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Our approach

!Be as objective as possible (28 out of 30 criteria) and encompass as many issues as 
possible

!Rank the companies against each other, but don�t try and rank the industry against 
others

!Distinguish between one-off events, and performance that can differentiate long-run 
competitive positioning

!Set out a framework for development of the industry and the issues that count today 
and in the future

!Distinguish between reactive and proactive issues: issues which all must bear and 
result in low returns and issues which allow for strategic choice and differentiation of 
performance in the longer run

!While accepting that there will never be a one-for-one link, try to find a link between 
performance in social and environmental issues and medium-term (new legacy 
assets) and longer-term (exposure to gas) performance drivers
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Environmental and social issues count

! UN request to analyse environmental and social issues in the oil and gas 
industry (UNEP FI, AMWG)

! Client and corporate feedback highly positive: much more high profile than we 
thought

! Introducing the GSEES Index: 30 metrics across 8 categories covering climate 
change, pollution, human rights, management diversity and incentives, 
investment in the future, workforce, safety, transparency; 28 out of 30 objective

! BP and RD/Shell stand out, followed by Statoil and ExxonMobil 10% ahead of the 
pack, with Norsk Hydro, TOTAL, ChevronTexaco, BG and ENI also notable 
performers

! One-off events have limited share price impact e.g., oil spills and other disasters, 
NGO-led campaigns

! The world is becoming increasingly more complex for oil and gas companies �
in order to succeed they need to be environmentally and socially aware

! High GSEES Index scorers dominate next generation legacy assets
! Moving from the age of oil to the age of gas and renewables
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BP and RD/Shell stand out, followed by Statoil and 
ExxonMobil 10% ahead of the pack

Company Climate 
Change

Pollution Human 
Rights

Management 
Diversity and 

Incentives

Investment 
in the 
Future

Workforce Safety Transparency 
and Vision

BP 23 3 11 20 6 22 21 14 120
RD/Shell 22 3 9 21 8 19 21 14 117
Statoil 18 7 11 18 5 19 18 13 109
ExxonMobil 13 3 8 18 8 23 23 12 108
Norsk Hydro 18 8 10 13 7 16 17 10 99
TOTAL 19 4 9 18 10 19 9 9 97
ChevronTexaco 14 3 10 20 8 19 13 8 95
BG 17 8 10 15 5 13 16 10 94
ENI 15 8 10 16 6 13 12 10 90
OMV 15 5 9 15 6 12 13 10 85
ConocoPhillips 12 6 9 20 7 11 8 11 84
Amerada Hess 14 5 10 15 2 11 11 11 79
Occidental 10 5 6 21 2 9 14 9 76
Marathon 5 3 6 20 2 15 17 7 75
Repsol 15 3 10 12 6 12 5 11 74
Petrobras 5 5 7 13 3 13 13 7 66
CNOOC 5 8 6 13 3 13 9 8 65
PetroChina 5 5 7 17 4 10 7 8 63
MOL 7 2 7 10 6 8 12 10 62
Sinopec 5 3 6 11 6 12 5 8 56
Yukos 7 4 7 10 2 7 5 5 47
Lukoil 5 4 6 12 2 8 5 4 46
CEPSA 5 2 5 13 2 9 5 4 45

Average 11.9 4.7 8.2 15.7 5.0 13.6 12.1 9.3 80.5
Maximum 25 8 12 23 10 25 25 14 142

GSEES Index Overall Score
(Max=142)

Majors Regionals Emerging Market
Regionals

Source: Goldman Sachs Research estimates.
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Conclusion: In order to succeed companies must 
be managed for the new world

To succeed in the rapidly 
evolving energy industry we 
believe companies have to 
win, and then operate, 
larger, more complicated 
projects, often in new 
regions. Competition is more 
intense, the workforce 
smaller and external 
observers less forgiving. 

Ultimately the industry is 
moving from the age of oil to 
the age of gas, and 
potentially an even lower 
carbon world. To succeed in 
this new world we believe 
companies must be both 
environmentally and socially 
aware.

