oil Industry

OV .
€rview of the Business Value Chain

Natj
0 N
y "3l Qil Company in the State

N govern

m ol i :
Mereg ent vehicle is Qatar Petroleum (QP). which owns all downstream oil
» Negotiates E& :
gotiates E&P agreements. shares in upstream projects and is involved in LNG

and GTL
S < .
chemes. It has 50% of oil and 40% of gas production. 10C upstream

involy,
emen : .
. L is extensive. and rising. Foreign
are actj i :
Ctive in oil production, gas field

“Velopm
ent, :
a LNG projects, as well as GTL

Oll Discovery and membership in QPEC - ..
Until the mid-1970s, the hydracarbon Industry was largely
in the hands of foreign companies. In 1974, the Qatar-
General Petroleum Company: (QGPC) was established
with the objective of gaining full control of the cauntry's oi
and gas resources for the stale. This goal was quickly

Petrg
chemj
cals :
S schemes.
Clor The oil and gas realized. QGPC's operations cover the whole range of oil

is
State-co and gas activily f loration and production 1
n ; g ty from exploration an preduction 1o
etl'oleum trolled  through  Qatar downstream refining and fertiizer and pelrochemical
production, through key subsidiaries and joint ventures.

» Which : . ,
h s responsible for E&P. || QGPC was fater renamed as Qatar Petroleum (QP) and

atjg
i§ ; "al Ol Distribyt; was - crealed - In 1974 folowing _the ~ goveminents ,
Sin noution Com » (NODCO nationalizalion of the oil sector.” QP Is state owned
pany ( ) . " !
petroleum company in Qatar. It is now the company which

Char
gy 8¢ of reﬁning and distributi operales all ol & gas_activities in Qatar, Including
e:ﬁed rioution. Qamr exploration, production, refining, transport, and storage.

L as CO ‘ o
Wan mpany (Qatargas) and Ras || Qatar s OPEC's smallest ofl producer, though it

C"mpany (RasGas) are 9006, Qatar produced 1.
(815,000 bpd was crude oil). Qatar also produced an

POne:
i Onsibjq for th
G € productj : i £ NGLs and 35,000 bblid of
10 gstimated 250,000 bbld o s and. 35 of
n and marketmg of condensate, which are exempt from the country’s OPEC

e €St
he & ate contr production quota. Qater's proven oll reserves were 15.2

d nergy S ols Vlrtually all aspects of Gbbl as of January 2007. The development of the Qatari
°lne . ect(’l‘, set . . “oil industry has resulted ‘with living standards’ that -are
Stie s policy and determines || among the words highest (Said’Zahlan, 1998; MEED
g e
0 Repor). B P -
Qatar initiated policies aimed

Pricin

i, s for 50 /g Qatar  Petroleum itself
R 7o of nati i : at increasing oil roduction, locating additional oil reserves
40% of ‘onal oil P roduction and and investir?g in gdvanced oil recovery systems to extend
gas volu m “the life of existing fields. “The government therefore
©s- improved the terms of Exploration & Production contracts
and Producticn Sharing - Agreements. The aim was .to
encourage 10Cs to improve oil recovery In producing
fields and to explore for new oil deposits. There has
been considerable success in the field of natural gas, but

there is less 10C involvement in ofl (Said Zahlan, 1998).

FolloWing a coup in 1995,

0

g%d, . Ok for lquld

%Qe Ven tho $ production is relatively
Major forelgn oil companies now involved in Qatar include
Anadarko - Petroleum, Chevron, ExxonMobll, ‘Royal
Dutch Shell, Maersk Oil & Gas, Japan's Marubeni and
Mitsui, Occidental” Petroleum, ConocoPhillips and
Total (Business Monitor International) B

h

%@ol g Bg More emphasis is being
u, - Dejp

Q‘ltqr : levey of & an OPEC member, the

o , .
4 production is outside

2,
um:
S (QP) control. Qatar in
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March 2008 was producing around 830.000b.d of crude oil. against its OPEC entitlement

"830,000b/d and current sustainable capacity put at around 900.000b/d.

e Qp group's key subsidiaries and aftiliates include LNG companies Qatargas and
RasGas, '

* QatarGgs: QP has a 65% interest in the upstream portion of Qatargas. Qatargas
downstream consortium comprises of components split between QP (65%). Total
(10%), ExxonMobil (10%). Mitsui (7.5%) and Marubeni (7.5%). Qutargas
oPerates three NG trains with a combined capacity of 9.6mn tpa.
ffasGas: RasGas produces 16mn tpa of LNG from two trains and its shareholding
'S split between QP (63%). ExxonMobil (25%). Kogas (5%). Itochu (4%) and

NG Yapan (3%). RasGas II is a 70:30 JV between QP and ExxonMobil. Train 3
Starteq Up operations in Q104 and Train 4 began in Q405. LNG from the third

rain e b : . . ,
an jg being delivered to India's Petronet LNG. while Edison of ltaly has bought

t

e Output of Ty 4.

Qatq,. Pe

Wiy \ ”OFcheml’cal Company (QAPCO), in which QP holds an 80% stake togeth.er
DOI)'eth en NA, produces 525,000tpa of ethylene, 360,000tpa  of low. density
Chen,,-cq, : (LDPE) and 70,000tpa of sulphur. QP has a 51% interest In Qatar
Qhemo Company (Q-Chem) together with ChevronPhillips Chemical Company. Q-

Peray : : i hylene
(HBPE) * @ World-class petrochemical plant producing high density polyethyle

M i ther grou
g:‘l’anies. Um density polyethylene (MDPE) and 1-hexene (alpha olefin). Other ErotP
L)

el i tar Vinyl
Papy, ( Vude Qatar Fuel Additives Company (QAFAC 50% interest), Qata )
¢ 25.5%), and Gulf Helicopters (100%).

il
Qnd
§ Ga
Sy ASsets

) ®Stim
e&epve ates st ate

3, ang

b that there has been a healthy rend in Qatar's hydrocarbons
Uty
I3

. ba“"“YSts expect it to continue. For oil, analysts expect a short-term increase
b \

10 arounq 16bn by 201 1/12. However, gas reserves have already climbed
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from 14
400bcm i
) cmin 2 A et -,
000 to an estimated 25.650bem in 2007, with further growth to at
& ¢

least 97 ¢
’ 0 1
Obem predicted by the end of the 2012.

The
Operatio

ns and activities of

- whic ctivities of Qatar Petroleum are conducted on various onshore

» Which incly .

Well o offsh de Doha. Dukhan. Mesaieed and Ras Laffan Industrial Cities, as

ore areas i : ’
s including Halul Island. Offshore Production Stations, Drilling

atfy,
s ang the North Gas Field

Do
Mesti
c
(s ally, the vast majority of . :
) y of Qatar's total energy consumption comes from gas

» While the
bal : : :
hajy ance is supplied by oil. QP is active in all segments of the energy

and pagi .
ici : .
Pates in all major oil and gas developments.

/]2N
Oil pos
erves a

re centered on the onshore Dukhan oilfield and the offshore Bul

h
gy %0 Mahzanm o ;
am oilfields. The state firm also holds stakes in seven offshore

at
aSSum are being deVelo d . . . .
¢ ped under PSAs. Business Monitor [nternational estimates

|,26
the ™Mn b/d ,
fore of 2008 oil and liquids production, rising to 1.66mn b/d by the end of

as .
Qa‘ari . tperlod. Betw . . .
een 2007 and 2018, analysts are forecasting an increase 1n

i
by, 9 €8s liquig . .
t s production of 65.6%, with volumes rising steadily to 1.93mn

ft
he 10-year forecast period.

Qaty,
ch 2008), plus

addition l":cently been _
4l producing around 830,000b/d of crude oil (Mar
put at around

0y Vol
300 umes .
Ob, of gas liquids. Its sustainable limit is currently

D d
ukhan of

Crude
a . :
lone. Proven oil reserves are estimated at 15.2bn bbl. The onshore

DI‘Q €
dl]ci ) located alo . . '
. ng the west coast of the penmsula, is the country's largest

01]
gy, 10 Qatar |
N also has six offshore fields: Bul Haniné, Maydan Mahzam, Id

Ort D
Om

QI*»& ®, al-Shaheen, al-Rayyan, and al-Khalij.
l GQs
%@3

1
QQ&J} hq’"’a[
& elg in 8as reseryes p , . .
g, the vop ase, behind Russia and [ran. and the largest non-assaciated

I} rid. .
"o Itis emerging as a major exporter of LNG due to its substantial

eview of World Energy estimates

are .
Centered on the giant North Field. Qatar contains the world’s third

. Th
e June 2007 BP Statistical R



Proven gas reserves at 25.360bcm, while the December 2007 Oil & Gas Journal survey
ggests 25,650bem at the beginning of 2008. Business Monitor International forecasts
that gas production should reach 92becm by 2012, up from an estimated 55bem in 2007.
C°“5U"‘lption is expected 10 rise from 20.0bem to 25.2bcm by the end of the forecast
Period, allowing exports of almost 67bcm. Some analysts estimate that gas production is

Ve expected 1o rise from 55bcm to 140bcm by the end of the ten year forecast period.

fergy Minister, Al-Attiyah claims that Qatar will have at least trebled gas production by
Pl . . N
12 ang the country does not want to undermine its reserves base, wishing to maintain
0 . . . o le
Years of production. While there is uncertainty over the country's ultimate gas export
Po

tent; .
"al, Qatar is not committing any more of the fuel to new customers before 2010.

atar C . ) ,
i 00k a decision in 2005 to stall new projects because of concern that too rapid
eVe'(’pment of

" LNG exports might damage the North Field's reservoir. The outcome of
C

fielq assess

Drog ment will either allow the export moratorium to be lifted, or cap the
0

Uction from

8
*Pecteq becaug
Congg

the field. However, the reservoir impact study is taking longer than

¢ of the size of Qatar's projects. Some LNG production units under

Ucti . .

Kpg O can process 7.8mn tpa, which makes them the biggest made to date. Qatar
t

Cts
|argest ' export T7mn tpa (106becm) of LNG a year by 2010, making it the world's
Supplier,

N

the Yea San €finery that started as a small topping plant in 1958, which has grown over
IS 3

Ing : o .
sufflCie 0 a giant refinery organization, successfully making the State of Qatar self-
l‘Qﬂne

ry Ca
Mgy PPle of processing 27,0000/d of North Field condensate and 30.000b/d of

b D Cap condensate.

d export oriented in refined oil and petroleum products. QP operates the
$ 13

7,000b/q refining capacity and is planning to construct a new condensate

By
S]nesS
0r s Value Chain

et -
devel Ye in q

O Segments of the energy

chain and participates ; JOr O]
s, ! . p Pates in all major oi| ang gas
ar Petroleum is responsi

ble for all phases of the oil ang gas industry in
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Qatar, Principal activities cover exploration. drilling. production. storage and transport

d sale of crude oil, natural gas liquids. liquefied natural gas. gas-to-liquids. refined

Poducts, petrochemicals and fertilizers. helicopter and financing services.

