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EXECUTIVE SUMMARY 

n February 1991, in response to the profound economic and political changes occurring in
the relations between the nations of Eastern and Central Europe (ECE) and the "Soviet 
Union," the U.S. Agency for Inter "onal Development (USAID) launched a program of 

technical assistance to assist these nations cope with the specter of a cutoff in Soviet oil supplies.
T-e International Resources Group (IRG) and its subcontractor Energy Futures Group (EFG) 
were selected to examine the changes that were occurring in the region's oil procurement and 
supply and distribution system, and to assist the ECE nations improve their oil purchasing and 
management capabilities. In colaboration with senior level officials in the state oil and gas
companies, trading firms, i..fineries, pipeline companies, distribution and marketing
organizations, and high-level government planners and policy makers (usually in the Ministry of 
Industry and/or the Ministry of Finance), IRG implemented a technical assistance program 
tailored to the particular needs of each nation. 

Based on the assessment carried out during an initial reconnaissance trip to each country, in
country training progrms were developed covering oil price risk hedging strategies, including
the use of futures and futures options markets, over-the-counter (OTC) financial instruments, oil 
swaps and cash paper markets. In addition, the training focused on: cash (wet barrel) crude oil 
and refined products markets, which included price formulas for crude and refined products in 
the spot and term markets, the role of exchanges, and arbitrage trading; fundamental and 
technical analysis ofworld oil markets to make price predictions and identify trends, and;
implementation and management of hedging programs. For refineries, IRG provided direct 
technical assistance in optimal refinery planning, including crude oil evaluation/selection, 
process operations, energy consumption and marginal cost economics. In addition, IRG 
addressed supply and distribution department organization, new marketing techniques; analysis
of processing agreements; ship charteritag; pipeline management, and; refinery LP modelling
techniques. Subsequent to the initial training, targeted technical assistance was provided as 
follows: 

Bulgaria 
IRG worked with Chimimport and Neftochim's Burgas Refinery in iLhe areas of oil procurement,
refinery output optimization and logistics system optimization. Training focused on the basics of 
the cash and forward hedge markets to improve Chimimport's knowledge of logistics, finance 
and trading principles involved in crude oil and petroleum product markets. The IRG team also 
provided hands-on training in establishing appropriate computer-based market information and 
analytical systems to support trading decisions. In addition. IRG provided training on how to use 
refinery simulation models as effective "ools in running a supply and trading department. 

Czech and Slovak Federal Republic 
IRG provided training to employees of the Litvinov refinery on the use of futures and futures 
options for hedging the crack spread, the use of OTC financial instruments for hedging, 
including oil swaps, the use of technical analysis of futures and cash oil markets, use of LP models 
for refinery optimization and helped to develop the organizational structure for a supply and 
trading department within the refinery. Similar training was provided to staff of the Kralupy and 
Slovnaft refineries. 



Hungary 
At the request of Mineralimpex, IRG conducted an oil purchasing workshop on the subject of oil 
futures and cash markets, contracting strategies, options, swaps, related "derivative" markets, 
trading of crack spreads, arbitrage and technical analysis tasks. 

Poland 
IRG provided Ciech-Petrolimpex training on (1) trading on the futures and option exchanges, 
(2) strategic application of futures, options and swaps, (3) use of electronic price and market
 
analysis information systems; and (4) financial and accounting topics related to monitoring oil
 
trading activity and documenting a business/trading plan.
 

Romania 
IRG conducted a series of seminars in Romania. Topics included the evaluation of oil processing 
agreements, alternative approaches to hedge refinery crack spreads, and the role of long-term 
swap or "over-the-counter" contracts in securing oil costs and refinivg margins. 

In addition to the in-country training and technical assistance, two interns from each country 
were placed in U.S. companies (refining, trading, banking) involved in spot and futures marker 
operations for a training program of up to one month in the United States. The objective of the 
internships was to provide hands-on training and exposure to western company operations in the 
cash and paper spot markets and futures markets. The design and implementation of this 
training phase required intensive coordination and consultation with U.S. trading companies, 
large financial institutions, refineries, oil companies (majors and independents), and the New 
York Mercantile Exchange (NYMEX). 

In each country, the provision of technical assistance had a major impact, though in some 
significant obstacles remain to implementing free market trading practices. In Bulgaria, the 
Government has taken great strides to privatize the oil sector and move towards free market 
pricing though the lack ef adequate financing remains a major problem. Likewise, the continued 
imposition of uneven tax, (ustoms and quaJity standards on the Burgas refinery, in comparison to 
importers, and the lack of coordination among pricing, fiscal and trading policies remain areas 
of concern. 

In the Czech and Slovak Federal Republic, the major development with respect to oil 
procurement has been the decentralization of procurement authority and the growing 
independence of individual refineries. In addition, the traditional monopolistic state distribution 
and marketing companies have been both partially privatized and subjected to enhanced foreign 
competition. Despite these profound changes, the success of these refineries as private businesses 
will deper '1on how well they manage their day to day crude procurement operations. Either 
existing management will adopt western style practices or new owners will replace them. There is 
still much to be done if these entities are to survive under current management. 

In Hungary, with the prospect of privatization in the near future, Mineralimpex will see its 
historic domination of the market increasingly in competition with both the trading ars of 
MOL, an integrated national oil and gas company created in October 1991, and the western oil 
companies now engaged in marketing in Hungary. To meet this challenge, Mineralimpex has 
adopted a business strategy unique in the ECE nations to become a private crude oil and 
petroleum products company not only in Hungary but also around the world. With direction 
from Mineralimpex, Hungary has now taken the lead in a proposal to develop a Central 
European Energy Exchange. 



Despite these positive developments, the Government of Hungary still needs to take measures to 
insure competitive access to the nation's pipeline network to insure that MOL does not utilize its 
monopoly of Hungarian pipelines to exclude competition. To achieve this, some balance will 
have to be struck between the pure ideal of common carriage and a closed system. The resolution 
of this issue will have regional implications with regard to Hungary's trading relations with Russia 
and the NIS as well as its reighbors in ECE and Western Europe. 

In Poland, sinceJanuary 1, 1990, any end user now has the legal right to procure oil. In practice, 
however, while refineries are now able to trade directly on the world market, they lack the 
requisite skills and knowledge to participate in price risk management efforts. While the Polish 
Government in November 1991 announced plans to auction off major portions of the nation's 
downstream oil sector to place it on a competitive place with Western Europe, progress has been 
slow. indeed, structuring joint venture relationships with foreign companies has been partially 
resisted owing to the belief that they may hinder the process of controlled privatization. Because 
of the hesitancy of Government to take bold actions, the coordination and financial investment 
needed to modernize the sector has been lacking. The lack of downstream iTegration has made 
it impossible to streamline or rationalize the gasoline marketing sector. Refineries are frustrated 
by their lack of control over sales at the refinery gate, while domestic production often remains at 
a price disadvantage to import competition as a result of high production costs and/or a tax and 
duty structure advantageous to foreign importers. 

In Romania, there is considerable experience in purchasing oil and exporting finished products. 
PEI is responsible for the import and export of energy products and has a virtual monopoly on 
these activities as a result of its expertise, access to foreign exchange and mandate of the 
government. While industrial end users, the electric utility company, and PECO (the petroleum 
products marketing company) are by law allowed to import petroleum products, they have not 
been involved in the activity owing to lack of in-house marketing skills and PEI's dominance. PEI 
imports crude for the refineries, some products for end users, and arranges all of the petroleum 
product exports in return for fees. Although there has b2en some discussion of privatizing PEI,
 
and possibly the refineries, Romania has been slow to act to date.
 

While the problems prevailing in each nation varied considerably, as outlined in detail in this 
report, several common problems emerged that must be addressed if the nations of Eastern and 
Central Europe are to be integrated fully into the international petroleum market. These issues 
include the establishment of financial institutions and access to financial resources to allow 
existing or emerging oil and gas institutional entities to engage in trading and procurement 
strategies to reduce the cost of energy imports for each nation. Although there are many ways 
such reources can be provided, clearly until these resources are available countries such as 
Poland, Bulgaria and Romania will remain seriously constrained in their oil procurement 
policies. 

A second issue demanding attention throughout the region is the rationalization of energy 
pricing and government regulation to allow market forces to be the determining element in 
establishing energy supply/demand relationships. To the extent that government price controls, 
energy price subsidies and/or related tax or custom regulations retard the workings of the 
market or adversely affect an enterprise's profitability, the motivations to implement profitable 
oil procurement policies will be reduced. 

In addition, because of the inefficiencies pervading the energy sector of the ECE nations owing 
to the historic energy price subsidies provided by the Soviet Union, the governments of the 
region w-Il need to provide investment incentives both to upgrade the energy facilities in the 
region but also to overcome the perceived risks by private entrepreneurs. Such incentives can 
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take varied forms, such as favorable tax, royalty or fee treatment, advantageous buy in terms, etc., 
but unless they are available in concert with a rescinding of onerous government regulations, a 
restructuring of the sector to build a more effective base around which financial performance 
and investment will grow is unlikely to occur. 

Finally, there will have to be major changes in the supply and distribution management of the 
region's refineries both to rationalize regional supply and demand and to establish measures to 
ensure investors that sound management practices are in effect. 

While there are many other country specific issues addressed in the report, and an agenda for 
future technical assistance provided, the nature of the ECE market has continued to undergo 
rapid change which will require continued monitoring by international donor agencies. 

Unlike the situation which prevailed in February 1991, when concern centered on the nations of 
the ECE having a total cutoff ofSoviet oil supplies, in May andJune 1992, there has been a 
torrent of "illegal" Russian oil flooding into Poland, Czechoslovakia and Hungary pushing prices 
to levels as much as $2.50 below levels prevailing in the Brent market. One reason for these 
developments has been the diversion of oil from Black Sea and Baltic ports owing to transit fees 
charged by Belarus, the Baltic States and the Ukraine. While these prices are unlikely to last for 
long, the specter of acute energy shortages has been somewhat alleviated in the near term. 

The issues raised in this report demand urgent attention by all the states in the region if they are 
to integrate their energy sectors into the international petroleum market. While the states are 
attempting to deal with these problems, the challenges confronting them will require continued 
donor assistance for some time to come. 
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PREFACE 

uring the period 1989-1990, the ECE countries' undertook the first steps in the transition 

to democracy and the development of a free market economy. At an early stage USAID 
recognized that this process was occurring in the context of momentous international 

changes which would have serious ramifications for the oil supply system throughout the region. 
Declines in Soviet (Russian) oil deliveries, the shift to hard currency payments for Soviet oil, the 
impact ofhigher international and domestic oil prices, the Persian Gulf crisis and the attendant 
cutoff of Iraqi crude supplies, and the need to increase tradewith Western Europe as well as with 
Middle East and other producers have created an emergency situation. To compound matters, 
the ECE countries have limited access to foreign exchange and have a myriad of other pressing 
economic, environmental and energy needs. In addition, contracting arrangements with the 
Newly Independent States (NIS) in the former Soviet Union have not been reliable to date. 

Confronted with the decreasing reliability of a traditional supply source, the countries of the ECE 
region have been forccd to examine other sources and methods ofprocuring crude oil and 
petroleum products on a world market characterized not only by generally higher prices than 
those they are accustomed to paying, but also by price volatility. Therefore, throughout the 
region it was recognized that each country would have to secure oil on the pot and futures 
markets in ways that allow them to offset their price risk and at the same time guarantee supply. 
However, most ECE countries have very limited experience in these nmarkets and with price risk 
management techniques commonlI employed in the West. 

Thus, in order to assist the ECE countries in coping with rising procurement costs and their 
limited experience in these markets, the USAID, Bureau for Europe, developed a technical 
assistance program entitled ImnprouingOil Purchasingon Spot and FuturesMarkets (Component 3) 
under the USAID-funded Emergency Energy Project in Eastern and Central Europe. The goal 
of this Component was to assist the ECE countries in developing a practical understanding and 
capability to purchase oil effectively on the spot and futures markets. 

Contractor Team 

IRG was seleczed in February 1991 as USAID's prime contractor to carry out this technical 
assistance in the six countries of the ECE region. Working with IRG was its subcontractor Energy
Futures Group (EFG). Exhibit I presents the principal personnel conducting the technical 
assistance tasks unde this contract, along with their primary role and responsibilities. 

EXHIBIT 1 

IRG TEAM 

IME, ACTIVITIES UNDER CONTRACT 

Charles Ebinger, IRG Project Director 
John Banks, IRG Project Manager; Petroleum Market & Industry Analysis
Amld Safer, EFG Energy Economiks; Trading &Price Risk Manac ent 
Bo Poats, IRG Energy Economics; Trading &Price Risk Management 
Harry Jones, EFG/IRG Trading & Price Risk Managempnt; S&D Optimization 
Meg Annesley, IRG Trading &Price Risk Management 
Charles Boudrye, EFG/IRG Refinery LP Modeling 

L_ _implementation, 

v 

C c under this contract 
I Bugaria, he Czechand Slovak 
FederalRpubitc, Hungary, Polan4 

Romania and Yugoslavia. However, 
duringthe course ofprojec 

all technical assistance 
to Yugoslavia was halted. 
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INTRODUCTION 

A fter the conclusion of World War II, energy played a major role in facii.ating the Soviet 
nion's hegemony over the ECE countries. As members of the Council for Mutual 

lconomic Assistance (CMEA), these nations received the major portion of their oil, gaL
and electricity on relatively favorable, soft cu-rency tenrs. In return, tey sold industrial goods
which were largely non-competitive on the world market to the U.S.S.R. Today, the ECE 
countries still rely heavily on Soviet supplies: of the approximately 745,000 barrels per day (b/d)
of crude oil and petroleum products consumed by these nations in 1991,64 percent came from 
Russia and the NIS (See Annex F). 

This dependence is enhanced by the lack of an oil supply infrastructure link.ng Eastern and 
Western Europe. Since the end of World War 11, the flow of crude oil and petroleum products
between east and west in Europe has been virtually non-existent- In addition, !he poor
integration ot the West European crude oil and petroleum products pipeline system, owing tD 
the limited connections between northern and southern networks, has created a market where 
crude and petroleum products flowing south from Rotterdam and Wilhelmshaven do not
 
generally compete with oil moving north from Mediterranean ports.
 

The nature of the West European pipeline network fbr crude oil and petroleum products makes 
it logirtically difficult and economically costly for the ECE economies to diversify their energy

supply sources. At the sane time, the painful transiton process from planned to market
 
economies has created an acute economic downturn. 
 While economic recession has led to a 
significant drop in industrial energy consumption, residential and commercial consumers 
throughout the region are finding it difficult to pay the skyrocketing electricity and heating bills 
for their homes and small businesses. 

Despite the technical ana financial obstacles to buildihg a new oil, gas and electriciy
infrastructure, these countries are looking toward Western Europe, North Africa, and the Middle 
East to secure additional supplies of energy. In addition, the ECE nations are looking towards 
the West for (1) financial aid, (2) technical expertise in privatization, (3) an infusion of up-to
date technology to restructure their economies away from energy intensive heavy industry, and 
(4) investment in energy conservation and end-use efficiency programs in order to reduce their 
GDP/energy coefficients which in general are several times higher than those of the most 
efficient West European economies. 

While in the immediate aftermath of political independence most of the ECE nations moved to 
diversify their energy supplies away from the Soviet Union, the collapse of communism in the 
Soviet Union following the aborted coup has led to an embryonic change in perception
regarding future energy trading relationships with Moscow. While all the ECE nations continue 
to worry about the short- to medium-term reliability of Russian and NIS energy supplies, the 
collapse of central authority has led to new direct negotiations both between the ECE nations 
and some constituent republics for energy supplies (bypassing Moscow), and between the ECE 
nations and the newly independent Baltic nations. 



However, these developments have raised vexing questions as to the sanctity of existing oil supply 
contracts between Moscow and the nations of ECE, as well as with Western Europe. In the case of 
the Friendship Pipeline network, Russia's largest export pipeline, crude oil originating in Russia's 
Volga-Ural fields has to cross Belarus and Ukraine to reach refineries in the CSFR, Hungary, 
Poland and the former East Germany, making these exports .ubject to contract re-negotiation. 
These two new countries are demanding an enhanced share of the hard currency profits or 
increased transit fees on exports through their territories: for example, the Ukrainian 
government has demanded a 25 percent fee on the oil's value to be paid in dollars. In addition, 
the independence of the Baltic states has led Moscow to lose control of two major oil export 
outlets (Ventspils in Latvia and Klaipeda in Lithuania), while the independence of Georgia has 
affected a vital oil export link: Tbilisi wants to levy a fee of $3.42/barrel at the port of Batumi on 
Russian exports. 

While these new developments pose challenges for the ECE nations and in the near-term may 
exacerbate already difficult problems, in the longer term the changes occurring in the former 
USSR may reduce concern over dependence on "Soviet" energy supplies as increasingly sources 
are diversified among a combination of newly independent states and a loose confederation of 
republics within a residual Soviet Union. 

The need for restructuring the energy sector in the ECE nations has been seized upon by the 
European Economic Community (Lubbers Plan) and the Economic Commission tor Europe as a 
unique opportunity to accelerate the integration of the oil, gas and electricity networks of the 
USSR with those of Western, Central and Eastern Europe. The involvement of the West 
Europeans has, in turn, generated acute debate over whether the future of the European energy 
industry rests with large state-owned entities or private companie.,.. Advocates of state
 
involvement argue that the large infrastructure costs of developing and transporting crude and
 
petroleum products and integrating domestic oil markets mandate a role for government. In
 
contrast, proponents of privatization contend that only through a competitive private sector can
 
least cost energy planning, technological innovation and competitiveness in world markets be
 
insured. The ECE nations stand in the middle of this debate.
 

Interest in privatization among the ECE countries ariss from the fact that across the energy
 
sector, they no longer have the option to rely on the state to insure their long-term energy
 
futures. The high energy cost in industrial production, pipeline leakages of oil and gas, refinery
 
bottlenecks, and product shortages can no longer be tolerated if these nations are to move into
 
the western economic system.
 

While the goals ofprivatization are laudable and necessary to insure its success, the short-term 
economic consequences of privatization can create significant societal disruptions such as rising 
unemployment and short-term commodity scarcities. The problem of energy privatization in the 
ECE region is further exacerbated by the clore link between current patterns of energy 
consumption and environmental degradation. At the core of these problems is the region's 
dependence on lignite and, with little domestic oil and gas available outside Romania and little 
hard coal available outside Poland, the process of energy restructuring and/or privatization is 
particularly complex. While the ECE nations could use more oil and gas, the cutoff of the Adria 
pipeline through Yugoslavia, inadequate pipeline access, port and refinery bottlenecks and 
financing constraints make this option at least problematic in the r _ear-term. 

The ECE nations face a cruel choice. On the one hand, they have to invest to meet their nation's 
future energy requirements at a time of economic constraints, the prospect of a growing political 
backlash (as witnessed in several recent elections), and enhanced uncertainty over the reliability 
of 'Soviet" exports. On the other hand, they have to satisfy growing domestic and international 
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pressures to halt environmental degradation - a process which often means closing plants,
exacerbating unemployment and thus croding public support for economic restructuring, 
privatization and environmental concerns. 

On balance, it is becoming increasingly clear that a high degree of uncertainty prevails about the 
way individual nations will introduce the concepts of market forces, privatization, environmental 
responsibility and economic restructuring. Although the collapse of Communism has rendered 
the historical Soviet-ECE trading network obsolete, the prodigious financial costs of new 
infrastructure projects, combined with acute ethnic differences within and between nations, runs 
the serious risk that economic restructuring may lead to investment not to optimize economic 
benefits, but to avoid dependence on historic adversaries. 
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REGIONAL OVERVIEW 

This chapter provides Pn overview of the major issues and trends in oil purchasing activities
 
throughout the ECE region, including the primary organizational and commercial changes

affecting the industry. Particular attention is given to dependence 
on Russian crude supplies and 
how this relationship has evolved, the emerging contractual arrangements in oil purchasing, and 
a summary of industry structure and institutional capabilities and how these have changed ove," 
the course of the con tract A final section provides a view of how effective the program activities 
have been in addressing the technical assistance needs of key host-country counterpart 
orgnizaions. 

1. Dependence on Soviet Supplies 
Over the past decade, the ECE countries as a region have relied consistently on imports of crude 
and products for about 80 percent of total consumption (See Exhibit 2). Bulgaria, the CSFR, 
and Poland lack significant domestic oil production resulting in almost complete dependence on 
imported crude and petroleum products to meet demand. A small amount of domestic crude 
production in Hungary has resulted in dependence on imports for 70-80 percent of total 
consumption, while large indigenous reserves of oil in Romania have limited its total crude and 
products imports to 30-40 percent of domestic demand (See Exhibit 3). 

EXHIBIT 2 

ECE IMPORTS OF CRUDE OIL AND PETROLEUM PRODUCTS 
AS A % OF TOTAL CONSUMPTION 

DOMESTIC CRUDE DOMESTIC CRUDE
 
PRODUCTION (19%) PRODUCTION (17%)
 

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

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

NET TOTAL NETTOTAL 
IMPORTS (81%) IMPORTS (83%) 

1980 1991 
Source: Annex F 
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Another constant feature of the oil and product supply system in the ECE countries has been 
overwhelming reliance on the Soviet Union for imports of crude and products. This dependence 
has been supported by the extensive Friendship Pipeline network linking the former USSR with 
ECE, and the lack of any pipeline links with Western Europe (See Exhibit 4). The Friendship I 
Pipeline enters eastern Foland through Belarus and services the Petrochemia Plock Refinery 
before continuing on to the refinery at Schwedt in the former East Germany. The Friendship 11 
Pipeline enters eastern Slovakia and continues to the Slovnaft Refinery at Bratislava, and then on 
to the Kralupy and Litvinov Refineries north of Prague. The Friendship III Pipeline enters north
eastern Hungary and services the Tiszai Refinery and then continues on to the large DKV
 
Refinery at Szazhalombatta outside of Budapest.
 

EXHIBIT 3 

DOMESTIC CRUDE OIL PRODUCTION VS. IMPORTS OF CRUDE & PRODUCTS
 
EASTERN & CENTRAL EUROPE 1991
 

,00 

70)

6007 00-j-

Soo--
Lu 

300 
20(0
 

~0 o - _ _ _ _ _ _ _ _ _ _ _ _ 

., XAXXXX,) 

BULGARIA CSFR HUNGARY POLAND ROMANIA TOTAL 

Domestic Production Net Total Imports of Crude & Products 

Source: Annex F 

For the ECE region as a whole, Soviet imports accounted for 79 percent of total net imports of 
crude and products in 1990 (See Exhibit 5). In the period 1989-1990, all of the ECE countries 
were substantial importers of Soviet crude oil and petroleum products, with Bulgaria, the CSFR, 
Hungary, and Poland importing between 70-100 percent of their total net imports from the 
USSR. Romania, with significant volumes of local production, imported 20 percent of its foreign 
supplies from the USSR (See Lxhibit 6). 
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Exhibit 4. Key European Crude and Product Pipelines
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Exhibit 7 indicates that in 1991 overall region-wide consumption and exports represented 
approximately 50 percent of gross refining capacity. Romania had the majority of the excess 

EXHIBIT 5 

CRUDE & PRODUCTS IMPORTS FROM USSR AS % OF ECE TOTAL IMPORTS 

1990 

OTHER (21%) 

USSR (79%) 

Source: Annex F 

refining capacity with a utilization rate of around 25 percent while the other four countries had a 
combined utilization rate of around 60 percent. For Romania, net imports were 17 percent of net 
consumption, while for the other four countries imports of crude and petroleum products were 95 
percent of net total consumption. Thus, the country with substantial local production had built-up 
most of the excess refining capacity, with a portion of that capacity devoted to petroleum product 
exports. Romania, nevertheless, has been experiencing substantial declines in domestic production 
over the past 10 years, and especially since 1989, owing primarily to the lack of the best available 
technology as well as investment. 

The ECE countries are fully aware of the dangers of overwhelming dependence on Russian crude 
supplies, as well as the increasing unreliability of crude deliveries from the NIS. Thus, in each of 
the countries covered under this contract, there has been a concerted effort to diversify sources 
ofsupply. Exhibit 6 illustrates that in 1991, Russian and NIS upplies to the ECE region had 
decreased to 64 percent of total net crude and product imports, from 79 percent in 1990, and 
from 84 percent in 1988. The decrease in Russian and NIS supplies has been offset by other 
sources as well as by the economic downturn throughout the region. As economic output has 
declined (especially in the industrial sector), brought on and compounded by energy price 
increases, inflation, disrupted trade patterns, and labor unrest, the demand for petroleum 
products has plummeted by an estimated 20 percent across the ECE region. 
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EXHIBIT 6 

NET IMPORTS OF CRUDE OIL & PETROLEUM PRODUCTS
 
TO EASTERN & CENTRAL EUROPE: 1990 - 1991
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BULGARIA CSFR HUNGARY POLAND ROMANIA TOTAl.
 
