










































































































































































































































































































































































































































































































































































Dollar prices of petroleum products are also a function of the relative strength or
weakness of the dollar compared to other currencies. The recent weakness of the dollar
has meant that dollar denominated oil price increases have been larger than those
measured in other currencies as shown in the following exhibit from APL> As shown in
this exhibit, dollar-denominated prices increased 119.39% between Jan 2007 and July,
2008, whereas the corresponding percentages in Euro and Yen were 84.34% and 97.76%,

respectively.

Creating additional capacity through exploration, drilling, and construction of
various production, transportation, refining, and marketing facilities is an expensive
proposition. These capital investments are substantial and take time to complete.
Therefore, capacity decisions have to be made on anticipated longer-term prices (not
necessarily prices prevailing at the time of decision) and the supply response to increased
prices is delayed. As one of the following exhibits shows, forecasting petroleum prices is
very difficult. Looking forward, there are analysts who argue that the price of a barrel of
oil will (i) rise substantially, (ii) stay the same, or (iii) decrease substantially.

3 See http://www.energytomorrow.org/media/resources/r_454.pdf.
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Government policies add to the uncertainty of future demand, need for production
capacity, and prices. For example, the following quotation is taken from the Executive
Summary of the OPEC 2008 World Oil Outlook:*

“On top of these challenges, the oil industry faces great uncertainties over
how much to invest. For example, the US Energy Security and
Independence Act of 2007 (ESIA) and recent European Union proposals
to address climate change and renewables targets could have substantial
impacts upon the amount of oil that would need to be supplied by OPEC.
The ESIA introduces changes to automobile efficiency standards, as well
as a requirement to rapidly increase the contribution of alternative fuels in
the transportation sector. The European Commission package of
implementation measures for climate change and renewable energy sets
out a greenhouse gas emission reduction of 20% by 2020 compared to
1990 levels, and a target of 20% renewable energy by 2020, including a
10% biofuels target in road transportation. Scenarios show that these
policy measures could reduce the call on OPEC oil by close to 4 mb/d by
2020. A key question that arises from this is the extent to which new fuel
economy standards and targets for biofuels and renewables should already
be factored into future reference case projections. It is thus becoming
increasingly necessary to review even reference case oil demand
projections. Greater uncertainty exists for the required amount of OPEC
oil if we move beyond these specific policy measures. Broader scenarios
for OPEC crude oil suggest that the range of uncertainty for OPEC oil is
considerable. By 2020, the amount of crude oil needed is in the range 29—
38 mb/d, a gap of 9 mb/d. This translates into an uncertainty gap for
upstream investment needs in OPEC Member Countries of over
$300billion in 2007 dollars.”

Another feature of the petroleum markets that is noteworthy is the rising
importance of National Oil Companies (NOCs) compared to Investor Owned Companies
(IOCs) [see exhibit]. It is estimated that in 1970, IOCs owned approximately 85% of oil
reserves. Today, world oil reserves are 80% owned by national oil companies of foreign
governments. In 2006 the three largest oil companies in terms of production (Saudi
Arabian Co., National Iranian Oil Co., and Petroleos Mexicanos) and nine largest oil
companies (Saudi Arabian Co., National Iranian Oil Co., Iraq National Oil Co., Kuwait
Petroleum Co., Abu Dhabi National Oil Co., Petroleos de Venezuela SA, National Oil
Co. (Libya), the Nigerian National Petroleum Co., and OAO Rosneft) in terms of
reserves were NOCs.”

4 See http://www.opec.org/library/World%200i1%200utlook/pdf/Executive%20Summary2008.pdf.
> See http://www.api.org/aboutoilgas/upload/truth_primer.pdf.
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2007 U.S. Supplies of Crude & Products
by Country (percent of total)

Canada

Mexico 12.1%

Saundi Arabia

Venezuela

2007 U.S. Imports of Crude and Products
by Country (percent of total)

In 2007, The US supplied approximately 35% of all crude oil and petroleum
products consumed. Over 50% of the oil we used in the US comes from the US, Canada,
and Mexico. Canada was by far the largest supplier of crude oil and petroleum products
in 2007, followed by Mexico and Saudi Arabia. Statistical data on supply and import
values vary when examined on a monthly or annual basis. For example, during the
month of January 2008 the US supplied 41% of it crude oil and petroleum products.

Sources: US annual supply - EIA Petroleum Navigator, Product Supplied;

Imports by country - EIA Petroleum Navigator, U.S. Imports by Country of Origin.

January 2008 data — The Truth about Oil and Gasoline: An API Primer, July 25", 2008.
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