Qatar Petroleum’s business value chain comprises of the following major processes:

Exploration: Prospecting new and existing oil and gas fields both offshore and
Onshore.
Drilling: Utilizing the latest technology to improve crude oil reserves and oft-
take by application of state-of-the-art technology.
Production: Adopting the policy of developing hydrocarbon resources through
EPSA ang DPSA with major international oil and gas companies.
Reﬁ“ingt The main activity of the Refinery is to process the crude oil and
Condensate into various finished petroleum products.
Marketing‘ The main finished products are liquefied petroleum gas (LPG),
Naphtha, Premium gasoline, super gasoline, jet fuel, diesel and fuel oil. The
finisheq products are intended to meet the domestic demand as well as for export.
Marketlng and commercial aspects for the export of the refinery products are
SNtirely controlled by the Qatar Petroleum Marketing Directorate.
lann'“g & Scheduling: Marketing of QP Refinery products in the international
Market i solely undertaken by the Marketing Directorate in close co- -ordination
Wlth the Planning & Scheduling Division of QP. The Planning & Scheduling
1310n in the refinery is responsible for working out annual, quarterly and

mont Nthly Planning and products exports schedule.

Abgy,
: busmess processes are further supported by typical corporate business
Ses
(H lnance, etc) to maximize organizational performance.
me

0 14"
iated " has been transformed by the development of the world's largest nop.-

S feservoir, the North Field, and in 2002 the size of the field was more than
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H ¥ ™| ~ 1 ‘ t‘ S]6Q]D-
doubled to an estilnated 900 [Cf. plomismu further p[OSpeTII_\. 2001 GDP o
m on re o 09 1 infl 1on has avera )(’d 10 more Ihﬂn
l“] r presented a 60/0 inClt.lee on l 8 \\'hlle ll'lf atot h (—. I

¥4a year over the same period. su

) \
joeesting growth in real terms of an average of roughl

e
~

% to the end of 2001

10 deve e gas industry:
The 8overnmeny js pursuing a four-pronged strategy to dev clop the gas h
) ; sicity and water
)1 address domestic needs driven by soaring demand for electricit)

¥ To expand the LNG industry
3

The development of a regional gas pipeline network

l 910 develop export-oriented downstream industries
nth

3 Bn a year for the
ehergy sector QP and its foreign partners are planning to spend $3 Bn
ext fi,

2007
¢ years expanding oil & gas capacity and the downstream industrial base (
ED Repon)

I Bank,
0l dlng o 2006 figures, the most recent official data available from the Centra
i

M gag acco

S
unted for 62% of GDP - up from 54% in 2004 - and the hydrocarbon
C[ol.
Hl femain the key driver of the Qatari economy.
Ke
yl‘eve
Nue 1:
Seygy,, ¢ lines

e t 1.22% of Middle Eastern
'egi()nal alysts forecast that the country will account for jus

°il " demang by 2012, while providing 5.75% of supply-
e,

to purchase
2,1 08t re €Cent supply deals involve South Korea's Kogas, which agreed to p

Imn tpa deal.
Japa t: ! LNG’ and Japan's Marubeni which in April 2007 signed a p
hag " the

rec » India and even Indonesna are buyers of Qatari gas. South Afncabs Sasol
logy at the $1bn Oryx
DrQJ Set, R y be *8un Converting gas to diesel fuel using GTL technology

“nues from the oil and gas sectors amount to 60% of the country's GDP.
N
Qu% s almOSt all of its oil production to Asia, with Japan by far its largest
§

tarted in p Pelme to

carry Qatari gas to the UAE has been completed and supplies
"id-2007,
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Crude oi] ang liquids exports should earn $33.69bn in 2008. and revenues are set to rise
10$38.80bn by 2012.

Corporate Ethos

Stmegic Direction

’ . " ’
W Slrategic direction is epitomized by a statements ‘«Committed to Excellence’ and

Qutar p ¢roleum: Leading Qatar to Become the World's Largest LNG Exporter .

e . . i 11
Srategic Planning process in QP aims at building a shared understanding among a

Sty . :
¢ , ding sure
th olders (staff, management, subsidiaries. and government bodies) and making

co"Pora t

o € one, hence it spans over all the functional and business activities in the QP
ou . . M M
the 0 According to QP, The formally approved Corporate Mission and Objectives act as
ultj ’

' is a
implemented through good plans. The scope of the process i

ate Criteria by which actions are judged; they also act as the vehicle by which the

Oratin. .
l'atIOn 1S gIUed to
[ ]

gether.

USinegg Mission and Objectives: According to QP, “Our mission is to ensure
e State gets maximum benefit from its petroleum resources by engaging directly
or indirectly in all activities that would add value to these resources. Qur overall
° jective is to maximize our contribution to the national wealth of the State of

Atar, through the safe, efficient and environmentally acceptable exploitation of

ar' hydl‘ocarbon reserves and through related activities. Specifically we seek:

Y To Provide the state with a reliable cash flow, of maximum value, from
di‘/“WSiﬁed business interests.

b) Tq build an organization with internationally competitive business and
technica] expertise.

©) To Maximize the employment of capable Qatari nationals, and develop

them ¢4 the competence level of the leading International Oil Company

*Mployees
) © Meet National oil and gas demand in a cost-effective way.
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While our key physical assets are the country’s Oil & Gas reserves, our ability to
maximize the economic returns to the State from these resources depends totally
on the quality and commitment of our staff: whom we value as our greatest asset.”
Business Values: According to QP. “We also value our great partners. suppliers
and customers and we shall endeavour to:
(A)Set an example in Qatar in personal and organizational integrity and
transparency.
(B) Treat a|| people fairly and with mutual respect.
(C) Have total participation of an excellent diverse workforce, rendering our
diversity a source of strength.
(D)Reward and promote based on merit, performance and competence.
() Openly communicate and work as a single integrated team.”
Business Ethics: According to QP, “Qatar Petroleum is committed to conducting
'S business in accordance with the highest standards of ethics and integrity. Our
Code of Ethics and Conflicts of Interest Regulations define our ethical principles
“d the Standards that govern the business relations between QP employees and

Our ¢
0 iers.”
Mtractors, consultants and suppliers.’

Cony

plian
Ce .
i Pet ‘0 various Management Systems
ro .
Mirg "Um is committed to the highest standards for health, safety and the

m . - .
g°°db .em (HSE) throughout its operations. They recognize that HSE best practice is

he

\ SS . )

rlhee . Practice ang they are working hard towards a goal of zero harm to people
nVll'Ol']ment

ey

inin . . -
QP»S ij S the qua“t)’ of the environment for future generations 18 an 1important part of
y SCtiy . |
e'%g"ize " and they are seeking accreditation to the 1SO 14001 standard, a globally

¢ *Nchmark for excellence in environmental management. They are also
'ba OWar . . )
D 8e en ds Certification to OHSAS 18001, an international health and safery
0 .

Ple of . Vstem, QP’s long-term goal is to ensure that all QP employees and the

tar [iye :
Veina clean, safe world.
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e Copoa Quality & Management Systems Department provides quality services in

ma"?gement systems and. with the implementation of [ISO Standards compliance.

::;:::e]?a;/ings in cost, time and integrity of procured equipment and materials

g . lseﬁned control measures. Above 95% of QP departments have now been

Managem O 9001:2000 Standards of Certification for implementation of Quality
ent Systems.

Ol‘por
ate Governance Framework

Orgq, .

.Ql:g:::iz?zl::"Str“Ct'Ure - Board of Directors, Management & Internal Auditors

lnvestmems. Thlts bU'Slness activities through the subsidiaries, joint ventures and other

the heag of 1 ¢ cl?alfman of Qatar Petroleum, Abdullah Bin Hamad Al-Attiyah, is also
€ Ministry of Energy and Industry (MEI) and. also. the Deputy Prime

of
a ) B . . . . .
agencie Qatar, QP’s operations are therefore directly linked with state planning

miSter

re . . . . . .
°rgani2a_ Bulatory authorities, and policymaking bodies. Fig. 5.6 illustrates QP’s

liong|
. S . oL e
eflllty_ ructure to elucidate the corporate governance framework within the
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L MINISTRY OF ENERGY & INDUSTRY (MB) )

QATAR PETROLEUM
Govt of Qatar 100%

-

QP BOARD OF DIRECTORS
1 Chaimman (Minister of Energy & Industry).
1 Vice-C hairman (Minister of Finance)
1 Adwvisor
4 Members (Non-Executive Directors)
which includes Managing Director of Qatar Gas and
QAPCO

[ Aub coMMITTEE ]

L CHAIRMAN OF QP J

RIFINERY MARKETING CORPORATE
DIRECTORATE DIRECTORATE HSE & QUALITY

m |
(“manacieoiRecTor ) MANAGNG DIRECTOR | ( MANAGING DRECTOR ]
| I

( Execurve manacement | ((execunve maNaceMmenT | ((exEcUTVE MANAGEMENT |

| l
L MANAGEMENT J [— MANAGEMENT J F MANAGEMENT ‘]

Fig. 5.6, Organizational Structure at QP (Source: MEl and QP)

invests the o; o |
llndatig S the ol revenues, and has been optimally employed in laying out solid

ns f,
¢ Oor . .
stablis the deVf?lOpment of oil & gas and other basic industrial sectors, and the

r ®nt o L o .
o Pultra modern infrastructures capable of servicing national industries, and

Ing ¢ the:
heir changing needs and future challenges.

"

;\i;:tai]edln n::"lfrise Risk Management |

i, love) sk t: rise Risk Management Study was conducted during 2006 to identify
ke Oldere - ?.lt could have detrimental impact on QP’s ability to generate value for

QRM SN its various subsidiaries and joint ventures.

The e

‘\1()%

ty
Negy
Mtity, h: A0d processes
: $b .
l 1§ ¢ e Oth ap ERM process and an ERM function in place and the reference
080 ERM Framework. At the time the interview was conducted, the
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EXe‘:"tlve D 1a . . . . ~ l . f\ .
( ,\- -

ERMPolicies and procedures in place.