1990 1991 1993 1991 199 9 1 19(X) 1991 1990 199) ) 1)91
 

_ USSR IMPORTS OTHER 

Source: Annex F 
EXHIBIT 7 

1991 EASTERN EUROPE REFINERY CAPACITIES,
 
PETROLEUM PRODUCT CONSUMPTION &EXPORTS,
 
and IKET IMPORTS OF CRUDE & PRODUCTS (000 B/D)2
 

'.RUDE OIL DOMESTIC CRUDE & 
r ISTILLATION PETROLEUM PRODUCT 

COUNTRY CAPACITY CONS & EXPORTS IMPORTS
 
Bulgaria 30 133 132
 
CSFR 375 
 232 229 
Hungary 220 157 122
 
Poland 373 240 
 237
 
Romania 656 161 27 

1933 923 747
 

One manifestation of the attempt to diversify crude supplies has been a policy effort to change 
traditional crude flow and trade patterns as well as the oil supply infrastructure. Hungary and the 
CSFR have sought to increase crude shipments through the Adria Pipeline with its origin in 
Yugoslavia or -he Adriatic S!.a. This will allow these countries to import crude from North Africa 
and the Middle East directly to their major refineries (DKV in Hungary and Slovnaft, Litvinov 
and Kralupy in the CSFR). In fact, both countries have significantly increased their contacts and 
discussions with Middle East producers, particularly Iran. However, the hostilities in Yugoslavia
have led to a shut-down of the Adria Pipeline in June 1991. 21991 estimatm by IRG, EFR, and 

othersources L in Annex F Figures 

arerou.-,,i 
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Seeking other options, the CSFR has embarked on plans to establish pipeline links with the Western 
European network to allow access to the Trans Alpine Pipeline (TAL) which originates in Trieste (See 
Exhibit 8). Slovnaft has been involved in discussions with OMV ofAustria to build a pipeline from the 
Schwechat Refinery in Austria to Bratislava, and approval already has been granted to construct a link 
between the German refinery at Ingolstadt and the Litnnov and Kralupy Refineries. Also, an Arab-
British consortium has proposed building a pipeline from Schwedt-Leuna-Zeitz (Germany) to the 
Litvinov Refinery, and connecting Schwedtwith a Baltic Port so that North Sea crude (and other 
waterborne supplies) could flow into the CSFR Poland is also investigating the option of additional 
pipeline links with the Baltic port of Rostock (through Schwedt). In addition, there are plans to double 
the capacity of the pipeline between Petroc~hemia Plock and the Gdansk refinery, as well as to increase 
the tonnage capacity at Gdansk to handle Ia.ger cargo ships. Finally, Bulgaria and Romania have 
attempted to exploit their access to Black Sea ports by diversifying contacts with Middle Eastsuppliers, as 
well as entering processing agreements which take advantage of their port facilities. 

These and other efforts also are described in the respective country sections outlined in Chapter s. 

2. Industry Structure and Institutional Capabilities 
In contrast to the Western model of an integrated oil company, the ECE countries had evolved separate 
brzte-owned business entities for crude purchasing, refinery operations, pipeline transportation, and 
marketing.' This separation diffused responsibility to such an extent that no one entity could fully 
control its business operations. Each organization reported to a government ministry, which was 
ultimately responsible for the performance of the operations. Political considerations took precedence 
over economic success, within the context of the ruling communist party. 

A critical result, of communist management practices was the excessive number of workers in the 
refineries and other operating entities. For example, a 120,0W b/d ECE refinery/petrochemical 
complex employs 8,000-10,000 workers, compared to 800-1,000 in the West. While 20 percent to 30 
percent of these workers are ini -lved in providing such vital support services as food, housing, 
transportation, and even medical care, massive restructuring is required to organize these refineries 
in a more efficient manner. 

Foreign Trading Companies 
Foreign trading companies were also set up as state-owned business enterprises, typically with one 
company holding a monopoly position in the foreign trade of crude oil and refined products, 
petrochemicals and related products (See Exhibit 9). In each country these companies functioned as 
the fole source ofp,'-uoleum imports, with the refineries dependent on them for their feedstock 
selection and ,cheduling. In the process of carrying out their responsibility as the sole foreign trade 
organization in the petroleum sector ofeach country, a network of relationships developed among 
the state trading companies of the CMEA nations we!' before 1989. This network continues to 
function as the primary basis for trading and coordinating supply activity within the ECE countries, 
despite the introduction of competition internally and externally from western firms. 

As seen in the established stat_-monopoly trading companies, the evolution to an open competitive 
petroleum industry has varied substantially among the five ECE countries examined. In the case ofBulgaria, 
Chimimport is the state foreign trading company which traditionally has been responsible for crude and 
petroleum products trade. Hoever, a separate state-owned trading company (Neftoimpex) was created 
specifically to serve the petroleum trading interests of Nefochim, the state refining company, dominated by 
the Burgas Refinery. Nevertheless, Neftoimpex, despite its partial ownership by Neftochim, operates 
independently, and is viewed as another potential source oJcrude supply or productoutlet by Neftochim. 
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EXHIBIT 9 	 ECE FOREIGN TRADING COMPANIES 

Country 	 Tradiln Company Status' 

Bulgaria Chimimport 	 Still manages state-to-state activity, but has lost 
monopoly position in petroleum through the state's 
creation of Neftoimpex, which primarily serves the 
two main Bulgarian refineries' crude and product 
import needs; also has lost share to new private 
import/export competition 

CSFR 	 Chemapol These are the only companies that are allowed to 
and purchase oil. Slovnaft (inSlovakia) is being 
Petramex privatized and expects to obtain the necessary 

license to import/export this year. 

Hungary Mineralimpex Lost monopoly status with the creation of MOL and 
the introduction of competition from western 
participants. 

Poland Ciech Petrolimpex 	 Still enjoys a monopolist position serving the 
refineries, but must now compete with private refined 
products importers. 

Romania Petrolexport-lmport 	 Also still nominally a monopolist serving refiners 
riebrds, but now competes with large western firms 
for the processing business of those refiners. 

In Poland, Ciech Petrolimpex still dominates crude oil acquisition, but is somewhat exposed to
 
foreign competition in refined products imports, particularly gasoline. Ciech Petrolimpex is
 
positioned to play a more active role as the central organization around which a national oil 
company may be organized. Although the Polish government is still considering various 
structural and organizational alternatives, the expertise and traditional financial strength of the 
company offers a cornerstone on which an integrated firm, in the mold of Hungary's national oil 
company, might be structured. 

In the CSFR the oil ind:,stry has essentially been split along regional political boundaries which 
now threatens to .eparate Slovakia from the Czech region. Chemapol in Prague and Petramex in 
Bratislava are the only companies licensed to import crude oil and import/export refined 
petroleum products and petrochemicals. The Slovnaft Refinery in Slovakia is in the process of 
being privatized and has r'quested a license to import/export. In addition, it expects to develop 
an in-house capability for trading and refinery planning. The Litvinov and Kralupy Refineries in 
the Czech Republic are also engaged in efforts to privatize, but have not yet made a decision to 
establish an in-house oil procurement and trading capability. 

These developments correspond to recently announced plans to diversify the CSFR refiners' 
access to crude oil through pipeline projects providing connections to Ingolstadt in Germany 
and the TAL Pipeline near Schwechat, Austria (as described above). With supply alternatives, 
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the traditional reliance on Chemapol to negotiate contracts via Russia's Friendship Pipeline will 
be reduced. As the refining companies are privatized, it is likely tat Chemapol and Petramex 
will have a diminishing role in serving the refining sector. 

In Hungary, Mineralimpex has emerged as a semi-private competitor 4/supplier to the refiners, 
while expanding its role to include product trade,joint venture marketing and other activities 
with foreign companies. Mineralimpex's role as a regional trader and private sector player has 
resulted largely fiorn the government's creation of a vertically integrated national oil company 
(MOL) from the old national oil and gas trust, OKGT. MOL has assumed control of oil and gas 
production, transportation, refining, distribution, and marketing (with the exception of local gas 
distribution) functions. Mineralimpex was left to compete with MOL through import/export 
and selectjoint venture activities in petroleum marketing. At ",e same time, Mineralimpex's lock 
on foreign trade was broken with the government's acceptance of foreign company activity. 
Meanwhile, MOL is attempting to develop its in-house capabilities to compete with Mineralimpex 
as a crude oil importer and refined products importer/exporter. These efforts are a natural, 
healthy result of an integrated company wanting to diversify and better plan its crude supply, 
refining and product sales aL. ivities in an effort to maximize profits. Thus, in Hungary, the 
traditional state trading monopoly has evolved into a lean,joint venture-based competitor with 
the state oil company. How well Hungary negotiates the competitive balance between 
independent private sector companies and the integrated state-owned oil company will provide 
an indication of how other ECE countries may attempt to restructure their oil industries, and 
paricularly the link berween the traditional state trading companies and their refiner "clien is." 

Romania stands at the other end of the spectrum, with Perolexport-Import (PEI) retaining the 
state monopoly over crude purchases and product supply (the primary importer of refined 
products). In contrast to the CSFR and Hungary, where both privatization and foreign 
competition are changing the structure of the oil supply and distribution business, the approach 
in Romania remains centrally controlled. All refiners are registered joint-stock companies, with 
all of the stock held by a holding company, Rafirom, S.A., which also owns companies engaged in 
research, transportation, storage, and marketing. PEI is a part of Rafirom, and the latter itself is 
in part owned by the government and the refineries, making for interlocking management 
directorates effectively controlled by both the technocrats in the operating units and the political 
appointees in the imnisuies. "Ihis effecuvely blocks other entities within Romania from 
competing with the Rafirom operating units. The Romanian approach is close to the French 
model of economic statism, while the CSFR and Hungary are moving closer to the U.S. (and 
German) models of greater competition and privatization. 

However, PEI must still compete with major foreign trading and refining interests supplying 
crude oil to the principal Romanian refiners. This competition has taken the form of processing 
agreements, whereby a foreign company pays a fee to the refiner in hard currency or in the form 
of refined products "kept" by the refinery in exchange for the refinery processing crude oil with a 
pre-negotiated slate of refined products. For refiners with declining domestic markets, low 
capacity utilization and poor access to hard currency, processing arrangements have become a 
necessary survival strategy. This is particularly true for the Romanian and Bulgarian refineries 
operating in or near the Black Sea (e.g., Burgas and Midia). 

In general, as an agent for the refineries, trading companies need to know on a continuous basis 
what refineries will need in terms of crude quantities, qualities, timing, and prices they can afford 
to pay. Few of these issues arose in the past, when the central government maintained strict 
con trol and prices were stable for the single Russian crude to which they had access. At present, 
however, with each of the entities (crude procurement, refining, and product marketing) being 
managed independently, these S&D coordination issues are now at the forefront of the policy 
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agenda. The trading companies cannot implement a successful crude procurement program 
without knowing the needs of the refineries, which themselves are subject to the unknown 
demands of the marketing companies. Thus, the physical procurement of crude oil and the 
management of its price risk cannot be conducted effectively without a better coordination 
system between the independent operating entities. 

Financial Institutions 
Because of the heavy dependence on Soviet oil supplies and the emphasis on barter within the 
COMECON trade structure, ECE banks had little knowledge of Western oil financing practices, 
especially as related to the use of financial hedging techniques which today are widely used in 
Western oil markets. Nevertheless, in the CSFR and Hungary, Mineralimpex and Chemapol are 
actively involvig banking interests in their trading, hedging, and related ventures. Obchodni 
Banka in Prague (the Czech Foreign Trade Bank) has established a small oil trading department 
to support Chemapol and eventually the refineries in their oil futures and options trading. It is 
expected that a Slovak counterpart will be established to support Slovnaft's eventual entry into 
the oil futures trading. In Hungary, the Foreign Trade Bank and the National Bank both have 
staff skilled in currency and gold trading who are beginning to learn the oil trade as well and 
actively support Mineralimpex's trading activities. 

In the other ECE countries, however, there is a general lack of knowledge and interest within the 
banking sector in becoming involved in these activities at this time. Foreign banks recognize the 
need and potential business presented by oil finance, but are faced with government restrictions 
on lending to state-owned companies or are discouraged by lack of performance guarantees that 
can be obtained from state-run companies. 

Refining Sector 
IRG worked with most of the principal refineries in the ECE nations (See Exhl bit 10) and 
identified several key problems throughout the regional refining sector that must be addressed if 
the oil industry in these coun tries is to attract Western (specifically U.S.) investors and be able to 
compete witi) Western oil companies planning become commercially active in the region. Most 
importantly the refining sector must attract investments to upgrade the refineries, without which 
the refining; s,:ct3.- will have difficulty competing with Western oil companies. The necessary 
technical expertise exists in each country to operate the iefineries properly, but not to manage 
them as commercial enterprises. None of the refineries to date have applied LP models in a 
manner which would begin to optimize the economics of the refinery's operations. The 
appropriate structure and use of such models is essential if the refinery is to maximize 
profitability. The models should be used to assist not only in the propei process operation of the 
refinery and to guide feedstock selection in the short-term, but also to develop strategic and 
investment plans essential to manage the b,' iress in the long-term.s Indeed, one critical strategic 
planning function of such models may be tie selection of which refineries to shut down. Owing 
to spare capacity as well as older and simpler process units, it will be necessary for some ECE 
countries to determine which refineries should be closed. 

Another critical problem is the lack of acceptable accounting systems. Several refineries that 
were visited treated the refinery as a black box  the staff knows what the total cost and revenues 
are but not the operating costs of the various refining units, or the marginal costs of running 
additional capacity or varying the feedstock. Proper accounting systems will contribute to 
improving LP model accuracy, lending more credibility to evaluation assessments of refineries 
and mr king it easier to attract foreign investors. 

13 



The refineries visited do not appear to have staff with the necessary expertise to develop proper
business plans and strategies, to set up and operate proper accounting and management 
information systems, or to market the refinery output. Therefore, it is essential 

EXHIBIT 10 

MAJOR ECE REFINERIES' 

COUNTRY REFINERY 

Bulgaria Neftochim Burgas 
Plama Pleven 

CSFR Slovnaft 
Utvinov 
Kralupy 

Hungary DKV 

Tiszai 

Poland Petrochemia Plock 
Gdansk 

Romania Arpechim Pitesti 
Petromidia Constanza 

IRG provided technical assistance to staffof these refineries. 

that those refineries that will operate as separate entities add Marketing and S&D Departments.' 
The S&D Department takes the key role inplanning the business, optimizing the refinery,
purchasing the feedstock, arranging for and scheduling the shipments, export sales, and overall 
coordination of the refinery operation. At this point refineries in Exhibit 10 are only starting to 
add personnel with the expertise to manage a Marketing or S&D Department. Furthermore, 
none of the refineries visited had staff with sufficient knowledge to buy crude oil or arrange for 
transportation to its destination. If the refineries use the country's foreign trade company, the 
refineries will not necessarily have to execute crude oil trades, but they still must have an S&D 
Department to manage the other key roles enumerated above. 

3. Changing Contractual Relationships in Oil Purchasing 
Prior to 1991, crude oil imports to the region had been purchased under government-to
government contracts within the framework of the CMEA pact between the Soviet Union and its 
former Socialist allies. Under their agreement, the CMEA nations had been paying the 
equiv.lent of around $10 per barrel in either their own non-convertible currencies, rubles, or 
through barter arrangements.' Until that time, supplies had been ample, and the crude 
procurement function had been largely one of monitoring pipeline flows, coordinating tanker 
shipments, and performing financial administration. Because oil trade with the West had taken 
place over previous years, some expertise in Western oil procurement and trading practices 
existed in each country within the state-owned foreign trade companies. 

Late in 1990, with the disintegration of the Soviet Union and its movement toward western style 
business practices, these oil supply contracts were renegotiated to reflect declining quantities of 
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available Russian oil, with prices reflecting Western n.-rket levels and payment required in hard 
currency. In addition, ECE currencies were heavily devalued, sharply increasing oil costs in local 
currencies. At the beginning of 1991, the, efore, all the ECE countries were faced with the 
problems of reduced Soviet supplies, the reed to pay in hard currency, and the risks associated 
with highly volatile world market prices. 

Comparison of Oil Import Costs 
In 1990, IRG estimates that around 80 percent of the region's net imports of crude oil and 
petroleum products came from the Soviet Union. As shown above, these were paid for in rubles 
or their barter value equivalent, at an estimated cost of arounri $10 per barrel.' The remainder 
was paid in dollars at an estimated weighted average cost of $21 per barrel. Thus the total cost of 
oil imports to the region in 1990, based on an estimated volume of about I million b/d, was 
about $4.6 bilio.-.9 

As a result of the sharp decline in economic activity in the region in 1991, oil consumption has 
been estimated to have declined by 20-30 percent with an equivalent decrease in oil imports to 
the region. In 1991, total imports, from Russia or elsewhere, were paid for in dollars (or their 
equivalent) at an estimated price of around $39 per barrel. As a result, the oil import cost to the 
region in 1991 is estimated at around $5.2 billion. In other words, the decline in oil 
consumption just about offset the increase in price resulting from the new Russian price formula 
and the gkowing diversity of other oil import sources. Continued economic stagnation 
throughouL the region in 1992 and only slightly higher oil prices, likely will contnue to defray 
sharp increases in oil import costs. 

Key Emerging Commercial Trading and Procurement Issues 
Hedging Crude Oil Airchases. The trading companies in Hungary and the CSFR are now using oil 
futures to a limited degree. As buyers of crude oil at volatile world prices, either from the 
Russians or from other sources, the trading companies recognize the risk of price increases while 
the oil is in transit and are beginning to use the futures markets to hedge that risk. As Russian oil 
supplies were reduced, Hungary and the CSFR turned to purchasing crude in the Mideast, and 
either 1) shipping through the Suez Canal, and unloading at the Croatian port ofOmishai 
(south of Trieste), and shipping through the Adria Pipeline, or; 2) exchanging this crude for 
delivered Russian supplies via the Friendship Pipeline, or the Black Sea in the case of Bulgaria 
and Romania. In either case, it takes at least 30-45 days for the crude oil to reach the ECE 
refineries, so that considerable price risk is incurred in transit. 

Thus, hedging applications are likely to grow in size and scope as alternative crude sources 
8Base on an estimate in a study by the become available. For example, the proposed pipeline connection between Schwechat andBaszd On ls tzmafraa teSlovnaft will make available some Mideast and North African crude supplies current- imported 
Petroleum Industry ResearchI 
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9See Annex F,Table 12for data. 
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into Western Europe through Italian ports.Romania imports all of its crude by tanker through 
the Black Sea port of Constanza, then ships it to its inland refineries through domestic pipelines.
Bulgaria imports crude oil primarily to its large coastal refinery at Burgas, also on the Black Sea. 
These waterborne cargo shipments present opportunities for use of futures, options or other 

financial instruments to manage price risk. 

Urals Crude. Since early in 1991, the Russians have been selling crude oil on the basis of a 
formula linked tospotpricesofBrentcrude oil traded in London." The CSFR and Hungary 
traditionally fix their annual quantities in advance for shipment through the Friendship Pipeline 
system. A strategy of fixing the cost of this oil in advance, or paying a premium for a price ceiling
through the purchase of call options, is being discussed in these countries. With limited foreign 
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exchange reserves, budget certainty or budget ceilings will allow better planning by the banks 
who must finance these oil imports by the companies and governments. 

Fixed or Ceiligl riesforLargeEnd-Usersand Produt-Exporters. On the petroleum products side, 
with regard to imports or exports, there is consicerable interest in buying or selling at fixed or 
ceiling prices. Several large ei,d-users such as airlines and utilities may want to "lock-in" costs by 
fixing or limiting the allowed fuel price increases in advance, and the refineries and marketing 
companies view such strategies as a useful tool to compete with Western companies in their
 
export markets.
 

ProcessingArrangements. Joint venture processing deals are being discussed between the trading 
companies, the refineries, and third parties in the West. This is particularly true in Romania and 
Bulgaria, but is also being discussed in Poland, Hungary and the CSFR. Processing agreements 
can take a variety of structures: a basic form might, for example, involve the purchase of crude oil 
by the trading company, a processing fee paid to the refiner for a predetermined quantity of 
product taken by a Western firm for export, with the balance of the product slate sold locally at 
the refiner's risk. Comparable to the notion of a fixed procesing fee, the use of futures to "lock
in" the refiner's processing economics, or at least the sales price on the refiner's portion of the 
barrel, has become a subject of great interest for several refineries. 

By early 1992, the Neftochim Burgas Refinery in Bulgaria was without sufficient resources to 
purchase crude oil directly and was therefore totally relying on third party processing with 
western firms to keep the plant operating. In April 1992, the Romani?, Government was only 
able to purchase one 80,000 tonne (575,000 barrels) crude oil cargo. As a result, by May the 
Pitesti refinery was shut-down, although some crude was available tor processing throtgh a third 
party processing arrangement. Petrochemical feedstock derivcd from the processing is retained 
by the refinery to permit continuous operation of the petrochemical plant. Both Arpec.Aim 
Pitesti and the Petromidia Refinery at Constanza are currrndy involved in negotiating processing 
agreements. In addition, Petrochemia Plock, DKV, and Slovnaft are all interested in such
 
arrangements and have been approached by western companies.
 

4. Program Description 
The training provided to the host-country organizations directly addressed the most pressing 
issues and problems confronting the various player, as the oil supply system evolved in the ECE
 
nations since February 1991. IRG focussed its efforts on consulting with the major oil
 
procurement entities in each country (including relevant government ministries), receiving
 
feedback directly from key decision and policy makers, and then developing appropriate
 
technical assistance tasks. Throu-hout the project, IRG trained approximately 280-300 persons
 
in five countries.
 

Despite the highly technical and applied nature of the topics, IRG developed the initial 
workshops and seminars to address as wide a cross section of the oil procurement industry as 
possible. Thus. the individuals trained represented not only traditional oil sector institutions 
such as trading companies, refineries, and pipeline firms, but also end-users such as utilities, 
airlines, and chemical firms. Also, banking organizations, private importers, and related joint 
venture companies participated. 

Follow-up training sessions were also extremely effective in addressing the major concerns of the 
decision-makers at trading companies and refineries. These sessions were generally designed as 
workshops, where a working group comprising a smnller, more technical audience of mid- to 
senior-level management staff were provided hands-on and state-of-the-art assistance in critical 
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issues affecting their commercial activities. This included a variety of technical procurement, 
trading and refinery supply and distribution issues. For example, IRG approached optimization 
and S&D problems in a two-fold manner. first, refinery optimization models were presented to 
illustrate howWestern refineries select optimum crude quantities and crude types to maximize gross 
profitability, and; second, examples ofWestem S&D organizations and finctions were discussed to show how 
the planning results can be translated into a daycoday operational decision-making management stem. 

Development of these two areas is critical to the operational management of the ECE refining 
and marketing sectors. These changes will come about as a result ofboth privatization and 
competition from Western oil companies. Many major oil companies, already dominant in 
Western European markets, are beginning to enter the gasoline and fuel oil markets in the ECE 
countries. Until now these companies have been required to purchase product from the local 
refineries; without doubt, this will change over the next several years, as these oil companies 
bring in product from their own refineries in Western Europe or become owners of the existing 
ECE refineries. Consequently, as the managements of independent refineries in the ECE 
countries undertake their own crude purchasing, the oil trading companies may evolve into oil 
brokerage companies and/or companies trading purely for profiL 

The internship program was a highly effective mechanism in providing host-country institutions 
with access to western trading practices, technical capabilities, and current trends in price risk 
management techniques. Over the period September 1991-May 1992, IRG arranged for 11 mid
to senior-level oil industry professionals (traders and refiners) in the five countries to come to the 
U.S. for training sessions with U.S.-based companies. The response was overwhelmingly positive: 
in general, the participants were "Very Satisfied" with virtually every aspect of the training
 
program. In particular, they were very pleased with the substance of the training program and
 
concurred that it accomplished its goal of providing a first-hand look at how various types of
 
companies involved in the oil trading industry in the U.S. buy and sell in the cash and paper spot
 
markets as well as utilize futures markets. 

The participants indicate that the greatest benefits of the training program are "enhanced 
professional capabilities" and the establishment of "professional contacts." In addition, the 
principal contributions that the interns will be able to make to their respective organizations are 
to "initiate new projects or services, to improve operational procedures, programs, or services, or 
to manage a project, office, division, or company." These responses testify to the success of the 
training program in accomplishing the goals of building in-country skills in the area of price risk 
management, improving organizational and management capabilities, establishing commercial 
relationships with western firms, and integrating the operations of markets in the East and West. 

Specific feedback from the participants indicated that training at several different companies in 
the U.S. was a valuable business experience and that the program provided an opportunity to 
examine different business and strategic approaches to similar problems. The interns agreed that 
scheduling part of the program in Houston was very effective in comparing/contrasting the 
different attitudes and styles of corporate operations in the oil belt centered in Texas versus the 
financial community in NewYork. In addition, exposure to the trading activities and approaches 
of a producer, was a positive contribution to the program. Also, all of the participants agreed that 
the day spent at NYMEX was an excellent component of the program, providing an in-depth and 
first-hand view of how one of the world's largest futures exchanges functions. 
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The participants from ECE refineries indicated that the program was very beneficial and 
provided excellent exposure to the various oil procurement functions undertaken by a western 
refineries. They gained first-hand knowledge of how LP models are used to optimize refinery 
supply and distribution systems (as part of the economic function in refinery oil purchasing) and 
how refineries utilize oil trading, acquiring experience in issues such as handling crude cargoes, 
scheduling, and the use of futures markets. 

The internship t-aining also led to the establishment of valuable commercial relar onships with 
western companies. Several of the ECE trading companies subsequently have pursued business 
transactions with U.S. firms, thus serving to bolster and solidify the integration of East and West. 

The ultimate success of the Component 3 program is not only measured in terms of the 
appropriateness of the training provided to host-country organizations, but also by the impact 
which the technical assistance has had on various key commercial, financial, organizational, and 
institutional parameters. With regard to the latter, perhaps the most tangible evidence ofsuccess 
is demonsuated in the proposed creation of an energy futures exchange, based in Hungary and 
trading pipeline-delivered crude oil as well as refined products via both pipeline and barge 
delivery. This proposal, initiated by Mineralimpex, would link eastern with western markets both 
financially and physically via planned pipeline connections and the linkage of the Danube River 
to Rhine River waterways. This market, if developed, would effectively place the ECE countries in 
the middle of an integra-ed East-West market, from the North Sea to the Black Sea via river 
connections, and from Russia to the Mediterranean- and North Sea-accessible crude oil pipeline 
systems. 

