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February 2009 Cost Data

Drilling costs are estimated to have fallen in Annualized Cost Inflation Rates
each of the last three months (December 2008

and January and February 2009). Preliminary Cost Component  2006/2005 2007/2006 2008/2007

February drilling cost estimates are down 8.2% DriIIin.g F(.)St 37.8% 6% 1.8%
. o . . O&G Support Activities 13.1% 3.6% 1.4%

from January signaling intensifying deflationary oil Field Machinery 8.7% 7.0% 7.8%

pressures on drilling costs due to industry cuts Rotary Drilling Machinery 11.5% 8.9% 5.0%

in activity. Data from November 2008 are still Note: 2008 inflation estimates subject to revision

subject to revision and, at this time, it is likely

that initial estimates of drilling costs for last

November and December will be revised January 2009 data. This reflects primarily falling drilling costs and only

downward in the coming months. very minor increases in the cost of support activities. In addition, the

rate of inflation of machinery costs appears to have leveled off and is

Our estimate of the rate of inflation of showing signs of future cost reductions. February machinery costs

composite costs of drilling and equipping were down marginally compared to January but the production

onshore wells dropped sharply in February machinery sub-group was off 2.4% on a month to month basis in

2009, adding support to the signal from the February 2009.

US Producer Price Index: Monthly Percentage Change in the Cost of Drilling Oil & Gas Wells
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m2005| 0.80% | 4.90% | 4.80% | 1.90% | 1.80% | 2.50% | 7.70% | 4.00% | 2.00% | 6.50% | 14.00% | 0.80%
m2006| 2.40% | 2.70% | 2.40% | 6.10% | 1.60% | 1.00% | -4.30% | 1.50% | -3.40% | 0.40% | 3.30% | -2.10%
2007 | -3.50% | 6.10% | -2.60% | -4.10% | 0.70% | -1.80% | -2.40% | -0.40% | 1.40% | -1.30% | 0.10% | -4.50%
m2008| 2.80% | 0.80% | 1.30% | 0.30% | 2.10% | 0.90% | 2.80% | 1.00% | 0.30% | 1.30% | 1.20% | -4.30%
m2009| -0.90% | -8.20%
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Monthly Year over Year Inflation of Selected Industry Costs
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As of end of year 2008 tubular steel prices had not yet begun to respond to falling industry spending budgets and
drilling plans. However, it should be noted that the primary metals manufacturing cost index was down 13% in
February 2009 compared to February 2008.
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Gordon Energy Solutions is an energy consulting firm specializing in competitor analysis, strategic
decisions, political risk analysis, and global issues concerning the international, integrated oil & gas
industry. We anticipate future opportunities and challenges confronting our clients and assist in
exploiting those opportunities.

By integrating the corporate and financial dimensions of strategy and performance with detailed project
level analytics, we maintain a unique approach to your business. GES provides value to our clients
through our forward-looking, critical analysis and unique perspective.

The cornerstone of our firm is supplying Research Services on Demand, enabling GES to deliver the
analysis you want, when it’s needed. Our services are uniquely tailored to fit your company’s needs and
reflect our role as a source of independent research and analysis.

Please feel free to distribute this free newsletter to your colleagues. If you received this issue as a
forward, and wish to receive it directly, please send an e-mail to
subscribe@gordonenergysolutions.com. If you no longer wish to receive this newsletter and would like
to have your e-mail address removed from our list, please send an e-mail to
unsubscribe@gordonenergysolutions.com. Please let us know how we may improve this service.

For additional information concerning our most recent work or to find out more about our company,
please visit http://www.gordonenergysolutions.com.
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