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FROM the zlobal energy mraussition to supply
chain disruptions, the Covid-19 pandemic and
now new gecpoliticyl risks, national oil company
Petroliomn Nasional Bhd (Petronas) has had its
hands full dealing with these challenges. Now
throw in its goal of achieving net-zero enussions
by 2050, coupled with its ongoing obligations to
pay handsome dividends to the government plus
he:r develop the local oil and gas (0&CG) industry,
and Petranas has a fine halancing act to manaze.

Since il was established in 1974, Petronas hiis

largely lived up to expectations, especizlly in the
1990s and 2000s. rezistering impressive growth
for hoth the conpany and the Malaysian econo-
my.
As the corporetion that is vested in the entire
0&G resource spectrum in Malaysia, Petronas has
also heen entrusted with the responsibility of
developing the sector locally,

Many OXG service providers were creafed,
with Petronas dishing out contracts to local com-
panies. Billions of ringgit in wealth creation was
achieved, But fast forward o today and the buzz
that should be associated with the recent oil price
climb seems to be a stifled one.

Part of the reason {or that iy because the energy
sector has been impacted by the global movernent
toward a low-carbon future. Major investors and
banky are weressingly looking o reduce their
exposure to assets that pose risks to climate
change,

Hence, this is the time when oil majors suchas
Petronas must make tough choices - to improve
their resilience end to consider how to position
themselves for the future,

Can Petronas strike this balance? Is it Zoing to
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en by the recovery in glohal energy demand as
key economies reopened and travel restrictions
eased amid higher Covid-19 vaccination rates
around the world.

“Petronus has benefitted from the overall
recovery of the 0%G sector zlobally,” says Tengku
Taufik. He points out that Petronas had hooked an
average Brent crude oil of US$70.91 per barrel in
2021, more than 709 higher than the US$41.67
per barrel it had booked in 2020.

For the fourth quarter ended Dec 31, 2021,
Petranas recorded a PAT of RM13.4bil against a
loss of RM1.1bIlin the same quarter a year earli-
er. The hizher earnings were due to higher selling
prices and lower impairment losses of assels.

Revenue for the quarter increased to RM76.6bil
compared with RM44bil in the same correspond-
ing quarter last year.

Other oil majors such as Shell, ExxonMobil,
Chevron, Shell, BP and ToialEnersies are set (o
ramp up their capex for this year, albeit lower
than what was seen in 2014,

According to Wood Mackenzie in its Global
Upstream Outlook 2022 report, the global
upstream sector is set for a rebound next year,
when overall investment in explortion and pro-
duction is expected to excesd USS400bil (RM1.67
trillion) for the first time in three years.

Nonetheless, the report hizhlighted thatdespite
record high cash flows and with oil at over USS70
(RM292) u barrel, companies will maintain disci-
pline in spending and pay more attention to cli-
mate and shareholder pressuce o decarbonise
aperations.

Previously, the new energy business was

ked under Petronas” “gas and new energy”
unit led by Adnan Zainal Abidin.
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Can Petronas strike this balance? Is it going to
be a dean energy company moving forward?

Petronas president and group chief executve
officer Datuk Tengku Muhamunad Taulik says:
“Please note that Petronas Is not abandoning
hydrocarbons. A decarbonised furure is not a
Tuture entively absent ofhydrocarbons, The main
challenge is to address emissions,”

Speaking o repor(ers at a press conference that
lasted almost two hours, Tengku Tauflk lays out
how Petronas is setting up two new “independent
entities” that will focus on its net-zero eruission
plans.

This first will be a business unit focused on
“clean enerzy solutions” that will oversee
Petronas’ renewable energy (RE), hydrogen ven-
tures and advancing the concept of green mobili-
ty. Petronas will also set up @ “carbon manage-
ment unit”, swhich is a contralized unit under ita
upstream business that airns (o accelerate decar-
honisation efforts across the group,

To support the growth of the new energy and
the current business, Tengku Taufik reveals that
Petronac it planning to bring back its pre pan
demic annual capital expenditure (capex) of
RM40bil 1o RM50bil in 2022,

Abour 20% of the capex has been earmarked
solely for Iy Clean vnergy soluture aud carlon
management units, higher than the 9% capex
allocation plan for such venrures previously.

