SW
M
Sustainable Wealth Management Ltd.

Sustainable Oil Sands Sector Index ™ (SOSSI)
Aug 2009 Commentary
IEA Warns About Oil Supply

July was a quiet month in the energy sector with both the commodities and
equity indices down. Natural gas continues to hit fresh lows for the year and the
bounce in crude oil since the spring seems to be losing momentum. Economic
concerns continue to plague the global demand for energy however I am going
to focus on the supply side for the remainder of this commentary.

Index Symbol Region July 2009 Return
NYMEX Natural Gas NGAS Us -5.2%**
NYMEX Crude Oil OIL Us -0.6%**
Oil Sands Sector Index SOSSI Canada -3.6%*
S&P/TSX Capped Energy TTEN Canada -0.6%*

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

As for individual companies in the index, only a handful managed to have a gain
in July with OPTI Canada again taking the prize for worst performer.

Top Performing Stocks July 2009 Worst Performing Stocks July 2009

Baytex Energy 12.9% OPTI Canada -19.5%
Cdn Natural Resources 5.8% Ivanhoe Energy -19.1%
Encana 0.2% Nexen -11.6%
Suncor Energy -1.5% Enerplus Energy -5.8%
Husky Energy -1.6% Imperial Oil -4.4%

Keeping up with global oil depletion is a daunting task which is rendered more
difficult by the fact that there has never been a comprehensive field by field
analysis (none public that is) detailing current oil production, until now. The
respected International Energy Agency recently completed the most detailed
analysis on the subject and the results confirmed what I had been discussing and
quite frankly, fearing for the last five years.

In a recent interview, Dr. Fatih Birol, chief economist of the IEA confirmed that
their analysis of the 800 largest oil fields in the world that natural depletion is
accelerating to 6.7% per year. I use 4% in my own analysis and came up with the
following chart that illustrates the problem.
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New Global Crude Oil Supply Requirements
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The decline rate was nearly twice as fast as last year’s 3.7% estimate which the
IEA admits was inaccurate. Here is where it gets interesting. Those 800 fields
represent over 75% of the world’s remaining reserves and are already past peak
production as a group. The question you must ask yourself is where will be find
the equivalent of 4 Saudi Arabia’s worth of production in the next ten years and
is it even feasible. The next chart demonstrates that this is a very unlikely
scenario given the trend in global reserves discoveries.
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Oil discoveries have been declining since 1964
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Mote: Warld oil discovery over 10-year periods, by Association for the Study of Peak Oil and Gas.

Dr Birol highlighted that chronic under-investment by oil-producing countries
and unsustainable demand for crude oil will result in a supply crunch over the
next five years. He warned that the market power of the very few oil-producing
countries that hold substantial reserves of oil would increase rapidly as the oil
crisis begins to grip after 2010.

As investors this presents an incredible opportunity that may last a decade or
more. It will take decades to retool our modern society to operate on alternative
energy sources. Alternatives like solar and wind are not as useful or well
adapted to our current energy requirements as fossil fuels. Procrastination and
lack of industry standards will delay the implementation of alternatives until it is
too late to make a difference compensating for the decline in crude oil
production. In addition, the full scale development of alternative energy sources
will itself be energy intensive and place further demand on dwindling fossil
fuels.

The aforementioned scenario has two silver linings. The first is that investors can
own a piece of the oil sands and benefit financially from this trend. I pray this
remains the case but recent industry bailouts and outright nationalizations in the
US are a cause for concern. The second silver lining is that a wave of innovation
in the energy sector is about to be unleashed that promises abundant and cleaner
energy that will take us beyond fossil fuels. Necessity is the mother of all
invention.
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