Current 
age of 

oil, 
OPEC

Future age 
of gas and 

beyond

Changing production mix 21% of production non-OPEC in 1970, 42% in 
2002, 70% of new legacy assets non-OPEC

Larger, more complex projects Average size of new legacy field is 1.7 bnboe
and will require US$4 bn in capex to develop

Reduced workforce � the war 
for talent

Employees in US oil and gas industry have slumped 
by 30% from 1981-1999 and 55% in E&P alone

Increasing competition
The industry is much more competitive post the 
consolidation which started in 1998, and the rise of 
the Emerging Market Regionals

Transparency initiatives
Extractive Industry Transparency Initiative (EITI) is 
the most significant move to improve visibility of 
revenues between industry and governments

Rise of NGOs and SRI funds The WTO lists 966 NGOs, Eurosif estimates that 14% 
of European pension funds are influenced by SRI

Increasing environmental 
awareness

Local governments are increasingly forcing the industry 
into more environmentally friendly development e.g., no 
flaring of gas in West Africa beyond 2008

Globalising gas industry
Oil demand growth is less than half GDP, gas more than 
GDP. Within 20 years consumption of gas will overtake 
oil with LNG, GTL then hydrogen powered fuel cells

Renewables Further attempts to reduce carbon content mean a move 
to develop renewable energy sources such as wind
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Companies must face environmental issues: from 
one-offs to drivers of strategic vision

Generic
issues

Government
mandated
initiatives

Strategically
�driven
spend

Climate 
change 
impact on 
production

Rise of 
NGOs 
and SRI 
funds

Product 
quality

Environment
protection

Abandonment
costs

No flaring
of gas

Reduction
of GHGs

Now

5-10
years

15+
years

0-5 
years

Companies must endure 
one-off failures

Low incremental return 
on investment

Effective penalty 
for not spending

Emissions 
trading

Gas trading

Next
generation
legacy assetsPiped gas

LNG

GTL

H2
fuel 
cells

Wind

Solar

Biomass

Government tax 
incentives required to 
ensure economics

Higher potential 
longer-term return 
opportunities

Globalising gas 
industry

Limited choice in 
investment for 
companies

Using environmental 
threat as an opportunity

One payoff from good 
SRI behaviour

Now

The longer-term 
growth of the industry

R&D spend now 
drives competitive 
positioning here

Strategic choice dependent upon vision and 
adoption of a low carbon world. Success or 
failure depends on:

- Management structure
- Employees
- Relationships with host
governments and NOCs

Generic
issues

Government
mandated
initiatives

Strategically
�driven
spend

Climate 
change 
impact on 
production

Rise of 
NGOs 
and SRI 
funds

Product 
quality

Environment
protection

Abandonment
costs

No flaring
of gas

Reduction
of GHGs

Now

5-10
years

15+
years

0-5 
years

Companies must endure 
one-off failures

Low incremental return 
on investment

Effective penalty 
for not spending

Emissions 
trading

Gas trading

Next
generation
legacy assetsPiped gas

LNG

GTL

H2
fuel 
cells

Wind

Solar

Biomass

Government tax 
incentives required to 
ensure economics

Higher potential 
longer-term return 
opportunities

Globalising gas 
industry

Limited choice in 
investment for 
companies

Using environmental 
threat as an opportunity

One payoff from good 
SRI behaviour

Now

The longer-term 
growth of the industry

R&D spend now 
drives competitive 
positioning here

Strategic choice dependent upon vision and 
adoption of a low carbon world. Success or 
failure depends on:

- Management structure
- Employees
- Relationships with host
governments and NOCs

Source: Goldman Sachs Research estimates.
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Economic return spreads are the key 
valuation driver across the market
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In our view, economic 
return spreads are the key 
valuation driver for the 
market, across sectors and 
for the oil sector. 
Correlations of valuation to 
economic return spreads 
are very high for the 
market, across all sectors 
and for the oil sector. We 
find that no other valuation 
methodology comes close 
in terms of predictive power 
for share prices. In our 
report Director�s Cut: 
Returns win, September 
11, 2003, we argued that 
the bulk of the value (60%) 
of any company is 
determined by its long-run, 
or sustainable, returns, the 
next 20% by secular or 
cyclical change observed in 
the coming 12 months; and 
the remainder by longer 
term growth or other 
issues.

One-off issues have a 
limited impact on share 
prices. In our opinion, 
environmental and social 
issues will have an impact 
on share prices if they 
affect the long-term returns 
profile of a company.

Source: Goldman Sachs Research estimates.