“We have to plant the foundation now, because
if we don't we risk being left behind,” he points
oul.

Despite being under a tight budget, Petronas’
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new energy has reached several milestones,
including 1GW of solar installation in Malaysia
and India. Tenglhu Taufile says thar dbe “clean
energy solutons” business unit will be an inde-
l)cudcnl vehicle from Petronas that willact alinost
ike a venture capital or private equity firm that
will take straiegic Stakes b and puriuce tiese neyy
businesses.

Under its green mohility plans, Petronas will
take un active role in providing infrastructure for
electric vehicles, which will see the company
irstalling berween 20 &nd 30 charging siations
throuzhout Malaysie thas year.

“Petronas must take bold
decisions now or risk
missing out on the narrow
opportunities to navigate
the global energy transition
successfully.”

Datuk Tengku Muhammad Taufik

“In the longer term, we foresee a proliferation
ol higher and taster charging stations across
Malayzia. ‘The proliferation of infrastructure will
unlock green mobility in Asia,” he says.

The higher capex allocation by Petronmas comes
al the time when crude oil prices are on a tear,
uuding al thedr highest sluce 2014, Brent crude ofl
was last raded at US§111.18 (RM464.23) per bar-
rel.

For financial year 2021 (FY21), Petronas
retured to the hlack with & profit after tax (PAT)
ol RM48.5bil from & net loss of RM21bil in FY20.
During FY21, Petronas reported a 39% growth in

revenue to RM248hil compared with RM173,74bil
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unit led by Adnan Zainzl Abidin,

Following the resoructuring, Adnan will be in
charge entirely of Petronas’ gas business as the
execunve vice-president and CEO. He was slso
promoted to chief operating officer of Petronas, a
post thathas been vacant since 2015,

Peronas, whose portfolic is 70% gas and is the
filth-lurgest gas exporter in the world, expects gas
to remain asan mpnrtant component of the glob-
al energy transiuon.

Adnan expects an uptick in demand for hath
piped gas and liquefied natural gas (LNG) in
Malaysia and the region. post-pandernic. “In
Malaysia, we will see an increase In gas consump-
tion, especially from the power sector. We are also
positioning ourselves (o offer solutions through
carbon-reutral LNG. We have delivered it to
Shikoku Electric, and are going 10 supply it to
Hiroshima Gos Co Ld in China™ he aaya,

Meanwhile, Tengku Taufik reckons that gas
demand is expected to accelerate in the coming
years, as it will be an important component for
the glohal energy transition, even after the recent
upswing wun pricea in Lurope and other key ioar
kets.

He says that 0&G will still make about 40% of
the world’s energy mix beyond 20402050, and
AL gas s seen as a wansidon fuel fur economies
that want to have low-carbon [utures,

“Clearly whatis being displaced is oil. So far as
gas is concerned, we hive seen growth in demand
or natural gas,” he reiterates. He points out that
the overall investment in gas assets has been
“quite slow” over the last decade and hence there
isshortaze in the market.
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Petronas aims pre-pandemic capex of RM40bil-R
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recarded a year earlier. Tt attributed the stellar ~ “Tn the nex! iwo o three years. we exped a
performance to surging commodity prices, driv-  shortage of 25 to 28 million tornes per annun of

R Brent oil prices hit highest level since 2014
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ING. “We just have niot ste‘rped up as an industry
to take on more gas” he adds,

Petronas s developing Sabah’s first nearshore
LNCG plant thar will be the fiwmt of itz kind in
Malaysia, and will have a winimum capacity of
two million fonnes per annurn.

