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Christina Verchere - OMV Petrom - CEO  

Slide 1 – Intro  

Good afternoon ladies and gentlemen, 

I am excited and honored to lead OMV Petrom and I am looking forward to 
playing my part in growing the company and enhancing its 
competitiveness. 

In my first few months, I will be getting out and meeting as many people as 
I can, both internally here in Petrom City and particularly in our operations, 
as well as meeting our key external stakeholders, which of course includes 
you.  

I look forward to meeting you, the analysts and investors of OMV Petrom, 
in upcoming Investor Relations events.  

As I just joined OMV Petrom two days ago, I am going to leave the 
presentation and the Q&A of our first quarter results in the capable hands 
of Stefan, but I did want to join the call and introduce myself. 

Now let us turn to the first quarter results, and for that I will hand over to 
Stefan.  
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Slide 2 – Legal Disclaimer 

Thank you, Christina, and good afternoon to you all. 

Before I start the actual presentation, please let me draw your attention to 
our Legal Disclaimer, which you can read in detail on slide 2. 
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Slide 3 – Key messages Q1/18  

Let me start with some key highlights for Q1/18 on slide 3.  

In this quarter, market conditions were supportive, with increased crude 
and natural gas prices. However, refining margins and electricity spark 
spreads declined.  

As a result, we generated an improved free cash flow of around RON 730 
million.  

Our Clean  CCS Operating Result  went up by 25% year-on-year to almost 
RON 1 billion, with Upstream contributing approximately two thirds.  

The Clean CCS EPS  was up by 28% compared to Q1/17.  

Let me briefly comment on the business segments . In Upstream, we had 
lower production, by 5%, mainly due to natural decline and one-time 
effects. Our OPEX/boe was 13% higher, mainly due to a weaker USD 
versus RON. In RON terms total Upstream production costs declined. 

In Downstream Oil, we faced a decline in refining margins by about USD 
1/bbl. Our retail sales volumes were 1% higher year-on-year, supported by 
higher demand, especially in our main market, Romania.  

In Downstream Gas, we reported an 8% year-on-year decrease in gas 
sales volumes, in the context of lower equity gas production. We also had a 
higher net electrical output as the Brazi power plant was fully operational in 
Q1/18, although the spark spreads were significantly lower year-on-year.  

As for the Lost Time Injury Rate  at Group level, this ratio reached 0.38 in 
Q1/18, above last year’s figure on a quarterly basis. However, our 12-
month rolling average LTIR is better than industry benchmark.  
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Slide 4 – Economic environment  

On slide 4, we provide some macroeconomic highlights  for Romania and 
an overview of the pricing environment in our industry.  

Romania had another quarter of solid economic performance, with 
impressive GDP growth, although its sustainability is questionable given 
the recent generous stimulating fiscal measures and the upside pressures 
on the government deficit. The increase in inflation is yet another sign of 
the need for a more disciplined fiscal policy with firmer budgetary 
constraints. 

Looking at the Romanian energy sector , the market demand  for our 
products has increased in Q1/18, even if at a more moderated pace. The 
demand for fuels , and here I refer only to retail diesel and gasoline sales, 
increased by almost 2% year-on-year. The demand for gas was stable, as 
per our estimates. Power  demand increased year-on-year, by around 3%, 
according to the preliminary data available.  

On the regulatory front there are a number of recent changes at various 
stages of approval and implementation. The new draft Offshore Law , 
covering operational issues and taxation, is awaiting approval from the 
Chamber of Deputies.  

A new draft Royalty Law , providing for a revised royalty regime for oil, gas, 
coal and other natural resources, is expected to be issued for public 
consultation this year.  

The methodology for the gas reference price  to be used for the 
calculation of gas royalties was approved by the National Agency for 
Mineral Resources (ANRM) and entered into force as of its publication 
date, February 12, 2018; the reference price will be linked to CEGH gas 
prices in Austria. 

Starting April 1, 2018, the tax on additional revenues  obtained from gas 
price liberalization has been extended indefinitely and the tax rate was 
increased from 60% to 80% for realized gas prices higher than RON 
85/MWh. The increase applies only to the difference between realized 
prices and RON 85/MWh. 

Let me now provide you with an overview of the pricing environment  in 
our industry. 
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In the chart on the upper right you can see the Urals price, shown in green, 
which in Q1/18 averaged USD 65/bbl, higher year-on-year by 25%. A 
similar trend can be seen for Brent , shown by the blue line, with an 
increase of 24% year-on-year. The price spread between Brent and Urals 
has increased in Q1/18 to USD 1.65/bbl. In the same chart you can see in 
yellow the exchange rate development: in Q1/18 USD was weaker versus 
the RON by some 11% year-on-year.  

