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Oil and gas
Introduction

Distribution of proven reservers of
crude oil - CY20

▪ Oil and gas are petroleum products which are obtained from petroleum (also known as
crude oil and oil) by a process known as fractional distillation.

1%

▪ Petroleum, which is a fossil fuel, is formed when large quantities of dead organisms,
mostly zooplankton and algae are buried under sedimentary rock and are subject to
both intense heat and pressure over millions of years.
▪ Historically the largest oil reserves have been in the Middle eastern region (oil fields of
the Arabian-Iranian basin), with 54% of the proven oil reserves globally being there in
CY00. The next largest oil reserves were in North America (18%).

▪ This mix, however changes by CY20. While the Middle East still has the largest oil
reserves, its dominance has reduced to 48%, and the South and Central American region
now holds 19% of the global oil reserves.
▪ The countries with the largest oil reserves are Venezuela (17.5% of the global oil
reserves), Saudi Arabia (17.2%), Canada (9.7%), Iran (9.1%) and Iraq (8.3%).

Source - bp Statistical Review of World Energy 2021
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Oil and gas
Introduction
▪ Petroleum is recovered by oil drilling and is then refined and separated in a
fractionating column into various fuel such as gasoline (petrol), diesel and kerosene
to asphalt and chemical reagents used to make plastics, pesticides and
pharmaceuticals.
▪ Petroleum consists of liquid, gaseous and solid hydrocarbons. (components of
petroleum are known as hydrocarbons because they are composed of predominantly
carbon and hydrogen).
▪ Oil wells are used to produce crude oil (the liquid portion of petroleum) with some
natural gas dissolved in it, while gas wells are used to produce natural gas which
could have some other hydrocarbons mixed.
▪ Crude oil then undergoes fractional distillation in oil refineries to yield useful
products such as gasoline (petrol), diesel fuel, asphalt base, fuel oils, heating oil,
kerosene, liquefied petroleum gas and petroleum naphtha.

▪ The different components of crude oil are separated based on their boiling point at
different levels on a fractionating column. Lighter gases (propane/butane) with lower
boiling points exit from the top of the column.
▪ Heavier, high boiling point material like bitumen remain in the residue and are
removed from the bottom of the column.
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Oil and gas
Global energy industry
▪ The global energy industry was valued at USD 4.7tn in CY20 and is
expected to grow to USD 7.2tn in CY25 at a CAGR of 8.9%.
▪ Globally, the total primary energy usage for the year CY20 was 579
exajoules (EJ), a ~40% increase compared to 20 years ago.
▪ However, the COVID-19 pandemic had a dramatic impact on energy
markets, with total energy consumption falling by 4.5% in CY20, the
largest decline since 1945. Consumption reduced greatly in the US
(-7.1 EJ), India (-1.9 EJ) and Russia (-1.5 EJ). China, in contrast
recorded a growth of 2.1% (3.4 EJ) in energy consumption in CY20.
▪ Asia Pacific was the largest region in the global oil and gas market,
accounting for 33% of the market in CY20. North America was the
second largest region accounting for 19% and South America was
the smallest region in the global oil and gas market.
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▪ Oil consumption fell by 9.3% and coal by 4.2% in the year CY20.
▪ Natural gas consumption too declined by 2.3%. Nevertheless, the share of gas in primary energy continued to rise, reaching a record high of
23.7% in CY20.
▪ Nevertheless, renewable energy continued to grow, increasing by 9.7% with solar power recording its largest ever increase of 20%.
Source - Global Oil And Gas Market Data And Industry Growth Analysis (thebusinessresearchcompany.com), bp Statistical Review of World Energy 2021
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Oil and gas
Global energy industry
▪ The energy mix has changed significantly over the past 20 years.

