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Global Oil Exporters Go Nuclear
September 2009 Commentary

The summer is going out with a bang in the energy sector. Natural gas hit a
decade plus low of $2.40/ mm Btu on Sept 4 yet is up over 50% in the last few
weeks. Crude oil regained its momentum which helped the Oil Sands Sector
Index gain 3.2% while the more broadly diversified S&P/TSX Capped Energy
was down slightly.

Index Symbol Region Aug 2009 Return
NYMEX Natural Gas NGAS Us -18.0%**
NYMEX Crude Oil OIL Us 0.7 %**
Oil Sands Sector Index SOSSI Canada 3.2%*
S&P/TSX Capped Energy TTEN Canada -0.8%*

* Return in Canadian dollar terms. **Return in US dollar terms.

The smaller companies in the index were by far the best performers this month
while the large capitalization companies struggled. Petrobank Energy did the
best however Ivanhoe Energy continues to gain strongly in September.

Top Performing Stocks Aug 2009 Worst Performing Stocks Aug 2009

Petrobank Energy 23.9% Imperial Oil -8.8%
UTS Energy 18.5% Husky Energy -6.1%
Ivanhoe Energy 16.7% Suncor Energy -3.9%
Baytex Energy Trust 8.8% Nexen -3.7%
OPTI Canada 7.6% Cdn Natural Resources -3.2%

Last month I discussed how the global depletion scenario is gaining credibility
among governmental organizations such as the IEA. This month I wanted to
bring a new perspective to the issue of several major oil exporting countries
developing nuclear energy. The two countries that come to mind are Iran and
Venezuela. Whatever your geopolitical beliefs, I believe that the push by major
oil exporters to develop nuclear energy is a clear indication that global oil exports
will be constrained in the future. The following chart shows how Iran’s and
Venezuela’s crude oil exports have been declining for years yet their internal
energy demand and population growth continues to climb.
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Iran's Petreleum Production and Consumption,
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Source: EI& Woarld Petroleum Consumption & Short-Term Energy Outlook (January 2009)

Iran’s oil production is currently 3.8 MM boe/day and has been declining since
2006, meanwhile domestic consumption is now over 1.7 MM boe/day and
growing. Iran subsidizes domestic gasoline consumption yet must import
gasoline because refining capacity is only 1.5 MM/day. They plan to increase
refining capacity to 3.0 MM/day by 2012 but I suspect that this will all go toward
domestic use within a decade. The reality is that Iran will not have the same
export capacity in the future and will sorely need another source of energy when
their primary source of foreign income evaporates.

Venezuela is in a similar situation but has a potentially much larger oil resource
in the form of extra heavy oil that rivals Canada’s oil sands. Venezuela also
subsidizes its own gasoline consumption which is dramatically increasing
domestic consumption. At the same time production peaked in 2000 at 3.5 MM
boe/day and currently sits at 2.7 MM boe/day. Without an all out effort to
develop their extra heavy oil resources, I expect their production will continue
declining in the future.
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Venezuela's Oil Production and Consumption, 1987-2007
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The irony of using a more efficient and powerful energy source to extract more
petroleum resources is not lost on me. The reality is that the infrastructure of the
developed and developing world is based on crude oil and it will take decades to
change. Building enough nuclear power plants to offset the decline in crude oil
production will be costly and might be delayed by environmental concerns.

I think dirty oil sources such as Canada’s oil sands and Venezuela’s extra heavy
oil will be essential during the next few decades as we transition to more
powerful energy sources. If I am right Canada’s oil sands will be one of the most
profitable investments you can make at this time.
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