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US Airlines Seek SPR Release, But
| mpact and Viability Questioned

By: Robert Baal

assenger and cargo airlines in
the U.S. have formaly asked
the U.S. Congress for a release of
one million barrels of oil per day
from the Strategic Petroleum
Reserve (SPR), hoping that the
infusion will provide at least some
temporary relief from the current
record high jet fuel prices they are
paying as aresult of impending war
in the Middle East, an ongoing
work stoppage in Venezuela and
cold wesather in the Northeast US.
The case was made to the
US Senate Committee on Energy
and Natural Resources in mid-

Guest Editorial...

February by James C. May, President
and Chief Executive Officer of the
Air Transport Association of
America. As of press time, little
apparent progress has been made in
terms of generating serious
discussion about the requested
release, but industry analysts say that
could change quickly if and when
war commences and lavmakers start
getting additional heat from
constituents over rising gasoline
prices.

May opened his presentation

(Continued on page 2)

Per spective: The Jet Fuel Industry in

India

By: S. Abbas Akhtar
Bharat Petroleum Corporation
Ltd.

hile North American air

traffic remains depressed,
Asian countries in genera and
India, in particular, have done very
well — much better than expected —
over the last year. More than a year
after the disaster of September 11,
looking back at the Indian Aviation
Industry shows a surprisingly good
picture, with almost double-digit
growth in aircraft movements.

Figures from the state-
owned Airports Authority of India,

which manages India's 128 airports,
show that during the period of April-
October 2002 international and
domestic passenger traffic has
increased by 5.1% and 6.4%
respectively, against the same period
in year 2001. The overal increase in
passenger traffic was recorded as
5.9%. These figures include
passengers embarking and
disembarking at the 60 odd operating
airfields including a joint sector
facility at the coastal city of Cochin.
Air traffic has shown a market turn
around from the 5.9% decline in

(Continued on page 4)
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“We have not experienced
priceincreasesof this
magnitude since the Gulf
War buildup in thefall of
1990,” May said.
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by laying out the precarious financial
condition of the US airline industry:
Two major airlines, representing
twenty percent of the industry, are in
bankruptcy; passenger carriers
reported over $10 billion in losses in
2002; industry debt now exceeds $100
billion, while the industry’s $15
billion total market capitalization
continues to decline. Throw in the
prospect of war on the horizon, and
May concludes: “The overall picture
isbleak.”

While the airlines have
embarked on what May caled “an
unprecedented program of self-help to
address this ‘perfect storm’ of
adversity,” including efforts to remove
billions in costs, “issues such as fuel
prices... are obviously beyond our
ability to battle alone.”

Alarming Trends

Through the first eleven
months of 2002, May says ATA-
member fuel prices increased by 27%.
Beginning in December, the rate of
increase ramped up to 55%, bringing a
total increase of Jet-A spot prices to
100% in one year. “We have not
experienced price increases of this
magnitude since the Gulf War buildup
inthefall of 1990,” May said.

Increases in fuel prices affect
the airlines in two ways, May
explained: Along with the obvious
affect of immediately increasing the
cost of operations (every penny
increase in the price of jet fuel costs
the industry $180 million a year, he
noted), historically fuel cost increases
have repeatedly triggered economic
recessions. Providing data that linked
the major recessions of the past 30
years with the steep increases in fuel
prices that preceded them, May
displayed how each incident brought
about widespread hardship in the
airline industry (see chart page 3) . In
effect, he said, it's not only airline
finances that are currently at stake, but
also the health of the national
economy.

The airlines are doing al they
can to conserve fuel, May said, but the
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industry’s options for further dramatic
improvements are limited.

SPR Options Debated

As a recommended course of
action, the ATA is urging the
Congress to press the Bush
Administration for a minimum of one
million barrels per day release from
the SPR at least until the arrival of
Middle Eastern oil expected as a result
of an OPEC quota increase geared to
offset the lack of Venezuelan supply.
He also called for a repeal of the 4.3
cents per galon jet fue tax as a
“modest demonstration of a national
commitment to bringing oil prices
down.

ATA gspokesman Ed Merlis
reports that the organization has been
told that announcing a one million
barrel per day release should trigger
an immediate $3 per barrel reduction
in crude prices, and once the releases
are undertaken the downward trend
should continue, depending upon
intervening events.

The hang-up in Washington
appears to be over the definition of a
shortage. The SPR was established to
compensate for times of supply
disruption, and the ATA contends,
based on both inventory and price
data, that the US is currently suffering
a supply disruption. Government
officias, along with many of the
companies that supply the airlines
with fuel, however, tend to disagree.