Energy consumption by fuel type –
Comparison between CY00 and CY20

▪ While oil catered to 37% of energy requirements in CY00, its importance has reduced
as only 29% of the total energy consumed is sourced by oil in CY20.
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▪ The share of coal power in the energy mix has increased from 23% in CY00 to 28% in
CY20. China is the largest consumer of coal (54.3% of global coal usage in CY20), while
India (11.6%), and the US (6.1%) also consume significant quantities.
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▪ However, the share of coal in the global energy mix peaked at CY11 when it was 30%.
Coal is the most carbon intensive fossil fuel and its phase-out is in line with the Paris
climate agreement. Research shows that coal usage needs to completely phase-out by
CY40 to reach the Paris agreement targets.
▪ The consumption of Natural gas, which is a relatively clean burning fossil fuel, also
increased from 21% in CY00 to 24% in CY20
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Source - bp Statistical Review of World Energy 2021, IEA (International Energy Agency)
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Oil and gas
Global energy industry
▪ Total energy consumption is highest in the more populated Asia-Pacific region. However, the per capita consumption is highest in the North
American, Europe and North Asian, Middle-East and Australian regions. This also roughly corresponds to the per capita GDP distribution.
▪ ~80% of the global coal consumption is in the Asia Pacific region, of which ~68% is consumed in China.
▪ China is the largest consumer of energy in the world amounting to over 57% of the consumption in the Asia Pacific region and over 26% of the
global energy consumption.
Energy consumption in CY20 (EJ)
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Source - bp Statistical Review of World Energy 2021
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Oil and gas
Global oil industry
▪ Global production of oil for the year CY20 was 4165.1 Mn
tonnes (88,391 thousand barrels daily). This was however a
decline from the production volume of 4478.0 Mn tonnes in
CY19.
▪ This 7.3% decline, which was the largest in history was as an
impact of Covid-19 and the related lockdowns, travel
restrictions and slowdowns of economic activity.
▪ Excluding production volumes for CY20, global oil production
has grown at a CAGR of 1.1% since CY00.

Oil production (thousand barrels daily)
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▪ 31.3% of the global production of oil in CY20 occurred in the
Middle East. The share of global oil production in the Middle
East has been more or less constant over the past 20 years.
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▪ The second largest producer of oil is the North American
region, which amounts for ~26.6% of the global oil
production. This is an increase from the 18.6% at CY00, at a
CAGR of 1.7%.

Source - bp Statistical Review of World Energy 2021
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Oil and gas
Global oil industry
▪ The most consumed petroleum oil distillation products are
gasoline (petrol) and diesel, which are used as engine fuel.
These two made up 53.2% of the total oil consumption in
CY20.

Oil demand CY20

Oil demand CY21E

88.4 Mn b/d

100.1 Mn b/d

Consumption of oil by type (thousand barrels daily)

▪ The year CY20 saw a 12.6% and a 14.5% decrease in the
consumption of gasoline and diesel respectively. This was
due to the lockdowns and travel restrictions.
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▪ Covid-19 related travel restrictions also resulted in the
demand for Jet oil declining by 39.8% in the year CY20 as
aviation across much of the world was grounded.
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▪ In contrast, products most closely related to the
petrochemicals sector (naphtha, ethane and LPG) were
broadly flat, supported in part by increasing demand for PPE
and other medical and hygiene-related supplies.
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Others consists of refinery gas, solvents, petroleum coke, lubricants, bitumen, wax, other refined products and refinery
fuel and loss.

Source - bp Statistical Review of World Energy 2021
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Oil and gas
Global oil and gas prices

Brent Oil Prices (USD)
140

▪ Oil prices hit a 9-year low in March 2020 below USD 20/bbl after Covid-19 induced
lockdowns and travel restrictions resulted in the demand for fuel declining.
▪ While prices increased in CY21, the Russian invasion of Ukraine resulted in a
dramatic spike of prices to above USD 130/bbl in early March 2022.
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▪ Price of LNG will be highly dependent on the outcome of the Russia-Ukraine crisis
and any sanctions imposed.
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▪ In February 2022, the natural gas spot price at Henry Hub averaged USD 4.75 per
million British thermal units (MMBtu).
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Mar-19

▪ The uncertainty surrounding the Russia-Ukraine crisis, and the emergence of new
Covid-19 clusters have resulted in oil prices being highly unpredictable at the
moment.

20

Jan-19

▪ However, progress made in peace-talks between Russia and Ukraine, hopes that
Saudi Arabia and the UAE could boost oil production and that demand from China
could drop due to new coronavirus restrictions in major cities following a new
surge in cases have resulted in the oil prices dropping to below USD 100/bbl by
the 3rd week of March.

