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Ladies and Gentlemen:

| am very pleased to be with you at this the 1l4trthkast Asia Economic Forum.
The company | work for, Energy Intelligence, is bared to be invited to this event
and participate in the worthy task of fosteringioeal cooperation and understanding.
My particular thanks go to Ms Karla Fallon and Gowe Cowper for their kind
invitation and generous support in getting me her@henyang today.

To introduce the company | work for, Energy Ing#ince publishes news and
analysis on the global energy industry, focusingde oil, petroleum products and
natural gas. We write about oil prices, compangtsgies, political decisions, and the
global markets for energy.

The organisers of your Forum have asked me toyguea brief talk today on oil. The

astonishing leap in international oil prices hawecéd everyone—from politicians to
car owners—to think more carefully about their @dnsumption. High oil prices

impact economies differently—primarily dependingwhether your country is a net
importer or exporter of oil. But in North East Asianet importing countries, you

share a great deal of common ground in that higprimes are an important challenge
for your politicians, your oil companies, and yaar owners. The cooperation and
understanding that your Northeast Asia Economicufompromotes is surely an

excellent platform for analysing your common profde and possibly even coming
up with common solutions.

In my speech to you this afternoon | will first bk how and why we managed to
reach $70 for a barrel of oil. | will then explood demand growth and oil import

growth in Northeast Asia’s biggest consuming ecolesmChina, Japan and South
Korea. Within this context | will show that thesé @aonsumers have a heavy reliance
on oil from the Mideast, and outline how and whiealative sources of oil—from

Russia, Kazakstan, the Mediterranean and even @aar&limportant developments
and should be encouraged by your governments.cesty welcome any questions
that arise from my presentation.

As you can see from this chart, oil prices haveesbaver the last 2 years. More than
tripling from just under $20 per barrel in Januafp2 to a peak of $70/bbl just last
month. There are a range of factors which explhis tise. First is strong global

demand outstripping supply. Ignoring all other fast this alone is enough to send
prices higher. Strong demand growth, primarily ihif@ and the US, but also in

Europe and elsewhere in Asia, first exceeded eafiens and then outpaced the
world’s ability to supply.
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This imbalance caused the second set of factorsndriprices higher; strained
production capacity and reduced inventories. Asdeiinand grew, Opec ramped up
production. But even this increase was not enowgleobl prices, and the global
market began to realise that even Saudi Arabiandidhave a limitless capacity to
pump oil. At the same time, refiners began to rowml their crude oil inventories,
reducing their buffer against future price incresaséhe markets saw this drop in
inventories and realised that if and when refimersded more crude, they would have
to seek it in the increasingly strained internaiospot market, inevitably driving
prices higher. Not just production capacity, b whole supply chain was stretched.
Not enough refining capacity - especially in the, d8d not enough of the clean
gasoline US consumers demand.

On top of this situation, a new set of politicattfars was introduced; political risk. In
a market strained for supply, any political evemtickh could remove crude oil from
the market was assessed as a reason to bid prgteesr.hThe market now believes
that political events in Venezuela, Nigeria, Ir&yssia and Saudi Arabia all have the
potential to cut supply of crude to the market.

These three factors allowed the fourth actor to e&dambio play; speculators. Without
demand exceeding supply, capacity constraints,patitdcal risk, speculators would

have little to work with. But these factors causéatility along a strong upward trend,
a prime market for hedge and commodity fund marsageemake a huge amount of
money in.

These four factors remain the case today. Forrdeson, and due to the fact that the
global economy seems able to afford higher oilgwjave do not expect oil prices to
fall back to $30/bbl any time soon. Instead we sigerices with a firm floor of
$40/bbl for the medium term, and therefore oil ergpikes to $70/bbl should be
expected, and to $80/bbl or higher should be censalby your planners.

In Northeast Asia, China has shown the greatestase in crude oil demand and
crude oil imports. Because Chinese domestic oidpection is virtually flat, any
increase in oil demand must be met by imports. Axan see from this chart, China's
oil demand growth is expected to continue for seime to come. By 2010, China's
oil demand is forecast to be 10 million b/d, withpiorts of perhaps 7 million b/d.
Over the same period Japan's oil demand is forézastually shrink by nearly 4% to
an average of 5.6 million b/d. Clearly, China v the dominant driving force in the
Northeast Asian oil markets in the decades to come

Where is this extra crude oil to supply Chinese aednto come from? If China takes

more crude oil from the international market, dthés mean less for Japan, or less for
South Korea? Fortunately, crude oil supply is nletags a zero-sum game. And

fortunately, China is better placed than eitheradapr South Korea to make the
adjustments necessary to source its crude needs.

