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Overview

Why has the price of oil risen?
Where does a barrel of oil go?

How much does the U.S.
produce?

Where’s the oil?

Can we produce more?
What drives demand?
How high can it go?
What's the solution?
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Why has the price of oil risen?

$54.50 in Jan 2007 vs. $126 today
The price of oil has risen 130% since the beginning of 2007

* Rising global demand
— Global demand increases 1.5% per year
— China & Middle East +5% per year
— Petroleum by far is the U.S. largest energy source

e Supply constraints
— Location: falling/flat U.S. production requires greater imports
— High production expense
— Has production already peaked?

« Extremely high dependence on gasoline

* Real and potential geopolitical disruptions
 Weaker dollar

e Speculation

 Were oil and gasoline too cheap for too many years?
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@ Total U.S. energy consumption & production

U.S. energy consumption; quadrillion btu U.S. Production; quadrillion btu
By Source®, 1973-2007 By Source, 1973-2007
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Products obtained from one barrel of oll

*®

Products Made from a Barrel of Crude Oil
(Gallons)

Transportation
P 7+ [ ] Other Products

[] Liquefied Petroleum Gas (LPG)
B Heavy Fuel Oil
] Jet Fuel

B Diesel Fuel & Heating Oil
I Gasoline

68% of U.S.
oil
consumption

42 gallon barrel makes 44
barrels of petroleum products

Source: U.S. Energy Information Administration
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Global crude oil demand & supply

2007 crude oil demand 85.75 mb/d

Other Eur
1% 1.5%

growth

-2.1%
growth

2007 crude oil supply

Qther OPEC
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OECD Pacific
1%
Other Asia
3%
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3%
Iran

Middle East
2%
Africa
3%

Other
2% Other Eur
0%

Source: OPEC
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Proved oll reserves
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Iran
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Largest
potential find
since 2000
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Source: Oil & Gas
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World production & consumption forecast
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Rough math

e U.S. usesl5 million barrels of crude oil per day
« ~10.2 million barrels goes to transportation

10 years ago...

10mm b/d

Today...
Domestic

production | °2MM b/d \
Imports

10mm b/d

Imports | 5mm b/d
Domestic
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U.S. crude oll production

U.S. crude oil production
(thousand barrels/day)
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« U.S. production peaked in 1970 at 9,637 tb/d
* Production has fallen 47% since 1970
* 60% dependence on foreign oil (net imports/consumption)
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Petroleum product imports

Million barrels per day

Obvious geopolitical
Issues

Source: U.S. Energy Information Administration
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Fuel mileage

Source: U.S. Energy Information Administration

» Cars & light trucks have improved, although rate has slowed in
recent years
» Large trucks are little changed over the last 30 years
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Has gasoline been too cheap in the U.S.?

Source: OPEC
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What's the solution?

e More refineries?

— Refiners perform poorly during periods of rising oil prices
* They too have to pay more for oil
* Lag in passing higher prices for refined products to end consumers

— Very complex business: type of crude, crack spread, distance from
sources & consumers, high maintenance costs, safety issues

— Several refineries are for sale right now, so why build more?
— This is not the real problem

* Increase U.S. production?
— U.S. production will increase over the next 5 years

— Alaska? Current production is past peak; ANWR would only cover
previous decline

 Reduce imports, reduce imports, reduce imports!
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Reduce imports without disruptive lifestyle changes

e Conservation
— Limit speed to < 60mph 5% saving
5% to 20%

— Reduce weight
e 100Ibs = 1% to 2% 10% saving

— Reduce idle time

e Production

— Unconventional drilling
« TX, OK, Rockies

— Deep Gulf
— Canadian oil sands stopgap

— Latin America
« Complex, expensive
— No quick or cheap fixes

500,000 b/d

1,000,000 b/d

500,000 b/d

i Uy
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Where are the opportunities?

Premium for North American

reserves

— Proximity

— Lower risk

— Secondary & tertiary drilling
techniques are economical

International plays

— Russia and FSUs

— European integrated E&Ps

— Brazil

Services
— Complex technologies
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Westport Resources Management, Inc.

The information herein has been obtained from sources believed to be reliable, but we cannot
guarantee its accuracy or completeness. Past performance is no guarantee of future results.
Neither the information nor any opinion expressed constitutes a solicitation for the purchase or
sale of any security. Westport Resources Management, Inc. is an Investment Advisor registered

with the SEC.
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