Saudi Aramco Propane /MT - LHS
Saudi Aramco Butane /MT - LHS
Henry Hub natural gas spot prices /MMBtu - RHS

Source – EIA (U.S. Energy Information Administration), https://3mgas.vn/news/saudi-aramco-lpg-prices-per-metric-tonne-2021-n149.html
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Oil and gas
LPG vs natural gas and composition of LPG
LPG

Natural gas

By-product of the petroleum or natural
gas refining process.

Naturally occurring hydrocarbon gas

Consists of propane and butane

Consists mostly of methane

Energy (Heat) content – 93.2 MJ/m3

Energy (Heat) content – 38.3 MJ/m3

Portable (distributed in gas cylinders) and
available everywhere

Distributed along pipelines

Heavier than air

Lighter than air and will dissipate quickly,
advantageous in the event of a gas leak

The percentage of propane and butane in
LPG can vary from 100% propane to 20%
propane and 80% butane.

Produces less CO2 when burnt

Used as a source of energy for heating appliances, cooking equipment and vehicles.
Price per MMBtu in Nov 2021 – USD 29.6
Is usually more expensive than natural
gas, but the same amount produces more
than twice as much heat.

Price per MMBtu in Nov 2021 – USD 5.05

Country

Propane : Butane ratio in LPG mixture

Australia, USA,
UK, Ireland

100:0

Belgium

60:40

Czech Republic

60:40 in winter, 40:60 in summer

Denmark

70:30

Greece

20:80

Hungary

40:60

Italy

90:10 to 20:80 depending on season

New Zealand

70:30 to 60:40 depending on season

Slovenia, Spain

35:65

Turkey

50:50 to 30:70 depending on the season

Sri Lanka

25:75 to 40:60

Source - https://www.elgas.com.au/blog/486-comparison-lpg-natural-gas-propane-butane-methane-lng-cng/, https://www.elgas.com.au/blog/1972-lpg-contains-whichgases-gases-present-in-lpg-gases-used/
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Oil and gas
Outlook of the global oil industry

▪ While demand for oil has outpaced supply for 6 consecutive
quarters since Q3CY20, the EIA expects the supply and
demand to find a relative balance in the first quarter of 2022,
easing pressure on oil prices.
▪ Global oil stocks are expected to rise through much of 2022.

Supply and consumption of oil (Mn barrels per day)
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▪ "These stock builds should contribute to downward pressure
on crude oil prices, and our Brent forecast averages USD 73/b
in 1QCY22, USD 71/b in 2QCY22, USD 70/b in 3QCY22, and
USD 67/b in 4QCY22," the EIA said.

Stock draw

▪ Oil demand is expected to rise to around 100-102 Mn b/d by
4QCY22. This is around the levels of the pre-pandemic oil
demand.

-8

Stock draw

Supply

Consumption

Oil demand 4QCY22E - IEA

Oil demand 4QCY22E - OPEC

Oil demand 4QCY22E - EIA

100.29 Mn b/d

102.6 Mn b/d

102.3 Mn b/d

Source - EIA (U.S. Energy Information Administration), OPEC (Organization for Petroleum Exporting Countries, IEA (International Energy Agency)
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Oil and gas
Outlook of the global oil industry
▪ The World Bank Group forecasts the global economy to grow by 5.6% in CY21. Growth is concentrated in a few major economies,
with most emerging market and developing economies (EMDEs) lagging behind.
▪ While about 90 percent of advanced economies are expected to regain their pre-pandemic per capita income levels by 2022, only
about one-third of EMDEs are expected to do so.
▪ In low-income countries, the effects of the pandemic are reversing earlier gains in poverty reduction and compounding food
insecurity and other long-standing challenges. The global outlook remains highly uncertain, with major risks around the path of the
pandemic marred by highly unequal vaccine access and the possibility of financial stress amid large debt loads. Controlling the
pandemic at the global level will require more equitable vaccine distribution, especially for low-income countries.
▪ The uncertainty surrounding the Russia-Ukraine crisis, the sanctions imposed on Russia and uncertainty if Middle-Eastern oil
production could be increased to meet the demand is significantly affecting oil and gas prices.
▪ New clusters of Covid-19 have been detected in China resulting in certain cities and factories being locked down. This has lowered
the demand for oil from China.
▪ Therefore the next few weeks would be critical in understanding what the future holds for the oil and gas industry, and if oil prices
would soar to as high as USD 200/bbl as was predicted at the beginning of the Russian invasion of Ukraine or if it will stabilize at the
USD 90-100/bbl range.
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Oil and gas
Outlook of the global bitumen industry
▪ The global bitumen demand was estimated at over 107 Mn MT in CY20 and is expected to grow to 154 Mn MT by CY29 at a CAGR
of 3%.
▪ The market was valued at USD 60 Bn in CY19 and is forecasted to grow to USD 86 Bn by CY29.
▪ The market was negatively impacted by COVID-19 in 2020. Declining investments in the road and building construction segment
led to a decrease in the consumption of bitumen in applications like road construction, waterproofing of building roof and
basement, sealant, filler, and adhesive, which in turn, negatively impacted the bitumen market.

