AFFORDABLE ENERGY, ECONOMIC GROWTH

27 April 2004

Bob Ebel: Thank you very much. My name is Bob Ebel and I
chair the energy program at the Center for Strategic and
International Studies Thank you very much for coming today and
welcome to this conference on U.S.-Saudi Relations and Global
Energy Security.

I have just a few housekeeping notes this morning to get
things started. Please turn off your cell phones. Even though
they don't work on this level, turn them off anyway. [Laughter]

Lunch will be one flight up in the Constitution Ballroom, so
one escalator flight up.

We will have written questions for the first panel. If you
want to submit a question raise your hand and you'll be provided
with a card. The questions will come to me first. I'll make a
first pass at the questions and then hand them on to Frank
Verrastro who will be up here on the Podium

Finally and perhaps no less important, the restrooms are out
and to the left, both men and women.

Thank you very much, ladies and gentlemen, and I look
forward to your participation in this conference. We have a very
interesting program laid out for you. It should end around 3:00
o'clock this afternoon. Thank you.

Sheikh Abdulaziz Al-Quraishi: Good morning, ladies and
gentlemen. My name is Abdulaziz Al-Quraishi. I'm the Co-Chairman
of the U.S.-Saudi Business Council. It gives me great pleasure to
welcome you to this conference on U.S. -Saudi relations and
global energy security.

We are delighted to be collaborating with the Center of
Strategic and International Studies to host this event and we are
looking forward to lively discussions.

We are fortunate to have key players today from both
countries to give us their energy perspective. We have engineer
Ali Al-Naimi, the Minister of Petroleum and Mineral Resources; we
have Deputy U.S. Energy Secretary Kyle McSlarrow; and since the
subject is energy security, former National Security Advisor
General Brent Scowcroft. We also have Guy Caruso, Administrator
of the Energy Information Administration. We have also MR.
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Abdallah Jum'ah, President and CEO of Saudi Aramco; and Rex
Tillerson, President of ExxonMobil.

On the economic side we will hear from Dr. Ibrahim Al-Assaf,
the Minister of Finance as well as the Chief Central Bankers of
both countries, Sheikh Hamad Al-Sayari, Governor of Saudi Arabian
Monetary Agency and of course Chairman Alan Greenspan who will
give the keynote address at lunch. The international financial
community will also be well represented by James Wolfensohn,
President of The World Bank.

The subject of global energy security and within that the
role of Saudi Arabia's o0il reserves has generated a great deal of
attention in recent weeks and months. Many doubts have been cast
on the potential reserve of Saudi Arabia.

I would like to share a brief personal perspective and
interesting statistics to provide some context for today's
discussion.

When I was a graduate student back in the late 1959 at USC
in California I was working on a paper on energy marketing and
production. At that time U.S. reserves were estimated at about 31
billion barrels. Today, according to the Energy Information
Administration, U.S.. recoverable reserves are 22.5 billion
barrels -- a decline of roughly 8.5 billion barrels since 1959.

Yet between '59 and today actual U.S. crude production has
totaled more than 126 billion barrels. That's more than quadruple
the level of proven reserves of 1959. This obviously reflects
both major advances in technology and new discoveries. I think it
provides an interesting perspective when we consider the current
debate on Saudi recoverable reserves which stand today at 261
billion barrels and the future Saudi production potential.

As I mentioned, we at the U.S.-Saudi Arabian Business
Council are pleased to have the opportunity to co-host this
conference with CSIS. CSIS provides cutting edge analysis and
policy leadership in many different areas, one of which is
energy. The level of today's program is a large part of a
reflection of the high regard in which CSIS is held here in
Washington and in the global community.

I am pleased to turn the microphone over to the Senior Vice
President and Director of Studies for CSIS, Dr. Patrick Cronin.

Patrick Cronin: Thank you very much. It's a great privilege
for the Center for Strategic and International Studies to be co-
=sponsoring this timely conference with the U.S.-Saudi Arabian
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Business Council, and I really am looking forward to today's
program.

I do want to just add a few words of welcome from CSIS. We
have an outstanding energy program, as you just heard, and
everybody in this room I believe knows Frank Verrastro and Bob
Ebel. They've done a tremendous job.

Just a couple of months ago, in fact, CSIS hosted a
conference on Saudi oil looking at the next 50 years. It was very
much a technical conference, looking at some of the specialized
issues such as the Kingdom's substantial oil reserves, the
production policy, and the exemplary reservoir management
practices in Saudi Arabia.

Today we're going to go beyond that. We're going to take the
long view and look beyond at the energy security and other
critical aspects of the U.S.-Saudi relationship because if
there's anything that the last three years since September 11th
have taught us here in Washington and at CSIS it is that one of
the defining features of this century is clearly global
interdependence, whether we're dealing with energy or the
environment or the war on terrorism, and I think contrary to some
of the recent press reports that we read, the relationship
between the United States and Saudi Arabia is vital and it is
strong. I'm very much here thinking about this conference today,
about how we can add constructive insights and analytical
insights to some of the issues that confront both of our
countries.