ERM GOVernance

W' rik governance is ensured by a Risk Committee in place fully aPPO”‘te; Z;d‘:i

Boar of Directors, just as the Audit Committee is also appointed by thef D(:lectors

'fect()rs The Internal Audit function derives its authority from the Board o B
" does oy utilize the findings of the Risk Committee presented. There is a Corp

Internal Audit Plan
Reg’ster in place, but there is no clear indication as to whether

W
{dbe derived from the Corporate Risk Register in future.
| tes and no
RISkC “Mmittee comprises of the Senior Executives of the various Directora
furth
nformatlon was available.
Qp’s ts Consolidated Financial
* NOC s C in the GCC publishing its
slatemEm the only NO

| Report does
ver, the 2006 Annua
lltho and it is available in public domain. Howe

Minicate about its ERM initiative.

work; however, QP’s joint
Veny % QP’s subsidiaries did not have an ERM framework; ho e
p . it (ex: Ras Gas) has an independent ERM framew g
Ursue d X! Qatar Gas, Ras

i i e various
" The arive is to align risk appetite of th
Aeh feason for such an initiative
Oldeyg in the v,
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Upstream Petro-strategies

Oflshore ang Onshore Development Campaign

.. 20y of conducting
* Field Develonment & Expansion: Qatar Petroleum's strategy e
T ' e and DPSA conclude
hydrocarbon exploration and new projects is through EPSA ts include the
’ e agrecments
With major international oil and gas companies. Recent ag
fO"OWin : .
g N ASF. has acquired
3) Germany's Wintershall. a wholly-owned subsidiary of B Thi signed
a‘ * - . - " 1]5 \\,as o
240% share and operatorship for Block 3 offshore Qatar
[s)
in Nov 2008. lan
= velopment p
b) Denmark's Maersk group in 2005 reached a field develop ouble
= , s to more than dou
agreement with QP, under which the company intends to b/d i 2006 to
’ -om 240,000b/d in 2
the production capacity at the al Shaheen ficld from ) e than
ave I
525,000b/d by late 2009. When completed, Qatar woule timate of
’ B : ‘rent estl
, : ared with the curt
Limn b/d of productive capacity, comp
O9mn bid (crude only). ith Qatar to develop a new
ment wi
Japan's Cosmo Qil has come to an agree

©)

ntry. The field is
offshore oil field in the south-eastern part of the country '

: i 2010.
. Xpected to produce 3,000b/d of crude oil from
L()n

a rchase Agreements: A long-awai ed gas export deal linking
e Gas p s ts: A long-awaited gas
s Purc

_ . by Qatargas, Royal

Bar wity, energy-hungry China was finalised in April 2008d Z-ndi"g sales and
- : 1

Utch Shell and PetroChina. The three parties have signe f gas in the form of
PUrchage agreements that will lead to the long-term supply of g

i i arket.
. N from Qatay to the rapidly growing Chinese m

king its facilities to
e~b0ttleneck. iects: Qatargas has been de-bottlenecking
in rojects:

i t the end of 2006.
Tai ting the project a
S Processing capacity to 12.6bcm, completing

atargas si
of th

m S,
i iod of 20 year
Nere ental volume over a perlod

8i

ign an agreement
L Market f August 2006 saw India’s Petronet LNG sig gh o
' DEUS: Augy i gas, raising the tota
With RasGag . additional 2.5mn tpa of Qatari g g
covering an

[ - the sale
d t in July 2004 with Gas Natural of Spain for the
gned an agreement 1

i ed to start flowing
Q“htract voly 1Omn tpa. The additional LNG is expect
me to mn :
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from the third quarter of 2009. according to the Indian importer. Furthermore.
Japan’s Marubeni Corporation in April 2007 signed an agreement with Qatar 10
Purchase Imn tpa of LNG from the Qatargas IV project from 2010. Qatar has said
that most of the 77mn tpa of NG capacity it will have by 2010 is now sold out.
Some flexibility remains. however. as existing supply contracts allow for the
diversion of cargoes from one customer to another it needed. The Gulf emirate is
p]a"“ing to launch a traded LNG contract. the first of its kind, at IMEX. an
energy exchange which was due to open in late-2007 but has been delayed.

Qata\r(;as IV LNG JV: July 2007 saw a signing ceremony take place between

QP ang Shell for the Qatargas 1V LNG joint venture. When the project was first
anounced ip 2005. cost estimates were around $6bn-7bn. Qatar’s Energy
Mi"iSter, Abdullah Al-Attiyah, has now said that the total cost of the project.
lncluding shipping services, will be around $8bn. Start-up is scheduled for late
2(?10' The Qatargas IV project. which is 70% owned by Qatar and 30% by Shell,
Will prodyce 14.5bem.

¢fineq products, LNG and Petrochemicals

ntry’ » .
S i . . . . l
Cts f, Policy of economic diversification has led to a surge in

0
. " the Xport of LNG and petrochemicals. An estimated total of $10bn has

nvestment in

been

In th
Mo ® Qatar oi] industry in the past decade. The government expects to earn

barre) of crude oil produced if it can export refined products and

emie
als ;
) > 88 Well as creating private sector jobs.

angj )
0n_of refining capacity: Its refining

5
xDanded to 2 ) 20
Cllrre 00,000b/d, according t0 the en

l‘eﬁn

capacity at Umm Said has been
07 Oil & Gas Journal survey.

nt of] consumption averages around 114,000b/d, so substantial volumes of

¢ Prod
ucts are available for export.
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* Building strategic alliance across MENA region: Italy’s Eni and Qatar

Petroleum have signed a Moll. Under the agreement. the companies are looking
10 pursue “‘opportunities of mutual interest’ in Qatar. the Mediterranean basin and
North Africa. as well as jointly pursuing projects in the petrochemical industry
and power generation.

*E

Lnhancing condensate recovery to feed Petrochemical ventures: Qatar plans

10 more than double its output of condensate by 2012. dramatically increasing its
liquids volumes. The ultra-light form of oil is produced in association with gas.
"epresenting a valuable by-product. Production is forecast to rise to 700,000b/d
from 250,000b/d in 2006, according to Ali Hassan Al-Sidigqui, director of
downs”eam ventures at QP. The output will all come from the North Field, he

saj . .
Ad. The condensate volumes will be particularly useful in meeting the needs of

"he Middle Eqstern region’s expanding petrochemicals industry, as the light oil

AN be refined more cheaply and rapidly into naphtha feedstock for ethylene
Cl‘ackers.

B
pans‘
Qatar's ton of refining capacity
s
buildin vle reﬁnel.y has increased capacity from 57,500b/d to 200,000b/d.
pacity to run 146,000b/d of condensate.

QP is also

anot
® Is ¢ her refinery, which will have the ca

Onsid . . "
decision *1ing a possible third refinery with capacity of 200,000b/d, although no final

0 ave ) ansion of refinin
apﬁcit been made on the project. The eventual further €xp g

lh X Y DI‘O\/ides

b
Seast Periog

increased long-term export potential, but n0 change is expected during

Dy
Wng ional will look at
in lream Investment in_Asia: Qatar Petroleum Internationa

t

Yesting i hina, as well
. Ng in refineries in the energy-hungry markets of India and China, as well as

UIld' . »
"8 LNG terminals in Europe and across the Atlantic in the US.

W()r] )

Mﬂeet of LNG carriers: The government is planning a massive

ey
nsig barrel of cr

: , arn more per barrel of crude
; 0 of jts refinery capacity. Qatar expects 10 € P

products and petrochemicals, as well as

Creg if it can export refined
Ing Private sector jobs. In Q305 the government announced plans to acquire
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90 LNG transportation ships. potentially giving it the world’s largest fleet of LNG
carriers and granting US group GE a contract to build five more LNG trains.

LPG Marketing: In May 2006, the country stated that it aims to increase its
crude oil production capacity by 300.000b/d by 2009, from the current
800,000b/d. The firm is also reportedly planning to set up an LPG marketing arm.

¢n
'Ures by other players in Qatar

&’%tch Shell's Pearl GTL: Pearl GTL is the company's largest foreign

investmem, and when completed in 2010, it will be the world's biggest plant of its
kind. Qatar's il products capacity has been enlarged from 2007 as the $1bn Sasol
Oryx GTL project entered production, providing some 34,000b/d of high-quality
iesel fuel and naphtha largely aimed at the export market. Sasol has announced
Plans treble the capacity of the site, potentially taking it to more than
IOO’OOOb/d. Later, the bigger Shell-operated Pearl GTL plant will enlarge still
further Qatar' products export capabilities. It will produce 140,000b/d of ultra-
P::ln diesel, naphtha etc, with the first train due onstream by ean-2009. o
N In February 2007, ExxonMobil announced that 1.t had cance: fe lll
. Med Pajpy, GTL project due to rising cOSts. The Palm project w‘as originally
Ated ¢, Produce 154,000b/d of liquids for export, although estimated costs

S0are )
from $7bn to $15bn, according to industry estimates.
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S. .
S The Saudi Arabian Oil Industry

OV .
trview of the Business Value Chain

:::'::‘;:]02 Company in the Kingdom
n g :r(:m‘?]em vehicle is Saudi ARAMCO. which accounts for virtually all oil
Wirighy t:Ctlon and owns refineries either
“Mpanie alsoroug]? ’JVs with [0Cs. Foreign
Wi participate in petrochemicals JVs

State-
COrp . €-owned Saudi Basic  Industries
is ).

Arabian Oll and the formation of OPEC

Saudi Arabla's assels Include the world's larges.
onshore and offshore olifields. Revenues generated
through the export of ARAMCO crude ofl production -
constitule over half of total  Saudi _govemment
revenues, and have helped transfom the country
from, as one observer has noted, "a- third world
counby in an inhospitable desert region, to one that
is on the threshold of joining the ranks of developed
nalions® {Source: Unknown). - . - ‘

: IOC upstream involvement
INcreas; :
fig) Ing, due to initiative to develop gas
ds P8

The incarporation of Saudi ARAMCO on November
13, 1988, was largely @ cosmelic operation,
performed in order to remove. the final legal
attachments of the Arabian Ameican QOil Company
(ARAMCO) to the original US Company, registered
in Delaware on January 31, 1944, However, the

Sin .

edg groupings of foreign operators. State-
o
I company Saudi ARAMCO. the

S lar
gest o] . . .
reser\, 1 company in terms of crude oil

contl'oll

W(]rldv

€S g
nd * »
of Production. is i . " history of the ARAMCO concession, upon which the
holding a on, is in the enviable posmon company's fortune has been forged, dates back to
ne . . theeary1930s.. - . - .0 L oo
B ar monopoly over oil exploration f . g PRI
In; 1932,  Standard- Oll- (Callfomia): (SOCAL); now

< 'known as Chevron, obtained pemission .from the
" King. to conduct @ geclogical survey in the eastem
- parts of the Saud! Peninsula. In. 1933; the-California
- Arabian Standard Oil Company. {Casoc) was formed
to manage operations within the “concession, on
behalf of Socal .and by 1938 .the " concessions
included Saudi Arabla's share of its Neutral_Zone.
* However, before any crude oil was discovered In its
new Saudi® concession, Socal was already
experiencing problems in marketng Its growing
‘Bahraini il production. Socal opted for the quickest
solution 10 . this problem, which was to. merge
opérations wilh-a company that owned marketing
fagiiities near-the source of production, but that was
short of crude (i the-current BAPCQ).In.1936

odyey
' (E&P) in Saudi Arabia.
e
&dom (inefig:
Ne“tra] o (mCIUdlng half of the Saudi-Kuwaiti
g n¢) contaj ) :
Ty ns 264.2bn bbl of proven oil

s
R . acc()r .
e"""W dlng to the June 2008 BP Statistical

of orld
e, Energy), representing one-quarter

1,000 Or] tota] Th _
bn - The country may contain up 0

S“Sta- bbl of ' . _Socal struck'a deal with ihe Texas' Company, now
lnabl Ultlmately re coverable oil. known as Texaco, The new joint venture was named -
10-60 ® pro ducg ~ Caltex and ::as, ch.argetd,fwim;hma&aging all.of
ive PR of || ‘Tesacos marketing assets from the X Iddle East-to -
9‘45 n]]‘] b/d, Wit CapaCIty 1S 1IN €XCESS “ihe Paciﬁc.ASaPGGOfme dea}.l‘;[‘etxacowa?:gwen,
™ by h recent crude output averaging halfownershipofcasoc S
Uune 2008) sl - Conidin next page..

