
SEB have over 30 years experience of dealing with Governments and the management of strategic stocks.

In brief: Approximately 36 countries hold 
more than 1.6 billion barrels of government-
controlled crude oil and refined products 
for non-commercial purposes. The total 
volume is expected to grow with continued 
industrialization in previously agricultural 
societies. The bulk of these assets require 
large capital investment / overhead 
commitments for their acquisition and 
maintenance and over long periods of time 
will probably have a very low or negative 
rate of return on investment.

SEB have been incorporated to provide 
together with Morgan Stanley Commodities, 
services which allow National Governments 
to realise the strategic objectives of petroleum 
storage and to integrate these storage assets 
with markets in a non-speculative manner to 
achieve cost reduction / revenue generation, 
or optimised quality exchanges.
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Cost Effective Energy 
Security: 
SEB offers sovereign governments an 
array of financing, storage, oil acquisition 
and stockpiling management services 
designed to minimize cost and extract 
the maximum economic value of 
all strategic assets while at the 
same time maintaining the ability of 
governments to respond to events 
that may require the deployment of 
those assets.

SEB provides several alternative 
action plans to put existing assets to 
work and create new assets.   

To countries with existing 
Strategic Reserves of Oil:
SEB anticipates at least four possibilities:

1   �Use of existing underutilised government 
owned storage facilities for commercial 
oil storage;

2   �Adjustment of inventory to take 
advantage of short term market 
conditions and hedged price differentials 
among different oil grades and refined 
products;

3   �Use of financial instruments to harness 
price volatility and risk within defined limits;

4   �Financing in exchange for potential price 
appreciation.

Financial Structures  
typical to SEB:

   �Fixed price options (paper only or 
combined with physical delivery);

   �Grade options (crude oil or refined 
products);

   �Physical drawing rights negotiated by 
contract or bilateral agreements;

   ��Tailored drawing rights with short or long-
tenor notice of delivery;

   �Floating price options on physical 
deliveries of oil;

   �Inventory financing under first rights of 
refusal for government purchase;

   �Contango and backwardation optimization 
strategies.

Services
Physical option to take future  
delivery of oil: 

Services similar to an insurance policy 
which, in the event of a claim, guarantees 
to deliver (an) agreed quantity / quality of 
oil FOB or CFR within an agreed loading or 
delivery time frame at a pre-agreed price 
or formula. Feature: low-cost alternative 
to holding “excess” physical oil and gives 
flexibility of exchanging paper associated 
with the policy, for ideal physical grade of 
oil at the time of nominating delivery (with 
associated quality differences received or 
paid accordingly);

Optimization agreements: 

For countries which hold reserves in 
excess of mandated levels, SEB offers 
management and responsibility for an 
agreed percentage of the excess oil, with 
contractually-agreed outcomes which are 
guaranteed by a first class international 
bank. Feature: physical inventory remains 
at or above mandated levels at the time of 
SEB agreement, however significant cost 
reduction is achieved together with grade-
adjustment of the strategic stockpile.

Anticipated benefits of 
evolving to more active 
management of static 
reserves are:

   �Significant reductions in cost of facility 
ownership;

   �Positive cash flows from oil inventories;

   �Non-speculative, structured integration  
of oil & storage assets with markets;

   �Reduction of oil price risk exposure 
brought about by oil supply disruptions;

   �Facilitation of grade exchanges and 
management of related price risk;

   �Financing and risk sharing for oil inventory;

   �Optimization of the mix of oil products 
stored, within the max  / min reserve levels 
mandated by the laws of the country.

To countries requiring 
establishment of their  
Strategic Oil Reserves:
Many smaller and emerging nations or 
regions have a limited ability to pursue 
the same policy as the more established, 
wealthy countries, despite their economies 
and sociopolitical environments being more 
sensitive to physical oil supply interruptions 
and  / or related price-implications. These 
countries can benefit from consolidation of 
strategic assets. SEB offers:

   �Regional risk-sharing agreements;

   �Financing for the construction of storage 
facilities, the acquisition of the oil and 
subsequent management of the oil reserve;

An integrated approach to Strategic Oil Reserve Management



Background: 
Since the days of the major oil supply 
disruptions of the early 1970s, 
consumer nations’ Governments have 
held several months of net oil imports 
in physical on-land or floating storage 
facilities as a means of insuring against 
the future economic impact of physical 
oil supply disruptions.

A wide range of approaches to Strategic 
Reserves has been followed, from their 
being exclusively Government-owned 
and held, to regulatory obligations 
devolved exclusively to private oil 
companies operating within a country. 
The mix of oil products stored lies in 
a range between 100% crude oil to 
100% refined products. There has 
been a growing trend, encouraged 
by the International Energy Agency, 
towards Government-controlled policy, 
ownership and management of the 
storage facilities and oil, as well as 
limited, but increasing evidence of 
regional cooperation to share access to 
storage facilities and oil reserves, e.g. 
through bilateral agreements amongst 
some of the EU countries. 

