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2008 Energy Themes2008 Energy Themes

♦♦ Still a secular bull market for oil/energyStill a secular bull market for oil/energy

♦♦ Oil supply growth is limitedOil supply growth is limited

♦♦ China, India, Middle East oil demand growth China, India, Middle East oil demand growth 

offsetting lower US oil demandoffsetting lower US oil demand

♦♦ Cold weather bailed out natural gasCold weather bailed out natural gas……for nowfor now

♦♦ More downside than upside for summer gasMore downside than upside for summer gas

♦♦ Coal Coal ““floor pricefloor price”” rising rapidlyrising rapidly
2



CrudeCrude–– RJ Way Above ConsensusRJ Way Above Consensus
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Oil Price Comparison
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LongLong--Term Oil Fundamentals Very BullishTerm Oil Fundamentals Very Bullish

♦♦ ShortShort--TermTerm oil volatility/weaknessoil volatility/weakness

♦♦ NegativeNegative U.S./OECD demand growth offset by Middle U.S./OECD demand growth offset by Middle 
East, China, & India GrowthEast, China, & India Growth

♦♦ Oil markets tighten again in 2009Oil markets tighten again in 2009

♦♦ Oil is getting harder to find and produceOil is getting harder to find and produce

♦♦ 2009 and beyond looks 2009 and beyond looks veryvery bullishbullish

♦♦ Saudi Holds the CardsSaudi Holds the Cards
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Oil Inventories: 2008 Up, 2009 DownOil Inventories: 2008 Up, 2009 Down……AgainAgain
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Implied Global Oil Build / (Draw), 2000-2008
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OPEC Cuts Worked, Production Headed Back UpOPEC Cuts Worked, Production Headed Back Up
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OPEC-10 Production 
(excluding Angola and Iraq) 
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Some Cuts Were More PermanentSome Cuts Were More Permanent

77

Involuntary Cuts (Venezuela, Nigeria, Iran, & Indonesia)
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NonNon--OPEC Supply Still OverOPEC Supply Still Over--EstimatedEstimated
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Non-OPEC Supply Growth (excludes Angola and Ecuador)
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IEA Has Been Wrong on NonIEA Has Been Wrong on Non--OPEC SupplyOPEC Supply
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2007-2008 Non-OPEC YOY Supply Growth Estimate (IEA)
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Market is Missing Slowing Russian GrowthMarket is Missing Slowing Russian Growth
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Russian Oil Production Growth (Year-Over-Year)
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Market Missing Mexican Decline Rates TooMarket Missing Mexican Decline Rates Too

Mexican Oil Production, 1999-2009
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The The ““U.S. Oil ExperienceU.S. Oil Experience”” is Occurring Abroadis Occurring Abroad
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Total U.S. Rigs vs. "Lower 48" Oil Production

0
500

1,000
1,500
2,000
2,500
3,000
3,500
4,000
4,500

19
70

19
71

19
72

19
73

19
74

19
75

19
76

19
77

19
78

19
79

19
80

19
81

Source: DOE

To
ta

l R
ig

s

6,000

6,500

7,000

7,500

8,000

8,500

9,000

9,500

10,000

M
B

bl
s 

Pe
r D

ay

Total Rig Count Oil Production

Total Rigs

"Lower 48" Oil Production



Developing Nations Drive Consumption GrowthDeveloping Nations Drive Consumption Growth
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Oil Consumption and Industrialization
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But, What if the Economy Slows?But, What if the Economy Slows?
((HelllooooHellloooo…….It already is!).It already is!)
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Oil Demand Oil Demand 2007 GDP Oil Demand 2008 GDP
Region 2003-06 Avg. 2007E IMF Est. 2008E IMF Est.
North America 1.2% 0.9% 2.2% -2.0% 0.5%
Europe 0.5% -2.2% 2.7% -0.1% 2.2%
Pacific -0.7% -1.6% 2.3% -0.5% 2.0%
FSU 4.5% -4.3% 7.6% 3.9% 6.5%
China 9.9% 4.6% 11.5% 5.9% 10.0%
Other Asia 3.1% 3.7% 4.4% 2.3% 5.5%
Latin America 2.6% 4.8% 5.0% 1.9% 4.2%
Middle East 4.3% 4.8% 6.6% 4.7% 6.7%
Africa 2.1% 4.3% 6.2% 2.1% 6.9%
RJ Average 2.2% 1.1% 4.9% 0.9% 3.7%
IEA 1.1% 2.0%
Source: IEA, IMF, RJ est.