EV/GCI vs. economic return spread EV/GCI vs CROCI/WACC, 2004E

Annual R2 across sector

Oil and Gas EV/GCI vs. CROCI/WACC
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Increasing social demands on companies: wider 
range of stakeholders and expanding partnerships

With projects available in 
most countries in the 
world, more than just 
traditional geological, 
technical and financial 
skills are needed for a 

company to consistently 
win projects, working 

within guidelines that are 
considered acceptable to 

all partners

Technical
- Operatorship
- Innovation
- Safety

Financial

- Project economics
- Potential portfolio fit
- Capital allocation process

Partners

- Ability to work across cultures
- Preferred partners of choice
- Open to new entrants

National Oil Company
(state-owned)

- Working relationships
- Ability to train staff
- Treat as equals

Geology
- Reserve estimates

NGOs
- Environmental groups
- Human rights activists

Contractors
- Local vs multinational
- One-offs or multi-project
contracts

Government officials

- Host government
- Neighbours
- Export routes

Local governments 
and communities

- Local government
- Community work
- Local employees

With projects available in 
most countries in the 
world, more than just 
traditional geological, 
technical and financial 
skills are needed for a 

company to consistently 
win projects, working 

within guidelines that are 
considered acceptable to 

all partners

Traditional issues such as 
geological and technical skills as 
well as financial backing and 
economic analysis will remain 
critical to maintaining access to 
traditional regions and projects

Working with diverse partners and 
contractors whilst building relationships 
with National Oil Companies will become 
an increasing pre-requisite for gaining 
access to Exploitation projects

Including all stakeholders, especially NGOs, local 
governments and communities are necessary to 
maintain long-term relationships and operations, whilst 
providing opportunities for further developments

Traditional issues

Expanding partnerships

Wider stakeholders

With projects available in 
most countries in the 
world, more than just 
traditional geological, 
technical and financial 
skills are needed for a 

company to consistently 
win projects, working 

within guidelines that are 
considered acceptable to 

all partners

Technical
- Operatorship
- Innovation
- Safety

Financial

- Project economics
- Potential portfolio fit
- Capital allocation process

Partners

- Ability to work across cultures
- Preferred partners of choice
- Open to new entrants

National Oil Company
(state-owned)

- Working relationships
- Ability to train staff
- Treat as equals

Geology
- Reserve estimates

NGOs
- Environmental groups
- Human rights activists

Contractors
- Local vs multinational
- One-offs or multi-project
contracts

Government officials

- Host government
- Neighbours
- Export routes

Local governments 
and communities

- Local government
- Community work
- Local employees

With projects available in 
most countries in the 
world, more than just 
traditional geological, 
technical and financial 
skills are needed for a 

company to consistently 
win projects, working 

within guidelines that are 
considered acceptable to 

all partners

Traditional issues such as 
geological and technical skills as 
well as financial backing and 
economic analysis will remain 
critical to maintaining access to 
traditional regions and projects

Working with diverse partners and 
contractors whilst building relationships 
with National Oil Companies will become 
an increasing pre-requisite for gaining 
access to Exploitation projects

Including all stakeholders, especially NGOs, local 
governments and communities are necessary to 
maintain long-term relationships and operations, whilst 
providing opportunities for further developments

Traditional issues

Expanding partnerships

Wider stakeholders

Source: Goldman Sachs Research estimates.



Goldman Sachs Global Investment Research 9

Top 120 Projects � the next generation of legacy 
assets, many non-OECD and gas
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Point Thompson

Tangguh

Bayu - Undan
Greater Sunrise

Gorgon

Ourhoud

Elephant

Red Mango

Sincor

Itau

Margarita

Albacora Leste

Marlim SouthBarracuda

Peng Lai

Tengiz

Kashagan
Karachaganak

Shah Deniz
ACG

Soroush
Azadegan

Bonga SW

Erha
Bonga

Agbami EA

Akpo

Amenam

Thunder Horse

Atlantis
Mad Dog

Holstein
Tahiti

Kikeh

Dolphin
South Pars 2-8

Jansz

Great White

Evans Shoal

Astrakhan

Corocoro

Chad-Cameroon

Panyu

Submarina
Jubarte

Salym

Neptune

Block 31
Block 32

Aparo
Usan Yoho

Xihu trough
Darkhovin

Qatar GTL

NWS 4,5,6

Athabasca/Jackpine

HorizonSyncrude extn

Cold Lake

Deimos

Angostura

Kalamkas

Yucal Placer

Surmont

HamacaCerro Negro
Petro Zuata

Prudhoe Bay gas

NLNG 4,5,6

ALNG 1, 2

Damietta 1,2

ELNG 1,2,3
Qatar LNG 2,3

Ras Gas 2,3
ADGAS Oman LNG

Yemen LNG 1,2

NIOC LNG

Bontang I
MLNG TIGA

ALNG 3,4,5

Paria
Alba

Camisea

Existing Top 50 Project

Potential new Top 40 Project

New LNG liquefaction project

The expansion reflects continuing exploration success, 
access to existing resource held by National Oil Companies 
and the commercialisation/development of new technologies 
such as LNG, GTL and heavy oil upgrading

