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What do we know about demand?

 How does a major institution revise basic
balances down by 16% within one month?

« How can SE Asia play so big a role (from
trends of 6 months earlier)?

o Our views are colored by data from the
US/OECD, but demand growth is coming
from the non-OECD

» OPEC producers on a trend line of
demand growth of 500-b/d — demand
increases in tandem with oil prices

« Latin American, non-OECD Asia (excl.
China), Russia demand rising by 400 (?)

 Add China at a modest 300-kb/d and the
non-OECD black hole might be 1.2-
mmb/d of incremental demand growth
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We certainly know that the cost of
gasolineis ... and
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We seem to know, generally, what’s
driving demand?

Sustained world economic growth — Despite higher prices,
IMF, World Bank revising upward 2006 global GDP growth
from 4.3% to 4.8%

Emerging markets oil demand rising by 2.8%-3.5% in 2006

Chinese economic growth of ~9.5% in 2005, should remain
over 8.5% at least until 2008 Olympics, translating into
+500-kb/d per annum

OPEC, other oil exporters continue their boom, with oll
demand growing +500-kb/d

US oil demand growth, after revisions, should see rises of
over 200-kb/d, in gasoline and diesel in 2005, despite price
spikes, hurricanes, continuing at a higher rate in 2006
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We also know that the conventional

wisdom about demand is clearly wrong

 The conventional wisdom (IMF/World Bank, DOE, OECD) tells us:
> $10 price rise, cuts OECD GDP by 0.4% for 2 years (US=0.3%,
Europe=0.5%, Japan=0.4%)
» $10 price change, increases inflation by 0.5%, unemployment by
0.1% for 2 years

» For emerging markets, $10 price rise, creates 0.8% GDP loss in
Asia, 1.6% in Latin America, 3% in Africa

» $150 oil would imply 4% decline in growth, 5% increase in inflation,
1% rise in unemployment

» Net impact is a function largely of where oil exporters spend their
additional revenues

 Recent review of demand elasticity for China argues that demand
elasticity is 0.3 and that a full pass through of prices would reduce
diesel demand to zero at $75 a barrel — but is that right?

HETCO \



US Gasoline demand kb/d

And we know that demand is price

responsive — but it takes a price spike
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Inter fuel competition also impacts demand — in
US tight natural gas has affected HFO demand
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Despite Environmental Issues Nat Gas spikes push HFO Demand Higher
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Opec economies matter on the
demand side

A comprehensive forecast of demand has to take into
account the set of countries with the fastest economic and
demographic growth rates

In 2003, Opec economies grew by 11.2%, in 2004 by
20%, with similar rates in 2005 and 2006

This translated into demand growth of 350-kb/d for 2004,
a number that probably reached 500-kb/d in 2005 and at
least that amount in 2006, (eroding Opec spare capacity)
(Opec stats)

Middle East demand alone rose by 350-kb/d in 2004 (IEA
stats), estimated at 290-kb/d 2005 and also 2006 — almost

certainly understated for last year and this year
eroo




What Iis determining demand growth

(besides price) in emerging markets?

N X X X

Economic Growth

Per Capital Income
Demographic Growth
Vehicle and driving demand
Urbanization

But, at the extreme, rapid growth can accelerate
demand for energy, bidding up prices: for China there
appears to be a 1:1 relationship between demand for
energy and economic growth until growth reaches ~
5%, and then the ratio increases rapidly. . .for how
long?
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China poses severe difficulties In
estimating demand

Long run Chinese data seem about right — an average increase
of 450-kb/d from 2000 through 2004 (BP Statistical Review of
World Energy)

But annual data are muddied by lack of transparency, especially
on stocking/de-stocking

Our tracking of Chinese demand show an increase of 750-kb/d
In 2004 and 370-kb/d in 2005, net of stock changes

Our tracking of Chinese data show an implied stock build in
2004 of 140-kb/d

Our tracking of Chinese data for 2005 show an implied stock
draw of 220-kb/d
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Recent studies confirm the likely impact on
transport fuels in emerging markets

 Dermot Gately et al project
that the world’s vehicle stock

Restorviori will more than double to 2-
Y billion by 2030

Projections /}< razil ] ] ]
 China alone is projected to
see a 20x increase

» Historically, vehicle
ownership — and use — grow

e | twice as rapidly as per-capita

| income, as economies ‘pass

Total "
Vehicles qg00
(millions)

through’ income levels of
$3,000- $10,000 per caspita
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Back to basics and the EIA Outlook

There’s a great deal to discuss about weather and elasticities
and their impact on demand

Undoubtedly, if crude and product supply remained constrained,
price will balance demand

World oil demand is likely to rise, as per the EIA, by ~1.5-mmb/d
for the next few years, or 3-mmb/d every two years, for the
foreseeable future

Emerging market demand growth, including China, India and oil
exporters, will put a floor of 1.0- to 1.3-mmb/d per annum on
demand growth, with FSU and OECD North America adding the
rest

This is in line with the EIA short term outlook

HETCO |



HESS ENERGY TRADING COMPANY LLC

A PROFILE

HETCO is a proprietary trading company and market maker focusing exclusively on the energy
business, created in mid-1997 as a joint venture between Amerada Hess Corporation and
Stephen Hendel and Stephen Semlitz, two former partners of Goldman Sachs & Co., who built
the J. Aron trading group in the 1980s and 1990s. It has rapidly become a major presence in
both the paper and physical markets, especially in the Atlantic Basin, with offices in New York,
London and Boston. HETCO has the ability to create an array of derivative market instruments to
satisfy customers’ needs. At the same time, the link to Amerada Hess Corporation and the
Amerada Hess system provides the group with a presence and understanding of the physical
markets as well as the full credit support of the Fortune 100 company.

HETCO'’s professional trading team undertakes transactions in international and US-domestic
crude oils, natural gas, and petroleum products. It is also active in energy swaps and derivatives,
and in weather risk management. It is one of the largest participants on both the London
International Petroleum Exchange and the New York Mercantile Exchange.

HETCO works with complete discretion with its clients and partners, which include independent
refiners and producers, pension funds, endowments, hedge funds, and sovereign entities.
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