US Energy Secretary Spencer
Abraham said last week, when the
board of the ATA, made up of airline
CEOs, was making further rounds in
Washington, that the Administration
was prepared to act quickly to offset a
severe disruption to Middle East
supplies in the event of war. Abraham
has more recently expressed that the
SPR should not be used to address
prices. ExxonMobil Chairman Lee
Raymond called discussions about an
SPR release premature following
May’'s visit to the Senate, but later
acknowledged that Iragq would stop

exporting once a war commenced and
(Continued on page 3)
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“If they can forceeven a
temporary spike downward,
they can jump in with some
additional hedges at the lower
pricesto help them ride out the
coming months.”

If the ATA’sassumption is
correct and it is$3 right
off the bat, the airlines will
have succeeded in getting
someinstant pricerelief
and in some cases making
some hedging moves
attractive again.

in that case the US could release some
oil from the reserve.

But short of a war erupting
that disrupts Middle East supplies,
there appears to be little momentum
for an SPR release based on current
conditions, like May had urged. “It's
an extremely sensitive issue at the
moment,” says an oil industry analyst
with familiarity with the workings of
Washington. There is also a wide
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some additional hedges at the lower
prices to help them ride out the
coming months.”

As noted earlier, even in the
event of an SPR release, the
significance of any such downward
spike is highly debatable. If the
ATA’s assumption is correct and it is
$3 right off the bat, the airlines will
have succeeded in getting some
instant price relief and in some cases

Airline Losses Linked to Recessions and Higher Oil Prices

Source: ATA
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range of opinions as to what the effect
of arelease might be should it happen,
he notes.

Grasping at Straws?

Jet fuel supplier
representatives who we spoke with
believe the airlines are grasping at
straws in their pursuit of a pre-war
release. “It's not going to happen,”
says one, adding, “Venezuela has only
affected a handful of refineries, and
that doesn’t constitute a severe
shortage.”

He doesn’'t fault the airlines
for their efforts, however. “They are
doing what they can to force some
price relief for themselves, because
most are hitting the wall in terms of
hedging ability,” he explains. “If they
can force even a temporary spike
downward, they can jump in with
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making some hedging moves
atractive again. But history shows
that there may not be much of a
downward spike to be had,
particularly where jet fuel is
concerned.

The oil industry analyst
guoted earlier warns that there is no
degree of certainty that whatever
impact a release might have on the
crude market would carry over to jet.
He notes that in the instance of the
first Gulf War, even though a 34-
million barrel release was announced,
only haf that was actualy sold
because prices stabilized so quickly.
And in that case, jet fuel-to-heating
oil differentials had already blown out
to more than 10 cents a gallon by
September 1990, during the pre-war

(Continued on page 4)
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Without actual vessels of
crude coming in, a one-time
manipulation of the crude
market isnot going to havea
significant impact on values,
he said.

Per spective: The Jet Fuel
Industry in India
(Continued From Page One)

Jet Fuel Report

build up. That we are redly beyond
the build up point now, with margins
relatively undisturbed, suggests that
we will not see such a blow out of
margins this time around, war or no
war, leaving little room for a decline
related to an SPR release.

The process involved in an
SPR release also serves to blunt the
impact, says our jet fuel supplier
representative. The DOE controls a
genera release to suppliers, brokers,
“anybody who can prove they can
make good for it,” he says. The bids
are made at current market level
prices, and comparable like quality
barrels have to be replaced in the
reserve, usually within a year’s time.
Such rules make buyers reluctant to
jump in and bid on everything that’'s
available, as was seen in the case of
the Gulf War release.

Without actual vessels of
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crude coming in, a one-time
manipulation of the crude market is
not going to have a significant impact
on values, he said.

Mr. May summed up his
presentation to the Senate committee
by stressing the precarious situation
the US economy finds itself in
pending the outcome of the Iragi
engagement. He urged the Congress
and the Administration to take steps
now, before the first shots are fired, to
control “the runaway price spira
currently underway.” With
Washington still smarting from
criticism of its post-9/11 industry
bailout, chances are his presentation
swayed few minds, despite the worthy
effort. JFR»
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domestic traffic and 2.7% in
international traffic in the full
previous year ending in March.

Similarly, international &
domestic aircraft movements went up
by 4.1% and 10.5% respectively,
during the same period. This has led
to an overall increase of 9.2% in total
aircraft movements with both these
segments combined.

Cargo traffic saw the most
promising growth of 17.5% in both
international and domestic segments
during the period of April-October
2002 against the same period in year
2001. Last year cargo traffic had
shown a growth of just 0.4% on
international traffic and 2.0% on
domestic traffic.

