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Optimists Think Current Era Is An Aberration

m High oil and gas prices are starting to kill demand.
m New supplies will soon flow faster.
m Rig shortage will be overwhelmed by new rig glut.

m Non-Conventional energy now works and is
abundant.

m [echnology advances will create cheap new
supply.
m Resources are easy to turn into reserves.
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The Core Optimistic Creed

m Oil and gas fields appreciate in size over
time.

m [echnology Is starting to recover great
amounts of oil-in-place.

m [echnology advances reduce number of
wells.

m New technologies are “around the corner.”
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“Peak OIl” Alarmists Are “Doom Sayers”

“Pessimists,” “Nay sayers” and “Doom
sayers” are worried.

The West is deluded
Growing number of analysts and J[O rely on Saudl Oll
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The Core Issues Need Better Analysis

Do proven reserves appreciate?

Does appreciation forestall peak '

production? N

Does technology postpone peaking? = ’
A

Does technolog,}/ accelerate when
peaking occurs”

Did most advances merely “manage
the tail?”

Did industry overbook reserves by
drilling too few wells?

If problem is real, price signals will

work.
SIMMONS & COMPANY




High Price Volatility Destroyed Price Signals

m Long-term oil and gas prices grew.
m oo many pundits thought “high prices” were aberrations.

= Many energy experts bet their reputations that energy
prices would “soon fall to normal levels.”

WTI Natural Gas
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Real Case Studies Abound, But Hard To Find

UK North Sea field-by-field data. S— o

Peaking of USA’s oil and natural
gas.

Classic case by case field
studies:

— Alaska’s Endicott field

— 1976 Brazilian offshore field
$1 80 m||||0n Water prOJeCt Romashkino, Russia

— Oman’s Yibal field
— (Canada’s Redwater field

New field disaster stories
abound.

— Sable Island
— Leadon field
— Etc. etc. SIMMONS & COMPANY




Could Sizable Proven Reserves Be lllusory?

Shell, Repsol, El Paso, etc, etc. all
fOUﬂd answer. Market value: £35.7on  Estyld:4.3pc  Share price: 369'%p +2%p

Turnover 519150 517Ton  $2356n 526600 nfa

LaSt 15 years5 850/0 Of US proven Pre-tax profit S24bn §19.8bn $17.01bn *$12.7bn *S12.60n
reserve gains came through urgprshwe 3p N3y B% B 2k

. . Dividend per share 146p 148 1523p 15T3p 16dp
appreciation.

Are OPEC’s “paper barrels” real?

Are tar and oil sands just like
conventional oil?

“A barrel” is not always “a barrel”:

— q
_ _ n Chemicals . I
Energy intensity to convert to use T TR R

Hydrocarbon quality — _
Productivity index differentials Big mistakes happen without data

API gravit transparency!
¥ ’ SIMMONS & COMPANY




Industry Needs Massive Data Reform

m Every key player needs quarterly field- by fleld data
report: | h Y

— Current production

— Number of wellbores

— Production per well

— Remaining proven reserves

m Data needs independent
verification.

m All key players have this data.
m No one wants to “show their cards.”
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Industry Needs To Drill More Wells

Last two decades saw |

“technology” replace B CAN'T PUMY ENOUGH
appraisal data/core sample. | ”

Theses abound that e = R .

2.40 0.01

technology now sees more T A | | R

232 - 55 023

.35
1.00

accurate pictures of oy -
reservoirs. ] s

Without adequate well
penetration, assessment
becomes volumetric.

With core samples,
assessment is dependent
on rock quality
assumptions.

SIMMONS & COMPANY




No Reservoir Is The Same

m Almost all reservoirs are different.

m Most remaining tapable reservoirs are highly
fractured.

m Quality of producible oil is rapidly declining.

m Sweet spot oil is different than “oil left behind.”

m Analogue analysis assumes good comparable
data from other fields.

m [t Is easy to simulate and make a big mistake.
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The Industry’s Boasts Got Carried Away

m “A rig of today is like eight old rigs.”

m 3-D Seismic is eliminating dry holes.

m | replaced 150% of my production last year.
m My production was flat but will soon grow.

m [echnology creates perfect picture of a
reservolr.

Most claims were an exaggeration
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Oil’'s Fair Value Is Also Broken Model

For 95% of last century, oil has been a “buyer’s market.”

Pricing the product became “marginal lowest cost barrel.”

Cost of creating producing
field got capitalized.

Cost to maintain steady
production rose
exponentially.

Oil is now becoming a

| ket. Q __.D
Vfliaetriss cr)Ti]I’e;rfaGir price? ‘ ‘"- Dl.CfSi
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Why Do We Leave So Much Qil “Behind?”

“If recovery rates improve by 5%, this creates 200 — 300
billion more usable barrels.” |

“Recovery rates now far higher
through technology.”

“The sweet spot is produced first.”
The “dregs” are hard to extract.

Sunset Midway field (1888
discovery) might last another 100
years.

Augustine Chalk came and went in a decade.
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How Did The Industry Get So Confused?

“Oil” is world’s largest

business. . =
Drowning in oil

Data is boundless.

2005 olil earnings were
highest in global history.

Thousands of “oil experts” L ____-ESEt=
have strong opinions. We woz wrong

Conventional oil wisdom
has always been wrong.

Newspapers are quick to crow about their predictive triumphs. But what
about when they are wrong? The editor of The Economist owns up to our
recent, er, disappointments and explains why forecasts are so often wrong

How can this be?
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Summation: Tough Times Are Ahead

Oil and gas demand is
“iInsatiable.”

Oil and gas supply is
“too old.”

New discoveries are
“poor quality” or “too
small.”

Decline rate of existing
base is accelerating.

Rig and people
shortage are real.

Oil and gas is peaking.
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For information and/or copies regarding this presentation, please contact Laura Russell at (713) 546-7351 or Irussell@simmonsco-intl.com This
presentation will also be available on our website www.simmonsco-intl.com within seven business days.