▪ Over the short term, increasing road construction and repair activities and increasing demand for bitumen as filler, adhesive, and
sealant from the commercial and domestic building construction sectors are expected to drive the bitumen market’s growth.
▪ The Asia-Pacific region is expected to dominate the market, and it is also likely to witness the highest CAGR during the forecast
period. Robust growth in construction activities in the Asia-Pacific region is also expected to drive the market growth in the near
future.
▪ Also, the emergence of megacities in both emerging and developed markets, which reflects the shifting economic and
demographic trends, will create an enormous need for new infrastructure, driving up the demand for bitumen.

Source - https://www.persistencemarketresearch.com/market-research/bitumen-market.asp
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Oil and gas
Introduction to the local energy industry
▪ Sri Lanka used 509.6 PJ of primary energy in CY19, which was used to cater to a demand of 395.6 PJ.
New renewable energy*, 19.9
Major Hydro power,…
Coal, 58.7

Breakdown of energy usage in CY19 (PJ)

Electricity, 53.2
Coal, 2.3
Petroleum, 174.3

150

Petroleum, 223.8
100
50

Biomass, 169

Biomass, 165.8
0
Industry

Primary energy source

Energy demand

Biomass

Transport

Petroleum

Household &
Commercial

Coal

Electricity

*New renewable energy – mini
hydro power, solar and wind power

▪ Sri Lanka’s largest source of energy is petroleum, which is imported 100%. ~80% of the end-user petroleum demand is from the
transportation sector as fuel (petrol and diesel), while the households & commercial sector and the industrial sector use LPG.
▪ Biomass (firewood, coconut shells and industrial & agricultural waste) are also a common source of energy in the industrial sector (for tea
drying, brick & tile kilns and steam generation etc.) and households.
▪ Electricity generation by hydro-power has been maximized with a capacity of 1399 MW (CEB) and 409MW (private sector). Total
electricity generation for the year CY19 was 15.9 TWh, of which 34% was from coal, 32% from oil power plants and 30% from hydro
power. Other sources like wind and solar only contributed to 4% (707 GWh) of the total electricity generation.
Source – Energy Balance 2019 – Sri Lanka Sustainable Energy Authority, CBSL
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Oil and gas
Regulation of the energy industry in Sri Lanka
▪ Two ministries are responsible for policy formulation and supervision of the energy sector.
▪ The Ministry of Power along with the State Ministry of Solar, Wind and Hydro Power Generation Projects Development is
responsible formulating and implementing national policy on power and renewable energy and other subjects which come under
its purview. The ministry oversees the Ceylon Electricity Board (CEB), Lanka Electricity Company (LECO) and other institutes
related to the generation and distribution of electricity in the country, including the Sri Lanka Sustainable Energy Authority and
the Sri Lanka Atomic Energy Board.
▪ The Ministry of Energy is responsible for the activities related to the petroleum sector including exploration for oil and gas in Sri
Lanka. It oversees the Ceylon Petroleum Corporation (CEYPETCO) and several other sectors in the petroleum sector.
▪ The Public Utilities Commission of Sri Lanka (PUCSL) is an independent economic, technical and safety regulator of the electricity
industry in Sri Lanka and the designated regulator for petroleum and water services industries. PUCSL also has been assigned as
the shadow regulator for the lubricant market in Sri Lanka.

▪ Tariff for electricity consumption is set in accordance with a cost reflective methodology approved by the Commission.
▪ Prices of fuel in Sri Lanka are regulated by the government as a cabinet decision, and are usually a combined decision taken by
the Central Bank of Sri Lanka (CBSL), the Ministry of Finance, and the Ministry of Energy collectively. It is revised periodically
taking into consideration the CIF as well as the current economic conditions of the country.