To further identify program effectiveness, within each of the country sections presented in 
Chapter 3 IRG addresses such questions as: Are price risk management techniques now being 
used? Have organizational and management capabilities improved? Do relevant organizations 
have the capability to hedge against harmful price increases or decreases? How have government 
policies evolved toward purchasing activities? Have processing deals been entered as revenue 
makers? Has the credit and currency access situation changed? Finally, have working 
relationships with foreign companies been established? 
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COUNTRY-BY-COUNTRY REVIEW 

BULGARIA 

1. Summary of Technical Assistance Conducted 
DefinitionalMission - During the week ofApril 6-13, 1991 Dr. Ebinger, Executive Vice President of 
IRG and Ms. Annesley, an independent oil trading specialist, visited Bulgaria to commence project 
activities. The purpose of the visit was to meet with appropriate entities and assess current oil 
purchasing practices, identify and evaluate training and technical assistance needs, outline training 
course content, discuss the U.S. internship training program, and develop an overall project 
implementation schedule. Dr. Ebinger and Ms. Annesley met with the Ministry of Industry, Trade 
and Services, the Ministry of Foreign Economics Relations (now defunct), Chimimport, Neftoimpex, 
Shell Oil/Sofia, Petrol (statc-owned marketing and distribution company), as well as with U.S. 
Embassy staff. See Annex A. I for a list of individuals contacted during the trip. 

OilPurchasingSeminar- Based on observations made and information gathered during the 
Definitional Mission as well as continuous monitoring efforts, IRG developed a training seminar. 
After a long postponement requested by the Government of Bulgaria, this Oil PurchasingSeminar 
was held in Sofia on March 17-19, 1992. The seminar sessions were conducted by Mr. Poats, Mr. 
Boudrye, Ms. Annesley, and Mr. Banks. Representatives from the Ministry of Industry, Trade and 
Services, the Commission on Pricing, the Ministry of Finance, Chimimport, Neftoimpex, Plama 
Pleven Refinery, Petrol, Boulvaria (private trading company), Sotirov & Son (private trading 
company), and the University of Mining and Geology attended the sessions. A List of Training 
Participants for the entire Project is presented in Annex A.2. 

Seminar topics encompassed an overview of current international oil market structure, oil futures 
markets and price risk management, cash oil and forward markets, price formation and 
reporting, cash/futures contracting applications, hedging, the mechanics of trading crude and 
pi oducts, crude oil pricing, implementation issues, basis risk management, technical analysis 
syitems, crack spread trading system, supply optimization and refining margins, role of the 
r,:finery in crude oil purchasing, and refinery economics. All tne participants showed a keen
 
interest in the seminar suujects, particularly officials from the Ministry of Industry who were
 
interested in the price fixation and insurance aspects of the seminar for purposes of protecting
 
key manufacturing or service industries from oil price shocks. 

Follow-Up TechnicalAssistance- Based on the initial seminar and in collaboration with host
country counterparts, IRG identified additional technical assistance opportunities with two key 
oil sector entities: Chimimport and the Neftochim Burgas Refinery. During the period April 28 
to May 6, 1992 IRG conducted two separate seminars with these organizations in Bulgaria on the 
subjects of oil procurement, refnery optimization and logistics system optimization. The first Oil 
Pmrurement Workshop was conducted at the offices of Chimimport in Sofia where, during a two-day 
period, Mr. Banks, Mr.Jones and Mr. Poats conducted focused training on the basics of the cash 
and forward hedge markets to improve Chimimport's understanding of logistics, finance and 
trading principles involved in crude and petroleum products markets. The IRG team also 
provided hands-on training in establishing appropriate computer-based market information and 
analytical systems to support trading decisions and hedge strategy development. Dis, izsions also 
included identification and evaluation of refinery valuation models and more simplistic materials 
balanced algorithms used to evaluate refinery economics in support of crude acquisition 
decisions. The Workshop was attended by about twelve mid- to senior-level individuals from the 
crude oil, petroleum products, and tanker chartering divisions. 
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During the period May 4-6,1992 IRG conducted an OlPhxuremet andRefinery EconomicsSeminaatthe 
Burgas Refinery in Burgas, Bulgaria. Mssrs. Banks,Jones, Poats, and Boudrye conducted this training 
on the use and evaluation ofrefinery simulation models and the coordinating role ofan S&D/trading 
department. A case study application ofa refinery simulation/optimization model was presented and 
discussions also included a focused evaluation of refinery processing agreements, alternative structures, 
negotiating points, incentives and impacts on overall refinery optimization. Approximately twenty 
people from the refinery computer and modeling center attended. This center, called Neftosoft, serves 
as the central modeling and computer analysis/design operation at the refinery. 

In addition, the IRG Team met with Dr. Ivan Sariev and Georgi Stankov both Deputy General 
Directors of the Neftochim Burgas Refinery. They provided an overall perspective of the major 
problems and issues facing the refinery, a summary of recent history and performance, and a 
synopsis of their plans for improving the refinery's operating economics. 

Internship Training-Afterthe initial training seminar, 1RG identified two individuals for participation 
in the iiternship training program in the United States. They were Mr. Konstantin Karadjov,
 
Manager of the Crude Oil Division at Chimimport, and Mr. Nikolai Nedelchev, Head of Crude Oil
 
Trading at Neftoimpex. Both individuals were at Phibro International in Greenwich, Connecticut,
 
AIG Trading in Fort Lee, NewJersey, NYMEX in New York City, and Enron Trading in Houston
 
during the period May 13-29, 1992.
 

2. Status of Oil Procureilent Activities and Capabilities 
A. Background/Overview 

Of all the nations of the ECE region, Bulgaria is the mosi dependent on imported energy. In 
1990, Bulgaria met only about 31 percent of its total energy requirements from domestic energy 
sources. Historically, imports have accounted for nearly all the r ii and natural gas consumed in 
the country, with the Soviet Union supplying well over 90 percent of all oil and gas imports. IRG 
estimates Soviet crude and product imports at 244,000 b/d in 1988, 249,000 b/d in 1989, and 
then dropped to 171,000 b/ 1 1990. Late in 1990, in response to the continued crisis inside
 
the Soviet Union, Moscow anrunced that it would only guarantee deliveries of between 70,000
 
b/d - 100,000 b/d of crude oil in 1991. 
 Despite these ominous trends and the expectation that 
the USSR would dramatically cut oil exports to Bulgaria, the Soviet Union delivered about 66,000 
b/d in 1991, approximately reaching the low end of guaranteed levels. This accounted for 50 
percent of total imports, a sharp decrease in Sovie, supplies reflecting increasing efforts to
 
diversify sources and a severe fall in domestic demand. Althouryh Moscow supplied this crude to
 
Bulgaria through barter trade - providing Sofia with $300 million of crude oil and petroleum
 
products through March 1991 - the arrangement was not without pitfalls; Bulgaria had only
 
exported $50 million of goods in the same time frame and it was unclear what exchange rate the
 
Soviets were using for ihe goods Bulgaria exports. Whereas the official exchange rate was 15.5
 
leva to the dollar, IRG estimated that the Soviets were pricing their oil at 18-22 leva/dollar. 

In the Bulgarian market, gasoline, diesel and fuel oil are the most important products. Historically, 
it has been more efficient for Bulgaria to bring in crude rather than products because of the poor 
state of the logistics and storage system for oil products. Prior to 19-1991, when the nation's oil 
refineries were operating at near full capacity, Bulgaria needed to import a minimum of 30,000 b/d 
of fuel oil L meet internal demand. It was also importing gasoline, aviation fuels, and lubricants, 
mostly from the West. Product imports from the USSR centered on special lube oils. 

However, over the 1990-1991 period, precipitous decreases in demand, caused by rising nominal 
and real prices as well as serious declines in economic output, have dramatically altered this 
traditional scenario. Domestic Bulgarian oil consumption in 1990, estimated at around 175,000 
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b/d,11 fell an estimated 20 percent in 1991, and is expected to decline further in 1992. In 1991, 
Bulgaria imported only a small volume of light products, and a small quantity of fuel oil from the 
Soviets (because this was part of the barter arrangement, not owing to shortages). Through May 
1992, Bulgaria had not imported any crude from Russia or the other new republics. 4 In the past 
when the Burgas refinery shut down for routine maintenance, there were shortages in the 
market. However, when this occurred in the Spring 1992 there were no shortages since 
consumption was so low and product imports were available from other, new sources. Bulgaria 
also initiated its first processing deals in 1991, processing approximately 40,000 b/d through 
agreements with Marc Rich and Bay Oil and Neftochim's own trading affiliate, Neftoimpex. This 
demunstrates that Bulgaria is operating increasingly on a purely commercial basis. 

In early April 199:, IRG' -... ed that although the Government of Bulgaria (GOB) ha i made a 
commitment not to raise gasoline prices before the end ofApril, prices would be raised prior to 
the privatization of retail gasoline stations." In fact, the GOB increased energy prices modestly 
during the period anuary to March 1991. However, gasoline prices still remained extremely low 
- S.R leva/liter for 93 Octane gasoline, at an official exchange rate of 15 leva/dollar. As a result, 
the GOB, in anticipation of a major crude oil and petroleum product import shortage, imposed 
a rationing system of 30 liters/month. While spot shortages at major petrol stations existed, 
gasoline was available on the black market at prices of 15 leva/liter. At the same time, there 
were several stations where gasoline was available for hard currency. Although during the 
Definitional Mission IRG was told that these had been closed down in April, they remained open 
during the visit. While the gasoline shortage was quite serious injanuary and nearly brought the 
country to a halt, the situation had eased by the Spring 1991. 

In this same time-frame, at least, 'ozen international oil companies expressed interest in 
entering Bulgaria's retail gasoline market, buying into the petroleum product distribution 
market (e.g. oil pipelines) and/or in providiag crude oil and petroleum products to the country.
An initial decision to auction off 15-20 gasoline stations in Sofia as a precursor to full privatization 

of the sector was made in mid-February but was rapidly abandoned owing to tensions within the
 
GOB over how far and fast to proceed with reforms.
 

Since IRG's Definitional Mission, oil prices have increased significantly and now closely reflect 
world market levels, with the exceptions ,f certain excise tax, trade duties and mark-up incentives 
which vary among the petroleum product The Commission on Pricing has gone to a floating 
(15 calendar day, 11 business day) Medit, '-ranean market-based price formula, using Platt's 
Euroscan as the basis for setting refinery gat. prices. ';-om this base a fixed freight charge is 
added (e.g., $1.40/balTel), follow.d by insurance at 0.52 percent and duties at 5.0-5.3 percent to 
give a Ilided cost. At this point a distribution/marketing fee of $2-$3/barrel (using current
official exchange rate of 22 leva/$), an excise tax of 25-50 percent (higher end for gasoline), and 

a 5 percent retail mark-up are added to produce a maximum allowable sales price for each 
product. 

B. Organizational Capabilities 

During the final quarter of 1990 and the first quarter 1991, the structure of petroleum trade in 
Bulgaria was undergoing great change. The GOB declared that it was actively committed to 
pursuing privatization in the oil sector and, -s a general policy, was committed to breaking up all 
large monopolies. In addition, the Government liberalized official policy so that it is possible for 
any entitv or individual to import gasoline either as a retailer or wholesaler. Another key, stated 
goal of Bulgarian oil policy is i o expand the nation's oil trading partners in order to gain access 
to new fuel sources." 
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Chimimport 
At the beginning of the project in the Spring 1991, oil procurement was the domain only of 
Chimirmport, the traditional state trading monopoly, and the use of forward oil pricing and 
tadiiag techniques was limited. With twenty-five offices around the world and new branches soon 
to open in the Baltic countries, it reported a profit ofbetween S20-$30 million on gross revenue 
of $6.5-$7.0 billion in 1990. Chiitimport currently is still responsible for arranging direct state-to
state transactions of crude oil and petroleum products, including barter arrangements. In 1991 
Chimimport engaged in state-to-statt deals with the USSR, Libya and Iran, and in the past has 
purchased fuel oil for Petrol. However, Chimimport is moving away from the government-to
government arrangements and is operating more commercially. Both Total and Repsol have 
expressed interest injoint venture deals with CAidmimport, and it has looked into privatizing the 
organization and selling shares in the company to 400 of its employees. This issue, nevertheless, 
remains in the domain of the GOB and as yet no decision has been made. 

Chimimport's activity is centered primarily on the purch.se and sale of petrochemical and
 
specialty products, both imported and domestic, but it is also interested in maintaining a
 
competitive presence in the majof bulk oil commod, ties, including crude oil, fuel oils and
 
gasoline. It also serves the Burgas refinery, for which it arranges petroleum supply terms, 
including barter, and recently is pursuing processing deals. However, Chimimport has lost some 
of its expertise in crude oil and product trading to Neftoimpex, and is not yet as well equipped 
with the necessary computer terminals and in-house analysis tools to aggressively compete for 
Burgas' discretionary (open market) crude and product supply business. As the primary state
 
petrochemical and special products company for the Bulgarian oil market, Chimimport is
 
seeking to maintain its capabilities in the crude and product markets in order to function as a
 
trading company and effectively compete with Neftoimpex and private oil traders in Bulgaria. In 
fact, Chimimport currently is in the process of negotiating an arms-length agreement with th: 
Burgas Refinery. 

Neftoimpex 
Neftoimpex was carved out of Chimimport and is a subsidiary of Neftochim, , broad
 
amalgamation of chemical plan ts, plastics companies, and specialty product con.panies which
 
owns about 80 percent of Neftoimpex. Prior to contract inception, Neftoimpex had engaged in
 
one hedging deal involving the Brent paper market in a three party agreement with Citgo and
 
Paribas. Neftoimpex also has been involved in paper trading with several large international
 
trading companies, such as Morgan Stanley, Phibro and Marc Rich, and also has had extensive
 
discussions with major integrated companies concerning marketing and distribution ventures. 

Although hampered by the fact that it has not received approval to work through -ny bank other 
than the National Bank, Neftoimpex is the most adequately firanced, trained and equ' ped to 
engage in significant oil hedging and aggressive pro-.urement activities in the near future. It is 
hedging oil prices under "trigger priced""7 supply contracts, but is otherwise in the process of 
studying and establishing trading operations in forward cash, futures and options. At least two 
international banks (Banque Paribas and Bank Indosuez) have offered Neftoimpex a credit line to 
enter hedging and oil procurement transactions, but to date the GOB has not endorsed its use. 

Neftoimpex is primarily responsible for product trading, importing third party ide supplies. 
and negotiating processing arrangements for the Burgas refinery. One of its cexor', "oles is to 
support the Burgas Refinery in balancing its crude oil feedstock and petroleum product needs, 
and at the same time to provide a source of hard currency and international market access for 
the refinery through its role in arranging processing agreements, and importing and exporting 
petroleum products. - addition, Neftoimpex supplies the Plama Pleven Refinery, and is 
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involved in importing and exporting petroleum products, including both waterborne and 
overland supplies. As the primaryoil trading arm for the Burgas Refinery, as well as the 
Bulgarian oil market in general, Neftoimpex's staff, equipment and information access resembles 
that of an efficient western trading company. 

Neftochim Burgas Refinery 
As the largest refinery ard centerpiece of Bulgaria's oil economy, Neftochim's 242,000 b/d Burgas 
Refinery is best positioned to make a significant difference in the economic efficiency of Bulgaria's 
oil procurement, processing, and petroleum product supply operations. The Burgas Refinery and 
Neftoimpex are under the control of the state company Neftochim, which in turn is overseen by 
the Ministry of Industry and Trade. In 1991, Eurgas expected to receive about 80,000 b/d 
100,000 b/d EJcrude oil from Russia and the NiS und. r barter arrangements, but also negotiated 
processing deals for another 60,000 b/d, and received roug"ly 20,000 b/d on the spot market 
through Nefto:.apex. Total runs were estimated at around 160,000 b/d, but a substantial portion 
of the product yield is exported via processing arrangements to provide hard currency earnings 
needed to finance imports, particularly of fuel oil. To date in 1992, product imports and 
processing agreements have largely replaced direct bartered crude oil, although a World Bank oil 
procurement fund allowed for the direct acquisition of approximately 80,000 b/d over the first 
several months of 1992. With the excepuon of this fund, the refinery currently relies only on 
processing arrangements (and occasional spot cargoes). Consequently, utilization rates have 
declined to less than 50 percent resulting in a substantial loss of market share to imports. 

The Burgas Refinery is the largest potential beneficiary and actor in efforts to: 1) lower the 
average cost of crude oil and petroleum products obtained on the world market, 2) protect
refinery margins and operating economics through hedging, and 3) achieve an optimal balance 
of domestic vs. foreign product supply. However, these activitie, can only be undertaken if the 
refinery can compete with imported product supplies, or establish J, elf as a competitive export 
refinery. 

BULGARIA: REFINING OVERVIEW' 

Refinery Crude Distillation CaMacity (b/d) 

Neftochim Burgas 242,000 
Plama Pleven 24,000 
Others" 43,000 

309,000 

Under current tax, customs and quality standards, - which impose stricter compliance 
requirements on the refinery compared to importers - together with the refinery's need for 
select upgrading and cost reductions, these will be difficult tasks. Perhaps the central 
shortcoming to Bulgarian oil policy is the lack of coordination between pricing, fiscal and trade 
policy goals, with the Burgas refinery the primary vehicle through which this lack of coordination 
is evident. Specifically: 1) the tax structure encourages imports, particularly if they can be mis
certified to avoid excise taxes; 2) tie lack of refinery control over refinery gate sales prices and 
often delayed payment in leva discourages domestic sales and refinery utilization to meet 

domestic demand in favor of processing deals which result in hard currency payments (needed to 
finance imports): 3) previous incentives to export products (retaining 50 percent of hard 
currency earnings) to finance imports were apparently more than offset by dis-incentives related 
to below-market real domestic prices and the requirement to sell products at the official leva 
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exchange rate. Alternatively the excise tax can be avoided with "certified exempt" imported 
product, but payment is officially required in leva (at a real rate well-above the official exchange 
rate) while importers will typically deal in prompt dollar payment at lower real prices. And; 4) 
the refinery's output also is held to stricter quality inspection standards than imported products. 
Thus, the Neftochim Burgas Refinery is in a position of losing market share to importers, without 
either the financial or regulatory support of the government. As a result, the overall oil supply 
and distribution system suffers from the lack of systera optimization and coordination owing to 
these various price, tax and currency value dis-incentives. 

The management at Neftochinm Burgas has plans to establish its own in-house capabilities to 
purchase crude oil, and in gener-J to develop S&D and trading support activities within the 
refinery organization. Of course, "oundertake this direct course, the refinery will have to have 
reliable credit. Here, either a change in goveniment regulations (e.g., tax r.,es, treatment of 
depreciation, customs and mis-certification enforcement, etc.) affecting the re inery's operating 
return must be made or other incentives for western participation must be introduced." Here, 
the terms of World Bank and other lending institutions can play an effective role by linking loan 
terms to government policies which encourage a level playing field among imports and domestic 
production, thereby helping to insure the long-term financial viability of the Burgas Refinery, as 
well as the Plama Pleven plant. 

Plama Pleven Refinery 
Plama Pleven is a 24,000 b/d refinery located in the north-cenLil region near the Danube River. 
The refinery is primarily a lubricants and specialty chemicai plant, but also produces asphalt, 
relatively low sulfur gasoil. and some gasoline. Pleven runs Libyar and Algerian crude oils 
(delivered by rail), two exc _llent gasoline-producing crudes, but perhaps too %aluablefor making 
lubricants (Pleven's prirr asy product). The refinery is basically a pricc and volume "taker" with 
respect to both crude oil supply and petroleum product sales, meaning that it has little control 
over the feedstock price received or the price of refined product sales. Recently it has made 
efforts to market its product slate directly, but often is constrained both by the inability of end
users to commit to long-term purchase agreements, owing to uncertain financing and operating 
levels, as well as its own inability to optimize refinery operations as a result of the supply mix and 
price terms imposed at both ends of the refinery (inflow and out-turn). As a result of Pleven's 
high fixed capital costs, unit operating costs could be substantially reduced if a high rate of 
capacity utilization could be guaranteed, in part through the control over feedstock selection and 
product sales. With greater scheduling and sales control, operating economics and utilization 
levels could be improved. For this reason, officials from Plama Pleven are very interested in 
developing "ir own capabilities with regard to feedstock procurement, product sales and long
term hedging of their refinery operations. Western management and financial participation in 
such a plant, together with control over feedstocks and product sales, would certainly aid its 
operating economics. 

Petrol 
In early 1991, reforms in the oil sector were further complicated by the fact that Petrol, the state 
oil distribution company, was contemplating entering the petroleum procurement business. 
Simultaneously, the GOB expressed its commitment to the privatization of selected entities in the 
petroleum sector, and specifically announced its intention to privatize gasoline stations, while 
insuring that at least a significant proportion was sold to small scale entrepreneurs. Under the 
proposed program the stations would have been auctioned offwith both domestic and foreign 
firms, as well as individual entrepreneurs, allowed to participate in the bidding process. During 
the Definitional Mission IRG learned, however, that 90 percent of all gasoline stations were 
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closed and that there was serious doubt as to whether a large number of these stations could ever 
be commercially profitable. In addition, the GOB acknowledged a lack of requisite expertise to 
evaluate the worth of individual facilities. IRG determined that the GOB requires assistance in 
establishing the current value of the existing distribution networks as well as acquiring a better 
knowledge of the varying methods of evaluating the financial and marketing aspects of running 
private retail gasoline stations. There is great inte,'est in learning how to set up "mom &pop"
shops selling gasoline and other items, how to build commercial relationships with gasoline 
suppliers, how to select the best locations for new petrol stations, and how to conduct market 
analyses. Specifically, key issues which need to be addressed are: 

(1) 	 What is the value of Petrol's assets, e.g. storage facilities, railroad tracks, trucks, and gasoline 
stations? 

(2) 	 How are private petrol stations operated? 

(3) 	 How is a "leased" petrol station operated? 

(4) 	 What are the price, terms and conditions to operate a station successfully? 

(5) 	 What are traditional import and distribution terms and prices between retailers of gasoline 
and importers or wholesalers? 

(6) 	 What types of business relationships need to be set up between petrol station owners and 
those who control the infrastructure for the distribution of petroleum products? 

(7) 	 What other activities can be associated with operating a petrol station (e.g., run hotels)? 

Given this fluid background, the status of Petrol was very uncertain at the start of the project. 
Despite a policy adopted in early 1991 making it possible for any entity or individual to import 
gasoline either as a retailer or a wholesaler, Petrol is still the dominant organization dealing with 
the distribution of crude oil and petroleum products in the domestic market. Petrol has 100 fuel 
depots, about 550 petrol stations and an extensive infrastructure around the country including 
two sea terminals, 4 docking berths (3 at Varna and I at Burgas) as well as the technical and
 
physical skills to import and export crude oil and petroleum products. Petrol owns the railway

tracks within the fuel depot compounds, with connections to the national railroad network. In
 
addition, it has well developed truck networks, repair shops and service facilities. In a typical year 
(e.g., prior to the collapse in domestic demand) Petrol achieved the following sales levels: 

(1) 20,000 -30,000 b/d of gasoline 
(2) 60,000 b/d of diesel fuel for the domestic and transit markets 
(3) 80,000 - 90,000 b/d of fuel oil 
(4) 30,000 b/d of lube oils 
(5) 2,600 -3,000 b/d of engine oil 
(6) 600 - 800 b/d ofgreases 
(7) small volumes of bitumen, brake fluid, antifreeze, etc. 

Total 190,000- 215,000 b/d 
There are several oil pipelines in the country which were formerly owned by Petrol but are now 
owned by the Burgas refinery: 1) Burgas - Sofia (diesel 60,000 b/d capacity), and; 2) Burgas-
Varna (also 60,000 b/d). The total length of these pipelines is 530 kilometers and there ara 
branch lines to fuel depots. There is also an ethylene pipeline between Burgas - Varna which 
parallels the diesel line. 

Given that Bulgaria is at the crossroads between the Middle East and Europe, it is estimated that 
2million cars transit the country annually, and with the opening of new expressways, traffic will 
increase. At the same time, petrol stations along the old highways will see their demand drop 
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precipitously. It is for this reason that Shell and BP are interested in building mega-stations 
along the expressways under their own name  but only if fuel supplies can be guaranteed. At 
project commencement, there were only 50 stations in Sofia for 1.3 million people. For 
comparative purposes, Vienna is roughly the same size, yet has 11,300 stations. A typical 
Viennese station sells 2,000 tons of gasoline, while in Sofia the average station sells 15,000 tons. 
In Sofia one station serves 5,000-6,000 cars, while in the West one station serves 200-300 cars on 
average. 

For most Bulgarian oil sector organizations, there are several fundarmntal barrers to dirc:t 
participation in price risk management activities which must be addressed or overcome, perha. 
with the assistance of third party trade and financial partners: 

(1) Access to sufficient credit lines to purchase bulk quantities and establish hedging accounts, 
including access to hard currency; 

(2) Inability to control both the pricing and physical distribution of their product, and; 

(3) Uncertain future role in the petroleum economy in light of changing price, tax and related 
government policy decisions. 

The problem of insufficient financing is particularly important since it can significantly affect the 
GOB's ability to achieve its goal of diversifying trading sources. For example, in February 1992, 
Bulgaria was forced to decline an offer to import Iranian crude owing to lack of hard currency. 
An option was discussed which would have allowed Bulgaria to begin payments six months after 
initial delivery if it could find a bank willing to furnish a $50 million guarantee. The National 
Bank of Bulgaria, however, could not meet the terms. 

3. Summary Observations 
IRG's technical assistance in Bulgaria focussed on the three entities most active in, and vital to, 
the country's oil procurement activities: Chimimport, Neftoimpex, and the Neftochim Burgas 
Refinery. 

