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Mch 04 Mch 04 -- 05/06 Medium Price Case05/06 Medium Price Case

�� global economy is stableglobal economy is stable

�� summer and winter are normalsummer and winter are normal

�� OPEC maintains productionOPEC maintains production

�� dollar stabilizesdollar stabilizes

�� no event shocksno event shocks

�� crude is $42crude is $42--5555

�� #2 oil is $1.10#2 oil is $1.10--1.501.50

�� gasoline is $1.15gasoline is $1.15--1.601.60

�� natural gas is $6natural gas is $6--99

�� propane is 70propane is 70--1.051.05



Mch 05 Mch 05 -- 05/06 High Price Case05/06 High Price Case

�� global economy is strongglobal economy is strong

�� hot summer followed by cold winterhot summer followed by cold winter

�� mideastmideast turmoil intensifiesturmoil intensifies

�� dollar weakens furtherdollar weakens further

�� supply supply interrruptionsinterrruptions in Venezuela and Nigeria, in Venezuela and Nigeria, 

plus OPEC production cuts plus OPEC production cuts 

�� crude is $55crude is $55--7070

�� HO is $1.50HO is $1.50--1.901.90

�� gasoline is $1.50gasoline is $1.50--2.002.00

�� Natural gas is $8.00Natural gas is $8.00--11.0011.00

�� Propane is $.75Propane is $.75--1.301.30





Crude Price HistoryCrude Price History



Drivers Behind Crude Price Drivers Behind Crude Price 

IncreasesIncreases

�� Tight marketsTight markets

�� Little spare crude Little spare crude 

oil capacityoil capacity

�� Index fundsIndex funds



�� Developing countries are demanding more Developing countries are demanding more 

energy, food and raw materials.energy, food and raw materials.

�� Commodity prices have surged.Commodity prices have surged.

�� U.S. is struggling to finance war and tax U.S. is struggling to finance war and tax 

cuts cuts -- deficits are hugedeficits are huge……and now Katrina and now Katrina 

and Rita.and Rita.

�� Higher interest rates (and inflation?) ahead. Higher interest rates (and inflation?) ahead. 

�� MideastMideast crisis and turmoil continues.crisis and turmoil continues.

�� Global economic outlook is uncertain.Global economic outlook is uncertain.

GLOBAL MARKET ISSUESGLOBAL MARKET ISSUES



EIA Has Reassessed Its LongEIA Has Reassessed Its Long--Term Oil Price Term Oil Price 

ProjectionProjection

�� Major oil producing countries pace Major oil producing countries pace 
investment more consistent with investment more consistent with 
higher oil price pathhigher oil price path

�� Investment impediments more Investment impediments more 
persistent, even after several years of persistent, even after several years of 
relatively high oil pricesrelatively high oil prices

�� Cost of doing business increasingCost of doing business increasing

�� Not due to Not due to ““Peak OilPeak Oil”” considerations, considerations, 
although we are following this issue although we are following this issue 
closelyclosely
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Source: Data from IEA, Monthly Oil Data Service (MODS), March 2005
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Source:  EIA, International Energy Outlook 2004
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Source:  EIA, International Energy Outlook 2004
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Source: EIA. Short-term Energy Outlook, February 2006. Annual Energy Outlook, 2006.
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World Oil Demand GrowthWorld Oil Demand Growth

(million barrels per day)(million barrels per day)

*Organization of Economic Cooperation and Development
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World Oil Consumption and Production, World Oil Consumption and Production, 

2002, 2010, and 2025 (million barrels per day)2002, 2010, and 2025 (million barrels per day)
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World Oil Reserves by Country, as of January 1, 2006World Oil Reserves by Country, as of January 1, 2006

(billion barrels)(billion barrels)
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OPEC crude oil production capacity OPEC crude oil production capacity 
could grow 4could grow 4--5 MMBD through 20105 MMBD through 2010
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The Big QuestionsThe Big Questions

�� Can OPEC (and Russia) increase Can OPEC (and Russia) increase 

production by 40 production by 40 mbdmbd over the next over the next 

20 years? 20 years? 

�� Even if they could, would they want Even if they could, would they want 

to?to?