Source -
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Oil and gas
Local oil and gas industry

▪ The type of refined petroleum that is consumed the most are Auto Diesel
(35% in CY20), 92 octane (23%) and Furnace oil (19%)
▪ There are two distributers of petroleum oil in Sri Lanka, the sate owned Ceylon
Petroleum Corporation – Ceypetco (which holds above 85% market share in
the automotive fuel segment) and the Lanka Indian Oil Company (LIOC), a
subsidiary of the Indian Oil Company.
▪ In CY20, consumption of LPG was 473mn MT. Sri Lanka has two importers and
distributers of LPG, the state owned Litro Gas Lanka Ltd. (which holds ~80%
market share in the domestic segment) and Laugfs Gas PLC.
▪ Prior to CY20, the refined petroleum consumption in Sri Lanka grew at a CAGR
of 3.4% since CY10, and LPG consumption grew at a CAGR of 7.7% from CYY10
to CY20.
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Local sales of LPG

▪ Sales volume of the Ceylon Petroleum Corporation (CPC) to the transportation
sector declined by 13.6% and for power generation declined by 61% in CY20.

Local sales of refined products

▪ Sri Lanka’s consumption of refined petroleum was 4.6mn MT in CY20, down
from 5.5mn MT in CY19. This decline was due to a decrease in demand as a
result of Covid-19 related lockdowns and travel restrictions.

Local sales - '000 MT

CY10 CY11 CY12 CY13 CY14 CY15 CY16 CY17 CY18 CY19 CY20
Refined products*

LPG

Local sales in CY00 and CY20 – ‘000 MT
9%
3%
4%
24%

25%

5%4% 7%

CY00

19%
7%

53%

Petrol
Diesel
Kerosene
Furnance Oil
Avtur
Naptha
LPG

4%

CY20

36%

*Refined products - Petrol (92 Octane and 95 Octane), Auto Diesel, Super Diesel, Kerosene, Furnace Oil, Avtur and Naphtha

Source - https://www.sundayobserver.lk/2021/10/31/business/litro-gas%E2%80%99-cost-leadership-advantage-ensures-price-increase-covers-costs
CBSL – Economic and Social Statistics Reports, Annual Reports
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Oil and gas
Local oil and gas industry - imports
▪ Sri Lanka imports 100% of its petroleum and coal requirement.
▪ In the year CY20, Sri Lanka imported 1.7mn MT of crude and 4mn MT of refined petroleum oils.

▪ While imports of crude oil have been more or less constant, in total imports of crude and refined
oils have increased from 4.7mn Mt in CY10 to 5.7mn MT in CY20, at a CAGR of 1.8%.
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▪ Imports of Coal have been increasing rapidly at a CAGR of 26.5% since CY10. Coal powered

LPG

Imports of petroleum products – ‘000 MT
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electricity generation has grown at a CAGR of 18.7% since CY10 and is now (CY20) the largest

Crude Oil

Refined Products

Coal

LPG

component in the electricity generation mix at 36.6%. Hydropower is 24.9% and fuel oil generated
electricity is 26.6% of the mix.

▪ It has however in creased in CY21, as fuel import expenditure for the months Jan-Oct are USD 3.0bn.
▪ Import expenditure on LPG has grown from USD 142mn in CY10 to USD 236mn in CY20 at a CAGR of
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3.9bn in CY19 due to the decline in fuel costs as well as volumes of imports.

Crude and refined oil

▪ Expenditure for imports of fuel (excluding LPG) declined to USD 2.5bn in CY20 compared to USD

Import expenditure for fuel - USD mn

50
0

4.7%. CY20 saw a slight decline (USD 5mn) in the import expenditure for LPG due to the reduction in
global propane and butane prices (despite import volume increasing from 430 to 437 thousand
MTs).
Source - CBSL

Crude oil

Refined oil

Coal

LPG
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Oil and gas
Local oil and gas industry – crude oil refining
▪ Sri Lanka imports crude oil to be processed at the Sapugaskanda oil refinery.
▪ Over the past 10 years, Sri Lanka has been importing ~1.8mn MT crude oil
annually which had been processed at a yield of above 90%.
▪ Refinery products of Sri Lanka amount to about 30% of the total local
consumption.