The overall assistance provided to 2himimport addressed specific needs intended to help rebuild 
and strengthen its oil procuremr.nt capabilities in both crude oil and mjor petroleum products, 
thereby providing another sotcce of supply to Bulgaria's oil economy. This included the 
fundamental operations of the international markets in crude oil and refined products (both 
physical and paper;, so that it will be able to compete more intensively with Neftoimps:x in these 
markets, the evaluation of, and suggested improvements in, Chimimport's internal market 
analysis and information systems, in order to adequately monitor, analyze and participate in the 
international markets, and a general overview of refinery modeling procedures to better analyze 
and negotiate alternative processing deal structures. 

Neftoimpex was established as ajont stock company owned largely by Neftochim, but also by major 
Bulgarian consumers of petroleum pioducts, whom Neftoimpex serves as a petroleum products 
supplier/trader. It is structured (i.e., staffed, organized and equipped) much like a small western 
trading company. It is open tojoint venture relationships, and has a good record in obtaining 
financial backing from western banks. Thus, while ostensibly serving the refiner's needs, Neftoimpex 
is lpJ io,,cd to take advantage of other trading opportunities such as product import and export 
deals, which may compete directly with the refinery's domestic sales. IRG's assistance was geared to 
prepare Neftoimpex for these activities as well as to strengthen its access to, and knowledge of 
advanced price risk management techniques and computer trading software applications. 
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The Burgas Refinery represents approximately 80 percent of Bulgaria's total refining capacity. 
However, owing to hard currency limitations and overall poor domestic market conditions 
(described above), Neftochim Burgas is operating at less than half of its capacity, and largely 
under processing agreements arranged by Neftoimpex and several western trading companies. 
These agreements are necessitated by Neftochim's lack of funds to purchase crude oil direct on 
its own account. Recognizing that this dependency situation should be corrected, the 
management at the Neftochim Burgas Refinery plans to develop its own in-house capabilities to 
purchase crude oil. 

The focus of IRG's technical assistance was directed to Burgas' pressing need to understand better 
its processing economics through the use of refinery LP optimization techniques. Specifically, the 
training covered 1) the use and potential structure of refinery processing agreements to 
complement overall system optimization objectives, 2) the role of the refinery S&D activity in 
optimizing refinery economics, and 3) the structure and implementation of LP models to evaluate 
these issues. In this context, the economics of a processing agreement can be analyzed as an 
incremental aspect of a refinery's economics, rather than a necessary vehicle by which physical 
operation is maintained (albeit at low incremental revenues paid under a processing arrangement 
whereby the refinery's low operating conditions limit its negotiating leverage). 
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CZECH and SLOVAK FEDERAL REPUBLIC 

1. Summary of Technical Assistance Conducted 
DefinitionalMission- During the week of March 18-22, 1991 Mr. Samuel Hale of IRG and Dr. 
Safer visited the CSFR to commence Component 3 activities. The purpose of the visit was to meet 
with appropriate entities and assess current oil purchasing practices, identify and evaluate 
training and technical assistance needs, outline training course content, discuss the U.S. 
internship training program, and develop an overall project implementation schedule. Mr. Hale 
and Dr. Safer met with a number of host country institutions including the CSFR Federal Mihistry 
of Economy, the Czech Ministry of Industry, Chemapol, Obchodni Banka, Statni Banka 
Cesko- 'ovenska, and the Slovnaft Refinery in Bratislava. IRG also discussed the project with U.S. 
Embassy staff. See Annex B.1 for a list of individuals contacted during the trip. 

OilPurchasingSeminar- During the week ofJune 10, 1991 the OilPurchasingSeminarwasheld in 
the CSFR, conducted by Dr. Safer, Mr. Poats, Mr. Boudrye, and Mr.Jones. Two separate sessions 
were conducted at the offices of Chemapol in Prague and Slovnaft in Bratislava. At the first
 
session in Prague, representatives from Chemapol, the Kralupy and Litvinov Refineries,
 
Czechoslovak Airlines, and the CSFR Ministry of Industry attended. The seminar in Bratislava
 
was attended by individuals from Slovnaft and Petramex, the oil purchasing organization for 
Slovakia. Topics for both seminars encompassed cash oil markets cash/futures contracting 
applications, implementation issues, options and swaps markets, hedging and trading examples, 
crack spread trading systems, basis risk management, technical analysis systems, and options
 
pricing models. See Annex B.2 for a List ofTraining Participants for the entire project.
 

Follow-up TechnicalAssistance- Based on the initial seminar and in collaboration with host
coun try counterparts, IRG identified additional technical assistance work which was carried out
 
in August 1991 in Prague and Bratislava: Refinery Optimization, Procurement, and S&D Workshops.
 
Dr. Safer ani1 Mr. Jones spent two days with personnel from the Slovnaft Refinery providing
 
assistance in oil futures trading, ship chartering, pipeline management, supply and distribution
 
department organization, function, and management, and new marketing techniques. In 
addition, Mr. Boudrye presented a discussion of and demonstrated LP optimization software for
 
refinery/petrochemical planning. 
Over a two-day period, the IRG team met with executives from 
the Kralupy and Litvinov refineries discussing oil futures trading, refinery models, technical 
trading, and S&D organization. On the third day, these topics were discussed with executives of
 
Chemopetrol in Prague.
 

InternshipTraining- After the initial seminar and the follow-up work, IRG identified two 
individuals for participation in the internship training program in the United States. They were 
Mr.Jaromir Burian, Deputy Commercial Director of Chemapol, and Ms.Jana Hejskova, Manager of 
Cntdr. Oil and Products at Chemapol. Both individuals were at Phibro International in Greenwich,
 
Connecticut, AIG Trading in Fort Lee, NewJersey, and NYMEX and the Chase Manhattan Bank in
 
NewYork City. Both interns participated in the program from September 15-28,1991. 

Additional TechnicalAssistance- Based on a request from the Litvinov Refinery, IRG developed 
an Oil ProcurementSeminarfor the staff of the refinery. During the period May 11-15, 1992 Mr. 

Jones conducted this seminar for approximately 20 Litvinov personnel from the Production, 
Marketing, Accounting, Development, and Research Departments. This training focused on the 
use of futures and futures options for hedging including crack spreads, use of over-the-counter 
financial instruments for hedging, oil swaps, crude oil paper and cash markets, technical analysis 
of futures and cash oil markets (including a practical exercise in selecting hedging options and 
the timing for placing a hedge future deliveries of cruide oil), use of LP models for refinery 
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optimization (and the methodology for running case studies to select the optimum crude oil 
feedstocks, to evaluate third party processing deals, and to evaluate investment/divestment 
options), and developing the organizational structure for an S&D Department within the 
Litvinov Refinery. 

2. Status of Oil Procurement Activities and Capabilities 
A. Background/Overview 

Historically, all aspects of oil and petroleum products supply in the CSFR were heavily 
centralized. One state trading company, Chemapol, had exclusive responsibility for import and 
export of all crude and petroleum products. Crude imports came entirely via pipeline from the 
USSR. Financing was not a problem, since oil imports fell under barter or COMECON ruble 
clearing agreements. Pricing, using the standard USSR formula for all exports to the ECE 
countries (See Footnote 11), was based on a five-year moving average price, which insulated 
importers from the wide fluctuations in world oil prices. Hard currency reserves were sufficient 
to finance oil purchases and, as a result, immediate payments were made to the Soviet Union. In 
addition, longer credits had been extended by the Soviets for Czech exports to be offset by future 
deliveries of oil and gas. 

Even before the democratic changes in the ECE nations, it became apparent that oil exports 
from the USSR would decline and that the ECE could not be assured of sufficient supplies from 
the USSR. The CSFR, therefore, had for some time sought to barter its industrial goods for 
crude oil from Syria, Iran, Iraq, and Libya. Most of these barter deals involved swaps for Soviet 
crude which was then delivered by pipeline along with the quantities purchased directly, the 
Soviets would then sell the foreign oil in western markets. 

OnJanuary 1, 1991 the USSR converted to a hard currency basis for all exports to its former 
client states; pricing, delivery, and other terms of the former barter agreements were changed to 
such an extent that the CSFR was unable to import oil at levels sustained in the past. The CSFR 
imported 305,000 b/d of crude oil and petroleum products in 1988, virtually all of it from the 
USSR In 1990, total crude and products imports decreased to 280,000 b/d and declined further 
to about 230,000 in 1991. In early 1991, the government had secured government-to-government 
commitments to import around 150,000 b/d from the USSR under barter and hard currency 
purchase agreements. Another 60,000 b/d was secured through the Adria Pipeline, ofwhich 
Iran was to supply 20,000 b/d, either to be .swapped for Soviet crude or delivered via the Adria 
through Yugoslavia. The balance was to be purchased by Chemapol in the spot market. By the 
end of 1991, however, the CSFR received only one cargo of Iranian crude through the Adria, 
before the pipeline was shut-down owing to the civil strife in Yugoslavia. It is not clear how the 
operating and financial conditions of the pipeline will be settled with the CSFR and Hungary, as 
well as the new country through which the pipeline passes (Croatia). 

Nevertheless, the shut-down of this source of supplies did not have as devastating an effect as 
feared since, as in the other ECE countries, demand was falling owing to sluggish ec,.nomic 
activity and increasing domestic prices: for example, it was estimated that gasoline sales in the 
CSFR decreased 20 percent through September of 1991 from previous year levels. In addition, 
the CSFR was able to increase deliveries through the Friendship Pipeline to make-up for lost 
supplies via the Adria. 

Historically, Chemapol delivered all its crude imports to a "trust organization," Chemipetrol, 
which oversaw all refineries, chemical companies, and the exclusive petroleum marketing and 
pipeline companies: Benzina for Bohemia and Moravia, and Benzinol for Slovakia. Chemipetrol 
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was the dominant stockholder in Chemapol whose import quantities were based on requirements 
provided by Slovnaft and Litvinov and by smaller refineries and petrochemical plants. Until the 
late 1980s, the USSR encouraged its close ECE allies to import as much crude as their refineries could 
process, with a view to maximizing hard currency petroleum product exports to western markets. 
Such exports in effect enabled the countries to earn hard currency to purchase Soviet crude oil. This 
arrangement contributed to investment in sizable refining overcapacity throughout the ECE nations. 

In the CSFR, petroleum products not used as chemical feedstocks were sold to the marketing
companies at prices based on a standard mark-up formula over crude prices. A typical refinery slate 
emphasized the middle and heavier ends of the barrel as follows: gasoline and napthas at 10 percent,
gasoil and other middle distillates at 40 percent, heavy fuel oils at 35 percent, and petrochemicals 
(primarily for export) at 15 percent. Impor-, of petroleum products and of non-USSR crude oil were 
negligible. Both crude oil supplies and product demand were sufficiently regular to avoid the need 
for major investment in storage facilities. At the beginning of 1991, there was reportedly less than 15 
days of consumption in inventories of crude and petroleum products. (In the U.S., for example,
commercial inventories of crude and major petroleum products averaged 30 days ofsupply.) 

As a landlocked country with no export pipelines and limited use of navigable waterways, the CSFR 
faces high transport costs to export petroleum products. Consequently, even with the subsidy 
implicit in the USSR crude oil barter and clearing arrangements, the CSFR exported less petroleum 
products than its neighbors. Chemapol thus had gained less trading experience than, for example, 
trading companies in Polar, d, Romania, or Bulgaria. 

In late 1990, Chemipetrol was abolished. Its constituent parts, the refineries, chen'.,.al companies, 
and marketing companies, all became independent companies. (They are also all shareholders in
 
Chemapol.) The import of crude oil and petroleum products remained the exclusive monopoly of
 
Chemapol. The Slovak trading company, Petramex, was also given the right to import for Slovakia,
 
but in practice, owing to its limited experience, Petramex did little oil importation. An applicat*n
 
by the Slovnaft refinery to become an importer was reviewed in early 1991, but was not granted.
 
Benzina and Benzinol were still not permitted to import petroleum products, but specialty product
 
exceptions seemed to b? emerging even in early 1991. 
 By mid-1991, the CSFR federal government
 
had given up most of its role in the regulation of the oil trade, bod: domestically and with respect to
 
imports and exports. The responsibility was given to the respective republic ministries.
 

B. Organization Capabilities
 
Chemapol and Obchodni Bank
 

Chemapol has a Crude Oil and Petroleum Products Division and in turn a Crude Oil 
Department, as well as other departments for various petroleum products. The Division handles 
all crude oil and petroleum products importation on behalf of the Czech refineries and on 
occasion for the Benzina marketing company. Chemapol subscribes to Reuters Energy Service 
and has considered other market information services (e.g., Telerate). Traditionally, Chemapol
handled most of the imports for Slovnaft and Benzina, while also buying in the spot market 
through Phibro, Marc Rich and other traders. 

The financing of petroleum trade has been handled exclusively by the Obchodni Banka. The 
bank relies exclusively on Reuters and on its international trading contacts and two individuals 
appear to constitute the entire oil trade finance unit. The bank claimed that in early 1991 it had 
no difficulty financing oil imports and was able to secure short-term trade credits when necessary. 
Although Obchodni Banka no longer has a monopoly on trade finance, it appears to be the only 
bank in Prague interested in doing this business. Obchodn: Bank also handles the oil trade 
finance for Slovakia through its branch in Bratislava. 
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In the middle of 1991, at the Lime of IRG's seminar in Prague, personnel from Chemapol and 
Obchodni Banka had been learning about oil futures hedging and had executed one transaction: 
they hedged 800,000 barrels of Russian crude buying Brent fuures in London and subsequently 
selling an equivalent amount of Brent in the spot market. In addition, a member of Chemapol's 
senior staff spent several days with Elf Trading Company to learn more about hedging. Both 
Chemapol and Obchodni Banka have proposed more ambitious hedging strategies, including 
longer term swaps to lock-in prices for more than the three months or so possible on the London 
futures market. Until the refineries approve such transactions, however, the hedging will be 
limited to the smaller quantities which Chemapol imports on its own account for resale. 

Slovn aft Refinery 

As of M'.y 1992, Slovnaft had not received authority to buy oil and continued to use Chemapol fos 
around 80 percent of its crude oil purchases and Petramex for the remainder." Slovnaft does not..w
have an LP Model for the purpose of optimizing the operation of the refinery, which will be most 
important when the Adria Pipeline is reopened. In addition, Slovnaft is confronted with the loss of 
many high potential young employees to private companies owing to the fact that the state has 
compelled Slovnaft to continue to pay salaries that are not competitive with private entities established 
by local entrepreneurs and foreign companies. 

It is anticipated that Slovnaftwill be privatized in 1992 and effective May 1, 1992 it was designatx a 
"shareholder" company." Vouchr holders had untilJune 8,1992 to apply for ownership of30 percent of 
Slovnaft's equity at book value (approximately $180 million at the current exchange rate of28 
crowns/USD). The state will allow Slovnaft to sell another 35 percent of the company to foreign investors 
at market value for the purpose ofraising capital. Morgan Stanley prepared an evaluation ofSlovnaft 
which is encompassed in a Prospectus which was sent to 35 energy companies both private and some 
owned by producing countries As of May 15,1992 there were 12 companies that expressed aserious 

interest in Slovnaft, with representatives from each scheduled to visit Slovnaft beginning injune 1992. 


Other CSFR energy companies will be privatized over the next few years. It is expected that 

Chemopetrol, which owns the Litvinov Refinery," and Kaucuk s.p. which owns the Kralupy 

Refinery, will be privatized as independent entities. Thus, there has been no plan to integrate the 

industry as in Hungary (see following country section). It should be noted that neither Litvinov nor 
Kralupy have an LP n,del far purposes of refinery optimirztion. In addition, neither refinery has 
personnel trained to use such models for refinery planning, nor do they have personnel qualified 
and trained to purchase oil. Both of these issues need to be addressed prior to privatization. 

Prior to May 1, 1992 Slovnaft acquired 87 service stations and three terminals from Benzina. 
Also, Slovnaft and Benzina formed a new company for the purpose of distributing refined 
petroleum products. Each company holds a 50 percent interest in the new distribution entity. 

At the present time Transpetrol operates a small terminal where the Friendship and Adria 
Pipelines intersect. However, the tankage at the terr inal is insufficient to segregate crude oils by 
type before delivery to the Slovak and Czech refine, . Thus, if one refinery were to buy a heavy 
crude from the Persian Gulf, and another purchased Urals crude (a light crude) from Russia, the 
two could be mixed at Transpetrol with neither refinery receiving the crude oil they bought. The 
company that purchased the heav) crude would receive a windfall, while the company that 
purchased the light crude would have a lower grade than they paid for. Slovnaft has been 
lobbying the Federal Government to locate the storage needed to debottleneck the pipeline 
segregation problem at Slovnaft rather than at the Transpetrol facility. The rationale is that with 
the connection with the TAL Pipeline, crude oils from the Friendship, Adria, and TAL Pipelines 
could be segregated at Slovnaft for use there, and for further shipment to Kralupy and Litvinov. 
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Major Changes 
The major developments with respect to oil procurement in the CSFR, including petroleum
imports and exports, are the decentralization of procurement authority and the independence of 
individual refineries (the privatization process of the latter is described above). The political 
tension between the Czech and Slovak Republics has no doubt accelerated this process, as 
reflected in the Slovnaft Refinery's desire to become more independent in its operations. 
Formerly, the state monopoly trading company Chemapol was the only entity allowed to import 
crude oil and petroleum products, but over the past two years this authority also has been 
extended to Petramex. In addition, the trade finance monopoly of the Obshodni Banka has 
been broken. 

The traditional monopolistic entities Benzina and Benzinol" in distribution and marketing are 
being challenged by the entrance of substantial foreign partners in downstream marketing and 
the limited increase in petroleum product import and export activity. The Government has 
decided to privatize two-thirds of Benzina's gasoline stations, offering one-third to foreigners and 
another one-third to private firms. OMV (Austria) was the first firm to enterjoint agreements, 
operating 35 Benzina stations in the Czech Republic (with a future option to buy), as well as six 
Benzinol stations in Slovakia. Esso A.G., Exxon's German affiliate, has established a CSFR 
subsidiary (Esso Czechoslovakia) with offices in Prague and Bratislava, which will market 
petroleum products and lubricants. The network will include existing service stations bought
from Benzina and Bertzhiol. Through an agreement with Benzina, Conoco will lease and operate 
13 service stations in t .e Czech Republic. TOTAL also has signed an agreement with Benzina 
making it the operator of 75 stations (about 10 percent of the market) in Bohemia-Moravia. 

In general, trade opportunities have expanded, but the CSFR remains quite vulnerable to further 
loss of former Soviet supplies owing to its total reliance on the Friendship II Pipeline, the war
fGrced clusure of the Adria Pipeline, and its land-locked status. Extensive efforts are underway to 
diversify the CSFR's crude oil supply alternatives through new pipeline projects. In fact, the 
Czech government has already approved the plan to build a pipeline connection off the TAL 
Pipeline from Ingolstadt in Germany to the Kralupy and Litvinov Refineries north of Prague.
The 210 mile line, to be built by Chemopetrol and Chemopetrol Pipeline GmbH, is expected to 
be completed by the end of 1993 and operational by early 1994 at a cost of between $310-$330 
million. Capacity isexpected to reach 200,000 -300,000 b/d. Also, as discussed in Chapter 2, the 
Slovnaft Refinery, in conjunction with OMV, is planning a connection to its facility in Bratislava 
from the Schwechat Refinery in Austria. 
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3. Summary Observations 
The central targets of IRG's technical assistance in the CSFR were Chemapol and the Litvinov, 
Kralupy, and Slovnaft Refineries. 

Training provider, for the staff of Chemapol focussed on enhancing its capabilities in the use of 
oil futures, options and swaps, as well as expanding Chemapol's understanding of western trading 
companies' commercial practices. IRG's work served to focus attention on how western oil 
market activity is conducted and the risks inherent in buying crude oil in volatile markets. The 
training emphasized how price risks can be managed and what contractual techniques and 
computer systems are available. These goals were accomplished not only through the seminars 
but also the internship training program. 

Since traditionally the majority of Chemapol's transactions have been on the accounts of the 
refineries, which bear the price .riskwith Chemapol acting only as an agent, IRG determined that 
the refineries should be one of the primary recipients of the technicai assistance. There is clearly 
a need for detailed coordination between Chemapol and the refineries, especially as related to 
the operational requirements of the S&D function. The success of these refineries as private 
sector businesses will depend on how they manage their day-to-day crude procurement 
operations. Either existing management will adopt western style practices, or the new owner.- will 
install new managements. In addition to the changes likely to be caused by privatization, the 
increased competition from western oil companies marketing petroleum products within the 
CSFR will force refinery managements to focus increasingly on questions of refinery economics. 
They will have to exercise greater control over the quantity and costs of crude oil and balance 
these against the quantities and prices of petroleum products. 

The training provided to the Kralupy, Litvinov and Slovnaft Refineries served to emphasize these 
critical issues to the managements of the refineries. It also served to show how tefinery 
optimization models are used in western oil companies, and how the models' quantitative results 
are used on a day-to-day basis by refinery management. IRG has trained refinery management in 
these areas so that as the restructuring and privatization process unfolds, they will be prepared to 
undertake the functions of the new organizations and maintain and build their competitive 
market positions. 
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HUNGARY 

1. Summary of Technical Assistance Conducted 
Defonional Mission - During the week of March 25-29,1991 Mr. Banks and Dr. Safer visited Hungary 
to commence Component 3. The purpose of the visit was to meet with appropriate entities and assess 
current oil purchasing practices, identify and evaluate training and technical assistance needs, outline 
training course content, discuss the U.S. internship training program, and develop an overall project 
implementation schedule. Dr. Safer and Mr. Banks met with host country institutions including the 
Ministry of Industry and Trade, the Hungarian National Oil and Gas Trust (OKGT, now called MOL),
AGEL (supply subsidiary and foreign trade company for OKGT), the Danube Refinery (DKV), the 
National Bank of Hungary (NBH), the Hungarian Electricity Board (MVMT), Mineralimpex, and 
U.S. Embassy staff. See Annex C.A for a list of individuals contacted during the trip. 

Oil PurchasingSeminar- During the week ofJune 3, 1991, the OilPurchasingSeminarwas held in 
Hungary, conducted by Dr. Safer, Mr. Poats, Mr. Boudrye, and Mr.Jones. Two separate sessions 
were conducted at the offices of Mineralimpex in Budapes and at the DKV Refinery in 
Szazhalombatta,just outside of the capital. Representatives from Mineralimpex, DKV, MVMT, 
OKGT, AGEL, NBH, Tiszai Refinery, Hungarian Foreign Trade Bank, Central European
 
International Bank, Alcom Trading Company (private), and Citibank Hungary attended the
 
sessions. 
Seminar topics encompassed cash oil markets, cash/futures contracting applications, 
implementation issues, options and swaps mark,:ts, hedging and trading examples, crack spread 
trading systems, basis risk management, technizal analysis systems, and options pricing models. A 
List of Training Participants for all technical assistance tasks is presented ir Annex C.2. 

Follow up TechnicalAssistance-- Based on the initial seminar and in collaboration with host-country 
counterparts, IRG identified additional technical assistance work which was carried out August 19-22 
in Budapest at the offices of Mineralimpex by Dr. Safer and Mr.Jones. This was an Advanced Trading
and Management Workshop conducted with senior executives at Mineralimpex including the General
 
Director, Dr. Toth. However, there were additional attendees from the NBH, the Hungarian
 
Foreign Trade Bank, the DKV Refinery, and Tisak Chemicals. Discussions included implementation 
plans for oil futures tradir, , technical analysis computer systems support, relevant v Drld oil price 
data bases, including direct on-line communications, and specific hedging problems. 

InternshipTraining- After the inital seminar and the follow-up work, IRG identified two individuals 
for participation in the internship training program in the United States. They were Mr. Lajos Alacs, 
Deputy Head of Crude Oil Trading at Mneralimpex -nd Mr. lstvan Tehenics, a Unit Manager at the
 
DKV Refinery. Mr. Alacs' schedule included training at Enron Trading in Houston, Phibro
 
International in Greenwich, Connecticut, AIG Trading in Fort Lee, NewJersey, and NYMEX and the
 
Chase Manhattan Bank in NewYork City. Mr. Tehenics was with the Lyondell Petrochemical
 
Company in Houston. Both interns participated in the program from September 4-28, 1991.
 

Additional TechnicalAssistance- In response to a request from Mineralimpex, IRG conducted an 
OilPurchasingWorkshopin Budapest May 19-21, 1992 on the subject of oil futures and cash 
markets, contracting strategies, options, swaps related "derivative" markets, trading of crack 
spreads, arbitrage and technical analysis tools. The workshop synthesized much of the material 
covered in IRG's initial seminar (June 1991) for new staff among the Mineralimpex trading 
company, and extended many of the concepts to a more sophisticated level for long-term staff. 
Dr. Safer and Mr. Poats presented the workshop materials. The audience for this assistance 
included Mineralimpex staff, as well as representatives from banks, trading and refining 
companies with which Mineralimpex maintains regular commercial relations, or with whom it 
has entered formal joint venture relationships. 
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2. Status of Oil Procurement Activities and Capabilities 
A. Background/Overview 

Historically, Hungary has imported about 75-80 per.ent of its total oil and petroleum products
consumption, with virtually all imports zoming from the USSR via the Friendship Ill Pipeline. In 
1990, the situation began to change as deteriorating conditions in the Soviet oil and gas industry
threatened a disruption in Soviet supplies. In addition, as ofJanuary 1, 1991, the Soviets began 
requiring hard currency payments at world market prices. Although in late 1990 Hungary
concluded a long-term contract with the USSR for 60,000 b/d of Urals blend crude," the 
increasing uncertainty surrounding Soviet supplies led the government to seek other suppliers.
In September 1990 the purchase of 3.285 million barrels of crude and 270 thousand barrels of 
gasoline from Algeria and Libya was authorized and overall dependence on Russian and NIS
 
supplies decreased from 96 percent of total imports in 1989 to 79 percent in 1991.
 

