Speech by

Mark Nolan – Chairman, ExxonMobil Australia

Managing Volatility Through Informed Policy Making

at the

Asia Pacific Oil & Gas Conference
9.25am – 9.40am

Monday 11 September 2006

Hilton Hotel, Adelaide

Good Morning. 
· Conference Chairman, Mr. Wilf Lammerink,

· the Federal Minister’s representative and Head of the Resources Division in the Department of Industry, Tourism and Resources – Mr John Hartwell; 

· the Hon Michael O'Brien, MP, Member for Napier and Parliamentary Secretary to the South Australian Premier, 

· Mr. John Ellice-Flint, Chief Executive Officer, Santos Ltd.

· Dr. Eve Sprunt, 2006 SPE President

Ladies and gentleman.
Thank you for the opportunity to be here today. I am delighted to be able to address members of the Society of Petroleum Engineers.
Equally my company ExxonMobil is proud to be involved and to support this Conference as a co-principal sponsor. 
As a science and technology based company, we understand the benefits that can come from engineering professionals sharing their experience, knowledge and technical expertise.  Forums such as this provide the best opportunities for this to occur.

As an industry we have always been confronted with technical challenges as we work to meet society's energy needs.  We have learned that much can be gained by bringing together the people who are most often charged with overcoming these challenges  – petroleum engineers.

While debates will always rage over the many important public issues of the day, there is no question that our ability to maintain and improve our quality of life is inextricably linked to meeting our need for affordable, reliable energy. 
This is no mean feat.

To give some context to the scope of the global challenge confronting us in the energy sector, I would like you to consider the following :
Over 80 million barrels of oil and close to 300 billion cubic feet of natural gas are required every day, just to keep the world running.   That’s about 800 times the oil and gas we produce from Bass Strait each day.
And this global demand is growing.  We expect it to increase by almost 1.7% per year to 2030.
That may not sound like much until you realise that stated another way, it means that globally we will need about 50 percent more energy in 2030 than we use today.

All major forecasters agree that oil and gas will continue to be the world’s primary sources of energy through this period, accounting for about 60 percent of the energy mix – and total fossil fuels, that is oil, gas and coal, will account for about 80 percent.

While there are many important additional sources of energy such as nuclear, hydro, biomass, wind and solar, their current contribution to the daily task of fuelling the modern world is limited by a range of technical, economic or environmental factors.   
The simple fact is considering the scale and long-term nature of our industry, there are no quick fixes or short-term solutions to the energy challenge.

The Oil and Gas industry operates in a dynamic, volatile environment.  However, with over 100 years’ experience we have become accomplished at looking beyond the short-term volatility and identifying long-term trends.

It is our long term forecasts that we rely on when we consider our corporate investment strategy.
In politics, time is measured in 3, 4 or 6 years, based on the election cycle.

In the energy industry, time is measured in decades, based on the lifecycles of our projects.  As many in this room will know, the energy we rely on today from Bass Strait is the result of investment decisions made more than 40 years ago.

So what does this mean for policymaking and our industry? It means, given the scale and long-term nature of our business, effective policies must be stable, predictable and long-term in their focus.

History teaches us that hastily crafted measures in reaction to short- term volatility will most likely have unintended negative consequences.

So I would like to focus on how we as an industry and as engineers can play a role in promoting a better understanding of the enormous technical and commercial challenges we face, and how public policy decisions should assist not impede us in meeting the future energy demands.  

As an industry we need to be more courageous and vocal in conveying our views on the basic realities of the global energy market, and less concerned with garnering public applause.
I would therefore like to briefly highlight three areas where we can do this. 
The first of these is on the issue of global oil resources. 

We have been very successful in the oil industry for a very long time so we in the industry know that the world is not in danger of running out of oil any time soon.

We hear all sorts of so-called experts predicting the end of the world's oil supplies.  Or the end of what they call the era of easy oil.

There has never been an era of “easy oil” – our industry has constantly operated at the technological frontier.  Oil only seems easy after it has been discovered, developed and produced.

These peak-oil predictions are not new. They have been occurring, particularly at times of high prices, regularly since the 1920s.9
The fact is that the world has an abundance of oil and there is little question scientifically that abundant energy resources exist. 
According to the U.S. Geological Survey, the Earth currently has more than three trillion barrels of conventional recoverable oil resources.  So far we have produced one trillion of that.