�� What if they canWhat if they can’’t do it?t do it?

�� How will the supply be rationed?How will the supply be rationed?



Oil Import Dependence for Selected OECD 

Countries, 2003
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U.S. Petroleum Consumption by Sector, 1970-2025

(million barrels per day)
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Lower-48 Crude Oil  Production by Source, 1970-2025

(million barrels per day)
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U.S. Crude Stocks
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Crude Imports vs. Runs
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US Crude Stocks - Days of Imports
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ShortShort--Term Crude OutlookTerm Crude Outlook

�� inventories are at 5inventories are at 5--year highsyear highs

�� some domestic production still offlinesome domestic production still offline

�� ““new moneynew money”” is buying commodities, is buying commodities, 

especially energyespecially energy

�� OPEC is producing all outOPEC is producing all out

�� supply/demand balance is tightsupply/demand balance is tight

�� market is very nervousmarket is very nervous

�� volatility will remain highvolatility will remain high



West Texas Intermediate Crude Oil Price, 2004-2006
(dollars per barrel)
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Crude Oil Futures Prices:  Nominal and Real
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Crude Forward Curves
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Long Term Crude Oil OutlookLong Term Crude Oil Outlook

�� Global crude production is peakingGlobal crude production is peaking

�� OPEC members have overstated their reserves and OPEC members have overstated their reserves and 
their ability to increase their outputtheir ability to increase their output

�� Consumption will have to fall by about 2% per year Consumption will have to fall by about 2% per year 
when the peak passes (to match production)when the peak passes (to match production)

�� The U.S. and other developed countries may The U.S. and other developed countries may 
become even more dependent in importsbecome even more dependent in imports

�� In real terms, crude prices will ration supplies and In real terms, crude prices will ration supplies and 
reduce consumptionreduce consumption

�� High forward crude prices provide High forward crude prices provide ““sheltershelter”” for for 
investing in alternative energy sources.investing in alternative energy sources.



The ProductsThe Products





Real Gasoline Pump Price: Annual Average 1919-2006
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Products OutlookProducts Outlook

�� Distillate stocks are record high, due to mild Distillate stocks are record high, due to mild 

winter and generous crack marginswinter and generous crack margins

�� Gasoline stocks are also record high, but spot Gasoline stocks are also record high, but spot 

shortages can arise and ethanol vs. MTBE is shortages can arise and ethanol vs. MTBE is 

increasing costsincreasing costs

�� Refinery capacity was a constraint even before Refinery capacity was a constraint even before 

Katrina & Rita, so refining margins should stay Katrina & Rita, so refining margins should stay 

strong.  However, strong.  However, ““windfall profitswindfall profits”” could be could be 

prevented or taxed away.prevented or taxed away.

�� Cracks of $15Cracks of $15--20/bbl may become typical20/bbl may become typical



Natural GasNatural Gas



Natural Gas Futures PricesNatural Gas Futures Prices



U.S. Natural Gas Production, Consumption, and Net Imports,
1960-2030 (trillion cubic feet)
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Major Sources of Incremental U.S. Natural Gas Supply,
2004-2030 (trillion cubic feet)
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LNG Growth Will Not Happen LNG Growth Will Not Happen 

ImmediatelyImmediately

Potential Locations for LNG Regasification Terminals

Source: EIA
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NG stocks are above averageNG stocks are above average



Natural Gas Spot Price, 2004-2006
(dollars per thousand cubic feet)
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Comparative Fuel PricesComparative Fuel Prices



Natural Gas OutlookNatural Gas Outlook

�� The hurricanesThe hurricanes’’ effect on output was less than effect on output was less than 
feared, plus winter was mild.feared, plus winter was mild.

�� Stocks are high, 60% above average.Stocks are high, 60% above average.

�� Spreads are record wide, encouraging more Spreads are record wide, encouraging more 
storage.storage.

�� LNG is the only way to expand imports, but LNG is the only way to expand imports, but 
building infrastructure will take time.building infrastructure will take time.

�� NG now at record discount to HO, crude oil (over NG now at record discount to HO, crude oil (over 
$5/mmbtu.$5/mmbtu.