Upon completion, the nearshore LNG plant will
inureast Pewwuney’ LNG production Goosn fQoatiang
LNG (FLNG) facilities from 2.7 million tonnes per
annun (ipa) to 4.7 milion (pa. Pelronas operales
owo FLNG vessels — the PFLNG Satu and PFING
Nua, at the Kebabangan and Rotan offshore gas
fields respectively.

According to MecKinsey & Co's “The I'uture of
Liquefied Natural Gas” report, Asia is still highly
dependent an coal as its primary energy source,
accounting for abaut 47% of its energy mix.

Gas makes up about 12% of the region’s energy
consumption, @ stark difference compared to 20%
of consumption in other regions.

“Increasing Asta’s share of gas energy ton-
simprion to 20% would add the equivalent of
more than 400 million tonnes of LNG to anrual
gas demand, nearly doubling the size of the LNG
market,” it says,

The report adds that the lonz-term outlook tor
ING is brighter than that of other fossil fuels
because of its comparatively lower cost and lower
emissions from production and combustion.

“But to find a true competitive advantage amid
a volatile market, the LNC industry mus!t move
beyond what were once winning strategles (con-
rol of gas resources, rellability of supply). Instead,
ING players should focus their eflorts on five
areas: capital efficiency, supply-chain optimisa-
tion, downstrezm market development, decar-
bonisation, and digital and advanced analytics,”
the report states.

One of the interesting points that was highlight-
cdd the press conference is that Petrones is
taking a bet on hydrogen, which is dubbed as the
energy of the future by some quarters.

Tengku Taufik says that the dermand for hydro-
gen Is bulding up.

“The 0ZG indusiry 5 naturally positioned to
fake on hydrogen because the chemisay that we
can do has already helped us produce blue hydro-
gen, Hydrogen is an energy carrier and it will be
envisaged as part of the ecosystem. The trick right
now is how to transport it. Thatis why yousay it's
difficult to see how hydrogen is zoing 1o he so
widespread.

“But, for blue hydrogen it can be sent in the
form of zmmonia, which is already done today. In
fact the customers for hydrogen are typically the
same players that consume LNG,” he says.,

The Petronas Activity Outlook 2022-2024 report
highlighted (hat Petronas is targetting its dornestic
hydyogen projects to commence operations from
2024, sturting with blue hydrogen and 10 subse-
quenty move o green hydrogen production.

In the report, Petronas encourages the 0&G
services and equipruent(OGSE) players to take the
opportunity to diversify and spur new business
growth while upskilling capahilities in line with
charting tho country’e aspiration of going into x
low-carbon economy.

Petronas expects global hydrogen demand to
accelerate in 2030, driven by policy, technology,
market competitiveness and cost reduction,

“The versatility of hydrogen as a fuel, heat
source and feedstock allows for the demand to
further grow and be used i many other sectors
such as ransport, industries and power genera-
tion,” it says.

Tengku Taufik stresses that while the group is
diversifying into new enerzy opportunities,
Petronas will continue to maxinise the value of
Malaysia’s hvdrocarbons.
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He says the Malaysia Bid Round has earmarked
to offcr 11 exploration blocks for this yzar, higher
than the 13 offshore blocks offered in 2021,

“As the national oil company, Petronas recog-
nises its responsibility to maxumise the value of
the naton’s hydrocarbon resources. It 1s our
responsibility 10 provide long-term economic
value and energy security.

“Rut, as an O&G player we ¢an no longer oper-
ate under a business-as- approach, simply
hecause that won't help us achieve our net.zero
aspiration hy 2050. Nor can we then expect to
Serve as an energy partner for our custorners who
are increasingly demanding for green energy.

“Petronas must take bold decisions now or risk
missing out on the narrow opporfunities 1 navi-
gate the global energy tansition successfully,”
Tengku Taufik says.

“We will contnue o remain in our role as the
catalyst of the local OGSE sector and we will work
together With OUr parmers, especially as the maus-
:3( d:c now moving 1o decarbonise operations,” he

Oil majors such as Shell and BP have also
announced diversification into renewable energy
and set targets to become net-zero firms by 2030.