Crude oil imports and processed products - '000 MT
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Crude oil imports
Processed products
Locally processed fuel as a % of local consumption
Locally processed LPG as a % of local consumption

▪ The major products of the oil refinery process in Sri Lanka are Auto diesel
(33% in CY20) and Furnace oil (29%).

Processed in Sri Lanka - CY20

▪ Other products include petrol, kerosene, furnace oil, aviation fuel, LPG and
naphtha. Sri Lanka produced bitumen until 2012, when it ceased doing so
due to lowering of demand for the locally produced bitumen.

10%

10%

1%
Petrol

7%
10%

Kerosene

▪ Domestic production of LPG for the year CY20 was 25,000 MT (~1% of the
total locally produced fuel volume). This has been the trend since CY10.

Furnace Oil
Auto Diesel
Avtur (Aviation Fuel)

▪ Locally produced LPG in CY20 (25,000 MT) amounted to only 5.3% of the
local LPG requirement. The rest of which had to be imported.

29%

LPG
Naphtha

33%

Source - CBSL
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Oil and gas
Local oil and gas industry - exports
▪ Over the years, Sri Lanka has exported a small amount of
petroleum products.
▪ Exports are mostly bunker fuel, aviation fuel and lubricants that
have been processed in the country.

Export of petroleum products - USD mn
700.0
600.0

▪ In CY20, exports were of a value of USD 506mn, which amounted
to only 4% of the total exports, and 12.7% of the cost of importing
oil and gas.

500.0

▪ Even though Sri Lanka does not have its own oil, the ideal
strategic positioning of Sri Lanka can be used to promote Sri Lanka
as a possible energy hub in the maritime routes of Asia.

300.0

▪ By following a model similar to Singapore which accounts for 25%
of the global bunkering, Sri Lanka too could import crude oil,
refine it and export.
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400.0
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▪ The unutilized Trincomalee tank farm with a storage capacity of
8mn barrels is extremely crucial in this context. Two new
refineries focused on exports are planned to be established in
Hambantota and Trincomalee.

Source – CBSL, Ministry of Finance – government budget 2022
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Oil and gas
Local oil and gas prices

Historical fuel prices - LKR/L

▪ In Sri Lanka prices fuel prices are determined by the government and are usually
subsidized. This has resulted in fuel companies incurring losses since the subsidized prices
do not cover the costs borne by the companies.
▪ Kerosene is highly subsidized as a benefit for farmers and fishermen, but this is sometimes
misused by some heavy vehicle owners due to the high price gap between diesel and
kerosene.
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▪ Following the LKR depreciation in March CY22, and the increase in global oil prices, oil
prices in Sri Lanka were increased by ~30-60%.
▪ LPG prices too were regulated and
subsidized by the government and had
resulted in LPG companies incurring losses.
However in October 2021, this control by
the government on LPG prices was removed
and LPG prices were increased by ~80% in
order to cover the losses incurred.
▪ LPG prices are designated for the cylinder
size and vary by district.

Lanka Petrol 92 Octane

Lanka Auto Diesel

Lanka Super Diesel

Kerosene

Historical bitumen prices – LKR/L

Historical LPG prices – LKR /12.5kg
cylinder
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Source – Consumer Affairs Authority, CEYPETCO website

Lanka Petrol 95 Octane

Bitumen 60/70

LPG
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Oil and gas
Local oil prices – regional comparison
▪ Sri Lanka has the lowest price regionally for
petrol and diesel.

Country

Price of petrol –
USD/L

Price of diesel –
USD/L

Per capita GDP
– USD (CY20)

▪ Despite having the highest per capita GDP in
the region (CY20) fuel prices quoted to
customers in Sri Lanka are significantly lower
than even Afghanistan which recorded a per
capita GDP of 14% of the value recorded by Sri
Lanka.

Afghanistan

1.00

0.81

517

Bangladesh

1.04

0.93

1,962

Bhutan

1.14

1.10

3,001

India

1.36

1.20

1,928

Nepal

0.85

0.83

1,189

▪ This signifies that there is much room to
increase the fuel price.