As in the CSFR, purchasing crude from sources other than the USSR has increased the 
importance of the Adria Pipeline. Hungary and Iran reached an agreement in April 1991 in 
which Iran would supply 20,000 b/d to Budapest through the Adria Pipeline. However, only one 
cargo of 2 million barrels was delivered before the pipeline was shut-down. Nevertheless, in the 
long-term interests of diversifying oil supplies, the two countries have proceeded with another 
agreement calling for the delivery of 40,000 b/d of Iranian crude to Hungary in 1992. Importing 
crude through this pipeline can help to offset some of the decreased Russian and NIS supplies,
but the Yugoslav civil war has made this source increasingly unreliable. Hungary had been 
allocated 60,000 b/d out of a total of 200,000 b/d of Adria throughput capacity. 

When the project began ii, .arly 1991, the oil and gas industry in Hungary was managed by the 
state-owned OKGT, an organization responsible for both the upstream and downstream sectors 
of the industry. Each of this organization's commercial activ.Les was operated by a separate

subsidiary company: for example, NKFV and KFV, responsible for oil and gas production East
 
and West of the Danube River, respectively; GOV managing the pipeline system; the DKV and
 
Tiszai Refineries (together accounting for 95 percent of Hungary's refining capacity); AGEL,

importing equipment for the upstream sector, and; and AFOR, the downstream marketing
 
company. Mineralimpex, outside the control of OKGT, was a state-owned foreign trading
 
company responsible for the import and export of petroleum products. It was the only entity
 
prior to 1991 with the authority to conduct oil trading and purchasing and thus enjoyed a
 
monopoly on crude and product procurement activities. Kineralimpex handled the imports of
 
Soviet crude via the Friendship Pipeline and spot purchase requests from the refineries.
 

To finance foreign purchases, Mineralimpex worked with both the NBH and the Hungarian 
Foreign Trade Bank. Mineralimpex engaged in some oil futures trading through ajoint venture 
called CONFIDES which traded on the International Petroleum Exchange (IPE) in London on 
behalf of the Mineralimpex accounL CONFIDES isalso a member of the Budapest Stock 
Exchange. Mineralimpex has also engaged in oil futures trading through ajoint venture with the 
Foreign Trade Bank, NBH, and OKGT. NBH was the main bank involved in financing oil 
purchasing and has developed considerable expertise in certain aspects of commodity trading 
and lending; it is active in gold and some of the foreign exchange markets. 

Faced with declining Soviet supplies and in concert with efforts to diversify oil import sources and 
bring the country closer to a free market economy, the government implemented two key
changes in early 1991. First, the monopoly on oil imports held by Mineralimpex was abolished 
and AGEL, one of the OKGT subsidiaries, began to import small amounts of crude directly. In 
addition, some petroleum products were imported by AFOR and thejoint venture marketing 
companies. Second, prices were liberalized to reflect world market crude price levels and 
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competing product markets. This process was gradual, continuing throughout 1991. Inearly 
1992, customs duties were ceased, effectively opening Hungarian markets to cross-border trade. 

Other organizations active in the downstream Hungarian oil market are a Shell Oil marketing 
and distribution entity called ,TNTE-LRG, ajoint venture between Phibro and Mineralimpex 
called Allcom, a wholly owned i" ' :xairketing franchise, and 51 percent Huigarian owned joint 
ventures with Exxon and Total. 

B. Organizational Capabilities 
Throughout most of 1991, the government examined the restructuring of the Hungarian oil 
industry. The two main options were either to streamline OKGT into a vertically integrated 
company or split the various operating subsidiaries into independent companies. The second 
option was stringly favored by Mineralimpex and DKV, since it would give them greater 
operating independence. For example, the DKV refinery historically had no need to develop a 
capacity for oil purchasing and products marketing. The refinery was considered only a 
processing entity, unable to maximize its profits because it could not control its raw material costs 
and supplies nor the sales of its manufacturing plants. It has no institutional capability to 
conduct these types of actvities, and had to rely on others to perform these functions. 

MOL 
Thus, the critical development affecting oil procurement within Hungary was the October 1991 
creation of an integrated national oil and gas company, Magyar Oiajes Gazibari Resvenydarsasag 
(MOL). MOL isstructured as ajoint stock company and includes most of the entities previously 
under the control of the former OKGT, such as the oil and gas producing companies. five 
Hungarian refineries (the largest ofwhich is the DKV plant), Afor, and other entities comprising 
the oil and gas industry, from exploration and production to retail. The gas distribution 
companies and equipment suppliers and manufacturers were not included in MOL 

MOL Organization, Effective 1st October 19917 
MOL General Management

I I I 
Hydrocarbon Exploration, Development Oil Supply Refining and Marketing

and Transportation Division (AGEL) Division 

Former units within OKGT: Former units within OKGT: 
-Geophysical Exploration -Danube Petroleum 
(GKV) Refining (DKV) 

- Lowlands Hydrocarbon -Komarom Petroleum 
Production (NKFV) Refining (KKV) 

- Trans-Danubian Petroleum -Zala Petroleum 
(KFV) Refining (ZKV) 

- Gas and Oil Transportation - Tisza Petroleum 
(GOV) Refinirg (TIFO) 

- Petroleum Products 
Trading (AFOR) 

The government's policy objective is to establish a balance between an integrated national oil 
company and a competitive fringe of trading and marketing companies, as represented by2 7Eno 0PoLiCi. iunsoi, 199) Mineralimpex and various foreign participants. In this respect, the balance pursued is not unlikeSOECDIIFA, Pari 1992. 

the western model of an if egrated set of major participants, and an independent sector 
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providing competition from imports, logistic responsiveness and efficient marketing strategies. 
In addition, the government has made it clear that MOL also was created for the purpose of 
better coordinating upstream and downstream activities, and to protect the nation's vested 
interest in its oil and gas resources, specifically its refining, distribution and production assets. In 
fact, MOL is internally structured with Upstream and Downstream Divisions. There is one group 
within the Downstream Division that optimizes the operation of all five refineries, and another 
group responsible for buying and importing crude oil, as well as exporting surplus refined 
products. Thus, while there is an interest in maintaining effective competition to both challenge 
and serve MOL, the intention is for MOL to increase its operational efficiency, and 
simultaneously become more self-sufficient as a major regional company in Central Europe 
(competing with Austria, the CSFR and Germany). 

A major issue which must be addressed by the Hungarians in attempting to strike this effective 
balance between competition and integrated control is the issue of pipeline access. Currently, 
MOL controls pipeline access through its ownership of GOV.Theoretically, MOL/GOV can 
exercise its monopoly of Hungarian pipelines to the exclusion of competitive firms, including 
Mineralimpex and other independent oil marketing and trading companies. In the autumn of 
1992, a provision of the Minitg Act is scheduled for debate which calls for the creation of open 
access rules, for both pipeline and storage space, effectively making the GOV system a common 
carriage operation (as is the case for interstate systems in the U.S). The resolution of the 
pipeline access debate will largely determine how effective the independent sector of 
competition can be in limiting the potential monopoly position of MOL. On the other hand, 
from the perspective of the government and MOL, the immediate oper ing of pipelines to an 
open access system threatens to undercut MOL's efforts to establish itself as an effectively 
coordinated production-refining-distribution operation, while at the same time "taking" its 
historical fixed capital and O&M investment in the pipeline systems to the benefit of 
independent competitors with no vested interest in the long-term health of Hungary's domestic 
oil and gas industry, particularly the investments in production and refining. 

In order to resolve the open access issue to the satisfaction of both MOL's vested interests and 
the interests of maintaining a "workably" competitive (and efficient) Hungarian oil industry, 
some balance may have to be struck between the pure ideal of common carriage and a closed 
system, both with regard to the speed of evolution to the former, and the allowable rate 
structures and access terms permitted under an emerging "open" system. In addition, the issue 
will have regional implications with regard to Hungary's trading relations with Russia and the NIS 
as well as its neighbors in ECE and Western Europe. In attempting to resolve this debate, the 
historical record of regulation in pipelines and other natural monopolies in the U.S., Canada 
and other western nations will be useful in shedding light on alternative procedures, including 
rate and access regulations. MOL in particular has expressed an interest in developing a greater 
understanding of such comparable cases and regulatory models which may be useful in both 
understanding the alternatives and further defining their position in this debate. The resolution 
of this issue will be critical in integrating Eastern and Western European energy markets 

HUNGARY: REINING OVERVIEW 
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Finally, it is important to note that the reorganization of Hungary's oil sector has not been 
welcomed unanimously in the international dcnor comn'inity. A recently published OECD/IEA 
report was somewhat critical of MOL in the following sense: 

"The organizational efficiency associated with larger organizations may not, however, be as 
significant as sometimes believed and an oil and gas infrastructure concentrated in one 
large integrated company could inhibit the development of an economically efficient 
industry, comprising both domestic and foreign participants and investors. The smaller 
companies likely to favor investment in the Hungarian market could perceive lessened 
chances of success in competing with MOL as presently structurec. Integration also may 
interfere with potential interfuel competition between natural gas and oil products. 

The Hungarian government should review its rationale for restructuring OKGT and 
determine if there is merit in further restructuring. Such a review should clarify the 
objectives of restructuring and the priority accorded to each. It should also seek to balance 
the objective of positioning the oil and gas industry in Hungary,as an efficient and viable 
competitor in the regional economic environment, as such an environment is expected to 
develop in the next five to ten years, with the interests of maximizing economic efficiency. 

The initiatives of the Hungarian government with respect to privatization are to be 
commended. Issues of competition, access and insuring effective independent 
management of the industry, however, may be of greater importance to the public interest 
than privatization and the level of foreign ownership, particularly at this time. The 
Hungarian government should clearly separate the objectives and processes of 
restructuring and of privatization in the oil and gas industry, and the objectives should" be 
clearly identified and explained to industry participants and to the general public." 

Mineralimpex
 
Significantly, Mineralimpex was not included in the new national oil company, and will now have
 
to compete with MOL as a crude oil and refintd products trading company since MOL is
 
establishing its own in-house S&D and trding capabilities. Previously, Mineralimpex performed
 
all of the crude importing functions for Hungary's refineries, and a large portion of -he refined
 
product import and export activity. It will now have to compete for that business against a large
 
integrated company that has hired a number of former Mineralimpex staff. Although
 
Mineralimpex is still government-owned, it has plans for privatization. The formation of MOL,
 
particularly as the S&D activities within MOL are established, could prove to be a stimulus to
 
Mineralimpex's privatization.
 

Mineralimpex has developed a relatively high degree ofsophistication in trading skills and 
organizational expertise. In addition to the creation of CONFIDES, Mineralimpex has entered into 
joint ventures with banks, the former OKGT, and foreign partners to execute trades and to pursue
various market investments. It also has been responsible for government-to-government crude oil 
supply contracts with Hungary (largely Soviet crude through the Friendship m Pipeline). It also 
appears to be emerging as a sizeable participant in the physical and paper oil markets. In order to 
function effectively as a small, competitive international trading company Mineralimpev will have to 
compete as a much leaner and technically more efficient organization. This is particularly true in 
the case of refined product imports, owing to the increased presence of major companies in 
gasoline marketing and direct sales of other products to large end-users. In this regard,
Mineralimpex plans to reduce staff ,ize to less than 100 employees by late 1992 from around 430 
employees in early 1991. 
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Mineralimpex also has plans to spearhead an effort to establish an energy futures exchange for 
Central Europe, tentatively named the "Central Europe Energy Exchange." This effort is being
initiated by Mineralimpex in cooperation with the Hungarian Stock Exchange and the Petroleum 
Association of Hungary (with backing from the NBH and the government). The plan is to 
establish the exchange in Budapest, initially trading pipeline-delivered Urals crude oil, basis 
Szizhalombatta, Hungary (at the DKV refinery and terminal facilities, and the nexus of the Adria 
and Friendship Pipelines), along with a gasoil barge or pipeline delivery contract, also basis 
Szizhalombatta, on the Danube. 

This proposed energy exchange represents a potential breakthrough in institutionalizing the oil 
market pricing and contracting procedures between the West and East. Its fruition will largely
depend on international cooperation, particularly with regard to pipeline access and trading
along the Friendship, and eventually Adria, Pipelines. The need for such a centralized exchange
is apparent and the logistical support for the underlying cash oil market on which the futures 
exchange contracts will be based is clearly evolving towards a commodity orientation. Trading of 
Russian oil exports on the Friendship Pipeline is reportedly being done in informal forward cash 
contracts, nmvch like the physical pipeline trade in the U.S. and Canada. The opening of the 
Adria Pipeline through Yugoslavia w'ill add North African and Middle Eastern volumes to the 
Central European markc., also traded forward to remain competitive with Russian supplies. On 
the products side, a connection between the Rhine and Danube Rivers is currently underway, so 
that a direct water linkage between Northwest Europe and the Black Sea market will be a reality,
geographically centered in Central Europe, with the triangle composed of the DKV refinery in 
Hungary, the Slovnaft refinery in Bratislava and the Schwechat refinery near Vienna serving as
 
the rentral internal market supply point, as well as barge and pipeline exchange point for an
 
institutionalized cash and futures market. The realization of this plan will require substantial
 
cross-b order cooperation, particularly with regard to transportation access and customs and tax
 
pracuces among the ECE nations.
 

3. t ,immary Observations 
Technical assi.-tance in Hungary was provided principally to Mineralimpex and to a number of
 
organizations, such as banks andjoint venture partners, with which it conducts commercial
 
transactions. 

As a pure trading company, with the prospect of privatization in the near future, Mineralimpex 
will have to compete against the trading affiliates of MOL as well as against the western oil 
companies now engaged in marketing in Hungary. The Mineralimpex business strategy is 
unique in the ECE nations in that it has chosen to become a private crude oil and petroleum
products company not only within Hungary, but also in other parts of Europe and indeed across 
the world.' In addition, is has numerousjoint ventures with western oil companies doing
business in Hungary, including marketing, supply, and trading. Outside of the oil business, the 
company deals in chemic:als, hard minerals, and related equipment. 

In international oil trading, expertise in the management of price risk is of paran.ount
importance. Given Mineralimpex's move into more competitive markets, IRG's training involved 
all phases of oil trading, with particular emphasis on futures, options, and swaps. Mineralimpex's 
analytical techniques, equipment and software support systems, and its implementation plans 
were also reviewed. 

The individuals responsible for developing the proposal for the Central European Energy
Exchange (discussed above) were participants in the training program. As a result of the 
internship training with the NYMEX in New York, Mineralimpex staff have been able to secure 
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NYMEX's support in establishing the proposed exchange. 

IRG also worked with the commercial staff of the DKV refinery, now a central part ofMOL 
Under the new national organiz2tion MOL will have more flexibility in crude purchasing and 
products marketing and will draw on DKV's production department to establish an internal S&D 
capacity within MOL. In contrast to the CSFR, there are no plans to privatize the Hungarian 
refineries, so that the government monopoly will remain intact. 

Thus, IRG's training of DKV staff focussed on the utilization of some of the modeling tools and 
cash and futures market contracting procedures which are necessary to perform these functions. 
In addition, under the internship program, a key member of DKV's management staff received 
training at the Lyondell Petrochemical Co. in the U.S. on such critical issues as feedstock 
evaluations and supply, marine chartering and scheduling, contract administration, long-term 
planning, pipeline crude supply and scheduling, and LP modeling. 
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POLAND 

1. Summary of Technical Assistance Conducted 
DefinitionalMission - During the week of April 1-5,1991, Dr. Ebinger and Ms. Annesley visited 
Poland to commence Component 3. The purpose of the visit was to meet with appropriate entities 
and assess current oil purchasing practices, identify and evaluate training and technical assistance 
needs, outline training course content, discuss the U.S. internship training program, and develop an 
overall projectimp!,-meattion schedule. Dr. Ebinger and Ms. Annesley met with a number of host 
country institutions including the Ministry of Industry, Ministry ofFinance, Ciech-Petrolimpex,
Petrola (private trading company), the Foreign Trade Research Institute, Institute of Economics of 
the Chemical lidustry, the Gdansk Refinery, the Center for Enrgy Efficiency, and U.S. Embassy
staff. A List of Contacts made during the trip is presented in Annex D.1. 

OilPurchasingSeminar- During the week of May 20-24, 1991, the Oil PurchasingSeminarwasheld in 
Jachranka (just outside of Warsaw) and was conducted by Dr. Ebinger, M;-. -ax..Ys, Ms. Annesley, Mr. 
Boudrye, as well as several guest speakers from the oil industry. The hatter included individuals from 
Reuters, Vitol, Morgan Stanley, Enserch Corporation, and the IPE, Representatives from Ciech 
Petrolimpex, the Ministries of Industry and Finance, CPN (state-owned distribution and marketing
company), refineries atJedlicze, Gdansk, Plock, Zaklady, atn 1rzebina, as well as from the private
trading companies Petrola, Perfect Agio, Robinson, APEXIM, Inveco, and Mertrans attended the 
training sessions. Seminar topics incorporated crude and products trat. ing, mechanics of trading,
crude and product pricing, product forward markets, tendering, price risk management, finance, oil 
brokering, price formation and reporting, legal and con u-acting issues, and refinery optimization 
systems. A List of Training Participants for all technical assistance tasks isprovided in Annex D.2. 

Follow-up TechnialAssistance- Based on collaboration with host-country counterparts and a formal 
request, IRG identified and developed additional technical assistance work which was carried out 
February 24-27, 1992 in Plock at the offices ofPetrochemia Plock by Mr. Banks, Mr. Boudrye, and 
Mr.Jones. This was a Refinery Procurementand Opt/imaonSeminarcovering refinery optimization, a 
discussion and demonstration of technical analysis systems and chart analysis in futures and forward 
markets, as well as detailed elaboration of the use ofLP models utilized to analyze various product 
streams and their profitability in refinery operations. 

Internship Training- After the initial seminar IRG identified, in collaboration with host-country
 
counterparts, two individuals for participation in the internship training program in the United
 
States. They were Mr. Bernard Lubinski, Manager of the Marketing Department of Petrochemia 
Plock, and Ms.Joanna Sozanska, Manager of the Product Export Department at Ciech 
Petrolimpex. Ms. Sozanska's schedule included training at Enron Trading in Houston, Phibro 
International in Greenwich, Connecticut, AIG Trading in Fort Lee, NewJersey, and NYMEX and 
the Chase Manhattan Bank in New York City. Mr. Lubinski was with the Coastal States Trading
Corporation in Houston. Both interns participated in the program from September 4-28, 1991. 

AddirionalTechnicalAssistance- Based on a request from Ciech-Petrolimpex, IRG developed a 
follow -up Oil PurchasingSeminarfor the company's staff. This training covered the areas of 1)
trading on the futures and option exchanges, 2) strategic applications of futures, options and swaps,
3) use of electronic price and market analysis information systems, and 4) financial aid accounting
topics related to monitoring trading activity and documenting a business/trading plan. These 
topics are of particular interest to Ciech-Petrolimpex owing to its increasingly independent role in 
relationship to Poland's refineries, and the need to develop more 5ophisticated value-added trading
services to supplement its traditional direct crude oil acquisition function. This training was carried 
out by Mr. Poats and Mr.Jones in Warsaw May 21-22, 1992. 

44 



POLAND
 

Karg
rg 

fBromberg[] 

Ryba~iWarsaw 

lpLodZ. U

0a on Br luFtJ Putway
EBrealau 

C3 Lublin 

- Natural Gas Pipelines 
Product Pipeline 

"is"w Product Pipeline Planned 
or Undar Construction 

- - Natural Gas Pipeline Planned 

Soj;oes: lRG. InternsIonal Petroleum Encycopedia. Saloman Brothers and Oil & Gas Journal 



2. Status of Oil Procurement Issues 
A. Background/Overview 

Of all the nations of the ECE region, Poland has the lowest per capita consumption ofcrude oil 
and petroleum products owing to lack of indigenous liquid fuels and a transportation system 
overwhelmingly based on coal and electricity. Historically, over 90 percent of Poland's crude and 
petroleum products have been imported from the USSR, with the rest obtained either by sea 
from the USSR or by a few spot sales of motor gasoline and diesel fuel. In 1988, imports totaled 
353,000 b/d, decreasing to 317,000 b/d and 237,000 b/d in 1990 and 1991, respectively. In 
January 1991, COMECON supply guarantees were abandoned and the five year average price for 
Soviet crude oil abolished. This created problems since the low cost of pipeline supplies makes 
Poland a natural market for the USSR In addition, the cost of pipeline transportation is based on 
monthly average costs and the pipeline itself has substantial excess capacity. 

Despite initial fears of a Soviet supply cutoff, Poland has been able to maintain Soviet deliveries 
(albeit at much lower levels than in the past) and also has been able to diversify suppliers. Of total 
crude and product imports in 1991, about 125,000 b/d were from the USSR (53 percent of total 
imports), 60,000 b/d from Iran, 20,000 b/d from North Sea (principally Norway) and the 
remainder from Saudi Arh 1ia and other sources. Poland paid for approximately 20 percent of 
Soviet supplies through a barter arrangement designed to boost sagging Polish exports to the Soviet 
market. Poland supplied pharmaceutical products and medicines in exchange for the cnrde oil. 

Clearly, Poland has made a concerted effort to deal with the decrease in Soviet deliveries by 
actively seeking new sources. In addition to the suppliers mentioned above, the Government has 
approached Algeria. While Algerian crude is a good feedstock for the Gdansk and Plock 
refineries, large tankers (above 200,000 tons) from North Africa cannot pass through the Danish 
straits, resulting in offloading onto smaller tankers. These transfers raise the cost of crude 
delivered to Baltic ports by $2-3/barrel in comparison to Soviet shipments. 

Poland's total refinery capacity is 373,000 b/d, with the refinery at Plock accounting for 70 
percent. Of total product output, the Plock Refinery produces about 35 percent gasoil, 20 
percent gasoline, 15 percent fuel oil, 10 percent petrochemical naphtha, and 5 percent asphalt 
and bitumen. In general, there is a need for additional cracking capacity for diesel and gasoline. 
In fact, it is in the motor gasoline market where there is the greatest market competition: 60 
percent of the country's gasoline requirements are produced domestically while 40 percent is 
imported." Private companies are actively involved as importers. 

"POLAND: REFINING OVERVIEW 

RCrude Distillation Capacity (b/d) 

Flock 252,000 
Gdansk 48,000 
Others 73000 

373,000 

Historically, the Gdansk and Plock refineries received about 80 percent of their crude oil 
feedstocks from the USSR. In the case of the Plock Refinery, crude is received by the Friendship 
Pipeline and also receives some feedstock or export products via rail from Germany. The Gdansk 

Refinery is served principally by sea but 1,3-12 percent of its supplies are received via pipeline 
connection with Plock. The small refineries in the south are accessed mainly by rail or truck. 
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Since Gdansk cannot be served by ships over 125,000 tons in capacity, historically it has cost as much 
as $2-W$/barrel more to get crude to Gdansk than to deliver it from the USSR to Plock ($.80/barrel). 
likew;ys, whereas crude from the USSR could be purchased on the day of sale, Gdansk had to 
arrange forwrd supplies. Also, the cost of operating the Gdansk refinery is higher owing to 
problems ot moving cargoes from ships to storage tanks, lack ofpipelines fo- offloading, and too few 
berths at the port leading to demurrage charges. 

Current c-pacity at the Gdansk Refinery is around 50,000 b/d but there are plans being studied to 
expand this to 110,0000 b/d by 1995 at a cost of S400-S500 million. The refinery produces around 
12,000 b/d of gasoline, 12,000 b/d of diesel, 7,000 b/d of heating oil and small volumes of base 
lubricants, asphalts, liquid gases, andjet filel. Since the recent implementation of oil sector reforms, 
the refinery has vigorously pursued setting up an oil trading organization for its own accournL 
Desperately short of market information," refinery staff expressed a need to know more both about 
how to buy crude as well as to sell products. Key officials understand concepts such as 
"backwardation" but don't know how to utilize such ideas to trade in the market. They have sent 
refinery staff to the Oxford Course in the UK&as well as to the U.S. for training. 

One of the problems with the centralized planning system was the lack of any infrastructure to deal 
with emergencies or unforeseen contingencies. Because the pipeline terminal from the USSR has a 
storage capacity of 30,000 b/d, the refineries are discouraged from holding stocks and are forced to 
buy from the pipeline even if its own stocks were adequate. Other key issues confronting the 
refineries are (1) how to use blended crude, (2) need for hydroskimming, (3) how to operate 
refineries using different crude oils, (4) need expertise on how to run petrochemical-based 
refineries, (5) need to rationalize refineries prior to EEC membership to insure they are competitive 
and, (6) the need to build a new refinery but require assistance to design it to meet future needs. 

Finally, there is an urgent need for additional desulphurization capacity especially for diesel. 
This is especially important since diesel capacity is expected to rise from 40,000 b/d to between 
70,000 -85,000 b/d by 1995. There is also a need to reduce the high sulphur content of 
feedstocks, and there are plans to conduct a feasibility study on hydrocracking these feedstocks. 

B. Organizational Capabilities 
SinceJanuary 1, 1990, the Polish energy system has opened up to the point where any end user 
now has the legal right to procure its own oil. However, in practice while refineries are now able
 
ti trade directly on the world market, they lack the requisite skills and knowledge to participate
 
in price risk management efforts.
 

