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Ladies and gentlemen good morningd itGs a pleasure to be back in New Orleans and |G
like to thank Paul Pursley and Bill Sanchez for their kind invitation. For the last five years |
have stood here and explained that the issue with oil and gas was supply. Luckily, | have
never believed in a paradigm shift for commodities so | always made a caveat that the
robust demand for oil-field services was subject to there being no major world-wide

recession.
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Well, now we have that recession, and the game has changed. We are entering a period
that will be very different from the last five years when our business was driven by narrow
margins of excess supply with resulting effects on oil and natural gas prices. As prices
rose so did demand for our services and productsd seemingly faster than we could
supplyd therefore leading to considerable activity growth as well as increases in our
prices and costs. As you all know this led to a series of spectacular growth years for

Schlumberger.

We should note however, that the increases in oil prices were driven not only by actual
demand but also by the perception that demand growth for oil and gas in the non-OECD
economiesd particularly in China, India, and the Middle Eastd would continue. We
should also note that demand was not limited to oil and gas as all commodities necessary

to the rapid industrialization of an economy were subject to similar inflation.

The same picture has not been true for the OECD world where oil consumption has in fact
been declining for the last three years. In addition, price has had a direct effect on
consumer behaviord particularly for gasoline in the United Statesd even before the

recession.

As a result of these factors, the price of West Texas Intermediate which tested $147 in
July 2008, ended the year at $45 and has hovered slightly below that level ever since with

consequent effect on industry spending plans.

North American natural gas is a different story. The technology and process for the
extraction of unconventional gas has evolved so rapidly that the huge increases in rig
count seen in 2005 and 2006 have translated in to large production increments. This has
now coincided with weaker overall demand and it is going to take time for natural decline

to reach a point where any substantial increase in drilling is likely to be needed.
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We are now at a stage where the evolution of demandd governed by the level of
economic activityd has become the overriding driver of oil and gas price behavior. Over
the last few years we have all watched upward and downward revisions of non-OPEC
supply. At the present timed and until the world economy stahilizesd we will all be
looking for downward demand revisions because these, more than OPEC production cuts,
will govern price behavior. Current estimates from the principal forecasting agencies see
world demand for oil in 2009 declining by up to 1.4 million barrels a day compared to 2008.
However, until GDP estimates stabilize, such figures will be subject to constant revision.
For natural gas, the excess of supply over demand will be complicated by the emergence
of significant new volumes of LNG at a time when industrial demand everywhere will be at

low levels.

Let me be very clear about one thing, this downturn is not about the age of oil being over.

On the contrary, oil remains in terms of its energy-to-mass ratio an unrivalled source of
energy. Natural gas is not far behind. None of the other sources of energy that the world
is working on are anywhere close to oil for its best usaged transportation. Only energy
conservation can have a substantial effect on the demand for oil in the medium term, and
as long as the population in the non-OECD economies seeks to adopt the lifestyle that the

West enjoys, demand for oil is not going to disappear.

So the only question that really needs to be asked is when will demand stop decreasing
and stabilize, and when will it start to grow again? When it does, and depending on the

length of the current p