Pakistan

1.18

1.04

1,155

Sri Lanka

0.88

0.60

3,682

Source – globalpetrolprices.com, World Bank and CBSL
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Oil and gas
Local oil and gas industry - business risks
▪ Economic risks
The country’s economic status has a great effect on the oil and gas industry. Petroleum products are vital to the economy and the pace of the
economy can affect the demand of these products greatly as it was made evident in CY20 by the decline in demand for petroleum products
when the economy slowed down due to Covid-19.
The industry which is 100% dependent on imports is also currently feeling the brunt of the unavailability of foreign currency, which has
resulted in companies being unable to cater to the demand.
▪ Safety risks
Oil and gas are highly inflammable and therefore carries a large safety risk inherently. This risk is present at all stages, inbound logistics,
operations, outbound logistics and at the at the point of usage by the consumer.

The importance of this risk has become highly evident by the recent explosions of gas cylinders. These explosions lead to reputation risks,
risks of litigation and of loss of customers.
▪ Exchange rate
As Sri Lanka doesn’t have minable petroleum products, and they all have to be imported, these companies are greatly exposed to exchange
rate risks. The depreciation of the LKR increases the cost of the product, which often cannot be passed on to the customer due to subsidized
prices being set by the government.
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Local oil and gas industry - business risks
▪ Commodity price risk
As Sri Lanka purchases all its fuel from the international market and is a small buyer and companies are price takers, they are exposed to
commodity price changes. Global oil prices are also very volatile as they are highly dependent on supply-demand dynamics, geo-politics,
global economic conditions etc. Adverse movements in global prices can negatively impact profitability and cashflows of the companies.
▪ Covid-19

The Covid-19 pandemic and related travel restrictions and lockdowns resulted in a decline in demand for all types of transport fuel including
aviation fuel and bunkering exports.
▪ Alternatives
Petroleum companies too face the risk of customers switching to alternative sources. The global trend is shifting towards more green
sources of energy and this inclination is observed in Sri Lanka too, especially with successive governments promoting greener vehicles, solar
power and other ecofriendly power sources. This could result in a decline in demand for automotive fuel and coal/fuel oil generated
electricity.

The current limitation in LPG gas in the market and the explosions of gas cylinders have also led to certain consumers shifting to alternative
sources of cooking energy like electricity, kerosene and fire-wood. If this trend continues, it could affect the LPG sector in a considerable
manner.
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Local oil and gas industry - business risks
▪ Competitor threat and threat of new entrants
The oil industry in Sri Lanka has only two suppliers, the state owned Ceypetco (which holds a larger market share) and Lanka IOC. Threat of
new entrants is low, as the initial capital investment is very high and companies are regulated by the government, licenses are issued
through the Minister for Energy, under the Petroleum Products (Special Provisions) Act, no. 33 of 2002. Also regulated prices are not very
attractive to new comers.
The gas industry too is regulated by the government and the initial capital investment is very high, resulting in a low threat of new entrants.

The bitumen and lubricants industries however, made up of many players and the threat to new entrants is relatively low. Lubricants are
regulated my the Public Utilities Commission of Sri Lanka. The importation, exportation, blending, production, sale, supply and distribution
of lubricants including greases require specific authorization from the Government. However, the initial start-up costs are much lower and
operations are much easier than other petroleum products resulting in a larger number of players.
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Outlook of the local oil and gas industry
▪ The Sri Lankan economy is expected to perform better in CY22 compared to CY21 with industries and construction activity resumed
to pre-covid levels. However the country is facing a severe foreign currency shortage, which is affecting its ability to import
essentials like fuel, pharmaceuticals, fertilizer for agriculture, raw material for industry (eg- cloth for textiles) and food items like
powdered milk and rice.
▪ If this continues it could affect the economy seriously, especially the industrial sector that depends on imports of raw material. This
could result in the demand for fuel declining.
▪ While the Covid-19 vaccination drive has been successful, with 64% of the population fully vaccinated and another 10% partially
vaccinated against the virus, the threat is still there with newer variants of the virus like the Omicron variant being detected in the
country.
▪ The country has also initiated a strong program to attract tourists to the country. The month of December 2021 recorded 89,500
tourists, up from 44,200 recorded in November.
▪ As Sri Lanka looks forward eagerly for the return to normalcy, the demand for fuel too is expected to increase to pre-covid levels.
While it would take some time for fuel prices to return to pre-covid levels, the availability of foreign currency or the ability of the
government to secure credit lines to import fuel would play a key role in the performance of this industry in the year 2022.

