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Sustainable Oil Sands Sector Index ™ (SOSSI)
May 2009 Commentary
Recent Recovery to Pause then Accelerate

The Oil Sands Sector Index is up over 60% from the Feb 23, 2009 low to the recent
high on May 8, 2009. A similar bottom was hit in mid November, 2008 that
resulted in a 38% run up in less than 10 days. The result is that we have a solid
bottom for the sector that has been tested twice around the 150 level (see the
chart below).
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At this point I think it is likely that the rally will run into some selling pressure
from the declining 200 day moving average price trend which is still trending
downward. Once the short term consolidation is over I expect that we will see a
continuation of the recent uptrend. For those of you who were skeptical of my
call in January 2009 about a major market bottom developing, this consolidation
period will represent a great second entry point.

Natural gas continues to struggle in April however gas focused energy
producers have already hit bottom in my opinion. The benchmark Canadian
energy sector index was the top performer, outpacing the oil sands sector and
crude oil by a substantial margin.
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Index Symbol Region Apr 2009 Return
NYMEX Natural Gas NGAS Us -10.7%**
NYMEX Crude Oil OIL Us 2.9%**
Oil Sands Sector Index SOSSI Canada 6.7%*
S&P/TSX Capped Energy TTEN Canada 8.3%*

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

Drilling down to specific companies in the oil sands sector index it was a
wonderful month for the most beaten up small cap names such as OPTI,
Connacher, and Ivanhoe Energy. Total was repelled by shareholders from their
hostile takeover attempt of UTS Energy. This had the unfortunate but
predictable affect of causing the share price of UTS to drop but the long term
value of the company is substantially more than the Total offer. I continue to
believe that had the merger been accepted by shareholders the Fort Hills project
would have been in mortal peril of cancellation by Total (see the history of their
previous takeovers for evidence to support my viewpoint).

Top Performing Stocks Apr 2009 Worst Performing Stocks Apr 2009

OPTI Canada 94.9% UTS Energy -12.9%
Connacher Oil and Gas ~ 59.5% Imperial Oil -6.9%
Ivanhoe Energy 15.7% Enerplus Energy Trust 0.9%
Cdn Natural Resources 12.5% Canadian Oil Sands Trust 1.6%
Penn West Energy Trust  12.1% Oilsands Quest 4.2%

The last point I wanted to make was that crude oil is substantially undervalued
at this time. The chart below shows the history of crude oil to gold over the last
five year period. The reason I use gold as a comparison is that it is an
uncorrupted yardstick for measuring value. The current global financial system
is based on fiat (faith based or government decree) money that is not backed by
anything of value. In this case, we notice in the chart below that gold and crude
oil maintained a steady relationship to each other during the first three years of
chart. Gold has continued on its steady upward trend, roughly equivalent to the
rise in the printing of paper or fiat money. However, crude oil has over-
compensated from last year’s spike in price and is now substantially below its
long term parity with gold.
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I think it is reasonable to expect that the relationship will be restored in the near
future. My assumption is that gold will remain stable in price and that crude oil
will play catch up. The alternative is that gold drops against crude oil however I
feel this is unlikely as investors are using gold as a hedge against excessive
government spending. It is clear to me that governments around the world will
be spending their way out of the current economic mess. The end result is that
inflation will eventually return with a vengeance. For my money, I think that oil
sands producers will be major beneficiaries of this trend.
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