�� Prices will remain volatile, but less than last year.Prices will remain volatile, but less than last year.



The Propane The Propane 

MarketMarket



Propane Price FactorsPropane Price Factors

�� crude and natural gas pricescrude and natural gas prices

�� inventoriesinventories

�� refinery & gas plant productionrefinery & gas plant production

�� weather weather 

�� petrochemical demandpetrochemical demand

�� importsimports



Propane tends to follow Crude Propane tends to follow Crude 



Propane as a % of CrudePropane as a % of Crude





Propane vs. Crude PricingPropane vs. Crude Pricing

Ratio of Propane to Crude

60% 75% 85% 95%

Propane cpg

$30 42.9 53.6 60.7 67.9

$35 50.0 62.5 70.8 79.2

$40 57.1 71.4 81.0 90.5

Crude price $45 64.3 80.4 91.1 101.8

$50 71.4 89.3 101.2 113.1

$55 78.6 98.2 111.3 124.4

$60 85.7 107.1 121.4 135.7

$70 100.0 125.0 141.7 158.3

$80 114.3 142.9 161.9 181.0



Propane vs. Natural GasPropane vs. Natural GasPropane value vs. Natural Gas

margin/gal

NG Price -$             0.05$           0.10$           

7.00$        0.631$         0.681$         0.731$         

8.00$        0.721$         0.771$         0.821$         

9.00$        0.811$         0.861$         0.911$         

10.00$     0.901$         0.951$         1.001$         

11.00$     0.991$         1.041$         1.091$         

12.00$     1.081$         1.131$         1.181$         

13.00$     1.171$         1.221$         1.271$         

14.00$     1.261$         1.311$         1.361$         











Propane OutlookPropane Outlook

�� Stocks are comfortable as heating Stocks are comfortable as heating 

season ends, thanks to mild winter season ends, thanks to mild winter 

and strong imports.and strong imports.

�� Prices are high, but so are the Prices are high, but so are the 

alternatives.alternatives.

�� Propane is cheap relative to crude.Propane is cheap relative to crude.

�� Price will continue to be driven by Price will continue to be driven by 

crude and natural pricescrude and natural prices



Apr 06 Apr 06 -- 06/07 Low Price Case06/07 Low Price Case

�� global economy slumpsglobal economy slumps

�� weather is mildweather is mild

�� no no ““event shocksevent shocks””, , MideastMideast stabilizesstabilizes

�� dollar firmsdollar firms

�� no crude supply interruptionsno crude supply interruptions

�� crude is $45crude is $45--5555

�� diesel is $1.30diesel is $1.30--1.80 (pre1.80 (pre--tax)tax)

�� gasoline is $1.30gasoline is $1.30--1.801.80

�� natural gas is $6.50natural gas is $6.50--8.508.50

�� propane is 70propane is 70--90 cpg90 cpg



Apr 06 Apr 06 -- 06/07 Medium Price Case06/07 Medium Price Case

�� global economy is stableglobal economy is stable

�� normal weathernormal weather

�� OPEC maintains high outputOPEC maintains high output

�� dollar stabilizesdollar stabilizes

�� only mild event only mild event shock(sshock(s))

�� crude is $55crude is $55--6565

�� diesel is $1.55diesel is $1.55--2.002.00

�� gasoline is $1.55gasoline is $1.55--2.002.00

�� natural gas is $7.50natural gas is $7.50--10.0010.00

�� propane is $.90propane is $.90--1.201.20



Apr 06 Apr 06 -- 06/07 High Price Case06/07 High Price Case

�� global economy is strongglobal economy is strong

�� severe weather in the U.S. and Europesevere weather in the U.S. and Europe

�� mideastmideast turmoil intensifiesturmoil intensifies

�� crude supply interruptions crude supply interruptions 

�� dollar is weakerdollar is weaker

�� crude is $65crude is $65--8080

�� HO is $1.90HO is $1.90--2.502.50

�� gasoline is $1.90gasoline is $1.90--2.502.50

�� natural gas is $10natural gas is $10--1414

�� Propane is $1.10Propane is $1.10--1.501.50