I‘Qv 004

loyg > Officialg from Saudi Arabia's oil industry announced that the Kingdom's

Stim,
e of 261hn bhl of recoverable petroleum has more than trebled, to

A



::’:()Obn bbl. The country's oil minister announced during the recent World Petroleum
aftrl‘rg;;e:rs;(;?)tbsal\l:i A rabia would soon be able to boost proved reserves of 264bn bbl by
i"dustry estimn. hile the country’s ultimate potential may indeed be well above current
isssment Ofa;e: ;here has been little change to the recognised third-party reserves
erves of o 4....bn bbl (BP Statistical Review or World Energy June 2008). Gas
7.500bery by thesllmaled 7 170bem are forecast by various analysts to increase to
Kloraion ..e.end of the forecast period. assuming that the current [OC-linked

nitiatives are successful. However. in spite of spare capacity. combined

Qudi Cryd, y
8uide, e oil and gas liquids output is expected to remain broadly under OPEC
es.

Omestic

all

logy i ¥» ARAMCO operates five wholly-owned refineries and has two JVs with
ing it an :

"efining g it an installed capacity of over 1.7mn b/d. The Kingdom as a whole has
apaci

: Ning g, ,lcny of over 2mn b/d, according to the Oil & Gas Journal, at the following
Cilities:

Rq
S Tanurq (55 0,00006/d)

" Rabigy (400 Conld. . L el
0 R N I
' Yap b »000b/d) When oil was stuck in the Dammam Dome, in 1938,
u(23s 000b/d the oil was piped from the well to the makeshift port
I ? ) of al-Khobar and from there was transported by sea
eddah (88 0 to.the Bahrain refinery.-(ie., current BAPCO). In
. Riy ,000b/d) 1944, Casoc was renamed the Arabian American Oil
adh (129 Gompay, -+ T et T
L] 000b/ "':-".“' 'j ‘ ' ‘ ;..-,:-‘,""‘ ' ! b““'»‘.‘: '.'.:7‘
Umpe f (40, 4 “'Both - ARAMCO's: and ‘ﬁaudl‘; Arabla's. ‘revenues ..
. . increased dramatically du ng:tb[s_peﬂod-as'.‘z-i_"r'ééulfi
XX 0,0006/ d a 50:50 J vV  with of the expansion of crude: ail exports and of rising .
. OnMobj| posted _ prices..Like ARAMCO, Saudl Arabla-
Sq _ploughed these revenues into_ the development of
Sref (300 ~infrastructure. As:Saudi ‘Arabla wag;gv_emh_e}l_mi_g_g\y&'
Shey ,000b/d) a 50:50 JV with R/D |l pandentiony ol i - viallys
ARAM :,Lhasi'no_‘in,ﬂqenqgf-sin;thgztwo,gactqrs,;-'nrcducl,lbnj.and.;:'
D, COr “brice; that deternined their. cevenues; The'stuggle:
Uy, Major st - ||t contal o e paricipation. ssue, emerged.
R ' Ya orage terminals are located in || in 0s:T ggle:for.corporate;
Qd u R 1 . ! ,J‘i 3
A > Rabigh, Jiddah, and Jaizan on the

s q N
‘\Tabian nd in gy aymah . )
Gulp and Ras Tanura on the

264



Oil and Gas assets

For Saud;
audi Arabj H I . .
. abia, oil was in 2007 the dominant fuel. accounting for 39.2% of primary
gy dem - '
a - ‘
invg nd (PED). followed by gas at 40.8%. State-owned There is no foreign
Vement | . . =
n the upstream oil segment. although 10Cs could have a role in future gas

field g
eVeIO m .
Pment and are major players in refining and petrochemicals.

Qudi

am::t?hl:‘z::f:l Oil reserves and its operations are vast. The group accounts for
tota) liquids PFOduL:mpm Oflt'le world's largest crude oil producer. with Saudi Arabian
tVew of Wor Elon exceeding 10.4mn b/.d in 2007 (according to the BP Statistical
e ;, 2007, 3. ':l‘gy, June 2008). Saudi ARAMCO itself produced 8.5mn b/d of
at 259‘%" bb;. ording to company data, and put its crude oil and condensate reserves

b 20070 The COm . . N .
®tweey, Sa pany is not responsible for oil production from the Neutral Zone

: udi ; ,
dIStrib . Arabia and Kuwait. ARAMCO accounts for all of Saudi Arabia's gas

The BP Review puts the Kingdom's total proven reserves at 264.2bn bbl

1on an
dthe bulk of its refining capacity.

0 °0 Lo : : . ,
" heg, F'Saudi oil reserves are light grades, with the remainder being medium

K, lhere
l"gdom. are more than 100 producing or discovered fields, but at least half the

S oil
res . . . . .
S5t erves are contained in only eight fields, including the Ghawar field,

Mateq .
feMaining reserves of 70bn bbl.

2006 Ad, heaq of th o . .
a e Saudi National Security Assessment Project, used a November

"
reach] *5 10 the N : : : i ity Wi
ew America Foundation to state that oil production capacity will

bigy - "M

b:tg]:uayY;b:TOI;yoMamh 2009, with 1.9mn b/d of new capacity in the Khurais (1.2mn

g tht oy fr(; 00b{d?, Shaybah (200,000b/d) and Khursaniyah (500,000b/d) fields

900,00& Sutry Zonm original plans. Furthermore, a further 600,000b/d from Shaybah
Obrg N e that is shared 50:50 with Kuwait will be on line in 2010, and a final
> time of Arab Heavy crude, rather than the light and extra light

“Will e
Available in 201 1, bringing total capacity to 13.5mn b/d.
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j:;ldt ARAMCO’s Gas reserves comprise of proven natural gas reserves and are
Qal:ated at 7,170bcm. ranking the country fourth in the world after Russia, Iran and
asso;'a:;n:: twc.)-[hirfls of Saudi Arabia's currently proven gas reserves consist of
Zulyf felde {-hmamly from the onshore Ghawar oil field and the offshore Safaniya and
OWever . The Ghawar oil ficld alone accounts for a third of the total gas reserves.

»only 15% of Saudi Arabia has been 'adequately explored for gas', according to

O's v; .
s Vice-President for New Business Development, Khalid al-Falih.

Udi Apap;
By a2 lOm has eight refineries, with combined end-2007 crude distillation capacity of
1¥mn b/d. A new, 200,000b/d fractionation unit at the Ras Tanura refinery was

Co
Mpleteq i, Au , o .
§ gust 2003. Also slated for upgrading is the Rabigh refinery on the Red

£a ¢
Oast P I
* a
tef; ns

lnel~y
au)40
Value 1 0,000b/d, as well as upgrading the refinery’s product slate away from low-

call for boosting capacity at Rabigh, Saudi Arabia's largest domestic

eaVy
ro X X
Wo Products towards gasoline and kerosene at an estimated cost of US$3-4bn.

I
based Wl refinery deals have been stuck recently, with Total of France and US-

OnOCOP .
h'“'PSa for end-decade state-of-the-art facilities in Saudi Arabia.

Ryg
Sip
i McCor
Ncr“de 0il s Operations span the globe and the energy industry. The world leader
of r .
"efin; P Oduction, Saudi ARAMCO also owns and operates an extensive network

i
Yang "8 ang distribyt; - . :
Po Ibution facilities, and is responsible for the gas processing and

intern 'atlon i"Stallat- . .
e atlonal ions that fuel Saudi Arabia

W Subsidjari
esy diaries and joint ventures, including one of the world's largest and

s industrial sector. An array of

W Qey
Mnig, ¥ Supertank i i d products to custome
e, nkers, deliver crude oil and refined products to cus rs

i USin . . . . «
"ol d ®SS Value Chain comprises of the following activities as the group 1S
e .
In
B lorgy; every step of the oil and gas industry.
i

tiop .« .
u"dergro M Exploration focuses on finding oil and gas fields hidden deep
Undg,
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* QOil P R o
Operations: Oil Fields & Reserves, Production Facilities and Reservoir

Management Technology.
Gas Operations: Gas Reserves, Gas Production, Gas Processing, NGL Liquids
Recovery, NGL Processing and owns the Master Gas System (MGS).
Refining & Distribution: World-class domestic refineries stretching from the
Arabian Gulf to the Red Sea maintain a reliable supply of more than a million
barrels per day of products to meet the needs of domestic and international
:::l’i(:;s;mi?r.Supply .and Distribution. a broad network of bulk plants and air-
' s in the Kingdom supplies thousands of bulk customers with products
rsal?ii'"‘g from gasoline and jet fuel to fuel oil and liquefied petroleum gas.
Ping: Saudi ARAMCO sails one of the world's largest fleets of crude carriers
?::ar:;?;ales terfninals which service more than 10 tankers per day. (Vela
nal Marine Limited. a wholly owned subsidiary, was established in 1984

With f; .
our ships. It has grown to include 51 VLCCs and seven product vessels.)

Th
ab
Ove bl.l
siness processes are further supported by typical corporate business

e organizational
Tech &

%S (Fin
Perfy Ormg ance, IT, HR, Administration, Legal etc) to maximiz
Nce,
I“vat Other corporate functions include International Operations,
ns p
rojects, R & D and Environment & Safety.

ln dd
. N to
J°ln Its largely domestic quest for vertical integration, the oil company pursued

to extend its geographic reach into North America, Asia, and Europe.

