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IN THE NEWS

Thebe Gas Discovery — BHP announced what is
provisionally estimated to be a 2 to 3 Tcf discovery
north of Scarborough. The deepwater Australian
discovery is located in 3,848 feet of water on a 100%
owned block, WA-346-P. The field is located on the
Exmouth Plateau of the Carnarvon Basin.

Chevron Sour Gas Project in China — Chevron
was awarded rights to work with PetroChina to
develop the Luojiazhai sour gas field in Sichuan
province. Estimated reserves are 2.1 Tcf with sulfur
content ranging from 7% to 10.5%. This is part of a
continuing trend of global international oil company
participation in problematic natural gas field
developments. Other examples are BP’s tight gas
project in Oman and Shell’'s Changbei project in
China’s Ordos Basin which will be developed using
long multi-lateral horizontal wells.

Marathon to Acquire Western Oil Sands —
The deal (including a 20% working interest in
Athabasca Oil Sands Project) is for US$6.2 billion.
The acquisition will add bitumen output of 31 Mb/d
with output planned to grow to 130 Mb/d of bitumen
by 2020. Marathon also picks up interests in two in
situ heavy oil projects. Like the ConocoPhillips and
EnCana deal, the logic of an integrated approach to
oil sands is a key driver of this acquisition. Husky’s
recent acquisition of the Lima, Ohio refinery is another
case in point.

Kashagan JV Troubles — In a not terribly
surprising move, the Kazakh government announced
that it is suspending further work on the Kashagan
development project. This, coming after ENI
announced a near doubling of the cost of Phase 1,
resembles the Russian government’s moves against
Sakhalin 2. As noted on page 5, the importance of
Kashagan to its various partners varies considerably.

Update — Gordon Energy Solutions has just
completed our second year of business. We want to
thank our clients for their support. We also want to
take this opportunity to explain some major
innovations in the scope and quality of the services
we provide. You can learn more about the expanded
analytic, research and data services available from
GES on page 3.
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Land Acquisition Initiatives

As noted in earlier issues, a wide range of
companies are pursuing more aggressive
and more diverse land acquisition
programs. We have previously pointed out
that this pattern is particularly clear in
expansion programs of multiple companies
offshore Northwest Australia.

Important moves have occurred in other
regions as well.

Lower 48

Several interesting Lower 48 land deals
have been announced in recent weeks
involving Chesapeake, Exxel Energy,
EnCana, Anadarko and Newfield. These
include:

o A relatively modest consolidation
was made by Chesapeake in a
recent agreement to acquire an
additional 8,500 net undeveloped
acres in Tarrant County’s Barnett
Shale gas play

Exxel Energy farmed into a 20%
interest in EnCana’s Columbia River
Basin acreage for US$21.5 million

e In the largest of these deals, for a
consideration of US$310 million,
Anadarko sold Chesapeake partial
interests in Anadarko’s Deep Haley
acreage in the West Texas Delaware
Basin and the two companies
announced plans to jointly evaluate
and explore approximately 1 million
gross acres on a roughly 50/50 basis
In late June Newfield acquired Stone
Energy’s Rocky Mountain assets for
US$578 million; the deal will add
600,000 net acres in multiple basins
including Pinedale and Jonah fields,
the Williston Basin, the Powder River
Basin, Denver-Julesburg basin in
Wyoming and increased deep rights
below the Monument Butte field in
the Uinta Basin

Beaufort Sea
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In July, the Minister of Indian Affairs and
Northern Development in Canada
announced awards in the Beaufort Sea.
Three winning bids were placed by
ExxonMobil and Imperial Qil,
ConocoPhillips, and Chevron,
respectively. The bids were notable for
the extraordinarily wide disparity in
values:

¢ ExxonMobil and Imperial (50/50)
were awarded Block EL 446 for a
work expenditure bid of C$585
million (C$146.25 million firm
obligation)

e ConocoPhillips (100%) was
awarded Block EL 447 for a work
expenditure bid of C$12.1 million
(C$3 million firm obligation) and

e Chevron (100%) was awarded
Block EL 448 for a work
expenditure bid of C$1 million
(C$.3 million firm obligation)

The ExxonMobil bid for EL 446 is
noteworthy because it is so high. The
bid could be seen as inconsistent with
the partners’ recent negative
assessment of the economics of the
Mackenzie Delta Gas Project. On the
other hand, the company may be
making one more effort to find sufficient
resources to push the project (or some
variation) into commercial viability.

