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Summary

• Tightened spare world crude oil & refining capacity expected to 
maintain ALL energy price levels near 2004/05 levels in near to 
medium term

• Short-term US oil/gas price ratio likely to average in upper range 
of past ten years; longer term ratio expected to trend upwards if 
LNG successfully bridges widening US supply/demand gap at 
competitive prices

• Above ground inventories will continue to influence shorter-term  
price swings for US oil & gas; post-hurricane(s) price spike 
driven by future inventory concerns

• Oil-indexed pricing for European gas means strong competition 
for LNG supply to the US for the foreseeable future – Atlantic 
Basin/Middle East LNG economics expected to be increased 
factor in future US oil/gas price ratio
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Call on OPEC

Source: ExxonMobil Energy Outlook Dec. 2005
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US Refined Product Imports
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March 10, 2006:

2006: 3,321

2005: 2,845

    5 year Max: 3,285

    5 year Min:  2,018

    5 year Avg: 2,589

Source: EIA
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US Reformulated Gasoline Inventories
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Natural Gas Storage, 

Variance From 5-Year Average

-800

0

800
1
2
/2
8
/2
0
0
1

6
/2
8
/2
0
0
2

1
2
/2
7
/2
0
0
2

6
/2
7
/2
0
0
3

1
2
/2
6
/2
0
0
3

6
/2
5
/2
0
0
4

1
2
/2
4
/2
0
0
4

6
/2
4
/2
0
0
5

1
2
/2
3
/2
0
0
5

B
cf

Storage at Seasonal Highs



Copyright © 2006 John S. Herold  

Gas Storage Draw, Last 12 Winters
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• Natural Gas Well productivity has fallen 30% since 1990

Total Devel. Gas Reserves Per Well, MMcf 
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U.S. GAS Producers

Cost of Production
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US Natural Gas Supply
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Atlantic Basin LNG 

Regas Capacity 2010
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Indicative Spot Netbacks to 

Select LNG Suppliers 3.22.06

$-

$1.00

$2.00

$3.00

$4.00

$5.00

$6.00

$7.00

$8.00

$9.00

$10.00

Qatar Algeria Nigeria Trinidad

$
/M
M
B
tu

US Gulf Coast Zeebrugge, Belgium UK, Isle of Grain

Source: Dow Jones, Energy Intelligence



Copyright © 2006 John S. Herold  

Marathon Oil

Equatorial Guinea LNG Project

Project Type: Utility

Ownership: Marathon 60%, GEP Petroleum 25%, Mitsui 8.5%, Marubeni 6.5%

Operating Parameters:

Capital Cost: 1.4 billion

Capacity: 3.4 MT/yr.

Contract: 17 years (Bg)

Start-up: Late 2007

Pricing: Henry Hub Index

Op. Cost: $1.00/Mcf

Economic Returns:

Gas Price Scenario Internal Rate of Return:

Base Case 15%

$3.50 12%

$4.25 16%

$5.00 17%

$6.00 19%
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Historical Range of Oil/Gas Ratio

(WTI Oil & HH Gas)
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Summary

• Tightened spare world crude oil & refining capacity expected to 
maintain ALL energy price levels near 2004/05 levels in near to 
medium term

• Short-term US oil/gas price ratio likely to average in upper range 
of past ten years; longer term ratio expected to trend upwards if 
LNG successfully bridges widening US supply/demand gap at 
competitive prices

• Above ground inventories will continue to influence shorter-term  
price swings for US oil & gas; post-hurricane(s) price spike 
driven by future inventory concerns

• Oil-indexed pricing for European gas means strong competition 
for LNG supply to the US for the foreseeable future – Atlantic 
Basin/Middle East LNG economics expected to be increased 
factor in future US oil/gas price ratio