Wi
th o
il
Sty oUES maki o di i °
te ing up around 90% of total Saudi export earnings, up to 80% of

v
"es ) enuess and 1 ; 3y !
Di at least 44% of the country's GDP, Saudi Arabia's economy remains

Iarg tt Npts at di ificatio . i i
. est yd dtvers{f (lti R, dependent on 0'1. SaUdl Al‘abla hOldS the WO[“d'S
& Tocg i i y y
Dctg t‘bon reserves, reﬂected 1n ltS Oll dommated cconomy, the h dl‘OC&l’bOl’lS
N u"tS 75 \Y

Ces for 63 per cent of GDP and % of govemment revenue. Boommg oil

€an n th
at a record budget surplus, 9.4% higher that forecast, of $77.3bn was
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Tecorded f
or 20 e e .
06. this was at that same time that spending reached an all-time high of
-]

$105bn. T
. The budget for fi .

g uture expenditure puts an emphasis on education and training
(2007 MEED [‘epon). an trdll]lna

;(ey revenue Jipes
udi
from Ig.]:?:fsdi.s ‘:hO“,\' responsible for oil and liquids production, forecast to rise
Onitor Imematio;" I-0‘07 to | l.781'nn b/d b}.' 2012. Between 2007 and 2018. Business
Wlumes fsing s "; forecasi fm increase in Saudi oil production of 29.7%. with
c°°fding o Bus adily to'l.a.bmn b/d by the end of the 10-year forecast period.
2012, P from 75';1;55 l\flomtor International, Gas production should reach 96.2bcm by
0 impon requirel.n cm in 2007. Consumption will match the trend, leaving Saudi with
ent or export potential during the period. Gas production is expected

to Tise
fI'Om 7
6
bem to 117bem by the end of the forecast period 2007 — 2018,

Co

rporate Ethos
Stl‘a
Saudt‘eglc Direction

FA

ACQ? . - :
pr"\'ide CO’s business direction is “Reliability, Responsibility and a Passion to
Global

Py, - EN
al‘tnership ®Igy to the World, Reliable Supply; Environmental Stewardship,

The

Ollgy,:
A Wln » . . * .
RAMQOh 8 len corporate values have been the guiding principles by which Saudi
a .
l) S achieved extraordinary success.

EXC
) ELLENCE: We pursue excellence in everything we do.

UM
e, |AN RESOURCES: We encourage continuous learning and strive to
€lo
3) P our people to their highest potential:

Al
RNESS AND INTEGRITY: We strive for fairness and adhere to the highest

S .
Ocial Responsibility, and High-Tech Vision”

i
cal Standards,
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achieve our business
We support each other and work together to achieve o
4) TEAMWORK: We su :
objectives successfully. . ' security, health and
5) SAFETY: We strive to maintain the highest levels of safety, security
: We striv
envj tal standards. . - overnment
6) Rl;uronmen : NESS: We are responsive to the expectations of the g
SPONSIVE :
and our customers. e committed to
) STEWARDSHIP: We are proud of our company and ar
Preserving its assets and resources. —
8) TRUST: We place authority where responsibility ions
a .
)| ACCOUNT ABILITY: We are accountable for our

; a role model for
IO)CITIZENSHIP We support our communities and serve as
Others.

Comp:
"MBliange to various Management Systems

. ibilities and a

. ' basic responsi

Oncer, for the environment is one of Saudi ARAMCO?'s ion Department provides
. on

lon&standi“g Company commitment. The Environment Protect y operates in an

compan
eadership on enyj tal issues and ensures that the
vironmen

eny;
Irg ] .
nmerltally responsible manner.

p ] aS

, i d
t' ]I e

0
» by identifying hazards, by ¢
ivat

‘ 1 and live safely.
e “ompany personnel and their families to work

qu
Morate Governance Framework

i OrS

- ations in the hands of 51,000 people from 66
d'ffere AMCO places its hopes and aspira
nt

shuti any would not be the
Coungy Without their daily contributions the company
1€s. ithout
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Premier supplier of energy that it is today. Saudi ARAMCO is an integrated global
tnergy enterprise. The company markets and exports crude oil, petroleum products.
"alural gas liquids and sulfur. It also ships crude oil worldwide through an affiliated
:zmpany and participates in petroleum refining and marketing activities at home and

"8d. Its overseas affiliates are in the United States. Egypt, the Philippines, the

R .
®Public of K orea and Japan.

udi A
rameo' e . . .
MCo’s subsidiaries span the globe, with offices in Houston, Washington, New

ork, L :
ondon, Leiden, Dubai. Singapore. Beijing, Hong Kong, Tokyo and Seoul.

Audi
ARAMCO reports to its owner, the Saudi Arabian Government, through the

“Prem :
o e Council for Petroleum and Minerals Affairs, chaired by the Custodian of the
ol '
Y Mosques, The King of Saudi Arabia. The Supreme Council for Petroleum and

iner)
S Affa; , e
e ffairs sets the company’s broadest policy and objectives. Its members are

awp,
oM the government i
and the private sector.
To

aCCOm . .
heag Plish it mission, Saudi ARAMCO is organized into key business areas, each

ed
Ya :
Ney, Member of corporate management. Furthermore, According to 2007 Arab

* NI . .
Xpe SConstitution of the board of directors aims at benefiting from the talent and

rtisQ
of legqs
®ading personalities.

270



L SUPREME COUNGIL FOR PETROLEUM AND MINERALS AFFAIRS J

-
SAUDI ARAMCO
Govt of Saudi Arabia 100%

( SAUDI ARAMCO BOARD OF DIRECTORS

1 Chaiman (Minister of Oil and Gas),

12 Members (Non-Executive Directors)
which indudes Heads and Former Heads of Roya! Dulch
Shell, Wordd Bank, Finance Minister, Sr. Vice Presidents
\ of Saudi ARAMCO

(- AUDIT COMMITTEE
N

( PRESIDENT & CEO OF SAUD! ARAMCO_]

[EXECUTIVEVICE PRESIDENT (OPERATIONS) |
| |
o OPERATIONS BUSINESSCENTER - _]

Sr.VICE PRESIDENT Sr. VICE PRESID Sr.VICE PRES!DENT
OPERATIONS OPERAT!ONS OPERATIONS

Execun
VE MMAGEMj EXECUTIVE MANAGEMENT[ EXECUTIVE MM‘SEMENT I EXECUTIVE MMAGEMENT |

l | |
Iw [ manacemen | [ manaceMeNT | [ manaceMENT |

- sn VICEPRESIDENT R

Sr.VICE pRESID
ENT
OPERATIONS

Fig. 5.7, Organizational Structure at BAPCO (Source 3AUD' ARAMCO)

7 )
u : .
g“"ern Strates ARAMCO’s organizational structure to elucidate the corporate

by The framework within the entity. Saudi ARAMCO's Board of Directors, chaired

i . . .
Dlann. Nister of Petroleum and Mineral Resources, is respor.131ble for high-level

8 by ~. ,
Qfﬂeer. Udgeting ang project decisions. The company s president is the chief executive

business lines. Four of these

8s 1.
E[]. Ill’]e .
gl“eer- S, Exploration & Producing; Refining, Marketing & International;
rations Services; from the Operations

Project Management; and Ope

Cnter headed by the Executive Vice President, Operations. The remaining
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business [
ess lines Fi - . :
es Finance, and Industrial Relations. report directly to the President and Chief

Executive Officer.

hoitiatiye
tive in Enterprise Risk Management

E
Al;:ll\;‘é““ion and processes
ﬁ"ancial (r)es::t .embraced an ERM system that was implemented since 2005 only for the
i ey be esta::f controls. The entity has both an ERM process and an ERM function
®Nlity | il 'Sh'ed; however the reference model is the COSO ERM Framework. The
cha, Beingahorkmg to have a comprehensive framework across the business value
i"tegration uge oil entity the greatest challenge In implementation stated is the ‘Lack
and uniformity’. At the time the interview was conducted, the Executive

Ment | C ) . . _
S¥ster IS considering to introduce further modifications to the existing ERM
0

rt term (3 years) business priority. Furthermore, ARAMCO has not set out

Governance

MCO
r executives. The Risk

3
S 1i . .
isk governance is ensured by a team of senio

l‘ttee : .
IS not yet appointed by the Board of Directors however the entity has an

Omm; .
X Mittee appointed by the Board of Directors. There is no Corporate Risk

. Audj it i
ut'lize dit for preparing the Internal Audit Plan. However, Internal Audit intends to

€ Cor :
Porate Risk Register in future.

Co .
Statem 3 a NOC does not publish its Annual Report along with its Financial

h ents. . .
G‘Neve ARAMCO communicates  its achievements through its Annual Review,

iy it d
0€s not communicate about its ERM initiative.
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U
Pstream Petro-strategies

:;&Ah;rce; l: Onshore Development Campaig

tude o] rese:,::ate CO.ntrolled company has preferential access to the world's largest
paciy o o and it also mezfns that ARAMCO has to expand the country's oil
this Challnge ::{gle-handedly. Financially, ARAMCO is in a strong position to meet
hile i omp‘m AMCO has a .swathe of other upstream projects in the pipeline.
aud b, Oiland re?erves are se(.:ond to none, .it alone is charged with increasing
in g mber of capacity, although it does get assistance from partnerships with 10Cs
irermen, rem:t“m g.as z}nd refinery developments. ARAMCO'S. ongoing investment

' Explor .'“5,. as it will do for the foreseeable future. substantial.
Exploration in the Empty Quarter (Rub Al-Khali): Saudi Arabia in April 2008
i:‘;:dk: contract extension to a JV drilling in the Kingdom's Rub Al-Khali
» Known as the Empty Quarter. The South Rub al-Khali (SRAK) JV between

State.
controlled Saudi ARAMCO and Royal Dutch Shell has been exploring for

gas
Over a 210,000sq km area since 2003, sO far to no avail. The contract, which

Was
due to expire in January 2009, will now be extended for an 18-month period

o af
OW further exploration wells to be drilled. Three prev
o sell 5.2bcm per

ious wells have

Prod
ucge . ) . . e
d no discoveries. The consortium has been aiming t

ann
UM to the Ministry starting in 2009. Total has withdrawn from the SRAK

Sche :
Me. Failure to find gas has been cited as the basis for the move. Three wells

ril]ed
. 0il on the prospect's acreage have come up dry.
N fielq development plans; The recent total upward revision of ARAMCO’s
Ve . . .
Stment plan includes some $65bn that will be investing i projects already in

Prg . ere e
8ress, including the Khursaniyah, Abu Hadriya and Fadhili oil fields near the

Cit
Y of Jubgj| on Saudi Arabia's Persian Gulf coast. ARAMCO plans to increase

Ol gy
N Put capacity to 12mn b/d by end-2009.