As we can see from this table, Japan takes 88% afude oil from the Mideast, an
overwhelming majority of its supply. South Kore&ida 78%. In contrast, China only
takes 49% of its crude oil from the Mideast. Cherggnificantly wider range of crude
oil suppliers means it is better placed to taketamdhl supply from all of its sources,
rather than rely on just the Mideast.
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In addition to these supplies from ships, China d&las several options to take fresh
supplies of oil via pipeline. | understand that ydlortheast Asia Economic Forum
has heard a great deal about the possibility ahgipil from Russia to China, so |
will not go into too much detail here. The detal® still far from clear, but our
understanding is that a first stage pipeline isupéal to carry 600,000 b/d of oil from
Taishet in eastern Siberia to Skovorodino, 70 kdtnes north of the Chinese border,
and then to Daging. A second stage pipeline cdwéd tarry another 1 million b/d all
the way to the Pacific Coast.

The assessment from our journalists in Moscow & the first stage will almost
certainly get built, but that the second stage iregua significant effort to prove the
oil fields have enough reserves in them to jusiifigh a massive construction effort.
We understand that Japan is eager to see ther@pelich Nakhodka. We understand
that China is eager to see oil reach Daging. Wearatdnd that Russia has in the past
not had positive relations with pipeline offtakéssthe west of the country, and is not
eager to repeat the experience of being reliard single customer to the east. The
two routes do not have to be mutually exclusives Itertainly a question of there
being adequate reserves. It may be just a questibming. Your forum can play an
important role in fostering the mutual understagdiequired to ensure at least one of
these pipeline plans becomes reality.

Mutual understanding and cooperation in the enesggtor is being clearly

demonstrated today between China and Kazakstan.wilball be aware from the

newspapers that CNPC is planning to buy PetroKaaak<urrent plans are for a
200,000 b/d pipeline to carry Kazak oil to Chinathg end of next year, with the
potential to double to 400,000 b/d. This is a spiérexample of two countries in this
region cooperating swiftly and efficiently to s#fisoil needs in both countries.
Moreover, | read last week in the China Daily tihab Chinese companies are
planning to build a 20,000 b/d refinery in Ulan &atMongolia, with the aim of

sending surplus products over the border into Chiftlaese examples should, |
suggest, be warmly supported and encouraged hyéhnebers of this Forum.

Russian and Kazak oil is already making its wayNtrtheast Asia via a more
circuitous route. A 254 kilometre pipeline in Idragns from Eilat on the Red Sea to
the Mediterranean port of Ashkelon, was modifiedime 2003 so that crude would
flow in reverse, toward Eilat - and then onwardi\gda. Tengiz crude from Kazakstan
and Urals from Russia make their way to refineime€hina, South Korea and Japan.

There are even thoughts of building a pipeline @stern Canada to bring oil to Asia.
A trickle of inland Canadian crude already flowshe West Coast, but exports could
rise to 300,000 b/d by the end of the decade, douprto Canadian pipeline firm
Enbridge.

The point of these example is this. Northeast Afi@s have real and potential
alternative supplies of crude oil. In the end pitsbably not a question of oil, or even
a question of money. The oil reserves are mosé#yethThe financing is nearly always
possible. But cooperation and mutual understandimgng your countries is critical
to make these potential alternatives a reality.
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There are real, tangible benefits to be enjoyemif can make them work. Imagine
the consternation in the Mideast if a pipeline frdRussia reaches Daqing or
Nakhodka. Suddenly China, Japan and South Korea teal alternatives. Suddenly
Saudi Arabia, the UAE, Iran and Kuwait have contpetiin their biggest market.

And, usually, competition leads to lower prices.u¥aefiners will thank you for

making a pipeline from Russia a reality.

There are also less tangible, but perhaps no tepsrtant benefits. Finding new

sources of crude to supply Asia's oil demand growedahld ease concerns about
security of supply in Northeast Asia and in the W&ome in the West worry that
China's growing oil demand - and China's "peace$al’ more generally - means an
inevitable conflict over oil resources - witness toisy opposition to CNOOC's bid
for Unocal earlier this year. Clearly acting in peeation with your closest

neighbours is perhaps the best way to send theagessestwards that Northeast
Asia's future energy needs can be accommodateauwtiilnpinging on anyone's -

possibly even reinforcing everyone's - energy sgcur

Ladies and gentlemen. In my speech to you thigradta | first outlined how and
why we managed to reach $70 for a barrel of oieMhexplored oil demand growth
and oil import growth in Northeast Asia's biggestguming economies; China, Japan
and South Korea. Within this context | showed thase oil consumers have a heavy
reliance on oil from the Mideast, and outlined hamd why alternative sources of oil
- from Russia, Kazakstan, the Mediterranean andn e€@anada are important
developments and should be encouraged by your gmesits. There are clear,
tangible benefits to be gained from Northeast Astamntries cooperating in the
energy sector.

| wish your Forum every success.

Thank you for listening.