Currently, the status of the oil procurement system in Poland is in a great deal o! flux, owing 
primarily to the uncertainty of the path that privatization and/or industry reorganization will take 
in Poland's oil economy. In November 1991, the Polish Government announced plans to auction 
off major portions of the downstream oil sector, including refineries, transportation and storage 
infrastructure, retail marketing and distribution. The impetus for the privatizatdon plan is to 
establish the Polish downstream oil sector on an equal competitive footing with A estern Europe. 
In order to accomplish this, substantial investment capital, expertise and vertical coordination 
among industry segments will be required. With this in mind, the privatization plan, or con trollcd 
auction, will be structured to avoid dominance by any one company across a given activity. Rather, 
the goal is to create several integrated companies in the downstream, built around efficient 
regional combinations of oil refining, Lansport and marketing assets. Structuringjoint venture 
relationships with foreign companies has largely been resisted owing to the belief that extensive 
reliance on these arrangements will not guarantee the development of an efficient, integrated 

system, and may in fact slow the process of controlled privatization. 
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With this uncertain backdrop, the Polish downstream oil industry continues to attempt to 
improve its competitive position, but largely in piecemeal fashion and without the type of 
coordination and financial investment needed to make substantial efficiency gains. For example, 
crude oil sources have been diversified somewhat as former Soviet supplies declined, but the cost 
of importing crude into the Gdansk (Baltic Sea) port is still relatively high, owing to the need to 
offload large tanker shipments. Similarly, the lack of downstream integration continues to take 
its toll on efforts to streamline or rationalize the gasoline marketing sector. Refineries are 
frustrated by their lack of control over sales from the refinery gate, while domestic output often 
remains at a disadvantage to import competition as a result of high production costs and/or a tax 
and iuty structure which encourages fraud and abuse rather than "equalizing" foreign and 
domestic prices. Most importantly, Poland's refinery management has clearly expressed an 
interest in controlling its refinery operations, feedstock selection, and product sales in a manner 
which will more closely approach an optimal solution, rather than relying on others to perform 
this function for a fee, or without regard to its operating costs and plant utilization. 

Ciech-Petrolimpex 
Ciech-Petrolimpex, the established state-owne.d (nowjoint stock company) trading company, is 
the largest trading entity in Poland with over 1000 employees. In 1989, the company had gross 
revenues of$6-7 billion. It is the intention of the government to have all the companies that 
comprise Ciech become limited companies with at least 20 percent private capital - and a 
higher percentage if it makes strategic sense for the nation. 

Although there are currently no legal restriction; on who can trade crude oil and petroleum
 
products, Ciech-Petrolimpex remains in a dominant position owing to its extensive contacts in
 
the international arena and its network of offices abroad. 
 It subscribes to Reuters and Platts
 
pricing services, and although the company has not been involved in paper trading, there is
 
strong interest in these markets. Ciech-Petrolimpex is buying on term and spot markets.
 

The company now must compete with private importers, but maintains a favorable position in its 
access to finance and historical working relationships - ith the refineries, international suppliers 
and the indigenous marketing and distribution community (largely CPN). The company also 
may be in a better position now to compete with private petroleum product importers and
 
exporters since the higher import tax law took effect last year. Moreuver, import quotas are
 
being implemented effective early 1992. Ciech-Petrolimpex also is considering participation in 
some limited downstream marketing ventures with the refineries, to act as its outlet for product 
imbalance (export - import function). For example, Ciech-Petrolimpex may be sufficiently 
connected and sophisticated in international trading circles to work with the refineries in 
structuring longer-term processing deals, or other arm'slength veiture arrangemen ts. 

Ciech Petrolimpex has traditionally worked with refineries in identifying and acquiring its 
desired refinery feedstock, although its degree of sensitivity to refinery desires has been a subject 
of contention. Before the purchase ofcrude oil, the refineries (each refiner has a commercial 
director) and Ciech-Petrolimpex agree on the quantity, quality and price of feedstock.. One of 
Ciech-Petrolimpex's major prcblems is the very low level of Polish stocks in comparison to world 
standards and, subsequently, one question of great interest to the company is how stocks are 
financed in lEA countries. Ciech-Petrolimpex officials stated that one of its major problems is 
that the Government does not realize that it is not the refineries' responsibility to finance 120 
days of stocks. Financing of stocks is not only an industry but also a national problem. 
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Petrochemia Plock 
Petrochemia Plock is the largest refinery/petrochemical complex in Poland with a crude 
throughput capacity of 252,000 b/d, making it one of the most important strategic/industrial 
assets in the whole of the Polish economy. Yet, there remains considerable doubt as to how the 
entire oil industry will be re-structured and what role the refinery will play. While the 
government continues to weigh its plans, the refinery finds itself in an increasingly difficult 
position. For example, negotiations with the Russians have demonstrated that the refinery's 
traditional suppliers will guarantee neither supplies nor a reliable delivery schedule. Ciech 
Petrolimpex is still responsible for procuring crude supplies for the refinery (based on 
government-to-gov,.rnment negdiations) and Plock is currently in debt to Ciech. On the other 
hand, Plock's customers are not always able to pay promptly, if at all. 

Plock's two main avenues for receiving crude are via the Friendship Pipeline through Russia and 
Belarus, as well as from the port of Gdansk. Supplies are delivered to Plock from Gdansk by 
pipeline and overland by rail and truck. The capacity of the crude pipeline is 120,000 b/d. Itis 
generally recognized in Poland that there is a need to diversify supply sources and for this reason 
the Gdansk-Plock pipeline capacity currently is being doubled by the end of 1992 through the 
addition of to pumping stations. In addition, there are plans under development to expand the 
tonnage capacity of the Gdansk port to be able to handle larger tankers/cargoes and thus 
increase deliverability inland. 

While Ciech-Petrolimpex negotiates crude supply contracts for Plock, the refinery establishes 
delivery schedules, volumes and quality. In addition to the refinery's lack of control over 
procurement and inability to establish security of supply (at least with Russian Urals crude), it is 
difficult for Plock to guarantee contractually the quality of Arabian and Iranian Light supplies. 
Indeed, it is very difficult on the world market to negotiate successfully quality guarantees for 
these crudes, but the refinery may be able to negotiate a price reduction when quality is off-spec. 

Plock expects to process 174,000 b/d ofcrude in 1992, of which: 

Amount Iy= Erren 
87,000 btd Urals 50 
40,000 b/d Iranian Light 23 
35,600 b/d Arabian Lig't 20 
13,800 bld Brent 7 

A key question concerning the four crude types listed above is how the refinery should proc.ire 
them - whether on a spot or fixed contract basis. Since several Middle East producers are 
actively and vigorously pursuing new customers in the ECE region, as well as in the NIS, Plock 
should explore the possibility of buying these crudes on a netback basis. The rationale for this 
approach is that these suppliers may be willing to make special deals in order to break into the 
ECE market and develop new customers. In addition, Plock's management is very interested in 
other crudes available on the world market such as Isthmus (Mexico) and Chinese crudes. 

To further complicate the situation, Plock has little control not only over the procurement of 
crude oil, but also over the distribution of products. Although product pipelines have been built 
for the exclusive use of Plock, the refinery in reality has limited control over their operation 
there is a separate company which owns and operates these lines. In other words, the product in 
the pipeline belongs to Plock while the physical line is owned by a different entity. Terminals 
and storage sites - there are about 20 of the latter around the country - are owned and run by 
CPN, as are the tank trucks operating out of these terminals. For these reasons as well as the 
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need to diversify crude and product transportation options, it is generally acknowledged that 
additional pipeline construction is necessary. These pipelines can not only provide greater
domestic links, but also international access (for example, to the CSFR market). 

At the retail level, Plock again has little control over the marketing of the products it produces.
There are approximately 2,500 gasoline stations in Poland, one-half ovged and operated by CPN,
the rest by private entities. Contracts with the terminals are unrelated to the gasoline stations. 
The private operations are ofter importing gasoline from Russia, Sweden, and Germany rather 
than buying from Plock because imports are cheaper: the government formula for imposing
duties on the imported products have been based on domestic retail prices rather than, for 
example, Amsterdam-Rotterdam-Antwerp (ARA) prices. With domestic petroleum products
prices lagging somewhat behind inte,.' "tional levels, it can be cheaper to import. Meanwhile 
unused capacity sits idle at Plock. 

Plock thus finds itself separated from the procurement of its crude supplies and has little control 
over the distribution, storage, and marketing of its products. Any restructuring and/or

regulatory reform eventually instituted in the oil industry should be designed to bring the
 
decision-making functions of Petrochemia Plock closer to the realities of the market and the
 
customer. Refinery officials estimate that for every $1 of profit in the oil industry chain, Plock
 
receives 10-20 cents, and yet Plock is investing significant sums of money to modernize and meet 
emerging market demand fc.,r higher volumes of lighter, cleaner products. 

In fact, the Polish government recently announced that effective March 1, 1992 the content of 
lead in gasoline will be limited to match western Europe-an standards. The contents of lead in all 
gasolines sold in Poland will not be allowed to exceed 0.15 grams per liter. Currently only the 98 
octane gasoline imported from the West matches this norm. The 86 and 94 octane gasolines
refined domestically contain .56 and .30 grams of lead per liter, respectively. The refineries at
 
Plock and Gdansk are expected to be able to produce the higher octane gasolines immediately.

Plock recently added MTBE capacity which will allow greater flexibility in producing the higher

grades of gasoline. Meanwhile, the three small refineries in southern Poland will require
 
upgrades to meet the new specs.
 

Over the past 2 years, and recently every month, Plock has communicated with the governrent

in order to co,)e to some resolution regarding the company's position - principally its inability
 
to control the purchase of crude as well as marketing efforts. It has asked the government to
 
consider the vital strategic nature of the refinery and to implement regulatory reforni which
 
would better guarantee its survival. Specifically, refinery officials commented that a more 
vertically-integrated oil industry structure, ofwhich Plock would be a part, would streamline and
 
strengthen the domestic industry. The implication is that were Plock to become a separate

business entity, it would not be able to survive against large foreign cor 
petitors. Plock's
 
management recognizes that eventually foreign companies will have to be brought in to invest in
 
the Polish oil and gas infrastructure, especially downstream. There are benefits of, for example,
bringing in a foreign oil company to develop a retail base (building gasoline stations) with the 
refinery taking an equity stake and providing the product. There also is interest in utilizing the 
company's spare capacity for processing agreements. Plock has already been approached with 
several deals and are reviewing proposals. 

With regard to outside investors, however, the refinery management finds itself inundated with 
business proposals and ventures and generally has no basis from which to evaluate these 
organizations and their overtures. Consequently, Plock's management is actively seeking some 
way to be able to evaluate foreign companies. 
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3. Summary Observations 
IRG's technical assistance in Poland focussed on Ciech-Petroleimpex and Petrochemia Plock, the 
two principal players in the oil supply and procurement industry. However, a significant number 
of additional organizations received training under the project. 

The training of Ciech-Petroleimpex staff emphasized the areas of 1) trading on the futures and 
option exchanges, 2) strategic applications of futures, options and swaps, 3) use ofelectronic 
price and market analysis information systems, and 4) financial and accounting topics related to 
monitoring trading activity and documenting a business/trading plan. These topics are vital to 
Ciech Petrolimpex owing to its increasingly independent role in relationship to Poland's 
refineries, and the need to develop more sophisticated value-added trading services to 
supplement its traditional direct crude oil acquisition function. The development of the.se skills 
is imperative for enhancing its competitive position, whether it becomes the trading and crude 
oil procurement arm of an integrated national oil company, or it develops an independent role 
similar to that of Mineralimpex in Hungary. 

Petrochemia Plock is interested in selecting and purchasing its own crude oil feedstock, thereby 
exercising greater control over these costs, which represent over 80 percent of the refinery's total 
variable operating cost. Plock isalready employing LP concepts in planning refinery operations, 
using a spreadsheet model developed in-house. While the model does have its limitations, it is 
clear that the Commercial DeFartment recognizes the need for planning refinery operations with 
a view to maximizing profit. 

The training provided to Petrochemia Plock was extremely effective in directly addressing these 
crucial problems confronting the refinery's management. IRG's training covered oil 
procurement, market analysis, and refinery optimization studies. In addition, there was 
discussion and demonstration of technical analysis systems and chart analysis in futures and 
forward markets, as well as further detailed elaboration of the LP utilized to analyze various 
product streams and their profitability in the refinery. 
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ROMANIA 

1. Summary of Technical Assistance Conducted 
DefinitionalMission- During the week ofApril 8-12, 1991 Mr. Banks and Dr. Safervisited 
Romania to commence Component 3 activities. The purpose of the visit was to meet with 
appropriate entities and assess current oil purchasing practices, identify and evaluate training
and technical assistance needs, outline training course content, discuss the U.S. internship
training program, and develop an overall project implementation schedule. Dr. Safer and Mr. 
Banks met with the Ministry of Resources and Industry, PEI, the Romanian Bank for Foreign
Trade (RBFT), PECO (the state-run distribution and marketing company), Manufacturers 
Hanover Bank/Bucharest, and Shell International Petroleum Company/Bucharest. IRG also 
met with U.S. Embassy staff. A List of Contacts made during the trip is presented in Annex E.1. 

OilPurchasingSeminar- May 7-9, 1991 the Oil PurchasingSeminarwas held in Bucharest, conducted 
by Dr. Safer, Mr. Poats, and Mr.Jones at the offices of PEI. Representatives from PEI, PECO, the 
Romanian Bank for Foreign Trade, Arpechim Pitesti Refinery, Brazi Petrochemical (refinery), Tomis 
Oil Maritime (private shipping agent), Petromidia Refinery, and Chemenco (private trading
company) attended the sessions. Seminar topics encompassed cash oil markets, cash/futures
contracting applications, implementation issues, options and swaps markets, hedging and trading
examples, crack spread trading systems, basis risk management, technical analysis systems, and 
options pricing models. A List of Training Participants for the whole project is presented in Annex 
E.2. 

Follow-up TechnicalAssistance- Based on the initial seminar and in collaboration with host-country 
counterparts, IRG identified additional technical assistance work which was carried out December 
16-18, 1991 atArpechim Pitesti Refinery in Pitesti by Dr. Safer, Mr.Jones, and Mr. Boudrye. This was 
an OilProcurementand RefineryEconomics Workshop for the staff of the refinery as well as personnel
from PEI. Material presented and discussed included oil futures trading and optimization of the
 
logistics system and refinery operations, including concepts of organization and the planning
 
process. In addition, discussions were held on the implementation process, refinery optimization,

investment planning, and evaluation of third party processing agreements. These topics were
 
illustrated with concrete examples from IRG's refinery optimization model ofoil purchasing issues
 
and refinery planning. The quantitative examples included the refinery value ofusing additional
 
Arab Heavy crude, the impact of price changes for Urals crude, and two alternative processing
 
agreements. There was also a demonstration of the refinery model and optimization software.
 

Internship Training- After the initial seminar and the follow-up work, IRG identified three 
individuals for participation in the internship training program in the United States. They were 
Mr. Aurel-Fotin Bacila, General Manager ofPEI, Mr. Valeriu Iancu, Deputy General Manager of 
PEJ, and Mr. Patru Viorel, Chief of Production at the Arpechim Pitesti Refinery. Their schedule 
included training aL Chevron International Oil Company in Houston and Pascagoula, Mississippi,
Phibro International in Greenwich, Connecticut, AIG Trading in Fort Lee, NewJersey, and 
NYMEX in New York City. The interns participated in the program from March 12-27, 1992. 

AdditionalTechnicalAssistance- Over the period May 25-27, 1992 IRG conducted Refiney 
OptimizationandAdvanced PiceRisk ManagementSeminars in Romania. Topics included the 
evaluation of oil processing agreements, alternative approaches to hedge refinery crack spreads,
and the role of long-term swap or "over-the-counter" contracts in securing oil costs and refining
margins. The audiences for this assistance included refinery operations, planning and computer
analysis staff from the Arpechim Pitesti Refinery (May 25-26) and engineering and market analysis
staff from PEI in Bucharest (May 27). The presentations were made by Mr.Jones and Mr. Poats. 
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2. 	 Status of Oil Procurement Activities and Capabilities 
A. 	 Background/Overview 

Romania has the largest and most developed oil production and refining sectors in the ECE 
region, stemming from major investments by western oil interests for several decades prior to 
World War II. Romanian oil and gas reserves are estimated a 1.17 billion barrels of oil and 4.7 
billion cubic feet of gas. However, the industry recently has suffered a serious decline in oil 
production, decreasing from about 200,000 b/d in 1989 to 160,000 b/d in 1990, and to an 
estimated 134,000 b/d in 1991 owing to lack of investment by the former communist regime. 
Romania continues to have high potential for major new oil and gas discoveries, and western oil 
companies are seeking new drilling concessions in the Black Sea and onshore. 

Romania imports about two-thirds of its refinery feedstocks, and exports around 25 percent of its 
petroleum product output. Soviet crude supplies had historically accounted for about 25 percent 
of total crude imports, and were paid for under COMECON barter arrangements or in rubles. 
Imported crude oil arrives at the Black Sea port of Constanza and is shipped to Romania's inland 
refineries by pipelines; some product exports are also carried by product pipeline back to Black 
Sea ports for shipment by tanker to European and other destinations. Romania also imports
 
crude from Iran, Libya and Iraq (the latter, prior to the United Nations embargo). Some of
 
these import deals are barter arrangements; for example, imports from Libya are paid for
 
through construction services and agricultural products. The present Romanian government
 
expects to continue such transactions with Middle Eastern counuies.
 

By early 1991, this well established pattern of purchasing crude on world spot markets and 
exporting finished products for hard currency was threatened by declining domestic production, 
shortages of hard currency, insufficient investment in refinery upgrades and storage facilities, 

3and the U.N. embargo on Iraq" . This was compounded by a severe economic downturn. Total 
imports decreased from 112,000 b/d in 1990 to 27,000 b/d in 1991. Borrowing to finance crude 
imports has become increasingly expensive owing to Romania's political and economic 
instability. Refinery capacity is substantially underutilized and product exports are declining, 
further decreasing hard currency earnings. In addition, storage capacity is estimated at only 5-10 
days supply  well below a desired level of 30 days - owing to the previous government's 
decision not to invest in upgrading storage capacity, opting instead to increase refinery runs and 
product exports to earn hard currency. 

The Romanian industry under the guidance of Rafirom is planning to utilize the Rhine-Main-

Danube channel extensively when it opens in the next few years. This channel will open river
 
barge traffic thro,.gh Europe from the Black Sea to Rotterdam; it is a more economical route 
than the Mediterranean, and will also expand petroleum products trade with countries along the 
Danube. In addition, facilities for loading, discharge, and storage of finished and unfinished 
petroleum products are scheduled for expansion. 

B. 	 Organizational Capabilities
 
Petrolexport- Import
 

Romania has considerable experience in purchasing oil and exporting finished products. PEI is 
responsible for the import and export of energy products, and has a vu'tual monopoly on these 
activities within the country by virtue of their expertise, access to foreign exchange (albeit 
limited), and mandate of the government. While other entities, such as industrial end-users, the 
electric utility company or the petroleum products marketing company, PECO, are by law 
allowed to import petroleum products, they have not been involved in this activity owing to lack 
of in-house market skills and PE!'%dominance. PEI imports crude for the refineries, some 
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products for end-users, and arranges all of the petroleum product exports in return for 
commission fees. It seldom trades for its own account. As in other ECE countries, the refineries 
have no involvement in arranging their crude oil imports -- PEI is their exclusive agent for this 
activity. 

PEI is experienced in physical oil trade, and its top executives have a good kncwledge of how 
paper markets function. It lacks the technical infrastructure, sufficient financial backing and 
depth of staff skills to make a major entrance into the hedge markets. PEI is very interested in 
pursuing such activity through the services of an "over-the-counter" market maker. Also, it is 
interested in methods to protect long-term refinery operating margins, in addition to processing 
agreements, so that adequate margins can be maintained to finance necessary upgrades. unlike 
the West, where rising oil prices are normally associated with rising refinery profit levels, the 
subsidized domestic Romanian prices and depressed demand prevent Romanian refineries from 
recapturing higher oil costs. Therefore, PEI is appropriately seeking to establish a long-term cap 
on its crude oil costs, but the ability to execute such a plan is restricted by its limited financial 
assets and higher immediate demand for capital. Thus, a low cost-appro-tch to hedging both 
absolute crude prices and the refining margins as replicated by the "crack" spread, are priority 
concerns for PEI and indeed may be tied to the structure of future processing agreements. 

Although there has been some discussion : privatizing PEI, and possibly the refineries 
subsequently, Romania has been slower to move on this issue than the rest of the ECE countries, 
largely owing to the uncertain government transition process since late 1989. At the time of 
IRG's visits in mid- and late 1991, there was considerable ambiguity regarding the extent to which 
the industry would be liberalized under the new government. Several schemes were being 
proposed, including the privatization of the refineries, but the favored alternative seemed to b 
the establishment of a government-owned holding company similar te 'he Hungarian model. 
Nevertheless, PEI's lock on foreign oil acquisition and product export Lrade reflects the current 
government's interest in moving slow on reform and maintaining control over key industry 
sectors. On the other hand, this control may in fact be part of an effort to maintain subsidies to 
inefficient units and avoid losing control to private or "diverse" interest groups. 

Refining Sector 
Over the course of the contract the oil sector, as represented collectively by the refineries under 
Rafirom, PEI, and the Ministry of Resources and Industry, seemed to be coming to a consensus 
on the nature of actions needed to secure financing and the long-term growth of Romania's oil 
industry, particularly its refining sector The basic requirement is to improve the export 
economics and capability of the major Romanian refineries. The refining sector is substantially 
under-utilized" owing to poor economic conditions, lack of investment in upgrading capacity, 
high crude costs with the loss of subsidized Soviet crude, currency limitations, and competition 
from petroleum product imports. As a result, the country suffers from a shortfall of fuel oil, and 
a loss of its traditional light product export market. 

In order to promote t.ie growth of the refining sector, the refineries must have crude oil 
available to process. Ideally, this access would be direct, in the form of a bank line of credit 
against which crude could be acquired and the resulting product sold. This access also could be 
achieved under processing agreements, requiring the refinery to give up a certain "slate" of 
refined products in exchange for a processing fee or the right to "take" a certain portion of the 
resulting product yield (e.g., give-up gasoline and diesel while keeping naphtha and fuel oils). 
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ROMANIA: REFINING OVERVIEW"
 

nCrude Distillation Capacity (b/d) 

Arpechim Pitesti 125,000 
Petrobrazi Ploiesti 150,000 
Others 381,500 

656,500 

Assuming that the government is able to secure more crude oil through an acquisition fund, 
barter, or various "participation" arrangements, a major role for PEI as the national trading
organization could develop in hedging the economics of refinery processing. This could take the 
form of forward product sales, the combination of forward purchases of crude oil and sales of 
product (i.e., the "crack" spread on the paper markets), or some combined "over-the-counter" 
(i.e., "off-exchange") arrangement whereby a bank guarantees a minimal refining margin in 
exchange for a return payment from the refinery in the event actual margirts exceed the pre
defined target hedged under the "over-the-counter" contract terms. More likely, PEI could offer 
competing processing terms to Romania's major (coast-acce.ssible) export refineries, and execute 
favorable product trades in order to optimize the net value to Romania's refineries based on the? 
terms of the processing arrangement negotiated. 

In fact, PEI is interested in directly negotiating processing arrangements proposed with Romania's 
refineries. While these arrangements are ostensibly beneficial as a means of putting otherwise idle 
refinery capacity to work, they are also motivated by the desire to earn hard currency. In nis event, 
the return on the processing deal may be quite favorable when evaluated at the unofficial exchange 
rate, compared to the alternative of purchasing crude oil in dollars for sale into the domestic 
market at lei under official exchange rates. In addition, the proceeds from processing deals should 
provide capital to finance the desperately needed upgrades in refinery process units. 

Processing arrangements are already being discussed in Romania. At the Petromidia Refinery at 
Constanza trader Marc Rich is providing Iranian crude and paying a processing fee in the form of 
millions ofdollars to upgrade the refinery. At the Arpechim Pitesti Refinery, there have been 
discussions with several companies concerning potential processing arrangements: a Chevron 
proposal to process 30,000 b/d and Gotco to process 40,000 b/d. In addition, traders Marimpex
and Vitol are discusring short-term deals to refine 30,000 b/d and 40,000 b/d, respectively. 
Coastal Corporation also recently negotiated an agreement to process crude in the Arpechim 
Pitesti Refinery, possibly complemented by a marketing venture to sell the resulting product 
output both domestically and internationally. 

Financial Institutions 
Oil-related financing is conducted primarily through foreign banks, including an active branch of 
Manufacturer's Hanover in Bucharest The RBFT has issued letters of credit for external 
purchases of rude oil in hard currency, but the bank has not been involved in financing oil 
trading positions or oil processing arrangements. It has dealt exclusively with PEI in financing 
internal transactions with the refineries and the marketing company. The Romanian National 
Bank is not involved in these transactions and has not indicated an interest in doing so in the 
future. Other banks in Romania have no experience in trading and price risk management 
transactions, but this may change in the future depending on the outcome of bank privatization 
and banking law reform which was being studied in the middle of 1991. 
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PECO 
PECO is the marketing and distribution company for petroleum products. It purchases directly 
from the refineries, but PEI operates as its agent for imports of specialty petroleum products such 
as No. 4 fuel oil and LPG's, as well as for the export of gasoline and gasoil. PECO pays a small fee 
to PEI for its import/export service. It has no capabilities in product procurement and price risk 
management techniques and, although PECO initially expressed interest in learning more about 
these issues to be able to operate more independently, it has not pursued this in St. 

3. Summary Observations 
Technical assistance in Romania was focussed on PEI and the Arpechim Pitesti Refinery. 

Clearly, PEI and Arpechim are giving serious consideration to entering both processing and long
term price or "margin" protection relationships. IRG's training on the elements and alternative 
structures uf oil processing agreements was very timely and appropriate since Arpechim was 
actively engaged in negotiating a processing ?greement at the time of IRG's May Workshop. 
Specific topics included the use of refinery LP models to evaluate the incremental refining 
economics from which processing agreements should be evaluated, and alternative strategies for 
negotiating more favorable terms. In addition, thc seminars and workshops througiout the 
contract covered alternative methods for hedging refining rr-rgins and proved of significant 
value to the computer support and planning personnel at tl1e refinery. 