It's rush hour in the Indian
skies. There is sudden upswing in
domestic air travel despite the 10%
fare hike by domestic airlines.

FutureisBright

It isnot going to end here. The
future is bright, as evidenced by these
recent devel opments:
> Domestic airline Air Sahara
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plans to add two Boeing 737-800s
and two 50 seat regional jetsto its
fleet in the near future. A number
of regional routes are likely to be
connected later by adding more
50-seaters.

» State-owned Indian Airline’s
board has recommended the
acquisition of 43 aircraft to be
received between 2004 and 2008.
Airline is aso bringing in four
turbo-prop ATR aircraft.

» Indian flag carrier airline Air India
has also proposed to modernize its
fleet. It has indicated that it will
invite bids for 17 medium/large
capacity long-range aircraft and
un-specified numbers of short
capacity short-range aircraft.

» US aircraft maker Boeing Co. has
forecast that the Indian market
will need 290 new commercial
jets worth 22 billion dollars over
the next 20 years. Boeing has
projected that air-traffic growth in
southwest Asia led by India will
average 6.7% over the period,
which will be among the fastest in

(Continued on page 5)
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“Ninety percent of the plan
has been cleared between
Finance and Civil Aviation
ministries. You will now see
things happening,” he said

An open Sky Palicy will
mean that airlineswill have
alevel playingfield in the
Indian Sky.

the world. India's domestic
aviation industry will surely never
be the same again.

On international sector,
although carriers like United Airlines
have withdrawn their flights from
India, increasing traffic has given the
opportunity for other airlines like
Lufthansa & Delta Air Linesto fill the
space vacated by others.

In order to meet the demand of
growing traffic, the government of
India has announced an “open sky”
policy -- for now restricted only to
European and US airlines -- to
increase the number of flights from
the airports where they are currently
operating, between December 2002
and March 2003. But this limited
open-sky policy was not received very
well by rival airlines, especialy those
elsewhere in Asia. The maority of
American carriers are currently not in
a position to expand their networks,
but European airlines like Virgin
Atlantic, British Airways and
Lufthansa are very keen to increase
their flights to their current Indian
destinations on a permanent basis.

Due to the fact that between
December and March India witnesses
an increase in inbound traffic — mostly
tourist traffic, India s aviation industry
is expected to show better growth
until the arrival of spring next year.

Open Skies Coming

Recently, there have been
some very encouraging developments
on the “open sky” front. An
announcement has been made by the
Union Finance Minister of India,
while addressing the concluding
session of the four-day CIl Partnership
Summit 2003 in Delhi, that very soon
Indian skies could be opened to
foreign carriers, thus moving from the
current Air Bilatera Era to a true
Open Air Sky policy.

“Ninety percent of the plan
has been cleared between Finance and
Civil Aviation ministries. You will
now see things happening,” he said

An open Sky Policy will mean
that airlines will have a level playing
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field in the Indian Sky. Should the
government open Indian skies, there
will be surge of new flights coming
into India, which currently is not
possible as entry of foreign carriers at
new destinations gets blocked.

Airlines who are very keen to
take advantage of such policy changes
are Gulf-based and Asia-Pacific
arlines. Airlines like Saudi Arabian
Airlines, Gulf Air, Emirates, etc. are
trying to get new destinationsin India,
especiadly Southern India — where
Cochin International Airport has been
the most sought after target. Some
reports suggest that tourist traffic has
shown an increase of about 25% from
Far East countries and therefore,
Singapore and Maaysian Airlines
would aso take great advantage of
this change in policy. There has also
been consistent growth on the
economic front with the Republic of
China. Currently only China Eastern
Airlines operates to Delhi, but as the
traffic grows this sector also looks
very atractive.

Some of the states have also
formulated policy for landing of
private airlines chartered planes on
airstrips. Under the new norms, issued
by government of Rajasthan, private
airlines can apply for permission to
use airstrips at tourist destinations,
which are not connected through
arrports.  Silk Air, a subsidiary to
Singapore Airlines, has already
operated its charter to the state and
now it is understood that Swiss
International Airlines is also bringing
a 50-seat charter from Switzerland to
Jodhpur.

Thus we can safely predict
double-digit growth of the aviation
industry in India.

