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Salutations

I would like to congratulate the Government for hosting this Conference and for seeking consultation with key stakeholders on developing a direction forward for the Energy Sector. The recently released Ryder-Scott Report could well be signaling a point of inflection, indeed some would say a turning point, in this sector and it is laudable that the Government has decided to critically examine the issues in an open and transparent manner. 

At the outset, I wish to make the point that Trinidad & Tobago is a resource-based economy and its primary resources are Oil & Gas.  We have arrived at a portfolio of natural gas uses consisting of petrochemicals, LNG, electricity and light manufacturing which are the major users of natural gas and which have served the country well. I will confine most of my comments to the gas end of the business and note that the country has become a gas-dependant economy.
The Ryder-Scott Report points to a Reserves-to-Production (R/P) Ratio of between 12-15 years.  From where I sit, taking the view of a long-term investor, one would like to see a working R/P cushion of 20 years as this is needed to continue to attract long-term investments.  I myself am optimistic that Trinidad & Tobago is located in a resource-rich basin and additional gas is there to be found. We consequently need an aggressive exploration programme to discover new reservoirs and to convert some of the Possible and Probable reserves into Proven reserves. Clearly the current incentive programme needs to be re-examined.
A view was expressed earlier today that most, if not all, of our gas is exported directly or indirectly and one should therefore seek to maximize exports via LNG as it was felt that gave the largest revenues to Government.  Let me say that Trinidad &Tobago as a small nation of just 1.5 million people with a very small domestic market will be hard pressed to consume any significant volumes of gas internally. We therefore expect most of our gas resource to be sent to external markets. The real issue that faces us is how do we extract the maximum value locally from this resource and this is where the direction of further downstream activity from primary petrochemicals has tremendous merit.
In this regard, I want to share with you some information on MHTL.  The company has 5 methanol plants which together produce over 4 million Metric Tonnes of methanol per year and which represent a combined investment of over US$1.6 billion. We, like other long-term investors, look forward to a long investment horizon - normally of the order of 30 years.  As highly capital-intensive investments, the first 10-15 years is normally focused on the repayment of debt.  The opportunity for real returns to shareholders comes in the second 15-year period.
The company has a program of refurbishment and upkeep of its plant and equipment to ensure a forward horizon of good plant performance always of 10-15 years.  In this regard, we also continue to enter into forward long-term contracts with our customers to securitize our markets and to meet the requirements of the loan agreements with our bankers.

As you know, the company has a policy of continuous re-investment of earnings. We are currently engaged in a US$1.6 billion project, the AUM Project, to manufacture the downstream products Urea Ammonium Nitrate (UAN) and melamine.  UAN is a liquid fertilizer.  Melamine is a particularly exciting product with even further downstream opportunities and with numerous consumer applications.
The AUM Project is a classic example of using a primary petrochemical – Ammonia, to go further downstream thereby adding value locally.  One needs to understand the structure of this Project.  We are using a volume of gas, slightly more than that of one ammonia plant, which by the way is one tenth the volume of gas utilized in the latest LNG train, but with an investment of US$1.6 billion – again of the same order of magnitude as a full LNG train, to manufacture downstream products which have the capability to go into further downstream consumer products.
In other words, we are using a relatively small quantity of natural gas, now a scarce resource, but adding a hugh capital investment to produce versatile, marketable, products within Trinidad & Tobago.  The Project will actually consist of seven separate plants and employ in its operational phase close to 500 highly skilled and highly-paid professionals locally.  One can well imagine the level of economic activity that will accrue to the local economy.

Again, I also want to comment that we have used our existing assets and investment in the methanol plants and the cash flow from the methanol operations to securitize the funding for such a high investment.  This Project clearly demonstrates the linkages between primary petrochemicals and downstream value-adding industries.
As I listened to the dialogue over the last day, I am beginning to get a sense that primary petrochemicals is becoming a bad word and I want to assure you that nothing could be further from the truth. If one visits Point Lisas on a typical day and sees the level of economic activity and the number of employees in the tens of thousands you begin to get a sense of the contribution of petrochemicals and the linkages with the rest of the national economy.  

I would also like to take the opportunity to address a point that was made by a previous speaker and to dispel the notion that the primary petrochemicals industry enjoys some type of subsidy on its gas pricing. The typical flexible gas pricing formula that prevails requires the company to share 50 to 60 cents on each incremental dollar from the marketplace with the National Gas Company.  There is also no cap on the sharing of these earnings.  Indeed when we look at what we paid for gas in 2006, I would say that on a net-back basis, considering Henry Hub pricing and the cost of LNG liquefaction and transportation, we are in the same ball-park or even higher than net-backs from LNG.  I would also like to make the point that methanol and ammonia, as energy commodity products, are expected to continue to track energy values and therefore we expect revenues from such commodities to remain in line with revenues from LNG.
I must also point out that MHTL was always keenly interested in going downstream.  Some downstream opportunities have only recently become available given changes in markets and recent access to certain technologies.  Indeed, given our difficulties in accessing melamine technology, MHTL’s shareholders have gone so far as to purchase one of the few melamine technology companies outright so as to ensure continued access to this technology.
In general, we have embraced the Government’s policy direction of deepening downstream industries from primary petrochemicals and have already done significant work on Projects downstream of methanol including acetic acid, DME, formaldehyde and melamine formaldehyde.  We expect to roll these projects out in the not too distant future.

Some of the speakers, both yesterday and today, mentioned the issue of scarcity of skilled human resources and I want to make the point that the Petrochemical Industry is a significant contributor to the pool of skilled human resources available locally.  Indeed many of our employees are now attracted by the upstream sector.

Also, in the area of research, MHTL in conjunction with the UTT has embarked on a multi-million dollar Methanol To Power Research Project which has tremendous scope as a viable downstream application of methanol.

You will see Ladies and Gentlemen why I strongly believe that the sustainability of the petrochemical sector and the thrust into further downstream industries must remain the core of our natural gas industry.
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