PEI was most interested in applications of price risk management mechanisms to which it has had 
only ver limited exposure such as futures, options, and swaps. In addition, owing to PEI's great 
interes. and likely future participation in processing arrangements, IRG targeted its refinery 
economics, LP modeling and processing agreements evaluation training to PEI as well. The 
impact and relevance of tlese topics to PEI was substantial since it may eventually seek to offer 
more favorable processing terms to Romania's refineries as a competitor to offers from outside 
firms. In addition, because the mprket analysis expertise lies largely at PEI, refiners with an 
interest in utilizing hedging techniques are more likely to turn to PEI as a service agent, 
particularly if it enjoys more favorable access to credit, and requisite market analysis tools and 
participants. PEI also received training in the proper use and interpretation of their existing oil 
market price information services, to which PEI already enjoys access. IRG also demonstrated the 
use of commercially available software to support market analysis, hedging and trading decisions. 
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SUMMARY AND CONCLUSIONS 

A. Key Themes 
Based on the IRG's team extensive assistance within the five ECE countries supported under this 
USAID program, with officials and technical specialists representing a range of oil trading, 
refining, marketing, consumption, finance and government policy perspectives, the following 
pervasive themes with respect to improving oil procurement capabilities (including supply 
diversification and price risk management) have been identified. 

1) Finance 

Oil procurement and finance are inexorably linked. Without financial resources, whether taking 
the form of hard currency, a solid national bank credit line, external loans, equity orjoint 
venture participation terms, oil procurement cannot be conducted except on a barter basis. Yet, 
barter is subject to many drawbacks in the form of increased transaction costs, loss of 
transparency in the resource allocation role of prices, and changing terms of trade which inject 
substantial economic risk into the transaction. Transparent market prices and market-based 
hedging techniques can circumvent much of the inefficiency and transaction risk associated with 
barter. However, to the extent that the banking entities are not familiar with and supportive of oil 
market economics, contracting and hedging techniques, some of the more sophisticated aad 
potentially rewarding transactions will not be supported. 

Several of the ECE countries, including Bulgaria, Romania and to some extent Poland, are 
limited in the oil procurement measures which can be taken (including hedging or direct cargo
purchases) by limitations on available bank funds, and by restrictions on foreign and private
 
participation. 
 In these countries oil procurement and asset ownership is more centralized, with
 
financing largely limited to the national bank. Outside banking relationships are either not
 
allowed or discouraged. 
 In part owing to the overall fiscal condition of these countries, and in
 
part as a result of a lack of experience and understanding of the procedures and principles
 
involved, the national banks in these countries do not appear to be actively supportive of the
 
petroleum industry's interest in pursuing a more aggressive oil procurement and price hedging
 
policy.
 

By contrast, in Hungary and the CSFR institutional knowledge among the national and foreign 
trade banks is much higher, and the banks are more actively participating (as partners) in oil 
procurement and price hedging activities. Moreover, in these countries oil finance is not 
monopolized by state interests, so to some extent competition motivates support. In turn, 
sources of finance need to know that the oil procurement activity being undertaken, its potential 
return in direct trade or perhaps a resulting refinery or marketing margin, are sufficiently secure 
to expect a reasonable return on the loan or investment. Indeed, as banks come to understand 
the nature of the price and supply risks in the petroleum market, and as their confidence level in 
various contracting and trading strategies grow, they will increasingly recommend that such 
strategies be pursued, and demonstrate this by offering more favorable financing terms where 
price hedging strategies and risk reduction are included as an element of a transaction. 

Thus, a fundamental barrier to effective oil trade and procurement strategies is the limitation on 
financial resources, including the knowledge of the industry served and the appreciation of the 
benefits of price or margin risk reduction. Related to this issue is that of industry ownership and 
competition allowed both directly and through the support service activities, including financial 
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services. National banks should support efforts to finance oil acquisition without necessarily 
supporting privatization or other forms of industry restructuring, when an acceptable return on 
the trade can be demonstrated. Lacking internal resource, financial authorities in some of the 
.closed" countries noted above, should consider opening their oil industry to the financial 
knowledge and resources of outside interests. The form of such outside participation could 
simply be co-financing, perhaps a syndication or various forms of trade, and short-term project 
finance. 

2) OilPricePolicy andMarket Regulation 

The use of market mechanis ms to improve oil purchasing capability, and ultimately to solidify the 
financial operation of an oil industry enterprise, pre-supposes that standards of market efficiency 
will drive behavior. To the extent that government regulation (specifically oil price, supply or 
demand regulation, subsidies and related tax or customs rules) affects market incentives and the 
determination of an enterprise's profitability, the assumed motivations to improve oil 
procurement capabilities may be distorted. These distortions may temporarily work in the favor 
of an established enterprise, such as a refinery ( e.g., import duties providing protection from 
import competition), or against it (e.g., excise taxes which are unequally applied and enforced, 
allowing firms willing to mis-certify or not report transactions to undercut market price levels). 
The net impact is to discourage operational efficiency steps which would otherwise be taken in a 
competitive marketplace. 

The utilization of futures markets and creative oil market contracting procedures are usually 
motivated by competition and an interest in reducing financial and operational risk. If these 
inducements are distorted by government regulation, action will not be taken. Furthermore, the 
imposition of price and supply regulations may impose risk on oil market parricipants 
unassociated with open markets, and for which these markets offer no solution. Regulatory risks 
may actually work against the use of creative contracting and hedging incentives by injecting 
uncertainty (outside the marketplace) into the strategy, and dissuading the potential user from 
applying the strategy. For example, a refinery operating within a market of controlled product 
prices which seeks to protect its refining margins, may wish to buy crude oil forward, and sell 
forward product, at a fixed differential. While this can be done on the futures exchange, or in 
external cash markets, the existence of government-imposed prices, which can change by fiat, 
may create uncertainty about the future level of petroleum product prices relative to those in the 
western market. The technical term for this is "basis risk" (i.e., the risk that free market prices 
will not track the particular physical market prices which are in fact determining the product 
sales price, hence the refiner's margin). Volume controls, similarly, may limit an enterprise's 
ability to commit to forwv,'d positions in order to take advantage of favorable trading or hedging 
opportunities. In the broadest sense, oil price controls distort incentives to conserve and to take 
protective action (from rising prices) and to diversify supply sources away from oil (i.e., they 
misallocate resources). Hedging, by contrast, can be used to protect the economics of 
investments made precisely for those purposes. 

Therefore, a central issue which must be addressed if the ECE nations are to make full and 
effective use of the open market's contracting and pricing tools, is the issue of dome.tic market 
distortions introduced by regulations, including tax and trade policies. Ideally, the region will 
evolve towards a uniform set of policies on such issues as tax and customs levels, access to 
transportation, and other policies which may distort normal cross-border pricing signals. In 
countries which have taken the lead on some of these issues, most notably Hungary and the 
CSFR, incentives to trade have been greater to date. In countries wnere reguilations dominate 
market economics, the primary motivation to twde is to maximize the immediate profit 
opportunities created by the distortions, not the desired objective of maximizing returns on an 

59
 



asset such as a refinery or marketing network. Ultimately, oil procurement and hedging strategies 
should be structured for the purpose of lowering cost and improving the return on investments 
made in response to efficient price signals. Regulations both distort these signals and limit the 
incentive to improve efficiency in fuels management and numerous related investment activities. 

3. IndustryRestructuring 

The organizational su ucture of the ECE region's oil industry was largely centralized and 
monopolized at the outset of USAID's technical assistance program. This structure was designed 
to support the production-driven, "materials flow" management incentives of the centrally
planned economy, in coordination with the primary COMECON uading partners. Lacking 
market transfer prices and the ability to evaluate returns on investment or operating margins, the 
overall operational procedures and organizational assumptions on which the system is based 
require some restructuring and training. The speed and form with which restructuring occurs 
also will impact directly the degree to which market participants will take more aggressive action 
in managing their oil procur,'ment costs and re-evaluating their organizational structures and 
management proccdures. For example, the introduction of foreign participation in retail 
gasoline marketing will increase competition for market share, and impose greater pressure on 
controlling costs and secu-ing favorable operating margins, or commodity prices, as such 
opportunities arise. Altermatively, the de-monopolization of the oil import function increases 
competition and, correspondingly, the pressure to negotiate both lower-priced and differentiated 
forms of oil contract structures. 

Where industry restructuring has occurred, particularly in a framework of workable competition 
unencumbered by excessive regulation, the proper incentives to take advantage of market 
mechanisms in oil procurement appear to be working. For example, in Poland downstream 
markets are open somewhat to competition, but not crude oil procurement. Moreover, the 
system remains under price and import regulations. As a result, the sort of incentives to compete 
have been concentrated in product imports and many of them are counter-productive in the 
long-term. By contrast, incentives to pursue creative contracting opportunities have increased in
the CSFR, in part owing to political regionalism, but also because restructuring has occurred 
throughout the industry, frot crude acquisition to refining and marketing. In Hungary, the 
effort to restructure the industry has clearly evolved around a concept of vertical integration 
complemented by an effective independent fringe of competition in the form of Mineralimpex 
and a number of private enterprises in product marketing, importing and exporting (crude and 
products). For now the Hungarian restructuring plan appears to be effective, but the longer 
term issue of market access and contrus exerted by MOL will be a determining factor. 

In Bulgaria, there has been a limited move to restructure in the form of breaking up the trading 
monopoly and introducing limited foreign ownership in marketing. However, the distortions 
from oil customs and tax structures, and the lack of a formal restructuring plan, specifically 
concerning the future role of the Neftochim Burgas Refinery and the state marketing/ 
distribution company (Petrol), has limited the beneficial impact of this action. The least amount 
of industry restructuring has occurred in Romania, where plans arejust being drawn-up to 
motivate foreign investment in the upstream. Any "restructuring" has taken the form of limited 
joint venture processing and investment arrangements with western trading and refining 
companies. 

In summary, one method of introducing effective oil procurement and supply diversification 
activities is through industry restructuring to encourage competition, both internally and through 
the inclusion of outside interests. Countries that have elucidated and begun to implement a clear 
restructuring plan appear to be ahead of those that are relying on the same organizations and 
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command-control patterns in place under the previous system. In their defense, it should be 
noted that restructuring decisions are highly politically sensitive, and particularly difficult to plan 
or implement in an unstable economic or political environment. However, industry restructuring 
should be a fundamental element of the political process which demonstrates a government's 
interest in evolving towards an economic structure which rewards efficiency. 

4. Investmrnit Incentives 

In order to stimulate both domestic investment and international participation in a restructured 
industry, investment incentives are required to overcome certain perceived risks concerning the 
related investment return thresholds. Such incentives can take numerous forms, including 
favorable tax, royalty or fee treatment, favorable buy-in terms, insurance nd minimum return 
guarantees. The opportunities for creative inducement of investment ar. numerous. Such 
inducements go hand-in-hand with the objectives of overcoming distorted regulations and 
restructuring industry to build a more effective base around which financial performance and 
investment will grow. 

In developing investment incentives the host government should encourage measures which can 
be obtained in commercial financial markets. For example, a desired rate of return on a refinery 
process investment may be obtainable in the marketplace without direct government guarantees. 
For instance, a long-term swap (buy crude, sell gasoline and gasoil) to protect the economics of a 
cat cracker expansion can be executed in the marketplace. Similarly, returns on the investment 
in a dual-fuel capable turbine may relate directly to the price spread between natural gas and oil 
over the next five or more years. These economics can also be protected in the marketplace with 
the proper financial incentives and support. 

In general, to the extent that investment incentives can distinguish commercial and externally 
manageable exposures from internal (e.g., political and contractual) risk, investment incentives 
should focus on the latter. Moreover, the ECE nations, through their finance ministries and 
banks, need to understand fully the potential role played by creative hedging techniques in the 
oil and financial markets in order to recognize more thoroughly their appropriate role in 
stimulating outside investment. The development of investment incentives should occur in 
concert with industry restructuring and strategy design. Such coordination and emphasis on 
establishing the underlying financial strength of a key industry such as petroleum is particularly 
important when its financial performance is so sensitive to underlying commodity price
 
pressures.
 

5. S&D Management and the Use ofLPModels 

A central focus of this project's activities was S&D management. This function is perhaps the key 
coordinating activity in integrated western operations, normally located in or closely linked to the 
refinery operations function. This function did not exist in any of the refineries or any of the 
state-controlled (joint stock) refinery operating companies (e.g., PEI, Ciech, Neftochim, OKGT, 
Chemipetrol). Its absence reflects the materials-driven central command and control structure 
emphasizing Russian crude feedstocks, and lack of concern or capability to measure or optimize 
economic profit. 

To estimate the potential value gained from an effectively functioning S&D operation which 
seeks to optimize feedstock selection and product sales activities, it is only necessary to observe 
the wide range in netback values obtainable from different crude oil types and feedstock mixes. 
Even during stable periods the netback values observable for various crude oils to a specific 
upgraded refinery configuration can vary by as much as $3/barrel. Adding the adjustments to 
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process operations, regional market considerations, logistics and normal seasonal and inventory 
management variables, the resultng variability in operating margins could vary by as much as 
$5/barrel, depending on the degree to which such decisions as feedstock selection, process unit 
utilization, stock management, product sales and transportation logistics are managed. This 
exceeds or at least matches the potential savings which might accrue from optimally timing crude 
oil purchases by hedging in response to seasonal or cyclical swings in petroleum price levels. 

In order for refineries to develop an effective S&D activity they must be supported by an LP 
raclel which replicates the process operations of the refinery, and provides an optimal solution 
(i.e., maxinizes profits under alternative operational scenarios). LP mcdels are used to make 
immediate feedstock selection decisions, but also to support longer term planning and 
investment decisions, including feedstock selection and product sales and the potential return on 
refinery or related logistical (e.g., storage, transportation, marketing) investments. Once such a 
tool and coordinating activity is in place, for a singie refinery or for an organization operating
multiple refineries (e.g., MOL in Hungary), the management can pursue more aggressively some 
of the contractual strategies discussed in IRG's training and technical assistance sessions in a
 
more informed manner. 
The objective is ultimately to coordinate the refineries' physical

operations with the financial opportunities presented on the physical and paper oil markets.
 

B. Program Effectiveness 
Program effectiveness is not easily measured in terms of actual or reported fuel cost savings, but
 
rather in the potential savings accruing to companies that make effective use ofprice risk
 
management tools over time.
 

With the exception ofan apparently increasing level of hedging and trading activity within the CSFR 
(Chemapol) and Hungary (Mineralimpex) most trading, refining, marketing a- :elated companies 
are making only limited use ofoil price risk management tools, including relatively new 
procurement practices in the forward cash market. Indeed, much of the motivation to use such tools 
now comes from Russian supply sources themselves, owing to the fragmentation of control, price and 
volume uncertainty, and forward trade developing around Russian pipeline crude oil supplies to the 
ECE region. Firms such as Ciech, Chimimport, Neftoirnpex, and PEI have the expertise and 
understanding now to take advantage of hedging and trading opportunities, but they are not 
aggressively pursuing such actioj, in large part as a result ofa lack of financial, technical and policy 
support from their govemment, and financial institutions. Indeed, greater use of forward markets 
and innovative contracting procedures is probably occurring within the growing independent fringe 
of private or "affiliated" trading companies. 

In auerrpting to quantify the benefits of implementing hedging and creative procurement strategies, 
these LaLterprises are either unable or unwilling to estimate the amount of money saved or made 
through the use ofsuch tool. This is proprietary information even assuming it can be measured. 
Moreover, the basic concept of hedging is that a gain on the paper markets should be offset by cash 
market losses, and vice-versa. Direct gains can result when an enterprise selectively times oil transactions 
at a favorable price, or taking advantage of favorable price spread opportunities. These typically will not 
exceed $1/barrel in calm periods, and probably less than $5/barrel in relatively volatile or trend 
periods, which may oczur 3-to4 times per year (on average) in the international oil markets. As a 
practical matter, an effective hedger/trader might lower his average crude oil cost by at least $1/barrel, 
on average, by taking advarLige of selective market timing and contractual strategies, such as 

* 	 market backwardation - buying forward when the forward month price iswell above the 
near month price; 

62 



" 	 trigger pricing in response to market trends - selectively buying (or selling) petroleum 
when a major upward (or downward) price trend has been identified and assuming these 
can be effectively identified; 

" 	 taking advantage of favorable price 'basis" relationships by moving between the futures and 
cash market either through arbitrage or via the exchange of futures procedure (requiring 
futures market participation); 

* 	 selectively writing (i.e., selling) covered call or put options following a favorable price 
move once the market trend has run its course; 

" 	 increasing margins on sales by effectively offering fixed or ceiling prices to buyers, or 
fixed or floor prices to sellers, and capturing a middleman's margin; 

" 	 improving refinery profitability by effectively hedging refining margins in the form of 
.crack spreads" on the futures, options or forward and "over-the-counter" markets; 

* 	 improving supply security and the utilization of storage capacity through the effective 
use of futures markets to (selectively) hedge physical inventory positions, or to substitute 
a futures position for a physical one; 

• 	 improving negotiating capability and selective timing ofcash market contract terms; 

" 	 lowering financing costs by demonstrating to banks the risk reduction benefits received 
from hedging, and; 

* 	 generally increasing market access, intelligence, trading, marketing and related 
.venture" opportunities related to the basic business of acquiring, transporting, refining, 
storing, distributing and marketing petroleum. 

These potential benefits are strategy- or application-specific. The broader economic and
 
institutional benefits which may accrue include:
 

" 	 price stabilization (without regulation); 

* 	 reduced financial risk and more stable returns in key industries, such as refining and 
production, and; 

" 	 a more transparent, competitive and efficient pricing mechanism to replace inefficient 
regulatory systems, and to provide more reliable signals on which to base resource 
investments. 

These benefits obviously cannot be directly quantified, as they are largely theoretical. P. wever, it 
is precisely these institutional benefits associated with market efficiency to which the program's 
objectives are most immediately targeted. In this regard, IRG has assisted the process of the 
rapid evolution in the ECE oil marketplace over the past 18 months, towards a market which is 
increasingly driven by transparent price signals and free trade across borders. By the end of this 
decade IRG fully expects the ECE region to functiou as an effective physical and financial link 
between Eastern and Western (Mediterranean, Western Europe and Atlantic) markets, as well as 
the NIS, South Asia, and the Middle East. Indeed, the progress towards this integrative role 
appears to be evolving more rapidly in the ECE region than we have observed historically in 
other key regional oil markets. 

63 



ANNEX A 

BULGARIA 



ANNEX A .1 

List of Contacts During Definitional Mission 

U1S Pmuqy Sofia 

1. 	 Michael Gelner, Economic Officer 

2. 	 Denchow Khristev, Commercial Assistant 

Ministry of Industry. Trade and Services 

3. 	 Hristo Stoykov, First Deputy Minister 

4. 	 Mr. Spassov, Head of Privatization
 

Members of Staff
 

Petro 

5. 	 Hristo Ivanov Drenkarov, Director General 

Chimimport 

6. 	 Sasho Stoyanov, Director, Crude Oil and Petrochemical
 

Products Division
 

7. 	 Nikolai Nedelchev, Crude Oil and Petrochemical Products
 

Division
 

Ministry of Foreign Economic Relations 

8. 	 Emil Tishinov, C.ef of Section, Energy 

Neftoimpex 

9. 	 Tomi Pangarov, Head of Crude Oil Acquisition and Processing 

Department 

10. Rumian Yanev 

Shell Oil 

11I. Peter Libesy, Local Representative 



ANNEX A.2 

List of Training Participants 

Oil Purchasing Seminar. March 17-19. 1992 

Ministry of Industry and Trade 

1. Dobrin Oreshkov 

2. Nikolaj Komarov 

Boulvarla 

3. Dimitar Simeonov 

4. lanko Ianchev 

Neftoimpex 

5. Nikolai Nedelchev 

6. Tomi Pangarov 

7. Maria Stojanova 

Chlmlmport 

8. Chaika Godeva 

9. PepiTipeva 

Sotirov & Son 

10. Svetoslav Pavlov 

Plama Pleven Refinery 

1I. Dimitar Markov 

12. Evodokia Jordanova 

Petrol 

13. Rumen Venkov 

14. Petar Tsanov 

University of Mining and Geology 

15. Yana Popova 
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ANNEX A .2 

List of Training Participants 

Oil Purchasing Seminar. March 17-19. 1992 (continued) 

Ecotechproducts 

16. 	 Christain Spassov 

17. 	 Elka Ilieva 

18. 	 Mariana Strougarova 

Oil Procurement Workshop for Chimimport. April 29-310 

C almnport 

1. 	 Sasho Stoyanov 

2. Konstantin Karadjov 

3. 	 Tchaika Godeva 

4. Alexander Karageorgiev 

5. 	 Margarita Petkova 

6. 	 Ilia Gramatkkov 

7. 	 Elena Dimitroi a 

8. 	 Assen Doichev 

9. 	 Eliar Bozhianov 

10. Maria Ignatova 

11. Michael Neshev 

12. Lachezar Vladov 

Deputy General Director 

Manager, Crude Oil Division 

Crude Oil and Petroleum Products Division 

Crude Oil and Petroleum Products Division 

Crude Oil and Petroleum Products Division 

Product Manager 

Manager of Dept. 3-25 

Crude Oil and Petroleum Products Division 

Crude Oil and Petroleum Products Division 

Product Manager 

Manager, T,mker Dept. 

Tanker Dept. 

Oil Procurement and Refi:iery Economics Seminar for Burgas Refinery.May 4-6 

Neftochim Burgas 

1. 	 Venelin Velikov 

2. 	 Bozidar Baltov 

3. 	 Svetoslava Klincheva 

4. 	 Dimova Zara 

5. 	 Dobrinka Stavreva 

6. 	 Nedialka Satchanova 

.Gradi Periphanov 

8. 	 Jordan Stoianov 

9. 	 Stoian Dikov 

10. Dimitar Vellev 

11. Panaiot Gaidov 

12. 	 Plamen Koluchev 

Director, Neftosoft 

Project Director 

Petroleum Process Research Institute (PPRI)* 

PPRI 

Head of Dept., Neftosoft 

Systems Designer, Neftosoft 

Neftochim 

Neftochim, Head of Department 

Specialist, Dept. of Pricing and Planning 

Dept. of Planning 

Neftochirn, Head of Dept. 

Specialist, Accounting Dept. 

There were eight other individuals attending periodically over the three-day period.
*PPRI is a Burgas Refimery entity. 
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ANNEX B.1 

List of Contacts During Definitional Mission 

U.S.Emby
 
Mr. Theodore Rus3ell, DCM
 
Mr. Harvey Lampert, First Secretary-Economic
 
Dr. Panel Hacker, Consular Officer, Bratislava (phone)
 

CSFR Minis!:3/of Economy. Prague 

Ing. Eliska Rohlova, Director, Department of Oil and Chemistry
 

Mr. VictorJakoubet, Oil Refining
 

Mr. Vaclav Vessely, Deputy Director, Department of Energy Policy
 

Chemapol Ltd., Prague 

Ing. Vaclav Volf, Managing Director and President
 

Mrs. Margita Dudova, Manager Commercial Policy
 
Ing.Jaromir Burian, Manager Oil and Petroleum Products
 

Ceskoslovenska Obshdni Banka, Prague 

Mr. Daniel Heler, Head of International Department
 

Mr. Vladislav Vesely, Dealer
 

Statni Banka Ceskoslovenska. Prague 

Eng. Tomas Parijek 

Czech Ministry of Industry. Praguie 

Mr.Josef Havlik, Director, Technical Policy Section
 

Mr. Radomir Matyas, Deputy Director, Technical Policy Section
 

Slovnaft Refining and Petrochemical Company, Bratislava 

Dr. Maria Szekelyova, Head of Department of International Cooperation 

Mr. Vratko Kassovic, Director of Production 

Dr.Jaroslav Duroska, Director of Personnel 

Ing. MilanJurczacko, Crude Oil Procurement 

Mr. Yuraj Obolozinsky, Crude Oil Procurement 

Resources Management Associate 

Dr. Wesley Foell, President 

Dr.Jack Huddleston 

Dr. Harvey Salgo, Tellus Institut ; (Subcontractor) 



ANNEX B.2 

List of Training Participants 

Oil Purchasing Seminar (Prague),June 10-12. 1991 

Chemapol 

1. Jana Hejskova 

2. Jaromir Burian 
3. Jindrich Svoboda 

Kralupy Refinery 

4. Miroslav Kadlec 

5. Zamburek Ludek 

Litvinov Refinery 

6. Hugo Kittel 

Ceskoslovenska Airlines 

7. Mladislav Vesely 

Federal Ministry of the Economy 

8. Representative from Ms. Rohlova's office 

Oil Purchasing Seminar (Bratislava),June 13-14, 1991 

Petrirex 

1. ZakJozef 

Sl' 4ft Refinery 

2. Vratko Kassovic, Production 
3. Ernest Gretsch, Production 

4. Boris Nikolov, Production 

5. Mr. Hlinjiak, Production 
6. Jolaun Petrasava, Economic Division 

7. Dusiou Durmis, Economic Division 

8. Ncrbert Vanco, Economic Division 

9. Hiroslav Susedea, Technical & Investment 

10. Ankars Valady, Technical & Investment 

11. Stefan Pikna, Technical & Investment 

12. Vaclav, Sanidr, Technical & Investment 

13. Pavol Parak, Technical & Investment 

14. Anna Simzkovicova, Technical & Investment 

15. Peter Chmurciak, Technical & Investment 
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List of Training Participants
 

Oil Purchasing Seminar (Bratislava).June 13-14. 1991 

16. Jozef Mlynar, Technical & Investment 

17. Ladislor Smolka, Maintenance 

18. Jozef Kopemicki, Maintenance 

19. Mr. Thigler, Maintenance 

20. Vasil Ilkiv, Commercial 

21. Mr. Hoivat, Commercial 

22. MilanJurcncko, Commercial 

23. Magda Irova, Lab 

24. Ivan Ciz, Lab 

25. Ivan Kopermers, Research 

26. Mr. Barsa, Research 

27. Marian Koeisek, Personnel 

28. Jan Kriz, Personnel 

29. Olaru Mriayuka, Personnel 

(continued) 

Refinery ptimization. Procurement. and S&D Workshop. August 12-16. 1991 

Litvinov Refinery 

1. Valdimir Skacha, Che,.iopetrol Development Department 

2. Hugo Kittel, Chemopetrol 

3. Mr. Kyselo, Chemopetro! 

4. Mr. Ohanka, Chemopetrol 

5. Vaclav Vysin, Manager 

6. Jiri Svoboda, Production Director 

Kralupy Refinery 

7. Mr. Ottis 

8. Miroslav Nevosad, General Manager 

In addition, about 20 mid-level representatives from both refineries attended. 
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List of Training Participants 

Refiner Opimization. Procurement, and S&D Workshop, August 12-16,1991 (continued) 

Federal Ministry of Economy 

9. Mr. Hynek 

Slovnaft 

10. Jan Krajniak, Commercial Director 
11. Jozef Mlynar, Technical and Investment Director 

12. Karol Hlinstak, General Dir. Advisor 

Aproximately 12 other attendees participated. 