26

Oil and gas
The potential of LPG in Sri Lanka
▪ LPG is a low carbon, low-polluting fuel and is widely recognized as an attractive energy option for minimizing emissions of green
house gases and particulate matter. While it is primarily used for cooking in Sri Lanka, it has other applications which include
industrial applications power generation, heating, as an Autogas and as marine fuel.
▪ Solely LPG is used for cooking in only ~30-35% of the households in Sri Lanka (65% in the Western Province). And in about 52% of
the households in Sri Lanka LPG is used as a secondary source of cooking with firewood, kerosene oil etc. Considering the
cylinder turnover rate (CTR) (i.e- number of times an empty cylinder is exchanged for a filled cylinder per year), in the western
province it is ~8 cylinders per year while in the other provinces it is much lower at ~2-4 cylinders per year.
▪ LPG is much more efficient compared to the other sources of cooking energy used in Sri Lanka and is also cleaner and easier to
use.
▪ This shows that there is huge potential for growth in demand for LPG in Sri Lanka. However the limited capacity available to store
LPG is hindering the growth of market share.
▪ Globally, liquified natural gas (LNG) is a common substitute for LPG for cooking and heating. However due to the high pressure
required to liquify this, they cannot be stored in individual cylinders for residences and are distributed to consumers through
pipelines Therefore LNG will not be a suitable source of energy for Sri Lanka until a solid pipeline network could be built.

Source – Industry sources
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The potential of bitumen in Sri Lanka
Government expenditure on road development

▪ The Government of Sri Lanka plans to expand the road network by adding
100,000 km of road by CY24. The planned infrastructure projects include the
Central expressway, the Port Access Elevated Expressway, flyovers and bridges.
▪ Of the 100,000 km of roads, 18,000 km was proposed to be completed in CY21
and an additional 25,000 km is expected to be constructed per year since CY22.
Budgeted expenditure for road development in the year CY22 is LKR 280 bn.
▪ According to industry sources, annual demand for new roads construction and
maintenance and rehabilitation of existing roads would be around 900,000 MT.

250

LKR bn

▪ Sri Lanka’s total road network as of CY20 is about 155,996 km. This consists of
national roads (Class A and B roads and expressways), provincial roads and rural
roads. Amongst the 155,996 km of road includes unpaved roads that are made
from gravel and sand that has the potential to be upgraded to a overlaid road in
future. Approximately 10% of these roads undergo maintenance and
rehabilitation per year.
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Budget allocation for road development CY22

LKR 280 bn
Annual bitumen demand to CY35

~ 900,000 MT
Source – Ministry of Finance
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Petroleum road map of Sri Lanka
▪ The country is focussed on increasing electricity generation by solar power, to ensure that at least 70% of the total electricity requirement
is catered by renewable energy sources by CY30. Renewable and Clean Energy are highly advantageous in building a green economy and
saving the foreign earnings spent on imported fuel. In the year CY20, fuel amounted to 18% of Sri Lanka’s import cost. At a time when the
country is reeling under the pressure of a foreign currency crisis, it would help the economy to increase use of domestic sources of
energy.
▪ The government has allocated USD 500mn for the for the facilitation of encouraging private investment in renewable energy sector.
Renewable sources currently cater to ~35% of the countries electricity requirement.
▪ While the hydro power generation has been almost optimized, there is large room for growth in the solar and wind power sectors. The
technical resource potential for solar power generation is estimated to be 6,000 MW, however by CY19 the country only had an installed
capacity of 284 MW (which generated 395 GWh of electricity during the year). Similarly, the exploitable wind power potential is
estimated to be 5,600 MW, of which only 129 MW had been developed by CY19 (generating 348 GWh of electricity during the year)
▪ The government is also looking to encourage the usage of electrical vehicles to reduce the fuel consumption as well as the carbon
footprint.
▪ Studies are also being done to establish the availability of off-shore petroleum resources, even though nothing of significance has been
found yet.

Source – National budget 2022, http://www.energy.gov.lk/images/energy-balance/energy-balance-2019-lq.pdf,
https://www.adb.org/sites/default/files/institutional-document/547381/sri-lanka-energy-assessment-strategy-road-map.pdf
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