ExxonMobil’'s Beaufort bid is also
noteworthy because it can be seen as
part of an ongoing, worldwide effort by
the company to add frontier acreage.
The scope of this frontier expansion
program seems to be global with one
notable exception: the deepwater Gulf
of Mexico (GoM). The company’s
bidding activity in the GoM in recent
years has been marginal at best. For
example, ExxonMobil abstained from
the just concluded Western Sale.
Whether the company will show up for
the coming Central GoM sale remains to
be seen.

Continued on p. 5
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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 reflects
our role as a source of independent research and analysis.

Please feel free to distribute this 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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As part of our continuing development program, Gordon Energy Solutions (GES) has just completed a
major expansion of our modeling and analytic capabilities. The results are briefly described below.

We believe that these new and expanded capabilities, combined with our industry leading commitment
to client service, clearly differentiate us from our competitors. We invite your questions or comments.

GES development efforts in 2007 have expanded the scope
of our asset-focused approach to include all company oil and
gas assets.

As a result, GES now offers the following capabilities
through our Peer Analysis Service and through consulting
services:

e Asset models have been extended to all production
sources (legacy as well as new project assets) on a
field by field basis

e These models use actual legacy production data and
evaluate historic field by field decline rates

e Projections of oil and gas output on a net basis are
available using country-specific fiscal terms and cash
flow models and

e Detailed value as well as volumetric analysis

How comprehensive is GES’ asset coverage for a typical
company? Percent coverage will vary by company. Results
from a sample of 11 companies will illustrate how
comprehensive our coverage is. This group includes BP,
Chevron, ConocoPhillips, ENI, ExxonMobil, Petrobras,
PetroChina, Repsol, Shell, StatoilHydro and Total. The
median percent of company worldwide output that GES has
modeled on a field by field basis is 92%; the lowest share is
for ExxonMobil at 87.8%.

Our asset-focused approach makes it possible for us to
break out these production, reserves, and capital spending
forecasts in any number of different categories that meet our
clients’ specific needs. These include, but are not limited to:

Sources of Production — For all of the fields in a company’s
portfolio, we can detail exactly how it gained access to its
production and reserves: acquisitions, equity companies,
NOC alliances, production agreements, or grass roots.
Moreover, we track changes in working interest. Again, all
of this is on a field by field basis.

What capabilities does this create?

The production by source capabilities allow us to answer
some of the central, recurring strategic questions in the

industry and among investors. Who has pursued an
acquisitions-based strategy? Who has succeeded or
failed? How has strategy performed in specific regions
or what role have specific assets played?

We can analyze how companies have evolved and what
strategies they have used to get there. The result is a
fundamentally richer and more detailed understanding of
what is driving company performance.

By contrast to the GES approach, conventional
performance measures derived from simple analysis of
annual report data are often misleading. These
aggregated approaches cannot account for the dramatic
differences in how companies have generated new assets
and business plays. Moreover, these conventional
approaches cannot differentiate results attributable to
asset differences. As such, they more often than not
compare apples to oranges. The capabilities we describe
here allow GES to more accurately evaluate performance
by accounting for differences in the means that
companies use and the qualities of the assets they hold.

Because each field is modeled using individual country
fiscal terms, our clients receive price and cost-sensitive
production, cash flow, and value forecasts. Moreover,
the system by which these forecasts are generated is
flexible and inputs can be readily changed. This enables
us to tailor analyses to our clients’ price and cost
assumptions if they so choose.

Production by Class — Companies vary greatly in terms
of the composition of their production. GES evaluates
production and value sources on an asset basis and
categorizes these sources in groupings such as:
Conventional, Deepwater, Unconventional Gas, Heavy
Oil, LNG, Arctic Gas, and GTL.

Differences in the relative importance of these types of
assets can be critically important to any business
analysis. While barrels of oil equivalent comparisons
are common, they cannot properly account for value

© Gordon Energy Solutions 2007

3



GES SERVICE UPDATE [}

differences associated with fundamental differences in
quality of production or access to premium markets.

The future role of conventional oil production varies from as
low as 12% for Petrobras to as high as 85% for Repsol YPF.
The future role of heavy oil varies from 1% for BP to almost
35% for ConocoPhillips. These differences can have a
profound effect on the relative value of a barrel of oil
reserves in each companies’ portfolio.

Maturity of Production — Conventional Primary Recovery,
Infill/Supplemental Recovery, Enhanced Recovery, Mining/
SAGD, and Frontier

Indicators such as these reflect the degree of technological
complexity implicit in a company’s asset base.

For New Projects, the Status of Production — GES
categorizes new projects by 5 types: Producing but not yet
complete, Under Construction, Front End Engineering and
Design, Concept, and Appraisal. The degree of uncertainty
in the company’s asset base clearly rises as we move from
the categories of producing to appraisal. Clearly, too, these
categories can help in any evaluation of a company’s relative
exposure to cost inflation pressures.

