
Thank you……….. for the kind introduction

Good morning ladies and gentlemen.

In Act 2 Scene 2 of Shakespeare’s Hamlet, Polonius comments, “Brevity is the soul of
wit.” Since my opening comments will be neither soulful nor witty, I will at least make
them brief.

The past few years have been a roller coaster ride for the oil buying community and if
they are any prelude to the future we can expect more of the same. However, a
rollercoaster is an amusement park ride and there has been nothing amusing about the
bunker price shock that we have experienced. During the spring of 2004 WTI crude oil
crossed the $40 per bbl barrier, followed by $50 per bbl oil that October in the aftermath
of hurricane Ivan. Later, the $60, $70 and $75 per bbl thresholds were crossed and
recrossed several times. Today, we tend to think of $57 WTI and the associated bunker
prices as bargain basement levels. A mere two years ago, if we uttered that bargain
basement idea out loud, everyone would have been questioning our business sanity.

The recipe for this staggering price escalation was relatively simple with the benefit of
20/20 hindsight. Start with a large helping of oil demand growth exceeding supply
growth, add several natural disasters, toss in geopolitical worries and liberally sprinkle in
heavy commodity buying by hedge funds, pension funds, and other investment
consortiums. And, of course, don’t forget that old standby ingredient for making almost
any bad situation worse-ill-advised regulatory decisions by the politicians/bureaucrats.
Putting this mix of ingredients on continuous simmer-occasionally bringing to a boil- and
the result was a new price record this past summer.

This year’s bunker prices were not pretty. From late winter of this year until mid-summer
bunker prices in most of the world’s largest bunkering locations remained well above
$300 per ton for 380cst material. If you needed product off West Africa, you had the
privilege of paying close to $400 per ton for 380cst. At one point during the early
summer my company was offered product at an Indian port for $455 per ton. The
purchasers of 180cst were hit even harder as the high cost of viscosity diluents increased
the spread between 380 and 180cst material. Definitely, “Not  pretty.”

Lubricants purchasers have not fared any better, probably worse, than their bunker
buying brethren. When hurricane Katrina roared through the US Gulf, one of the
casualties was a very strategic lubes additive plant. So in addition to a steady rash of
price increase, lubes’ buyers also had to cope with less than optimal deliveries.

As if all this wasn’t bad enough, the politicians-the same talented group that I referred to
earlier-have instituted Sulfur Emission Control Areas to further bedevil shippers in
European waters. Most of the world’s current fleet was not designed to carry an extra
grade of fuel, but since most of the bureaucrats have no maritime experience, they viewed
it as a minor inconvenience. Most ship owners do not consider deviating and stopping a



$35,000 per day ship for 12-24 hours to load a special fuel grade for a 4 day trip inside a
SECA zone as a minor inconvenience.

But far and away the bunker price levels have been the major unknown in the ship
owner’s budget. These prices have had a direct and immediate negative effect on the
Income Statements of shipping companies around the globe. The lesson, that there is a
huge amount of price risk in the bunker arena, has become painfully clear.

Complaining to anyone who will listen maybe somewhat cathartic, but it accomplishes
absolutely nothing. So how does one cope with this volatility and risk?

Fortunately for us, BunkerWorld has assembled this Forum and an excellent roster of
speakers that will provide insights and ideas on the subject of bunker risk. Aptly titled
“Squeezing the Bunker Barrel”, this Forum will specifically address issues that begin
with where the bunker barrel physically comes from to a tour of the New York
Mercantile Exchange where much of the ultimate pricing of the bunker barrel comes
from. During the next two days the various speakers will address topics that include the
dynamics of actual fuel purchasing, lubricant pricing and paper hedging. There is
something for everyone.

P.S. We did not buy the $455 per ton material in India.

Introductory comments about Peter Drakos.