Conservative estimates of heavy oil and shale oil push the total recoverable resource to over four trillion barrels.  

It is also important to note that as an industry and as a society we have always underestimated the global resource base and the ability of technology to extend both the life of oil and gas fields, and to find new resources.

We should not forget that we can recover almost twice as much oil today as when we first discovered it over 100 years ago.  And when you consider that a further 10% increase in recoverability will deliver an extra 800 billion barrels of oil to our recoverable total we have reason to be sure that the end of oil is nowhere in sight.
More importantly however we have a responsibility to communicate these basic facts to opinion leaders so that they can make sound, long-term policy decisions.

A second area which I believe would benefit from a greater input of factual information is the debate over the pros and cons of different energy sources. 
We as individuals and as companies can do more to scrutinise and communicate the full cycle analysis of energy alternatives.
For example, how commercially and environmentally viable is ethanol as a transportation fuel, when you consider the energy needed to plough the field, sow the sugar cane, wheat or corn crop, harvest the produce, transport it to the ethanol plant and run the ethanol plant?

Ethanol stands the best chance of achieving a viable, long term role as a transport fuel in Australia if it is now left to the market to determine how and where it is best used.

ExxonMobil is not opposed to the use of ethanol in petrol where this is commercially viable and is acceptable to consumers. However, we are strongly of the view that, with the assistance it has already been given, the ethanol industry should now be prepared to compete with other fuels on a level playing field.

And we therefore endorse the Federal Government’s rejection of a mandate as a way to grow the use of ethanol based fuel.
The final issue I would like to touch upon today is how we manage the risk posed by global climate change, where, populist views and thorough, risked based engineering analyses are often a long way apart.

ExxonMobil recognizes that the risk of climate change, and its potential impacts on society and ecosystems, may prove to be significant. 

Our approach is to take sensible economic actions now to improve efficiency and reduce emissions while pursuing research designed to better understand scientific issues, and to achieve technology breakthroughs that could dramatically reduce future emissions.

ExxonMobil operates in over 200 countries and recognizes that climate change is a global issue requiring governments to work towards global solutions. 
In this context an effective climate change policy should have clear objectives that identify that economic progress is needed to fund environmental improvement, particularly in developing countries.
Policies should promote sensible, economic actions now to reduce emissions; recognizing that only technology can provide a long term solution to reducing emissions.

And finally, Government policies will only be truly effective if they engage all countries including the developing world.
One policy proposal, to address climate change and manage greenhouse emissions, being canvassed in Australia is the establishment of a carbon price signal through an emissions trading scheme.

From our perspective the reliance on an emissions trading scheme is a short-term response to a long-term risk issue. 
It is not an effective way to address the long-term risks of climate change as it will not motivate cost-effective long term investments.  This is because:

· there is great uncertainty over future targets and commitments;

· fiscal and regulatory measures are reversible by sovereign governments;   and

· the property rights in future credits are vague.
From our perspective any policy measure under consideration must motivate long-term commitments in research and development, and in investment in order to lead to cost-effective greenhouse gas mitigation.

That is why we applaud the decision by the Australian Government to become a signatory to the Asia Pacific Partnership for Clean Development and Climate as an important step in the development and deployment of technology aimed at the main sources of emissions growth in the Asia-Pacific region.

Similarly, I welcome the recent comments by Premiers Beattie and Carpenter who have recognised that technology must be the focus of any solution to climate change and that the costs of emissions trading pose significant and disproportionate risks to their state's economies.   
In conclusion, my message to you today is that, as engineers and scientists we in the energy industry must speak up and bring a long-term focus and greater clarity to public policy debates.  It is particularly important that we do this in volatile times like the present.
There is no doubt that we face formidable commercial and technical challenges in our daily work but we also need to work harder to share our knowledge with our political leaders and the broader public.
And our political leaders have a responsibility to take a long term view and act based on facts. 
This is the kind of leadership we all need to demonstrate to meet the energy challenges we face and ensure that we really do thrive on the current volatility.
Thank you.[image: image1.png]
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