What capabilities does this create?

GES clients can use our research to identify the leaders in
various categories of production class and maturity of
technology and rank themselves. Who is spending what
across the categories detailed above and what production
levels will they achieve. Where is a companies’ future
capital being spent?

Who can use GES services?

Acquisitions and Divestitures, Portfolio Management —
Because GES analysis is asset-focused, our data and models
can be easily used to conduct acquisition screening on either
a corporate wide or individual asset basis.

Using the GES models and data, we can identify the specific
roles of individual assets in defining future output and
corporate value. This capability has both internal and
external uses for our clients

SOLUTIONS

Internally, these capabilities can be used to identify, on a
field by field basis, which assets should be kept and which
can be divested.

Externally, the same analytic tools can be applied to a
competitor. In this way, our clients can (1) identify assets of
interest that the competitor may consider to be immaterial,
(2) independently evaluate the value of an asset or company
or (3) identify potential buyers of an asset being considered
for divestiture and assess the rationale of a deal from that
buyer’s perspective.

Strategy and Other Consulting — GES advises clients on
strategic options in key business plays and at the corporate
level. This advice draws from all of our data and modeling
capabilities.

Competitor Intelligence — GES provides the Peer Analysis
Service to an number of clients. This service draws from all
of the methods and capabilities described here to generate
the most complete competitor intelligence assessment in the
business.

Market Analysis and Forecasts — Service companies,
drillers and other suppliers to the global oil and gas industry
can use GES to considerable advantage. The GES analysis
identifies and quantifies key characteristics of a company
that are directly relevant to the type of services it will
require, where they will be needed, and the amount of capital
the company is likely to spend.

In short, GES can provide detailed, long-term forecasts of
where and on what their customers’ future capital budgets
will be spent. What technology do companies need and what
will they need in the future?

Please contact us for more information on GES services, or to schedule an on-site
presentation where we will discuss recent events in the industry and demonstrate our
unique mix of analysis and client support service.
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Elsewhere, Total has added to its
Australian position, ExxonMobil won a
large deepwater block off New Zealand
and OMV has been aggressively adding
acreage in Australia and New Zealand.

Total’s efforts include the following:

¢ In Nigeria, Total farmed into a
Chevron deepwater block, OPL
247, for a 36% working interest
and acquired a 40% interest in
shallow water OML 136. OML 136
includes two natural gas
discoveries (Toju and Akarino) that
will be further appraised.
In Australia, Total has followed up
on its farm in to Inpex’s Ichthys
project by taking a 100% interest in
shallow water blocks WA-402-P
and WA-403-P. These blocks are
located in the Bonaparte Basin.
The work programs for these two
blocks were bid at A$13.2 million
and A$144.4 million, respectively.
¢ Total entered Vietnam by acquiring
a 35% interest in Block 15-1/05 in
Vietnam’s Cuu Long Basin

ExxonMobil (90%) and Todd Petroleum
(10%) were awarded PEP 50 117, a
16,390 sq. km. block in New Zealand’s
Great South Basin. The award marks
ExxonMobil’s return to New Zealand
after a 12 year absence.

OMYV has also been building acreage:

e With PTTEP and Mitsui, OMV won
three Great South Basin Blocks,
PEP 50 119, PEP 50 120, and
PEP 50 121. These blocks cover
areas of 23,860 sqg. km., 8,353 sq.
km., and 16,520 sq. km.,
respectively. OMV holds a 36%
interest; Mitsui and PTTEP hold
28% and 36%, respectively.

e Also, OMV (30%), partnering with
ENI (30%) and Albers Group
(40%), won WA-362-P, WA-363-P,
WA-386-P and WA-387-P in the
northern Carnarvon Basin.

Among recent awards in Australia,
Woodside and Hess won WA-404-P in
the Carnarvon Basin. The companies
bid A$196.2 million in work programs
that include a 2,748 sq km 3D seismic
survey and nine exploration wells.

Also, CNOOC won WA-406-P, a
Bonaparte Basin block, with a work bid
of A$81.3 million.

Australian LNG
Gladstone LNG Proposal

Santos has proposed to build an LNG
liquefaction plant in Queensland. The
project is highly speculative (a final
investment decision is not planned until
2009 with a startup in early 2014).
Nevertheless, it is interesting to note
that gas supply to the plant from its coal
bed methane (CBM) operations.

Santos estimates the liquefaction plant
and infrastructure plus E&P investments
will total between A$5 and A$7 billion (in
2007 dollars) with half of this for
liquefaction and the rest in further
development of the Bowen and Surat
Basin fields that will supply the gas.