Refinery Oranizational/Management Workshop, May 11-13, 1992 

Approximately 20 Litvinov personnel from the Production, Marketing, Accounting, Development 
and Research Departments participated. All attendees, except Mr. Vladimir Skacha from the 
Development Department, did not attend p:evious training sessions. 
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ANNEX C.1 

List of Contacts During Definitional Mission 

Ms.Janice Sebring, Economic Officer 

Ministry of Industry and Trade 

Mr. Andras Morenth, Head of Department, Department of Energy 

Cooperation 

Mr. Bela Nemeth, Head of Department, Department of Energy Pricing 

Hungarian National Oil and Gas Trust (OKGT)
 

Mrs.Julianna Koteles, Commercial Department
 

Agel (Subsidiary of OKGT) 

Andras Horvath, General Manager 

Danube Petroleum Refinery (DKV) 

Erno Ratosi, General Manager 

Janos Katona, Production Chief Engineer 

National Bank of Hungary 

Csaba Pasztor, Senior Deputy General Manager 

Istvan Gondi, Chief Bullion Dealer 

Mineralimpex 

Mrs. Eva Koltai, Director 

Mr. Lajos Alacs, Trader 

Hungarian Electricity Board (MVMT) 

Dr. Bela Potecz, Head of Energy Department 

Mr. Imre Kovats, Senior Engineering Advisor and Energy Manager 
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List of Training Participants 

Oil Purchasing Seminar (Budapest).June 3-5. 1991
 

Mineralimpex
 

1. Otto Grad 

2. Edit Toth
 

Hungarian Electricity Board (MVMT)
 

3. Imre Kovats
 

National Bank of Hungary
 

4. Agnes Muranyi
 

Central European International Bank, Ltd.
 

5. GezaJakab
 

OKGT 

6. Erno Boros
 

Allcom Trading Company
 

7. Ferenc Horvath 

Interag Co., Ltd. 

8. Tivadar Runtag 

Citibank Budapest 

9. Tibor Zarnoczi 

DKV Refinery 

10. Janos Katona 

Ministry of Industry 

11. H. Farkus 

12. C. Beres 

Hungarian Foi 'gn Trade Bank 

13. Tibor Gyorgydeak
 

14. Viktor Petz 



ANNEX C.2 

List of Training Participants 

Purchasing Seminar (Budj- _-st).Jupe 3-4.1991 (continued) 

Budapest Bank, Ltd. 

15. Judit Orel 

Malev Hungarian Airlines 

16. Zsigmond Czegledi 

OMV-AFOR 

17. Katalin Hajagos 

AFOR 

18. Galue Bayz 

Advanced Trading and Management Workshop. August 19-2. 1991 

Mineralimpex 

1. Dr. Toth, Managing Director 

Approximately 6 other individuals from Mineralimpex staff attended.
 
In addition, representatives from the National Bank of Hungary, DKV Refinery, Tisak Chemicals,
 
and the Hungarian Foreign Trade Bank attended.
 

Oil Purchasing Workshop. May 19-21. 1992 

Mineralimpex 

1. Lajos Alacs 

2. Otto Grad 

Allcom Trading 

3. Bela Keleman 

Confides 

4. Zsolt Horvath 

BP-Hungary 

5. Loran t Gilly 

Budapest Baal: 

6. Richard Mai umi 

In addition, 3-5 other individuals participated over the course of the Workshop. 
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ANNEX D.A 

List of Contacts During Definitional Mission 

Ministry ofIndustry. Department of Energy and Fuel Manage1'nenj,
 

Mr. Pierzak, Deputy Director
 

Mr. Stanislaw Okrasa, Deputy Director
 

Mr. Stefan Olczyk, Deputy Director
 

',. Andrzej Jaskiewicz, Chief Specialist
 

Ciech Petrolimpex
 

Mr. Stanislaw Lancucki, Deputy Director 

Foreign Trade Research Institute 

Mr.Jacek Dembowski, Head of Energy & Raw Materials Department 

Mr. Danielewski 

Institute of Economics of the Chemical Industry 

Dr. Zuzanna Szuilik-Kojemska, Deputy Director for Scientific 

and Research Affairs 

Gdansk Refiner 

Piotr Lewandowski, Maritime Lawyer 

Center for Energy Efficiency 

Dr. Kassenburg 

Mr. Adam Guea 

Per ola
 

Mr. Andrzej Karwanski, President 
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List of Training Participants 

Oil Purchasing Seminar (Jachranka). May 20-24. 1991 

CIECH Petrolimpex 

1. Stanislaw Lancucki 

2. Joanna Sozanska 
3. Piotr Chadzynski 

4. Dariusz Gwozdz 

Ministry of Industry 

5. Andrzej Jaskiewicz 
6. Stanislaw Okrasa 

7. Andrzej Pierzak 

8. Lidia Nagrodkiewicz 

Ministry of Vinance 

9. Roman Stawikowski 

Centrala Produktow Naftowych (CPN) 

10. Elzbieta Reszka 

11. Barbara Hodbod 
12. Elzbieta Minor 
13. Iwona Rzeznicka 

Jedlicze Refinery 

14. Waldemar Brela 

Gdansk Refinery 

15. Piotr Lewandowski 

Plock Refinery 

16. Pawel Gajewicz 

17. Miroslaw Bukowski 

Petrola 

17. Miroslaw Laskowski 

Perfect Agio 

18. Jaroslaw Sidorczuk 
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List of Training Participants 

Oil Purchasing Seminar (Jachranka)L May 20-24. 1991 (continued) 

Trzebina Refinery 

19. Mieczyslaw Rogalski 

Czechowice Refinery 

20. Marek Lesisz 

Robinson Trading Company 

21. Pawel Rojek 

22. Piotr Litak 

APExirn Trading Company 

23. Piotr Kosowicz 

INVECO Trading 

24. Janusz Piczak 

Mertrans Trading Company 

25. Piotr Walecki 

26. Jakub Sumowski 

Refinery Procurement and Optimization Seminar (Plock). February 24-27. 1992 

Plock Refinery 

1. Wladyslaw Wawak 

2. Tadeusz Wojdala 

3. Henryk Kolbich 

4. Bernard Lubinski 

5. Pawel Gajewick 

6. Janusz Szum 

7. Kozimierz Pacewierz 
8. MarekJez.nach 

9. Jerzy Ziembicki 

10. Wieslaw Kolodriejski 

11. Wincenty Kawka 

12. Kozimie.-z Korick 

13. Tremeusz Beolyk 

Commercial Director 

Planning Specialist 

Chief Planning Specialist 

Manager, Marketing Department 

Specialist, Marketing Department 

Specialist, Marketing Department 

Specialist, Marketing Department 
Marketing Department 

Chief, Extraction and Aromatics 

Organization Department 

Senior Frocess Engineer 

Advisor 

Chief Engineer 



ANNEX D.2 

List of Training Participants 

Refinery Procurement and Optimization Seminar (Plock). February 24-27. 1992 (continued) 

Plock Refinery 

14. Wojciech Garubrinski Chief Engineer 
15. Wieslawe Kolodriejski Deputy Chief, Crude Oil Processing 

16. Waldemar Tuszewicki General Dispatcher 

17. Laola Grorzynor Specialist, Accounting Department 
18. Maria Krzysrtofik Economic Specialist 
19. Jan Szypryt Economic and Finance Director 

20. Piotr Wiankowski Chief Economic Specialist 
21. Andrzej Stegenta Processing Engineer 
22. Feliks Bielecki Chief Engineer 

Oil Purchasing Seminar, May 21-22 1992 

Ciech Petrolimpex 

Approximately 20 individuals attended from the Crude and Products Divisions. 
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ROMANIA 



ANNEX E. I
 

List of Contacts During Definitional Mission 

U.S.Emba=y
 

David R. Salazar, Second Secretary
 

Dan Lungu, Economics Section
 

Ministry of Resources and Industry
 

Mr. Florea, International Relations
 

Mr. E. Fercala, Head of Refining and Petrochemicals
 

PetrolExport - Import 

Eng. Gheorghe Albu, Chairman
 
Valeriu Iancu, Deputy General Manager
 

Romanian Bank for Foreign Trade 

Dumitru Udrescu, Deputy General Manager 

Irina Rajulescu, Regional Manager 

PEO ra g Company 

Georgescu Silvestru, Director General 
Valerian Chiorascu, Director 

Petru Axioti, Counsellor 

Adrian Stoica 

Manufacturers Hanover Bank 

Thomas Butler, Vice Presidenr and Branch General Manager 

Shell International Petroleum Compa., Ltd. 

G.W.P. Burrow, Director, Representative ,ffice Bucharest 



ANNEX L2 

List of Training Participants 

Oil Purchasing Seminar. May 7-9. 1991 

Petrolexport-Import 

1. Foti--Aurel Bacila, General Manager 

2. Va1 :riu Iancu, Deputy General Manager 

3. Victor Duman, Managing Director, Crude Oil Department 

4. Corneliu Mavric, Chief of Processing Department 

5. Virgil Ardeleanu, Import Department 

6. Daniel Pena, Export Department 

4 additional junior staff members of PEI also attended. 

Romanian Bank for Foreign Trade 

11. Irina Rajulescu, Regional Manager 

12. Mariana Achimescu, Assistant 

Petromidia (Refinery) 

13. David Cornelia, Trade Manager 

Arpechim Pitesti (Refinery) 

14. Patru Viorel, Chief of Production Department 

Brazi Petrochemical Company (Refinery) 

15. Joan Vargi, Technical Director 

PECO Trading Company 

16. Petru Axioti, Counsellor, Export-Import Department 

Tomis Oil Maritime 

17. Ovidiu Popescu, Director 

Chemenco 

18. Alexandru Dumitrescu, President 
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DATA TABLES
 



--------------------------------------------------------------------------------------------------------------

HISTORICAL DATA
 

Crude and Petroleum Products
 

(b/d) Table I BULGARIA
 

1980 1985 1986 1987 1988 1989 1990 1991 
. . . . . . °. . .. . . . .. .. . . . ..-----------------------------------------------------------------------------------------------------

Crude Prcduction 5,600 6,100 6,100 5,900 1,628 1,400 1,200 1,000 ' 

Net Total Imports 303,166 289,170 285,736 295,916 256,800 * 259,000 * 174,200 "+ 131,600 *+ 
Imports as % of 98% 98% 98% 98% M 9 99% 9 

Total Consumption 

ALL data from IEA/OECD, except where noted. 
World Bank estimates. 

** IRG estimate. 

•+ Estimates of IRG and Chimimport. 

Tablv 2 THE CZECH and SLOVAK FEDERAL REPUBLIC
 

1980 1985 1986 1987 1988 1989 1990 1991 
........ .................................................. . ......................... . ..... ................... 
Crude Production 1,920 2,520 2,920 2,940 2,840 2,880 2,980 * 2,900 ** 

Total Imports 370,560 340,060 326,140 328,240 305,680 301,700 280,580 *+ 228,600 *+ 

Imports as % of 9 99% 99 9 9 99% 9M 99% 
Total Consumption 

ALL data from IEA/OECD, except where noted. 
• United Nations estimate.
 

IRG estimate.
 

•+ Estimates of IRG and ChemapoL.
 

Table 3 HUNGARY
 

1980 1985 1986 1987 1988 1989 1990 1991
 

Crude Production 55,"0 57,414 57,296 55,314 53,306 54,298 40,000 * 35,000 * 
Net Total Imports 169,978 147,230 132,100 125,092 125,206 131,038 149,700 "+ 122,240 **+ 
Imports as % of 75% 72% 70% 69% 70% 71% 79% 78% 
Total Consumptfon 

ALI data from IEA/OECD, except where noted. 
HMOL data. 

•* IRG estimate. 

• Estimates of IRG and Hungarian Energy Inspectorate.
 



Table 4 POLAND
 

1980 1985 1986 1987 1968 1989 1990 1991 
...... ..... .. ..... .............................. 
 .... ...... o......... ............................................................
 

Crude Production 6,700 3,980 3,400 3,040 3,140 3,100 
 3,000 2,900 * 
Net Total Imports 378,380 341,020 354,020 349,140 353,140 342,920 316,960 237,000 * 
Imports as X of 98% 99% "% 99% 99% 99% 99% 99%
 

Total Consumption 

ALl data from IEA/OECM, except where noted. 
* IRG f.stimates. 

Table 5 ROMANIA 

1980 1985 1986 1987 1988 1989 1990 1991 
.. . . . . . . . . . . .
 ... . . .o---------------------------------------------------------------------------------------------------

Crude Production 246,540 230,500 226,040 219,900 203,260 198,740 160.000 * 134,000 * 
Total Imports 150,860 102,820 115,700 140,080 
 161,580 140,420 112,000 * 26,910 * + 
Iqrts as X of 38% 31% 34% 39% 44% 41% 41% 17%
 

T,)tal Consumption 

All data from IEA/OECD, except where noted. 
* IRG estimates.
 
•+ 1RG estimate annuaLized based on reported data through first 10 months.
 

Table 6 EASTERN AND CENTRAL EUROPE 

1980 1985 1986 1987 1988 1989 1990 1991 
. . . . . . . . . . . . . . . . . ..---------------------------------------------------------------------------------------------------
Crude Production 316,200 300,514 295,756 287,094 264,174 260,418 207,180 175,800 
Net Total Imports 1,372,944 1,220,300 1,213,696 1,238,468 1,202,406 1,175,078 1,033,440 746,350 
Imports as % of 81% 801 801 81% 821 821 83% 81% 

Total Consumption 



Table 7 

Bulgaria: Recent Petroleum Supply Profile 

1988 1989 1990 1991 
I ---------------------------
..... o.... ......... .. . . . . --------------------------


Net Total Impo,'ts 256,800 259,000 174,200 ** 131,600 ** 

USSR Imports * 244,000 249,000 171,400 - 66,200 * 

USSR Supplies 95% 96% 98% 50% 
as % of Total Imports
 

ALL data from WorLd Bank, except where noted. 
* IRG estimates, 1988-1989. 
-r* JRG and ChimiWport estimates. 

Table 8
 

CSFR: Recent Petrc..eum Supply Profile 

1988 1989 1990 1991
 

Net Total Imports 305,680 301,700 280,580 * 228,600 * 

USSR Imports * 290,000 282,000 265,370 187,392 " 

USSR Supplies 95% 93X 95% 82% 
as X of Total Imports
 

ALL data fr-- !EA/C-n, except where noted. 
* IRG estimates. 

• IRG and ChemapoL estimates. 

Table 9
 

Hungary: Recent PetroLeum uppLy Profile 

1988 1989 1990 1991
 
.. ..... ......... ................................. ......... ...... .... ..... o...
 

Net Total Imports 125,206 131,038 149,700 * 122,240 *
 
USSR Imports * 122,700 126,420 125,220 * 97,000 *
 
USSR Supplies 98% 96% 84% 79%
 

as % of Total Imports
 

All data from IEA/OECD, except where noted. 
* Estimates of IRG and l'ungarian Energy Inspectorate. 

' IRG estimates for 1988 and 1989. 



--------------------------------------------------------

Table 10 

Poland: Recent Petroleum Supply Profile 

1988 1989 1990 1991 
.................................................................--.....
 

Met Total Imports 353,140 342,920 316,960 237,000 * 

USSR Iports * 310,420 301,439 228,850 125,000 
USSR Supplies 88% 88% 72% 53X 

as X of Total Imports 

ALL data from IEA/OECO, except where noted. 
* IRG estimates. 

Table 11
 

Romania: Recent Petroleum SLply ProfiLe 

1988 1989 1990 1991 
-. o...-....... .......... .... ....-------------------------------------------

Total Imports 161,580 140,4il 112,000 * 26,910 * + 
USSR Imports * 46,359 35,105 25,000 5,000 
USSR SuppLies 25X 25% 22X 19% 

as X of Total Imports 

Alt data from IEA/OZCD, except where noted. 
* IRG estimates. 
* Annualized estimate based on data through first ten months. 

Table 12 

ECE: Recent Petroleum Supply Profile 
1988 1989 1990 1991
 

Total lrl)rts 1,202,406 1,175,078 1,033,440 746,350
 
USSR Imports 1,007,479 993,964 815,840 480,592
 
USSR Supplies 84% 85X 79% 64%
 

as X of Total Imports
 

1988 and 1989 Total Irort data from IEA/OECD.
 
All other figures based on IRG estimates and solrc- it.dicated inTables 1-11.
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ANNEX G 

Interns and Program Schedules 

Interns 

Bulgaria 

1. Mr. Konstantin Karadjov, Chimimport 

2. Mr. Nikolai Nedelchev, Neftoimpex 

The Czech and Slovak Federal Republic 

3. Mr.Jaromir Burian, Chernapol 

4. Ms.Jana Hejskova, Chemapol 

Hungary 

5. Mr. Istvan Tehenics, DKV Refinery 

6. Mr. Lajos Alacs, Mineralimpex 

Poland 

7. Mr. Bernard Lubinski, Petrochemia Plock Refinery 
8. Ms.Joanna Sozanska, Ciech Petrolimpex 

Romania 

9. Mr. Aurel-Fotin Bacila, Petrolexport-Import 

10. Mr. Valeriu Iancu, Petrolexport-Import 
11. Mr. Patru Viorel, Arpeclim Pitesti Refinery 

Internship Schedules 

September 4-28, 1991 U.S. Companies 

Mr. Tehenics Lyondell Petrochemical Co., Houston 

Mr. Lubinski Coastal States Trading, Houston 



(continued) 

September 4-28, 1991 

Mr. Alacs
 

Ms. Sozanska
 
Mr. Burian
 

Ms. Hejskova
 

U.S. Companies 

Enron Trading, Houston*
 

NYMEX, New York City
 

Phibro, Greenwich, CT.
 
Chase Manhattan Bank, NewYork City 

AIG Trading, Fort Lee, NewJersey 
*Mr. Burian and Ms. Hejskova did not attend the training with Enron. 

March 12-28, 1992 (Romanians) 

U.S. Companies 

Chevron International Oil Company, Houston, Tx., and Pascagoula, Miss.
 

NYMEX, New York City
 
Phibro, Greenwich, CT.
 
AIG Trading, Fort Lee, NewJersey
 

May 13-30, 1992 (Bulgarians)
 

U.S. Companies 

Enron Trading, Houston 

NYMEX, New York City 
Phibro, Greenwich, CT. 

AIG Trading, Fort Lee, NewJersey 



ANNEX H
 

GLOSSARY OF TERMS USED IN TRADING
 



ANNEX H 

Glossary of Terms Used ;u Trading' 

'Key: 

B - term used in physical forward markets, such as Brent, Dubai 
F- term mainly used in Futures trading 
0 - term mainly used in Options trading 
P - term mainly used in Physical Oil Markets 
T - term mainly used in Freight, Tanker Markets 

Arbitrage (F,O) The simultaneous purchase and sale of similar or identical commodities in two 
different markets. 

Backwardation (F,B) Market situation in which prices are progressively lower in the distant 
delivery months. An "inverted market." 

Basis (F,B) - The differenial that exists at any time between the futures, or toward price for a 
given commodity and the comparable cash or spot price for the commodity. 

Broker Futures (F) The person who executes the buy and sell orders of a customer in return for a 
commission or fee. 

Call Option (0) At option which gives the buyer/holder the right to enter into a long futures 
position as a predetermined strike price, and obligates the seller/writer to enter into a short 
futures position at that designated prices, should the option be exercised. 

Cash or Physical Market (P,F) The market for a cash commodity where the actual physical 
product is traded. 

CIF (PT) Cost, Insurance, Freight. Term refers to a sale in which the buyer agrees to pay a unit 
price that includes the free on board (FOB) value at the port of origin plus all costs of insurance 
and transportation. 

Contango Market (F,B) A market situation in which prices are progressively higher in the 
succeeding delivery months than in the nearest delivery month. 

Delivery Month (F,P,B) The month specified in a given contract for delivery of the physical 
commodity. 

Demurrage (T) The penalty paid by Charterers or cargo suppliers/receivers for delaying a ship at 
a port of loading or discharge. Demurrage, payable at a predetermined rate, is charged for that 
period of time that the used laytime exceeds the permitted laytime. 

Downstream Processing (P) The refining of crude oil into petroleum products, usually under a 
contract with a third party. 

EFP (F) Exchange ofFutures for Physicals. A futures contract provision involving the delivery of 
physical product (which dies not necessarily conform to contract specifications in all terms) from 
one market participant to another and a concomitant assumption of equal and opposite futures 
positions by the same participants. 



ANNEX H 
(continued) 

Feedstock (P) Hydrocarbons which can be used as the basic material fed into a refinery or 
manufacturing process (primary or secondary unit). For example, although the normal feedstock 
for a distilling unit is crude oil some residues (generally mixed with crude) can constitute a 
feedstock for distilling. -Vacuum gas oil and heavy distillate from a vacuum distillation constitute 
a feedstock for a catalytic (or hydro) cracking unit. Heavy naphtha is the normal feedstock of a 
catalytic reforming unit. 

F.O.B. (13,B) Free on Board. The seller is responsible for placing on board the buyer's ship the 
goods as per the con tract. Risk of loss or damage to the goods is transferred from the seller to the 
buyer as the goods pass the ship's sail, at port of loading, unless otherwise agreed in the 
contractual terms. These terms are synonymous, since the word 'truck' relates to the railway 
wagons. They should only be used when the goods are to be carried by rail. Free on rail and free 
on truck. 

Futures (F) Standardized contract for the purchase or sale of a commodity which is traded for 
future deliver/ under the provisions of exchange regulations. 

Forward (B) Standardized contract for the purchase or sale of - commodity wh ch is traded for 
future delivery, not under the provisions of an exchange. 

Hedging (F,P) Generally, two positions that are considered opposite risk. In futures, a 
simultaneous initiation of equal and opposite positions in the cash and futures markets. Hedging 
is employed as a form of financial protection against adverse price movement in the caslh market. 

Liquidity (F,O,B) A market is said to be "liquid"when it has a high le,el of trading activity. 

Long Position (F,O,B) In the futures market, the position of a contract buyer whose purchase
 
obligates him to accept delivery unless he liquidates his contract with an offsetting sale. In the
 
options market, position of the buyer of a call or put option contract. In the forward market a
 
long position obligates a buyer to accept delivery unless a book-out agreement is subsequently
 
agreed upon.
 

Margin (F,O) Funds or good faith deposits posted during the trading life ofa futures contract to
 
guarantee fulfillment ofcontract obligations. Margins are also required on 5hr options
 
positions. Not tisually required in fbrward markets.
 

Netback (P) Industry tenn referring to the net FOB cost of product offered on a delivered or CIF
 
basis. It is derived by subtracting all costs of shipment from the landed price.
 

Net position (F,PB) The difference between the open long contracts and the open short
 
contracts in any one commodity.
 

C'ffer (P,F,O,B) A motion to sell a futures forward physical or option contract at a specified 
price. 

Offset (F,O,B) A transaction which liquidates or closes out an open contract position. 

Platt's (P) Long established petroleumjou-nal which provides news, marker information and 
prices. It also publishes 'MARKETSCAN' a daily information telex quoting product prices in 
major markets. These are accepted as an effective 'marker' by the industry. 

Put Option (0) An option that gives the buyer/holder the right to enter into a short futures 
position at a predetermined strike price and obligates the seller/writer to a long futures position 
should the option be exercised. 



ANNEX H 
(continued) 

Short Position (F,O,B) In the futures market, the position of seller whose sale obigates him to 
deliver the commodity unless he liquidates his contract by an offsetting purchase. In the options 
market, the position of the seller of a call or a put option. The short in the options market is 
obliged to take a futures position if he is assigned for exercise. 

Spot (P) Term which describes a one-time open mar ket case transaction, where a commodity is 
purchased "on the spot" at current market rates. Spot transactions are in contrast to term sales, 
which specify a steady supply of product over a period of time. 

Spot Price (F,P) A transaction price conclude "on the spot", that usually involves only one 
quantity of a product. In contrast, a term contract sale price usually obligates the seller to deliver 
a product quantity and price over a period of time. A price in physical trade for one delivery, 
usually a fixed price. 

Spread (Futures) (F,B) The simultaneous purchase of one futures or forward contract and sale of 
a different futures or forward contract. Also refers to a futures/toward contract purchase in one 
market and a simultaneous sale of the same commodity in some other market. May also refer to a 
futures or toward contract purchase in one month and the sale of the identical contract in 
another month. 

Spread (Option) (0) The purchase and sale of two options of the same type (calls or puts) which 
vary in terms of strike prices, expiration dates, or both. 

Technical Analysis (F,B) Examination of patterns of futures price change, rates of change, and 
change in trading volume and open interest, often by charting in order to predict and profit 
from such trends. 