The reserves of the Top 120 Projects are split roughly 60/40 
between oil and gas. Over 80% of the reserves are located in 
non-OECD countries, with the FSU and Caspian 
representing over one third of the total reserves.

We expect that the Top 50 Projects will have finding and 
development (F&D) costs of US$2.3/boe, versus industry 
average F&D costs of US$4.6/boe

We can see eight new legacy zones developing; Canada 
heavy oil, Gulf of Mexico, Trinidad/Venezuela, offshore 
Brazil, West Africa, Middle East/Egypt, the Caspian and 
Australia

Source: Company data, Goldman Sachs Research estimates.
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Source: US Department of Energy, BP Statistical Review of World Energy, Goldman Sachs Research estimates.

The age of gas is on the horizon, next will 
be renewables
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High GSEES scorers dominate next 
generation legacy assets and gas assets

CNOOC

Norsk 
Hydro

BP

Regionals

Majors

Emerging Markets

Statoil

Top ten next generation 
legacy assets relative to 
existing legacy assets

The medium term driver

Top ten Goldman Sachs 
Energy Environmental and 

Social (GSEES) Index

Top ten gas assets 
relative to existing 

gas assets
The long term driver

OMV

Conoco-
Phillips

TOTAL

ENI

Marathon

Chevron-
Texaco

RD/Shell

Exxon-
Mobil

Norsk Hydro are 
Number 11 on exposure 
to next generation 
legacy assets

ConocoPhillips are 
Number 11 on GSEES 
score

BG
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Norsk Hydro are 
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legacy assets

ConocoPhillips are 
Number 11 on GSEES 
score
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Source: Company data, Goldman Sachs Research estimates.
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personal views about the subject company or companies and its or their securities. I also certify 
that no part of my compensation was, is, or will be, directly or indirectly, related to the specific 
recommendations or views expressed in this report. 
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Disclosures

Distribution of ratings/investment banking relationships
Goldman Sachs Investment Research global coverage universe

Rating Distribution

OP/Buy IL/Hold U/Sell

27% 54% 19%

Investment Banking Relationships

OP/Buy IL/Hold U/Sell

70% 63% 56%Global

As of April 1, 2004, Goldman Sachs Global Investment Research had investment ratings on 1,749 equity securities.
Goldman Sachs uses three ratings - Outperform, In-Line, and Underperform - reflecting expected stock price performance
relative to each analyst's coverage universe, on an unweighted basis with regard to market capitalization and with a
12-month time horizon. On a global basis, Goldman Sachs seeks to limit Outperform ratings to approximately 25% of ratings
and to have at least 10% of ratings Underperform; however, variations from such percentages in certain analysts' ratings
and in geographic regions may exist from time to time. Each analyst also assigns a coverage view - Attractive, Neutral, or
Cautious - representing the analyst's investment outlook on the coverage group. NASD/NYSE rules require a member to
disclose the percentage of its rated securities to which the member would assign a buy, hold, or sell rating if such a system
were used. Although relative ratings do not correlate to buy, hold, and sell ratings across all rated securities, for purposes of
the NASD/NYSE rules, Goldman Sachs has determined the indicated percentages by assigning buy ratings to securities
rated Outperform, hold ratings to securities rated In-Line, and sell ratings to securities rated Underperform, without regard to
the coverage views of analysts.



Goldman Sachs Global Investment Research 15

Disclosures

Regulatory disclosures

Disclosures required by United States laws and regulations
See company-specific disclosures above for any of the following disclosures required as to covered companies referred to in this report: acting as a financial advisor, manager or 
co-manager in a pending transaction; 1% or other ownership; compensation for investment banking, non-investment banking securities related and non-securities related services; 
managed/co-managed public offerings in prior periods; directorships; market making and/or specialist role.