Ca
acj . At . A1-Naimi
h expansions Projects: Oil Minister Ali Al-Naimi has also suggested that

t
€Ki . .
Ingdom s considering a second phase of upstream capacity expansions,

Whigy, could

b y to {5mn b/d after the phase one target of
N

potentially take capacit

MN b/d is reached at end-2009. However a key proviso was that there should
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be clear si .
ar sig - - .
signs of long-term demand for the extra volumes. The Minister suggested

that eac ; ;
h of these capacity expansions could be completed within three years of

Project sanction. The key projects are:

a) Zuluf (Arab Medium) - 900.000b/d

b) Safaniyah (Arab Heavy) - 700.000b/d

¢) Berri (Arab Extra Light) - 300.000b/d

d) Khurais (Arab Light) - 300,000b/d
Th:)K::ayb?h (Arab Extra Light) Phase 3 - 255.000b/d
s ogsamyah. programme, whiclf will als.o produce more than 3bcm per
A Hadr.g’as, will dev.c¥op. production facilities for the onshore Khursaniyah,
Persiar G;)l: and Fadhili oil fields near the city of Jubail on Saudi Arabia’s
Kbursan N C(.)ast. It was announced in September 2008 that production at the
DroduCiny oil field lTas started. By end Q109 the field is expected to be

g 300,000b/d of crude oil. At full capacity the field may produce as much

as 500
,000b/d of crude, plus 300,000b/d of NGL. Saudi ARAMCO said in June

hat its $10bn Khurais oil field development is on schedule to be completed

by Ju
he 2009, despite speculation that the project's start-up would be delayed.

Ne

W

~_consortj . . . .
nsortiums in_Gas Explorations: [OC upstream involvement 1S’ now

i“cl‘easin .. . .
g, due to initiative to develop gas fields using groupin
Shell, Total, Eni, Repsol

ARAMCO, the five-

gs of foreign

Operat
ors. Deals have been signed with Royal Dutch

YPE, | i
» Lukoil ang Sinopec. According to statements made by

Year .
Plan wilj radically increase the rate of exploration and includes the drilling of

307
including 67 exploratory wells
CO, exploration and

ne T
W development wells, primarily in non-

aSSoci
Ated offshore formations. AlsO according 1o ARAM

e\/elo
Pment will also commence in non-producing areas such the Red Sea and

the )
afud basin, north of Riyadh.
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D
OWnstream Petro-strategies

Z‘lajor investment programme
°z:flt|1RlixMtCrO announci:d plans in May 2008 to invest $129bn in new energy projects
S, refinic ive years, focusing investment on the expansion of its crude oil. natural
Perations agt and petrochemical capacity. Khalid Al-Falih. executive vice president of
ime"‘ationa[ ARAMCO. told Reuters that $70bn of the total had been earmarked for
ARAMCO T:"d domestic JVs. leaving around $59bn for projects led solely by
Cial eSti‘m € ﬁg'“"e of $129bn represents an increase of nearly $40bn on the previous
WSt qm ate of investment which stood at $90bn. Falih said ARAMCO is focusing on
Jor capacity development, believing that this area offers the greatest potential

f“tur
e . . . .
Chi 8rowth. The investment programme includes refinery projects in the US and

L
®mpe Stcond phase of development at the Rabigh refinery and petrochemicals
X

3 and . . . .
DQWC a giant petrochemicals plant at Ras Tanura to be built by US multinational

emiCa]_

]
Rabiop :
K‘Mﬂr_ﬂted refinerv_and _petrochemicals complex: In 2006 Saudi
AMCO ang Japan's Sumitomo Chemical broke ground on the $9.8bn Rabigh

Refin;
"Ming and Petrochemical JV. Rabigh will be upgraded to 825,000b/d (from

400
: ’OOOb/d), while shifting the product mix towards gasoline and kerosene, and

at . ] .
. ing the site with a new petrochemlcals plant.

Catens
$20;rln for Asian demand: The Saudi ARAMCO development plan calls for

N of : :
of investment to increase domestic refining capacity to more than 3mn b/d

nd .
Mternationg] holdings by at least 1-2mn b/d by 2011, particularly in an effort

to
Cet . . .
. the requirements of the fast-growing Asian market.

A
w.
o ith 10 for constructing new refineries: The Conoco and Total deals are

i , . , :
Mportant steps in a process aimed at increasing the Kingdom’s refining
ver the next five years. ARAMCO and the third-

Oltpy
l)igget by as much as 60% o
SLUS ol firm ConocoPhillips in 2006 signed a deal for a second new

l‘efl
Nery ; . -
Yin the Kingdom, in the wake of French major Total’s similar arrangement

arlj
| . o .
N the year, The Conoco venture s aimed at building a plant with
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400,000b/d capacity at Yanbu on the Red Sea coast. It will create petroleum
products for export to the US. European and Asian markets.

New refinerv at Jizan: Saudi Arabia's Ministry of Petroleum and Mineral

Resources announced in October 2008 that the licensing process for the
construction of a 250.000-400.000b/d refinery in the country’s south-western
Province of Jizan is on schedule and will not be delayed further. The completion
deadline for the refinery. which was originally set at 2013, has already been
Pushed back to 2015,

Qperationa] excellence in facing the environmental challenge: According to

Abdallah Jumah, chief executive of Saudi ARAMCO, speaking at an energy

“onference in Feb 2008, ARAMCO will spend $90bn over the next five years in

Upstream & downstream projects globally, including $1bn on environmental

Initja
Uatives such as fow sulphur fuels.
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3.6

OV .
¢rview of the Business Value Chain

Mationa| O '
nal Qj) Company in the Emirates

The United Arab Emirates Oil Industry

The ma'
in o
government vehicle is Abu Dhabi National Oil Company (ADNOC), which

Ominate
S the . . .
Abu Dhabi upstream oil sector and UAE in general. It accounts for over

0% of
the ' . .
UAE's ol production and 36% of UAE’s refining capacity. It operates as part

Of JVg v
w

e oy ith [0Cs. Other major state companies
nst ..

| f€am participants Emarat and ENOC.

Upstream ;
a . .
0 i M Involvement is extensive, and set

a5 mo :
Offereq re Abu Dhabj upstream projects are

orej . . .
Prodiy e gn  groups are active in oil
uctlon

Pe
' tr()chem
0j)

’ 83s exports, lubricants supply and
cOmpanl:‘t:(;h.emes..ADNOC is an integrated
Aby Dhay; | a.llshed in 1971 by the emirate of

| T,h © site of 94% of the county's crude
resp‘)nsi " : COmpany and its subsidiaries are
ort Nor the E&P of oil and gas, providing
. ICes. to the hydrocarbons industry, the
t\“Qilitie, ch Ol refineries and gas processing
g the SMicals  and petrochemicals plants
prQducts. horage and distribution of refined
de g © emirate i aiming to increase total

Utpyt ¢,
I
M 2.3mn b/d to 3mn b/d in 2008.

P
nd ) .
8as fields in the emirate are

0, Y 4

AD:;"%J, MDMbu Dhabi Marine Operating

iy 0C (00, CC Which is jointly owned by
Co

%),
129, 8P (14.6%), Total (13.3%) and
0
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' V:oil’and the distinctive growth of UAE

The United Arab. Emirates Is a federation of seven
states established in 1971 by what were then called the -
Trucial states, on galning their independence from the
UK. They are Abu Dhabl, Dubai, Ajman, Fujayrah, Ra's -
alKhayma, Sharjh and Umm al-Qaywayn. The states -
maintain @ high level_of autenomy but the UAE .as ar
whole is-govemed by, the.Supreme, Council.of Rulers,”
composed of the seven-emirs; Who “appoint & prime -
minister and cabinet . - .. v s L

Abu Dhabl was a latecomer to the-Middle Eastern
oil Industry, only beginning its production in 1862,
The search for oil had begun nearly 30 years earlier,
however, As elsewhete in the Middle East, this search
was in the hands of foreign oil interests organized in a -
consortium. -, ¥ L T e ‘
- During the late 1960s there was growing resentment in. -
Abu Dhabi, as elsewhereiin the Middle;East, of fofeign °
~owiership. of . ol Sresources; ~and. ‘gspecially e
* consorium systém. The gaverment conclided a S0:50...
' “profitsharing; ‘agreements’ with . gxisting- consortums,

" Following -the _-formation “of . the . Organization -*of+-
Petroleum Exporting:: Countries ‘(OPEC),'Abu 'Dhabi -
followed the general poficy of requesting participation in -
 the foreign ‘oll; companies. active .In its temitory.- Abu -
- Dhabl was distinctive;among the OPEC. members In
tha "gulf- In. retalning ;the. former., oncessionalre™

" commpanies 1as “equity holders “inthe : operating-.

‘ or LS

 enterprises. It did ot as elsewhere, seek {0 Temove

consortiums, “all: of “which ¢ Included; provisions . for.
"ADNOC to have the:option to'take:up to 60
. in successful ventures.: " s

foreign .- ownership - entirely,." ADNOC,’ therefore,
“ developed as.a ‘holding.company with an intricate-
web of majority and minority equity stakes In other
prpd;jcln’g".iichpan,lp < The: government - was.®
‘motivated In: this - strategy.-by.-a desire ‘to " pursue -
" production and explaration as energetically.as possible. -
hs-part of ‘tis “aim. flom. the 19605 various “new -
 concessions ‘were granted to mostly. independent. aif -
*companles ; In . areas’« relinquishied - by previous.:

% interest -

o

" Contd. In next page..s :

).
ADMOC is the second main producer next to ADNOC. The company's



;T:;::S::dzr:hthmtn Shaif and Zaku.m oilfields. with the latter ranked among the 10
Company o he \\orlti. Onshot'e oil exploration is managed by the Abu Dhabi
%), while 1 :Ss:re 0il Operations (ADCQ). which is jointly owned by ADNOC
Pate o . . filt. Total and ExxonMobil each hold 9.5% stakes and Portugal's
ADNoC g remal.m.ng 2
reﬁneries: roup subsidiary 4bu Dhabi Oil Refining Company (Takreer) operates two
. 2’:""::3 refinery (capacity 145,000b/d) which produces light products chiefly
port to Japan and India. An upgrade project to expand capacity to
200,000b/d was completed in 2005, including refits of existing units and
;’;:ﬂls-ion of units for production of unleaded gasoline and low-sulphur fuel oil.
il from Ruwais is sold as bunkers by ADNOC and also used for domestic
electric power generation.
Umm 4t Nay refinery (capacity 90, 000b/d), since its construction in 1976, the

Plant
has undergone de-bottlenecking as well as a recent expansion from its

orj
ginal name plate capacity of 88,000b/d.