Oil Demand and GDP: Year-Over-Year Changes



What Oil Price Slows Demand Growth?What Oil Price Slows Demand Growth?
♦♦ Oil market is more complex & more distorted Oil market is more complex & more distorted 

than 30 years agothan 30 years ago

♦♦ Oil subsidiesOil subsidies distort demand reactiondistort demand reaction

–– Middle East, Latin America, ChinaMiddle East, Latin America, China

♦♦ Oil taxesOil taxes distort demand reactiondistort demand reaction

–– EuropeEurope

♦♦ Higher oil drives Higher oil drives Middle East demandMiddle East demand up!up!

♦♦ Dollar devaluationDollar devaluation distorts demand reactiondistorts demand reaction
15



Euro Adjusted Oil Prices Not as HighEuro Adjusted Oil Prices Not as High
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Comparison of Nominal and Euro-Adjusted WTI Oil Prices
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Where Could We Be Wrong on Oil?Where Could We Be Wrong on Oil?
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♦♦ Upside: Upside: 
–– Supply InterruptionsSupply Interruptions
–– Stronger EconomyStronger Economy
–– Greater Production DeclinesGreater Production Declines
–– SPR AdditionsSPR Additions
–– Coal Substitution?Coal Substitution?

♦♦ Downside:Downside:
–– Global Recession, Global recession, Global Recession, Global recession, ……



2008 Oil Forecast is $10 Above the Street2008 Oil Forecast is $10 Above the Street
2009 is $25 Above Street!2009 is $25 Above Street!
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Q1 07A Q2 07A Q3 07A Q4 07A 2007A
WTI $57.45 $61.70 $71.00 $88.65 $69.70

Q1 08A Q2 08E Q3 08E Q4 08E 2008E
WTI Bloomberg $93.70 $86.00 $86.00 $88.30 $88.50
NYMEX Futures $93.70 $105.46 $104.49 $102.93 $101.65
WTI Old RJ Oil $88.00 $86.00 $90.00 $96.00 $90.00
WTI Current RJ Oil $93.70 $100.00 $100.00 $105.00 $99.68

Q1 09E Q2 09E Q3 09E Q4 09E 2009E
WTI Bloomberg $83.00
NYMEX Futures $101.55 $100.35 $99.37 $98.66 $99.98
WTI Old RJ Oil $100.00 $100.00 $100.00 $100.00 $100.00
WTI Current RJ Oil $110.00 $110.00 $110.00 $110.00 $110.00
Source: Bloomberg, Reuters, RJ est.

2007

2008

RJ&A Oil Price Estimates (as of April 2008)

2009



Where Does Gas Go From Here and Why?Where Does Gas Go From Here and Why?
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Gas Price Comparison
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Cold Winter Bailed out Feb/March GasCold Winter Bailed out Feb/March Gas
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Winter Weather Impact
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Why are We Still Worried About Gas?Why are We Still Worried About Gas?

♦ U.S. gas supply up huge
– Up over 4 Bcf/day YOY!

♦ Canada not falling as fast as we thought 

♦ LNG imports up in late summer 

♦ Increased hydro offsets gas-fired electric growth

♦ 1.5 – 2.5 Bcf/day YOY summer surplus
– (Or up 400 Bcf from last summer)

21



U.S. Gas Supply is Up 4 Bcf/day (or 7%)!U.S. Gas Supply is Up 4 Bcf/day (or 7%)!
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Core U.S. Natural Gas Supply

53.0

55.0

57.0

59.0

61.0

63.0

Ja
n

-0
5

A
p

r-
0

5

Ju
l-

0
5

O
ct

-0
5

Ja
n

-0
6

A
p

r-
0

6

Ju
l-

0
6

O
ct

-0
6

Ja
n

-0
7

A
p

r-
0

7

Ju
l-

0
7

O
ct

-0
7

Ja
n

-0
8

A
p

r-
0

8

Ju
l-

0
8

O
ct

-0
8

B
cf

 p
e

r 
da

y

Hurricane-related loss Wellhead freezes Indy Hub

Source: EIA, RJ est.