The OECD countries’ approach of 
holding 90 days of net imports has 
not seen any material change during 
the past 35 years – in fact, many of 
the growing nations in Asia such as 
China, India, and others have put in 
place policies broadly in line with the 
OECD approach. 

There has been some integration of 
the oil storage facilities or the oil held 
within them, with the marketplace, 
but strategic stockholding policy has 
not allowed for optimal utilization of 
facilities and inventories to improve the 
economics of stockpiling by adjusting 
to changing market conditions.   

   �Oil acquisition services;

   �Integration with commercial oil flows to 
reduce costs;

   �Additionally, the financial structures typical 
to SEB detailed above for countries with 
existing strategic reserves.

Risk and Cost: 
The SEB approach challenges the norm 
of accepting high costs and 100 percent 
risk assumption associated with holding a 
strategic stockpile. Traditional government 
accounting counts as costs only fiscal 
outlays and does not revalue the inventory 
or infrastructure committed to reflect 
market values, financing costs, or foregone 
opportunities. There is a divergence of 
governmental accounting from private 
accounting which requires “mark to market” 
to reflect current market valuation of assets. 

For all nations stockpiling oil from the time 
of the 1973-74 international oil disruption, 
the value of their inventories has fluctuated 
dramatically, increasing over time but 
tumbling precipitously in the price crashes of 
1986, 1990, 1998 and 2008. Indeed, at certain 
times in 1998 it was possible for a strategic 
stock owner to have a book loss on all of 
the oil it had acquired over the previous 18 
years. Similarly, for oil acquired in mid-2008 
current value is significantly less than the 
acquisition cost. For very wealthy countries 
the assumption of such risk on some of its 
essential inventories can be justified by the 
insurance value of these holdings. 

Many countries however, cannot afford 
to accept this risk. Furthermore, even in 
the case of the United States, which has 
been relatively active in selling oil during 
emergencies and test sales, and conducting 
exchanges during minor disruptions, the total 
of removals over 35 years from the Strategic 
Petroleum Reserve is minimal relative to 
its current inventory. The great majority of 
global strategic inventory has been static, 
generating no revenues while at the same 
time operations and maintenance must be 
conducted (and paid for) continuously.

Whether the cost of maintaining this 
insurance program is measured by its 
annual financing cost or by the foregone 
opportunity of some other program, it is 

clear that the implied insurance premium to 
hold this stockpile requires the assumption 
of a major disruption for its justification. For 
many nations, the prospect of negative cash 
flows for capital investment, operations, 
maintenance & financing for many decades 
without a defined limit would be beyond both 
their financial means and political will.

At SEB, we believe that individual countries’ 
strategic dependency on oil differs, and, 
therefore, a prerogative for each will be 
to define different and unique strategic 
reserve policies, for which SEB can 
customize services. SEB will work with 
each client country to develop better 
ways to manage increasingly costly static 
storage and commodity resources through 
non-speculative integration of assets and 
stored oil with the commercial energy 
market. It is of course prudent to hold some 
static oil stocks as a means of enhancing 
energy security. But beyond a certain point, 
more effective, less costly, yet secured 
alternatives become imperative for a 
National Government concerned with cost 
management. SEB has developed cost-
effective solutions which offer significant 
benefits to all parties.

It is against this background that SEB 
was established. SEB has access to the 
financing support, hedging expertise and 
global energy market coverage provided by 
Morgan Stanley Commodities and Ambrian 
Energy Limited, both specialist global 
physical energy entities within the Morgan 
Stanley and Ambrian Groups of companies.

Headquartered in London, UK, the nature 
of SEB’s business, especially in relation to 
business with Governments who hold strategic 
stocks of oil, requires a truly global footprint 
which is achieved through the extensive 
network and capacity provided by Morgan 
Stanley Commodities and Ambrian Energy.

For countries with limited or no strategic 
reserves, SEB offers the assurance of 
guaranteed supply of oil without the 
associated commitment to storage 
infrastructure and inventory. 
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About the Partners

Morgan Stanley Commodities:

Morgan Stanley is a market leader in commodities trading worldwide. Commodities professionals trade actual physical 
commodities globally as well as associated derivatives and futures. With its active presence in these markets, Morgan 
Stanley offers SEB and its customers the assurance of an ability to hedge and manage price risk inherent in the business 
of managing strategic stock.

Ambrian Capital:

Ambrian Capital is a resource-focused investment bank based in London, UK, with offices in Geneva, Zug, Hamburg, 
Shanghai and Singapore. It sources equity and funding for companies in especially the Mining and Oil & Gas sectors, as 
well as trading physical metals, crude oil and biofuels. Ambrian Energy is the specialized Energy Trading arm of Ambrian 
Capital, and provides management services to SEB.

The SEB Energy Poverty Initiative:

The SEB has established an initiative and will administrate a programme whereby it will seek investment of up to 10%  
of its annual net gains in projects which contribute to the reduction of Energy Poverty.