The following are additional required disclosures:

Ownership and Material Conflicts of Interest: Goldman Sachs policy prohibits its analysts, persons reporting to analysts and members of their households from owning securities of any 
company in the analyst's area of coverage.

Analyst compensation: Analysts are paid in part based on the profitability of Goldman Sachs, which includes investment banking revenues.

Analyst as Officer or Director: Goldman Sachs policy prohibits its analysts, persons reporting to analysts or members of their households from serving as an officer, director, advisory 
board member or employee of any company in the analyst's area of coverage.

Distribution of ratings: See the distribution of ratings disclosure above.

Price Chart: See the price chart, with changes of ratings and price targets in prior periods, above, or, if electronic format or if with respect to multiple companies which are the subject of 
this report, on the Goldman Sachs website at http://www.gs.com/research/hedge.html.

Additional disclosures required under the laws and regulations of jurisdictions other than the United States
The following disclosures are those required by the jurisdiction indicated, except to the extent already made above pursuant to United States laws and regulations. 

Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act.

Canada: Goldman Sachs Canada Inc. has approved of, and agreed to take responsibility for, this research in Canada if and to the extent it relates to equity securities of Canadian 
issuers. Analysts may conduct site visits but are prohibited from accepting payment or reimbursement by the company of travel expenses for such visits.

Germany: See company-specific disclosures above for (i) any net short position or (ii) management or co-management of public offerings in the last five years as to covered 
companies referred to in this report.

Hong Kong: Further information on the securities of covered companies referred to in this research may be obtained on request from Goldman Sachs (Asia) L.L.C.

Japan: See company-specific disclosures as to any applicable disclosures required by Japanese stock exchanges, the Japanese Securities Dealers Association or the Japanese 
Securities Finance Company.

Korea: Further information on the subject company or companies referred to in this research may be obtained from Goldman Sachs (Asia) L.L.C., Seoul Branch.

Singapore: Further information on the covered companies referred to in this research may be obtained from Goldman Sachs (Singapore) Pte.

United Kingdom: Persons who would be categorized as private customers in the United Kingdom, as such term is defined in the rules of the Financial Services Authority, should read 
this research in conjunction with prior Goldman Sachs research on the covered companies referred to herein and should refer to the risk warnings that have been sent to them by 
Goldman Sachs International. A copy of these risk warnings, and a glossary of certain financial terms used in this report, are available from Goldman Sachs International on request.
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Disclosures

Ratings and other definitions/identifiers

Rating system

Definition of ratings
Outperform (OP). We expect this stock to outperform the median total return for the analyst's coverage universe over the next 12 months.

In-Line (IL). We expect this stock to perform in line with the median total return for the analyst's coverage universe over the next 12 months.

Underperform (U). We expect this stock to underperform the median total return for the analyst's coverage universe over the next 12 months.

Other definitions
Coverage view. The coverage view represents each analyst or analyst team's investment outlook on his/her/their coverage group(s). The coverage view will consist of one of the 
following designations:

Attractive (A). The investment outlook over the following 12 months is favorable relative to the coverage group's historical fundamentals and/or valuation.

Neutral (N). The investment outlook over the following 12 months is neutral relative to the coverage group's historical fundamentals and/or valuation.

Cautious (C). The investment outlook over the following 12 months is unfavorable relative to the coverage group's historical fundamentals and/or valuation.

Current Investment List (CIL). We expect stocks on this list to provide an absolute total return of approximately 15%-20% over the next 12 months. We only assign this designation to 
stocks rated Outperform. We require a 12-month price target for stocks with this designation. Each stock on the CIL will automatically come off the list after 90 days unless renewed 
by the covering analyst and the relevant Regional Investment Review Committee.

Other ratings/identifiers
Not Rated (NR). The investment rating and target price, if any, have been suspended temporarily. Such suspension is pursuant to Goldman Sachs policy in circumstances when 
Goldman Sachs is acting in an advisory capacity in a merger or strategic transaction involving this company and in certain other circumstances. Coverage Suspended (CS). Goldman 
Sachs has suspended coverage of this company. Not Covered (NC). Goldman Sachs does not cover this company. Rating Suspended (RS). Goldman Sachs Research has 
suspended the investment rating and price target, if any, for this stock, because there is not a sufficient fundamental basis for determining an investment rating or target. The previous 
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