Santos began CBM output in 2002. The
company estimates that recovery of 4 tcf
of gas to supply the liquefaction plant for
a 20 year period will require completion
of 520 wells by 2015 with another 800
wells required afterwards.

Woodside Approves Pluto LNG

Pluto LNG involves a one-train, 4.8
mmtpa liquefaction plant which will be
supplied from the Pluto and Xena gas
fields in WA-350-P.

Startup is planned for late 2010 with gas
sales contracts in place with Tokyo Gas
and Kansai Electric for 3.75 mmtpa.
Woodside’s Board approved future
capital spending of A$11.2 billion. Gas
reserves from the two fields are
estimated at 5 Tcf.

Tokyo Gas and Kansai Electric will each
build and operate an LNG tanker to
transport 2.6 mmtpa (with Woodside to
lease a 3 tanker). The two companies
will also take 5% interests each in the
integrated project with an option to
participate in further trains and three
other Woodside blocks (WA-347-P, WA-
348-P, and WA-353-P).

Cost Inflation at Major Projects

Australian LNG Projects
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The estimated cost to add Train 5 to the NW
Shelf Liquefaction facility is reported to have
increased again. The estimated A$2 billion
cost at time of project approval in June 2005
was increased in late 2006 to A$2.4 billion.

Gorgon is also reported to be suffering from
cost inflation with rumors of a possible re-
structuring to bring the gas onshore.

European Gas

Gazprom has raised its estimate of the Nord
Stream pipeline project cost by 50% (up from
EUR 4 billion to EUR 6 billion). The 1,200
km pipeline is intended to initially deliver 2.7
Bcf/d of Russian gas to Germany via the
Baltic beginning in 2010 with a potential
doubling of this capacity two years later.
Gazprom holds 51% with E.On and Basf
sharing the remaining interest

Kashagan Cost Inflation Fallout

The impact of cost inflation on government
policy towards the I0Cs is not independent
of the form of contract and fiscal system.

In the Kashagan case, cost recovery
allowance is on a sliding scale based on
payout of costs and the profit oil split is rate
of return sensitive. For these reasons, cost
inflation risks accepted by the Kazakh
government are very high -- higher than they
ever would have anticipated at the time the
contract was signed.

It should not, therefore, be surprising if the
government calls for some sort of re-
negotiation of the contract.

Although ENI, ExxonMobil, Shell and Total
each hold 18.52% shares in Kashagan the
relative importance of the field varies
significantly by company. Projected future
net output (from a full field development)
represents almost 5% of ENI's worldwide
future boe output through 2030. This is
compared to 2.5% for Total, 1.5% for Shell
and ExxonMobil and marginally more than
1% of ConocoPhillips’ future worldwide
output.



COST WATCH

July Producer Price Indices and Cost Inflation Indicators
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Oil & gas sector cost inflationary pressures are continuing to moderate with year over year percentage changes in costs for key
indicators such as drilling, oil field support activities and oil field machinery declining. As may be expected, drilling costs are showing
the clearest signs of having peaked by early 2007 and have actually fallen in recent months compared to the same months in 2006.

Results for the other key oil field costs show a general pattern of moderating inflation rates but not falling costs. This can be seen in the
cost of tubular steel shipments and in oil & gas support activities. Shortages in skilled and professional labor markets are not likely to
correct themselves anytime soon with the key implication that direct labor costs will still rise and that contracted professional services
costs such as engineering or geological and geophysical are not likely to fall soon. These costs (as well as the parallel cost of delays
and long lead times) will continue to impact the large, complex and integrated projects favored by the global competitors.
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Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
2003 | -0.20% | 0.30% | -0.20% | 0.80% | 0.30% | 0.10% | 0.20% | 0.60% | 0.30% | -1.00% | 0.10% | 0.00%
W2004 | 0.70% | 0.50% | -0.10% | 0.60% | 0.30% | 2.70% | 1.10% | 3.20% | 2.70% | 6.10% | 1.20% | 8.20%
[J2005| 0.80% | 490% | 4.80% | 1.90% | 1.80% | 250% | 7.70% | 4.00% | 2.00% | 6.50% | 14.00% | 0.80%
2006 | 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% | 8.60% | -2.00% | 4.10% | -2.40%
Year over Year Percentage Change
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec  Annual
2005 27.2% 31.7% 36.5% 37.8% 394% 392% 45.8% 46.6% 459% 46.3% 59.1% 51.7% 43.2%
2006 53.3% 511% 48.7% 53.0% 52.7% 51.3% 392% 36.7% 31.3% 252% 145% 11.6% 37.8%
2007 5.7% 9.1% 42% -105% -14.1% -11.0% -9.1%
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