The lower left chart shows, in green, the gas price on the Romanian 
centralized market , which averaged RON 78/MWh (or EUR 16.7/MWh) for 
transactions closed in Q1/18 (26.6 TWh) with delivery until Q3/19. Please 
note that prices on centralized platforms refer to various products in terms 
of storage costs, flexibility and timing.  

For reference, the gray line shows the gas price in Austria, which is the 
average day-ahead CEGH price , at EUR 20.5/MWh, which is by 7% 
higher versus Q1/17.  

Finally, on the lower right, you can see that the base load power prices  in 
Romania were down by 36% year-on-year in EUR terms.  
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Slide 5 – Operational KPIs  

On slide 5, I would like to present to you some operational KPIs for each 
business segment.  

Let me start with Upstream . Although the total production costs in RON 
terms were lower in Q1/18, the average unit production cost  in USD/boe 
increased compared to Q1/17. This increase reflects two main factors: 
firstly the unfavorable FX development, with an impact of USD 1.2/boe and 
secondly, the lower production volumes, with an impact of USD 0.65/boe. 
Overall, production cost reached a level of USD 11.89/boe, which was 13% 
higher compared to Q1/17. 

Hydrocarbon production  in boe/d was down by 5% in Q1/18 versus 
Q1/17. The decrease was mainly due to natural decline, the divestment of 
marginal fields, as well as a one-time effect of works and equipment 
replacements in the Totea-Hurezani area. In a like-for-like comparison, i.e. 
excluding the effect of the fields’ divestment concluded last summer, Group 
production decreased by 4.2% in Q1/18 versus Q1/17. 

Continuing with Downstream Oil KPIs , as a general observation we had 
lower refining margins, but higher retail sales. 

The OMV Petrom  refining margin indicator decreased in Q1/18 by 13% 
year-on-year, to USD 6.56/bbl. This decrease was mainly the effect of the 
increased crude oil price. 

In turn, we had an increase in Group retail sales  volumes by 1%, 
supported by higher demand in our main market, Romania. Group non-
retail sales volumes  in Q1/18 decreased as we continued to optimize our 
sales channels.  

As for Downstream Gas , our gas sales volumes  in Q1/18 decreased by 
8%, also reflecting the lower equity gas production. In this context, the 
lower sales to wholesalers due to a milder winter in January-February were 
partly compensated by increased sales to end-users and higher offtake by 
the Brazi power plant.  

The net electrical output  increased by 19% yoy. The Brazi power plant 
was available at full capacity throughout Q1/18 and generated a higher 
output, but was still limited by significantly lower spark spreads compared 
to Q1/17. The Q1/17 net electrical output figure also included 0.03 TWh 
electricity generated by the Dorobantu wind park, which was divested at the 
end of 2017.  
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Slide 6 – Cash Flow highlights  

On slide 6, I would like to start with the highlights of our cash flow 
statement. In Q1/18, we achieved an operating cash flow  of about RON 
1.8 billion, mainly on the back of a strong operating result. This, in turn, was 
supported by improved crude and petroleum product prices as well as 
higher retail and electricity sales.  

Net working capital  in Q1/18 generated a cash inflow of RON 22 million. 
This reflects the increase in liabilities, mainly related to excise payables, 
which more than offset the increase in inventories, related to the 
preparations for the upcoming refinery turnaround. For comparability, in 
Q1/17 net working capital generated a cash outflow of RON 176 million. 
This was mainly related to the decrease in trade payables, due to lower 
purchases of petroleum products in Q1/17. 

As far as cash outflow for  investments  is concerned, this reflects the 
CAPEX trend and the payment terms with our contractors. Our total 
payments for investments amounted to around RON 1 billion in Q1/18 
versus around RON 0.6 billion in Q1/17. 

To sum up, our free cash flow  was 13% higher in Q1/18 versus Q1/17 and 
our net cash position  amounted to approximately RON 3.6 billion as of the 
end of Q1/18. Our dividends for the financial year 2017, amounting to RON 
1.1 billion, will be paid starting June 19, 2018. 
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Slide 7 – Income Statement highlights  

On slide 7, I would like to discuss some highlights of the Income Statement, 
with a focus on Q1/18 versus Q1/17 developments.  

Sales  increased by 5% year-on-year, supported by higher prices for 
petroleum products and natural gas and increased electricity sales 
volumes, which were partly offset by lower sales volumes of natural gas 
and lower electricity prices.  

While our Operating Result benefitted from better market conditions, as 
mentioned before, it also reflects lower exploration expenses as well as 
strict cost management measures.  

The Q1/18 Clean CCS Operating Result  increased by 25% year-on-year.  

Special items comprise a net income of RON 71 million, mainly related to 
the gain from forward contracts for electricity. For comparison, in Q1/17 we 
had a net special income of RON 5 million. The Reported Operating Result 
also includes inventory holding gains of RON 50 million versus RON 26 
million in Q1/17. 