RJ Forecast



What do E&P Co. Say About 2008 Growth?What do E&P Co. Say About 2008 Growth?
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RJ Forecast - Largest Domestic Gas Producers
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Why is Well Productivity Up This Year?Why is Well Productivity Up This Year?

♦ Higher initial production in “shale” plays 

♦ Increased drilling activity in shale plays

♦ Increased spending in non-rig activities
– Fracturing, etc.

♦ Increased number of shale plays

♦ Technology is working!

2424



IP Rates In the Barnett Keep GrowingIP Rates In the Barnett Keep Growing

Barnett Shale - Average Initial Production Rates
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Barnett Shale Has Changed the GameBarnett Shale Has Changed the Game

26

0

45

90

135

180

1Q01 1Q02 1Q03 1Q04 1Q05 1Q06 1Q07

B
ar

ne
tt

 R
ig

 C
ou

nt

0%

4%

8%

12%

16%

%
 o

f T
ot

al
 U

.S
. G

as
 R

ig
 C

ou
nt

Barnett Rig Count % of Total U.S. Gas Rig Count
Source: Smith Int'l

Barnett Shale Rigs vs. Total U.S. Gas Rigs

26



Does the Does the ““Gas BearGas Bear”” Story Story 
Depend on LNG?Depend on LNG?

NO!NO!
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How Big Will U.S. LNG Import Increase Be?How Big Will U.S. LNG Import Increase Be?
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Daily US LNG Imports
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Full Year 2008 U.S. LNG Imports Down!Full Year 2008 U.S. LNG Imports Down!
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Average Annual LNG Imports & Regas Capacity
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Can GasCan Gas--Fired Electric Demand Save the Day?Fired Electric Demand Save the Day?
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Utility Natural Gas Demand, in Bcf/d
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U.S. Electric Generation
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U.S. Electric Demand - Starting Off Slow

0.0%

1.0%

2.0%

3.0%

4.0%

5.0%

6.0%

Q107 Q108

YO
Y 

G
ro

w
th

 %

Source: EEI

Below the 2% Annual 
Growth Trend Despite 

Colder Weather

Impacted by 
Cold Weather

Beware Recessionary Impact on DemandBeware Recessionary Impact on Demand
(2008 Electric Growth Slows to Below 1%)(2008 Electric Growth Slows to Below 1%)



Snow Precipitation Levels Up HugeSnow Precipitation Levels Up Huge……
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Snow-Precipitation Levels
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Market is Underestimating Hydro ImpactMarket is Underestimating Hydro Impact
Potential 1.2 Bcf/day less 2008 Gas DemandPotential 1.2 Bcf/day less 2008 Gas Demand

Hydroelectric Generation
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Industrial Gas Demand Is Not RespondingIndustrial Gas Demand Is Not Responding
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Industrial Natural Gas Demand, in Bcf/d
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We ArenWe Aren’’t Out of the Woods Yet!t Out of the Woods Yet!

36

Bcf/day Summer (210 days)
2007 injections 9.06 Bcf/day 1,938 Bcf
Year-over-year Estimated Supply/Demand Changes
YOY US Supply Change Bcf/day Bcf
1) Core U.S. Supply 3.2 672
2) Independence Hub 0.8 168
3) Liquid Stripping (0.6) (126)

YOY Import/Export Changes
4) LNG Imports 0.3 63
5) Canada Imports (1.0) (210)
6) Mexican Exports 0.0 0

TOTAL SUPPLY INCREASE: 2.7 567

YOY Demand Change
7) Power Generation Demand (5% increase) (1.0) (210)
8) Summer weather impact (~60 TDDs more than '07) (0.3) (60)
9) Nuclear/Hydro Power Generation 0.75 158

TOTAL DEMAND INCREASE: (0.5) (113)

Total 2008 vs. 2007 Changes 2.2 455 Bcf
Total 2008 Injections 2,393 Bcf

Winter-Ending Storage 1,248 Bcf
2008 Summer Ending Storage (10/31/08) 3,641 Bcf

Source: RJ&A Estimates

2008 Revised Summer Ending Storage



Gas Prices Track Inverted YOY Storage DifferentialGas Prices Track Inverted YOY Storage Differential
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YOY Natural Gas Storage Diff vs. Price
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2008 2008 ““TheoreticalTheoretical”” Gas Storage Hits Record HighsGas Storage Hits Record Highs
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Historical Natural Gas Summer Ending Storage
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Summer 2008 Gas is Now a Weather BetSummer 2008 Gas is Now a Weather Bet
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Q1 07A Q2 07A Q3 07A Q4 07A 2007A
H Hub $6.75 $7.55 $6.15 $7.00 $6.86