46,,
hab; Ga .Contd. ,
A . . ) .
p()hslbl Industries Ltd (GASCO) 1S TADNOC established subsidlary companlas.-‘
a ¢ for processi ] _specialized- In.: ‘the: ‘various | sectors <of-:the “oll’
Sociqy essing associated and non- Industry Abii Dhab created-companies ‘to- take: over -
¢ the marketing and 9as liquefaction businesses- ADNGCC

was also anxious that Abu Dhabi should have'its own
of on With q refinery capaclty. ADN ONOC's first ofl refinery- -situated at
produ Umm Al Nar, opened in 1976, and in 1981 the company

ction in excess of 40. 8bem opened a second refinery at Ruwais. These plants

made the UAE self-sufficlent in refined petroleum

8as
140
o, 79.000b
i /d of condensate and 4,000 products, with a surplus to expo. ADNOC also
further diversified ‘overseas, again. favoring joint

l)rd 83s from the Emirate's onshore oil

of
T Sul ..
Ota| Phur. It is jointly owned by ADNOC, || venture and mixed . owners
Zahlan, 1998; MEED Report)

htp structures (Satdi

ell 4
.20 custom "d Partex. Gas is supplied to around
i Crs .
I]dlls Trig| e mCIud'"g power plants, ADNOC's group companies and the entire Ruwais
State,
g,

he

l“e U »

Us,,“rc e AE’s constitution, each emirate controls its own oil production and
e\Jel

AR Wag Opment. Although Abu Dhabi joined OPEC in 1967 (four years before the

M, S for
Ot N hmed) Dubai does not consider itself part of OPEC or bound by its quotas.
al
Fof Abu Dhabi's oil production is generated by state-owned ADNOC
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Dubai p
etrol . .
- eum Company (DPC) s the main upstream operator in Dubai. representing
etwee -
N n the government and US-based ConocoPhillips. The state-owned Dubai
ral Gas . )
Company (DUGAS) is responsible for processing natural gas produced in

DUbai's .
offshore oil fields as well as the gas piped from Sharjah.

10Cs

Dhab:r::z Jj::’r‘vgr a?c‘e'. the UK and others own up to 40% of the energy sector in Abu

sharing e ; DAL;“ oil producer to have retained foreign partners on a production

°Urrem|y o ?C holds the majority stake in all upstream oil ventures and is
ning a limited further opening of oil production to foreign firms.

¢ UAE .
i
§ @ member of OPEC and it has recently (December 2007) been producing

'48mn
b/d, apa; :
» against sustainable productive capacity of 2.75mn b/d. The UAE is expected

0 hay
¢ Ca .
Pacity of up to 2.89mn b/d by the end of 2008. There are also significant

Vo u
Mes of .
8as liquids that are exempt from OPEC quotas. ADNOC has stated that the

Pany is seeki
seeking to produce 4mun b/d by 2015. Foreign Minister Sheikh A

aYed al
Na
0 5y, hyan announced in April 2007 that UAE oil production capacity W

ill increase

hb/d b _
¥ 2014, increasing the UAE's profile in the Gulf region.

Oil ay .
The aS assets

Co||ect.
by Ion of states that forms the UAE has proven oil reserves estimated at 97.8bn

Sta’ .
fotg) tistical Review of World Energy, June 2007), or nearly 10% of the world

" Ne gy ) )
oy Me total is recorded in the December 2007 Oil

a% e wo"’d's fi b d  onifi
u ifth largest natural gas reserves at 6,061bcm and exports signiticant

Ntg
op;,  Of L
flts 0j NG to Japan. Abu Dhabi dominates the UA
of reserves, followed by Sharjah

& Gas Journal survey. It also

E oil and gas sector, with 94%

il
3 (ov
k Rag al Kel' 92bn bbl). Dubai contains just 4bn bbl
Y halmaha with 1.5bn and 100mn bbl respectively.
AR
h
Uy S A
8}:\]3 i co ¢ Operational refineries providing capacity 0
ns . o
g, MSUMption is estimated at 422,0000/d, while 1t 825 demand of 44.8bcm falls

f approximately 781,000b/d.

Pr i
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Alth

200:‘::(::1;[:/\:5 holds the \\'o-rlc.i's fifth largest natural gas reserves, with 6.6tcm at end-

0S5 s Thf h(.) ’t:e BP Sta‘lnsucal Review of World Energy. June 2007) most of the

develop oving IOIL-. levels c?t sulphur in the gas make it more challenging and costly to

infraSlI'Ucture " Iits <.:0rroswe nature. which means it requires special handling and
. The gas in the Shah Field has a content of around 30% hydrogen sulphide,

s highly toxi , .
ghly toxic, making production much more testing and expensive than

COnVe .
n
tiona) gas development.

HOW
Sver, Byci
» DuUsin . . ) .
ess Monitor International estimates that the UAE's proven oil reserves

Wil sg;
P grad
ually over the period to 2011/12, dropping to 93.66n bbl. Exploration and

{ may not be sufficient to maintain the current
r some

Velo
Pment activiey, :
"SServeg activity is now on the rise, bu
Positio : I
n while delivering rising output. However, analysts se€ SCOP® fo

aNsig
n of
a
8as reserves, perhaps to 6,220bcm over the next five years.

Bug
inegs
Aby Value Chain

Proved ; )

the " Iq d itself one of the better managed state oil companies.
Igest oj o .
oil companies in the world. The state-owned enterprise 15 engaged in all

of :

the oil industry. | , 1di
y. It has a complex and intricate holding

her NOCs, ADNOC’s

es which are catered

ADNOC is one of

company structure

Vin
busi . ®Quity links wi . ) )
n s with large Western oil enterprises. Unlike ot

th Value 1 . .
Ough 14 chain comprises of the following major process

fotpé::agon and Production of Oil & Gas is catered b-y

OPCQ) perations (ADCO), Abu Dhabi Marine Operatin
t Company (ZADCO).

National Drilling Company

Abu Dhabi Company
g Company (ADMA-

»and, Zakum Developmen

Xploygt:
DCratm" and Production Services is catered by
) ESNAAD, and, Abu Dhabi Petroleum Ports Operating Company

"RStap,
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* Qil as i i
(GAand Gas Processing. is catered by Abu Dhabi Gas Industries Limited
S - ' .
. .CO), Abu Dhabi Gas Liquefaction Company Limited (ADGAS), and, Abu
abi Qil Refining Company (TAKREER). |

* Chemi F
micals Petr i i
and et ochcmlcals 1S catered by Ruwais ertilizer Industries

(FER :
TIL), and, Abu Dhabi Polymers Company Limited (BOROUGE).

Mariti . .
Itime Transportation 1s catered by Abu Dhabi National Tanker Company

(ADN .
i ATCO). and, National Gas Shipping Company (NGSCO).
efi e et
ined Products Distribution is catered by ADNOC Distribution.

Ing t .
g to reports in 1999 Institutional Investor, ADNOC proved itself one of the

Ctter
Managed ;
ged state oil companies. The stratcgy of alliances with Western oil companies

pOsitio
. In
terms of sheer production capacity, ADNOC

the
W()rldv
S ten . . . . -
largest oil companies, with a sustainable output of around one million

Per da )
¥, and sufficiently large oil reserves to enable it to keep operating for more

Years at 1990 production levels.

Th
el’e i
ala :
Torth rge economic imbalance between Adu Dhabi and Dubai, and the five poorer
¢ e emirates are the development of

n emi
they ive Irates, Important domestic issues for th
an
dthe heavy reliance on expatriate labour.
Ab
u Dh
. abj
tn'”ig accounts for 90% of UAE ol and gas production, having more than 90,000

It arre|
has S of recoverable crude and the world’s fi
{ an

fth largest deposits of natural gas.

e :
Proje the lead contributor to the federal budget and has helped with development

Ot ;
fope. n the .

N other emirates. The UAE economy is heav
r where 96% are expatriates. An

ily dependent on oil and on

ho
a
E’h‘r bOUr, especially i ‘ ccto
Qlisos: jally in the private S
8ag

A . . .
q drive is in progress, which has been successful in some sectors. In the oil
in EPC projects to raise its

I, ADNOC is planning 2 large investment
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Sustaina ; - ,
ble oil capacity and upgrade its hydrocarbon infrastructure. Without any major

hydroc
arbon reserves. the five northern emirates have traditionally been dependent on

the
Jederal government, and by extension Abu Dhabi, for upgrading their infrastructure.

How , ,
ever they are trying to increase private sector involvement (2007 MEED Report).

Key revenue lines
The | .
atest UAE Oil & Gas Report from Business Monitor International fore

Country ;
ry will account for 4.24% of Middle Eastern (ME) regional oil demand by 2012,
e are forecasting an

casts that the

Whil -
© providing 11.40% of supply. Between 2007 and 2018, W

incre .
3¢ in UAE oil production of 35.6%, with volumes rising steadily to 4.0mn b/d by

the ep
dof the 10-year forecast period. Seventy percent of the total annual production of

ADNO
C's refined products is exported.

2007pr°ducn0n is expected to rise from 592bcm to 110becm by the end of the period. With
2018 demand growth of 08%, this provides export potential rising from 7bcm to

be
M over the period.

C

Sty
At 1.
T gle Direction

€ sol .
The ® Objective of ADNOC is <Empowering the

Unj

nation for generations 10 come’.

s or directorates which have their

% ar,
e o . . .
translated through 14 speciallst subsidiarie

Que b
usj .. .
Iness missjon, vision and values established

\
Wpj;
Ay 0 various Management Systems |
ensuring @ harmonious balance

?

Cj
belw S committed to sustainable development & record
recor:

People’s needs and Earth’s resources. ADNO

in u
9th
h, Environment and Safety (HSE) sets the stan

C further states that its trac
dard for the rest of the Arabian
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ADNOC
and it " ' i
its Group Companies aspire 10 achieve an HSE performance that is

exemplary i
plary in the Middle East and African

Gl'0u .
p Companies have worked hard to p

Region. Over the past years ADNOC and its

romote HSE best practices and to improve its

HSE
performance in all aspects.

GrOu
p HSE Ri
Risk Management Guidelines Were introduced in 2000. Since then,

hUnd
l‘eds Of .
risk :
and hazard management studies have been executed, resulting in

and improved design standards and

impl'OVed .
technical integrity work programmes,
fy workplace hazards and develop

pm(:edu
re .

s. Studies have also been conducted to identi
s are aligned with 1SO and

effectiy
€ st
eps to manage risk. The Group’s HSEMS Guideline

OHg
ASs
tandards for HSE management systems.