The net financial loss  in Q1/18 slightly increased year-on-year to RON 
(63) million, reflecting mainly higher FX losses, partially offset by a net 
increase in interest income. 

As a result, the net income attributable to stockholders  increased by 
38% year-on-year on a reported basis and by 28% on a Clean CCS basis. 
The Q1/18 EPS was RON 0.0151. 
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Slide 8 – Upstream Clean Operating Result supported  by higher 
realized prices 

Let me move on to slide 8, which shows the major building blocks for the 
development of the Upstream Clean Operating Result in Q1/18. 

With the realized oil price  increasing by around 27% year-on-year to USD 
57/bbl in Q1/18, there was a positive market effect of RON 263 million. This 
also includes a negative FX effect on revenues. 

Hydrocarbon sales  were 6% lower, resulting in a negative volume effect 
of RON 116 million.  

Exploration expenses  were lower by RON 19 million. 

Under “other” factors the main difference is due to lower total production 
costs reflecting continued cost reduction measures, partly offset by higher 
depreciation.  

As a result, the Q1/18 Upstream Clean Operating Result  increased by 
40% year-on-year to RON 645 million. 
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Slide 9 – Downstream Clean CCS Operating Result: op erational 
performance offset market effects 

Moving to slide 9, the Q1/18 Clean CCS Operating Result of 
Downstream increased by 3%, reflecting an improved operational 
performance that offset the negative market effects.  

In Downstream Oil,  we had a lower year-on-year Clean CCS Operating 
Result, due to the decrease in refining margins. The operational 
performance reflects firstly the higher segment sales, achieved as a result 
of increased retail demand and secondly, the improved operational 
efficiency in the refinery.  

In Downstream Gas , we improved our power activity results on the back of 
higher availability of the Brazi power plant, despite significantly lower spark 
spreads. As a reminder, Q1/17 was affected by provisions for outstanding 
power receivables. The result of the Gas segment in Q1/18 also improved 
year-on-year, as we no longer have an obligation to sell natural gas at 
regulated prices. 
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Slide 10 – CAPEX and E&A  

Slide 10 provides an overview of CAPEX and E&A activities including an 
outlook for 2018. In Q1/18, our total CAPEX was around RON 0.8 billion.  

The majority was dedicated to Upstream. We continued our drilling 
activities, with eleven active rigs at the end of March. Thus, in Q1/18 we 
finalized the drilling of 22 new wells and sidetracks, including two 
exploration wells. The total is twice the number of wells drilled in Q1/17. 
Around 230 workover jobs were performed in Q1/18, resulting in 1,900 
boe/d additional contribution to production. 

For the full year 2018, we maintain our CAPEX guidance of around RON 
3.7 billion. The majority will be spent in Upstream: we plan to drill more 
than 100 new wells and sidetracks and to carry out around 1,000 
workovers. About 25% of the CAPEX will be allocated to Downstream, 
where we are currently performing a six-weeks full-site turnaround of the 
Petrobrazi refinery and also a planned six-weeks partial shut-down of the 
Brazi power plant. Finally, the majority of the construction work for the 
Polyfuel plant in the Petrobrazi refinery will take place in 2018, with the 
plant becoming fully operational in early 2019. 

Moving to exploration activities , in Q1/18 we spudded two wells, while 
two others were in testing. 

Regarding E&A activities in 2018 , we expect exploration expenditures to 
be around RON 230 million.  
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Slide 11 – Outlook 2018  

Let me finish my presentation with the outlook for the full year 2018, on 
slide 11. Here I would like to highlight our main market assumptions as well 
as the targets we have set for 2018 and how they compare to the actual 
2017 figures. 

Throughout the first months of this year, we saw the oil price stabilizing at a 
level around USD 70/bbl. Against this background, we have decided to 
update the oil price forecast to USD 68/bbl for the full year 2018.  

In Downstream Oil, we see declining refining margins due to the crude 
price recovery.  

With regard to our targets for 2018, we aim to contain the hydrocarbon 
production decline versus 2017 at around 4%, not including portfolio 
optimization initiatives.  

The total CAPEX  for the Group will increase versus 2017, to around RON 
3.7 billion, as guided in February 2018.  

We expect to have a positive free cash flow after dividends in 2018, 
supported by the favorable commodity prices. While aiming to maintain a 
strong balance sheet, we will continue to ramp up investments, including 
large projects, such as Neptun Deep. However, despite these higher 
investments, we remain committed to also offering an attractive dividend to 
our shareholders in the future. Testimony to this, the recently revised 
dividend policy states our commitment to a progressive dividend payment.  

This ends my presentation and I am now available for your questions.  