Q1 08A Q2 08E Q3 08E Q4 08E 2008E
H Hub Bloomberg $8.05 $8.12 $8.12 $8.73 $8.26
NYMEX Futures $8.05 $9.43 $9.57 $9.95 $9.25
H Hub Old RJ Gas $7.50 $6.50 $5.00 $7.00 $6.50
H Hub Current RJ Gas $8.05 $9.00 $8.00 $7.00 $8.01

Q1 09E Q2 09E Q3 09E Q4 09E 2009E
H Hub Bloomberg $8.00
NYMEX Futures $10.39 $8.71 $8.82 $9.20 $9.28
H Hub Old RJ Gas $7.75 $7.00 $5.50 $7.75 $7.00
H Hub Current RJ Gas $7.00 $7.00 $7.00 $7.00 $7.00
Source: Bloomberg, Reuters, RJ est.

RJ&A Natural Gas Price Estimates (as of April 2008)

2009

2007

2008
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Relative Fuel Costs $/MMBtu
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BTU Price of Hydrocarbon Fuels
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Linking of Global Coal Prices
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Coal Prices Soar Across the GlobeCoal Prices Soar Across the Globe
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♦♦ ShortShort--term oil volatility, butterm oil volatility, but……

♦♦ 2009+ oil & coal setting up to be very bullish2009+ oil & coal setting up to be very bullish

♦♦ 2008 Gas looks less bearish, but not bullish2008 Gas looks less bearish, but not bullish

♦♦ Coal Gives Rising Coal Gives Rising ““FloorFloor”” For GasFor Gas



DisclaimerDisclaimer
♦ Important Investor Disclosures.
♦ Stock Ratings: Within our four-tiered rating system, Strong Buy means that the stock is expected to appreciate and 

produce a total return of at least 15% and outperform the S&P 500 over the next six months; Outperform means the 
stock is expected to appreciate and outperform the S&P 500 over the next 12 months; Market Perform means the 
stock is expected to perform generally in line with the S&P 500 over the next 12 months and is potentially a source of 
funds for more highly rated securities; and Underperform means the stock is expected to underperform the S&P 500 
or its sector over the next six to 12 months and should be sold.

♦ Out of approximately 519 stocks in the Raymond James coverage universe, 52% have Strong Buy or Outperform 
ratings, 35% are rated Market Perform and 12% are rated Underperform.  Within those rating categories, 25% of the 
Strong Buy- or Outperform-rated companies either currently are or have been Raymond James Investment Banking 
clients within the past three years; 17% of the Market Perform-rated companies are or have been clients and 9% of 
the Underperform-rated companies are or have been clients.

♦ Analyst Holdings and Compensation: Equity analysts and their staffs at Raymond James are compensated based 
on a salary and bonus system.  Several factors enter into the bonus determination including the analyst’s success in 
rating stocks versus an industry index, support effectiveness to the retail and institutional sales forces, traders, and 
investment bankers, institutional research votes, as well as overall productivity and revenue generated in covered 
stocks.  

♦ Raymond James Relationships: Raymond James & Associates may make a market in stocks mentioned in this 
report and may have managed/co-managed a public/follow-on offering of these shares or otherwise provided 
investment banking services to companies mentioned in this report in the past three years.  

♦ RJA or its officers, employees, or affiliates may (1) currently own shares, options, rights or warrants and/or 
(2) execute transactions in the securities mentioned in this report that may or may not be consistent with this report's 
conclusions.

♦ Disclosure information, as well as more information on the Raymond James rating system and suitability 
categories, is available at www.rjcapitalmarkets.com/SearchForDisclosures_main.asp. Copies of research 
can be obtained by contacting any Raymond James & Associates or Raymond James Financial Services 
office (please see www.rjf.com for office locations) or by sending a written request to the Equity Research 
Library, Raymond James & Associates, Inc., Tower 3, 6th Floor, 880 Carillon Parkway, St. Petersburg, FL  
33716.

♦ Additional information is available on request.
♦ This document may not be reprinted without permission.
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