Co
Tpor
ate Governance Framework

& Internal Auditors

ctors, Management
UAE and Ruler

d by the president of the
on of Abu Dhabi petroleum

Or.
ational Structure — Board of Dire

¢ Su
IDr
eme Petroleum Council (SPC)> chaire

of Ab
U Dhab;
abi. SPC formulates and oversees the implementati

policies

d its business activities, enhanced its

Ove

" the past three decades, ADNOC has expande

d to becom€ one g oil companies
and

ibution. ADNOC

emical industry as well

of the world's leadin

downstream activities, including

has 14 subsidiary

Petitj
. Ive position and manage

ith
SUbstares
stantial business interests in upstream

keting and distr

I‘ans
POl'tation, Shipping, mar
ds of the oil, gas and petroch

Co
Mpban:
Dames worki ] .
ing in the various fiel

CrUd
€ 0] .
il and gas transport and services.

In
Oct
1998, ADNOC implements new organizational structure to meet its future
C as a holding company is

a]'nb. )
Itig
Us plans and it is an integrated company- ADNO
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divided j

1 1 H

nto 14 directorates i.e.. the subsidiaries, whicl
company’s management is itself

Withi -
in the holding company. The holding

{0the s
UAE’s Supreme Petroleunt C ouncil.

Fig. s 1
8 illustrates ADNOC's organizational

govern
an .q s
ce framework within the entity.

1 comprise specific industry areas

answerable

structure to elucidate the corporate

SUPREME PETROLEY
1 Chainman (Ruler
9 Menbers {including

1 COUNCIL (SFC) A e T
of Abu Dhabi) ’

CEO of ADNOC) '

- ABUDHABI NATIONA
S Gotof UAE

.
i

L OlL. COMPANY. (I;\DNOQJ
(Aby Dhabi) 100% DR

CHI

“EXPLORATION.

BUSINESS SERVICES

EXPL:mnoN

L CAND,, L] ANDY
-. gaooucnouﬁ- PRODUCTION °
|OFOIL&GAS SERVICES

ADNOC GROUP

OF COS.
— —— (DIRECJORATES)

Fig. 5.8, Organizational Stru

Iy;
itiag;
ive §
¢In Enterprise Risk Managem"“t
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EF EXECUTIVE OFFICER (ADNOC)

T REFINED'
 RODUCTS .
DISTRBUTION

R
S5
]
EY
a3
3§
'3
&0
RS
EXECUTNE MANAGEMENT | ,
E‘O}xﬁﬁnoc' WHOLLY OWNED SUBS!D!ARIE)S . (Shown In Pink)
’ . (Shown in Green
L ‘ 2 oD :XJ:V:‘ISFIS?; Jsls VARY WITH CONTROLLING SHARES OF 10Cs
MANAGEMENT | 3. BOAR
cture at ADNOC (Source: ADNOC and its subsidiaries)



'lle i ; Y
rpr entity

high leve] ri
el risks t i
hat could have detrimental impact on ADNOC’s ability to generate ]
y value

forj
Its stak
eholders in i )
ers in its various subsidiaries and joint ventures

ERM
function and processes

The ey
enlity ha
s an
ERM process but the ERM function is not clear as there was no

reference model being pursued is the

infOrm :

ation . .

C080 supporting this issue, however the
RM Framework.

C does
not have established ERM policies and procedures in place.

ang
Partialjv ueil:
y utilizes the findings of the Risk Committee. There is a Corporate Risk
to whether Internal Audit Plan would

egisy
erin l
Place, but there is no clear indication as

eﬁved
fro
m the Corporate Risk Register in future.

Th
ttee and its members. Furthermore, no

el‘e H
IS h
0 ¢l . . .
ear information on the Risk Comml

Or
ublic domain.

al p
ublicat;
ation of the awareness and implementation is available In P

nancial Statements.

municateé about its ERM initiative.

- however, QP’s joint

o independent ERM framework being

petite

ADN
Report along with Fi

y t
n he Annual Report
ven oreS Qp’s . g . .

t subsidiaries did not have an

e ey
ntij
es (ex: Qatar Gas, Ras Gas) has @
of the various

. Th
e a . . M 1
reason for such an initiative 18 1o align risk ap

%
)|
ave an Enterprise Risk Management

b Fthe gypg;
e ® subsidiary companies (ex: GASCO) h

i
n plaCe.
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Upstream Petro-strategies

Offsh
ore and Onshore Development Campaign

There
are s : .

everal projects either on the cards or underway to up
ysts state that ADNOC should

grade infrastructure at

EXisting o
g oil ; i i
s fields, leading to a boost in capacity. Some anal
solid rat
ere .
d gas projects planned.

® 'R
Reforming the concessions system: i ideri ising i
ming the concessions system: The UAE is considering revising its system

of ol -
and gas concessions fo Spur technological development and introduce

¢. Once state oil firm ADNOC has

Moye ., . .
competition into its upstream segmen
Cs. it is expected that the company

conc| : : : .
uded its sour gas licensing round with 1O
ystem as it see
e to expire until 2014 at the earliest,

will fo .
cus on reforming the concessions S ks to boost production

Capaci
1ty. Although the concessions are not du

Xpected that renegotiations will begin early.

On .
Onshore oil field development: Growth .1 the UAE comes from Abu Dhabi,

Wher ] - .
¢ investment at onshore fields feeding the Murban crude streant is bearing
| 2mn b/d in 2005, is expected to average

from Abu Dhabi is likely to shift
ojects

Jruis
- Murban's capacity, which stood at

.58 .
mn b/d in 2008. Longer-term expansion

of}
Fshore, t0 the Upper Zakum and Umm Shaif
st period of these projects.

e oil and gas production un

two-thirds to 1mn b/d by 2019.

0 now look extremely optimistic.
r in the

nMobil

fields. The impact of these pr

. l(s);;:::)y to b.e felt only at the end of the foreca
mw The offshor

is aiming to boost 0il production by
201
04 as a strategic partne

it of

Earl‘
et plans to boost capacity to 4mn b/d by

AEHV
OC brought in ExxonMobil in June 20
8% ownership stake. Exx0

the Upper Zakum field to raise its

b/d by 2008, and to 1.2mn b/d by

deve
is lopment of the Upper Zakum field, with a 2

set
10 undertake a programme of upgrades 10

Capge;
201()clty from the current SS0,000b/d to 750,000

0 ,
Lield_upgradation projects: Several projects © upgrade infrast

h y. There is a $300mn project to

isting ~:
in g oil fields are on the cards Of under wa
° Bu Hasa field. The goal Is 10 increase

e ructure at

reas
€ the capacity of the onshore
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Ot 6

e
ISla nltlathes incl .
hg clude Replacing ageins LNG trai

Iy bet
tel’m >

capacity to 480
000b/d. A gas re-injecti ]
Ob/d. A gas re-injection project is also planned for the onshor
e

Bab field, which i
. which is expected to incrcase capacity to 350.000b/
apacity from 280,000b/d to

d. Upgrades

planned f
or the onshore Asab ficld should boost ¢

310,000b/d. T
, d. o i "
hese projects are part of an overall goal of raising the UAE's

productio :
nca . ~
pacity to 3.5mn b/d by 2010, a target that is considered achievable

W - o -
vill spend $10bn on field developments, according to media sources in

June 2007,
Onsh
s Development: Overall UAE gas consumption is forecast t0 reach

62.9b¢
. m .

by 2012. Production of gas is on the rise, with 85bcm achievable by
a formation in Abu Dhabi is

GD) to bring 12.4bcm of gas
2008. Shell and ExxonMobil
ment at Shah and Bu Hasa

f:elfhi'r;)folViding‘exports of 22.1bcm. The Thamam
om0 {?rll]ase of the Onshore Gas Development (O
e aley . almam‘a F rese.rvoir at the Bab field by
e, olved in technical studies for £as develop

ely.

De
velo
ment of Sour Reserves (Shah_Gas Rese

which nat

rve); According t0 French oil
jonal operator ADNOC plans
produce 10.2bcm per annuim,

h some of the largest 10Cs,
n bidding

sh due to

COmp
an
y Total, UAE's sour gas reserves,

to dev .
elop in a JV with 10Cs, ar€ only estimated to
oug

nfirmed their interest i

thusiasm will dimini

3 third
of the original estimate of 31bcm. Alth

includ.
ing BP, ConocoPhillips and Total, have €0

f()l-
the . ) )
Project, it remains o be seen whether their en

the
ap
parently much lower production levels.
ns in its ageing LNG trains at Das

efaction Company (ADGAS) - 2

d Total. The other major long
will begin in

ility, which

Abu Dhabi Gas Liqu
BP an

LNG storagé facility
MCC) hopes that the fac

With
0
Wee Ne mega-train, at the
nA .
13 bDNOC, Japan's Mitsul, and oil majors
Objective :
jective is the construction of its $1bn

0()8
. T
he Dubaj Multi Commodities Centre (D
derivatives
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D
Ownstream Petro-strategies

Major Ex :
Jor Expansion Projects & Contracts

_COnStl l.()
Uuc i r rv r N
1on Of lﬂtegrﬂted Cﬁlle aﬂd Det OChemical Dlant: DO\ nstream

at the Ruwais refinery, adding an additional

Ta
kreer plans to double capacity

417,0 -
00b/d to the existing 400,000b/d of capacity. Jasem Al Al-Sayegh, the

geéne ) - . ]
ral manager of ADNOC’s refining unit Takreer, has said that the engineering

n should be completed by end-2008 or Q109.

a .
nd design study for the expansio
dged as

The X
planned completion date is 2013, although this was acknowle

ambitj L
ious. Once expanded, Ruwais will be integrated with a petrochemicals
being built by Takreer

Com . .
plex and a new oil lubricants plant, which is currently
012. As well as

With Fj ,
inland’s Neste and Austria’s OMYV, and is due onstream in2
to the nearby Borough

Provid;i
iding for I.lmn tpa of feedstock supply
ompany to reduce the

Petrochem;
emicals plant, new units at Ruwais will allow the ¢

hich along with gasoline makes up around 35% of

sul

Phur content in its diesel, w
Takreer,s Outpu[.
Refinery: Abu Dhabi’s investment arm IPIC and
nery with 500,000b/d

nd IPIC announced in

C
Q0struction of New
Con .

ocoPhillips signed a deal in 2006 for a new refi

:::il:g' Conoco pulled out in 2007 citing rising costs @
Other ; 08 that the plant’s capacity would be reduced t0 less than ZOf),OOOb/d..

is()wnw"e—"tﬂi—tiﬂg‘ Quality Energy Petro Holding International, which

ed by a member of Abu Dhabi's al-Otaiba family, plans t0 build a $13bn oil

ck. This would dramatically

k Iranian crude as feedsto
ell as strengthening links with

refy \
Inery in the UAE and see

incre
a : , :
se the refining capacity of the emirates, as W

Il‘a
n. QUality Energy intends t0 build a 500,000b/d complex with the government

ompany plans to invest $100bn

Of Ryccint
bey Ussia's Chelyabinsk region, in which the ¢
Ween now and 2012, according t Chairman Adil al-Otaiba.

END OF CHAPTER-5
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