Jet Fuel Scenario

The jet fuel market scenarioin
India has reflected the pattern
displayed by the aviation industry.
The jet fuel market in India today
stands at 2255 thousand metric tonnes
annually, including both civil and

(Continued on page 6)
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Thuswe can safely predict
double-digit growth of the
aviation industry in India.

defence demand. During the five
months preceding September 2001, jet
fuel consumption showed a negeative
growth rate of 3.7%, reflective of the
trends showed by the aviation
industry as given above. Whereas,
during the same period of 2002, it
showed a very encouraging growth of
almost 5%, reversing the global trends
of negative growth after the 9/11
attacks.

The government of India has
now exempted all aircraft registered
in any other countries (other than
India) which are a party to the
Convention on International Civil
Aviation opened for signatures at
Chicago on 7™ December 1944 from
levy of taxes and duties on jet fuel and
lubricants. Earlier this exemption was
restricted to those aircrafts which
were operated by airlines on
scheduled flights to Indian
destinations under the Air Services
Agreement. This announcement is
sure to boost tourist charter operations
in Indiato agreat extent.

For supplies to domestic
carriers, jet fuel currently attracts a
sales tax from respective state
governments at certain airports, some
as high as 30%. Since jet fued
accounts for close to a fourth of the
operational cost of airlines, the levy of
a high rate of sales tax is a sore issue
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with all domestic carriers. Some states
have reduced sales tax on jet fuel to
domestic carriers to 4% at arports
falling within their borders. Other
states are also likely to follow suit and
such reduction will add to the profit of
domestic carriers.

Jet fuel is marketed in India
by three state oil companies. One of
the leading Indian magazines,
Business World, in a recent issue
published a survey of companies who
are perceived to be the best overall
and in their segment. State Oil
Company Bharat Petroleum has been
judged the best in the Petroleum
Sector followed by another state oil
company, Indian Oil. During April
2002, in a survey conducted by
Armbrust Aviation Group, USA, fuel
buyers of international airlines rated
Indian oil companies fairly high in the
list of best jet fuel marketers, with
Bharat Petroleum at 34" and Indian
Oil at 42" position, despite their
limited geographical reach, which
currently is confined within India.

With the aviation industry
predicting a boom in India, the state
oil companies’ jet fuel supplies should
show similar growth. JFR>

JFR welcomes guest editorials from members
of the aviation fuel industry.
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Airlines Plan War Contingencies

Airlines in Europe and Asia
have put into place contingency plans
for the event of war in the Middle
East that could create a need for their
aircraft to divert to alternate
destinations. Because of security
reasons, most are limited on what they
can disclose, but several fueling
managers were able to give JFR an
overview of their department’s
preparedness.

Japan Airlines, for instance,
informs that it has stand-by refueling
agreements with oil companies around
the world for al off-line airports that
are designated as alternates for regular
routes. Payment conditions at these
aternate airports vary from one
location to another. In addition, JAL
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has bracket agreements with severa
major oil companies for emergency
refueling services on credit at all the
airports where they operate.

Qantas Airways policy for
aternate ports, or “Tech Stops’
includes standards regarding runway
length, fuel quality and capacity that
each must meet before it becomes
built-in to the flight routing schedule.
Should an alternate port close itself to
diversions for any reason, the airline
would be forced to find an aternate
route ahead of time or else it may be
forced to cancel the flights along that
route. Payments or credits are as per
the contracts that are pre-negotiated
for the alternate ports.

(Continued on page 7)
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World Jet Fuel Prices
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In the case of Lufthansa, the
plans areto first cancel any flights that
have routes that could take them
through potentially dangerous
airspace, and also to reroute other
flights via alternate routes with
technical stops at certain airports
where pre-arranged fuelling
agreements exist.

Kuwait Slashes Exports Pre-War

Kuwait's scheduled jet fuel
shipments for March are less than
25% of what they were in February,
due to a build up of fues in
anticipation of a US-led military
attack on neighboring Irag. Tradersin
London have informed Reuters that
preliminary loading schedules are
showing that jet shipments in March
will fall to 100,000 tonnes, compared
to the robust 450,000 tonnes shipped
out in February. US military demand
has also cut into jet exports from
South Korea and Japan following an

228 221
-1.44 010

Sources: Opis Jetfax, JFR

incident involving a North Korean
fighter jet and a US reconnaissance
plane over the sea of Japan. The US
Navy Military Sealift Command
acquired 30,000 tonnes of JP-5
fighter jet fuel for lifting from Seoul
from March 10-12 for delivery to
Japan, and also paid $1.025 million
to acquire a freighter to move a spot
cargo of 35,000 to 40,000 tonnes of
Jet A-1 from Japan to the US Naval
base on Diego Garcia, a British island
in the Indian Ocean. JFR»
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