U.S. and Saudi Arabian interests are inextricably linked.
They demand the engagement of both sides if we are to strengthen
this relationship in the coming years, and conferences like this
one today who bring together senior representatives from our
nations to discuss important issues do contribute immeasurably to
that dialogue and to this alliance.

So at CSIS, again, let me welcome you and thank you very
much for coming. It's really my deep honor now to turn the
program over to a very dedicated American public servant and one
of the most respected and trusted men in Washington, and a
distinguished CSIS Trustee, General Brent Scowcroft. Thank you.

[Applause]
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Energy Security: New Perspectives

General Brent Scowcroft
President, Forum for International Policy, CSIS Trustee

Ali Al-Naimi
Minister of Petroleum & Mineral Resources, Saudi Arabia

Kyle McSlarrow
Deputy Secretary, U.S. Department of Energy

General Brent Scowcroft: Thank you very much. It's very nice
to be here. I apologize for being late. I went to the wrong
conference. [Laughter] Not unusual for me.

It's a great pleasure for me to add my welcome to you for
today's conference and to introduce the first panel of the
conference but let me begin with just a few general remarks.

As our sponsor and Patrick Cronin said, this could not be a
more timely topic and I certainly command both the U.S.-Saudi
Business Council and CSIS for their foresight.

Earlier this year CSIS sponsored the first in a series of
events dealing with the global oil supply. AT one meeting senior
Saudi Aramco officials I think persuasively made the case for the
Kingdom's substantial reserve base, reservoir management
practices, and their intention to be a reliable, long-term
supplier. Today's meetings, as Patrick Cronin has said, are
designed to go beyond these initial technical talks to the
broader topic of energy security and the U.S.-Saudi relationship.

Events since September 11th have reinforced the view that a
defining feature of the 21st Century is global interdependence,
and nowhere is this more evident than in international oil
markets. And nowhere in the market is it more evident than in
relations between the Kingdom and the United States.

Interdependent relations always suffer from stress. The
genius of diplomacy and the strength of long-term relations are
the willingness and ability of the parties to manage and solve
problems cooperatively as they arise.

Every relationship is imperfect by any number of measures
but our mutual willingness to persevere over a long and somewhat
difficult period suggests that both sides view the effort as
critical and as strategically important. That effort begins with
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dialogue, and that dialogue is about to take place with our first
panel on energy security and new perspectives.

No one is better able to begin the o0il part of that dialogue
than our first speaker, His Excellence Ali Al-Naimi, Saudi
Arabia's Minister of Petroleum and Mineral Resources.

Minister Al-Naimi's career spans 50 years and is marked by
unique accomplishments and distinguished service. He is the first
Saudi to rise through the ranks of Aramco to become Company
President and Chief Executive Officer. His career has progressed
through the full range of the company's exploration and producing
and staff operations beginning in the oil fields of the Eastern
Province.

In 1995 he as appointed Minister, becoming the first Saudi
to serve both as head of Aramco and then Minister. In addition he
serves on the Supreme Petroleum Council, the Supreme Economic
Council, and as Chairman of Aramco.

In his career he expanded the Saudi oil sector integrating
it into the world oil market and making Aramco a truly world-
class company. Most recently he oversaw the opening of the
natural gas sector to foreign equity investment.

Please join me in welcoming Minister Al-Naimi.
[Applause]

Minister Ali Al-Naimi: Good morning, ladies and gentlemen. I
am very happy to be back in Washington to participate in the
second conference on the U.S.-Saudi Arabia economic and energy
relationship. First, though, I would like to thank John Hamre,
the President of the Center for Strategic and International
Studies for organizing this timely conference and for his kind
invitation to address this distinguished gathering.

Much has been said recently about the two issues of great
importance to Saudi Arabia. The first is the U.S.-Saudi
relationship; and the second is the future of oil. My remarks
today will address both issues.

It would be incorrect to say that the history of U.S.-Saudi
relations is only about oil. The relationship between our two
countries is more complex and extensive than that and examples of
cooperation in areas of mutual benefit are numerous.
Nevertheless, there is no denying that the key pillar of our
relationship is a shared commitment to ensuring the availability
and security of adequate supplies of petroleum to meet world
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needs at fair prices that are conductive to overall economic
growth.

We have witnessed during our lifetimes an unprecedented
growth in the global economy and that has produced better lives
for many of the world's peoples. There is no doubt in my mind
that the economic progress of the 20th Century and now the 21st
Century was made possible by the availability of plentiful
supplies of reasonably priced energy and in particular,
petroleum.

It's an impressive story, but not one that often grabs
headlines. In fact it has been easy to become complacent about
something as quietly consistent and reliable as the availability
of petroleum and the products we derive from it.

One flips on the switch and the light comes on. When you
need to go to the market to buy food you jump in your car, turn
the key and off you go. When you need the plastics which are an
integral part of modern life, they are there. Something as
reliable and readily available as petroleum, however impressive,
is often taken for granted, only drawing attention when something
goes wrong.

Undeniably, we have faced numerous challenges over the past
30 years, but the one thing that has not wavered, that has worked
with gquiet consistency, efficiency and reliability is the supply
of petroleum from Saudi Arabia to the United States and the rest
of the world. Over the past 30 years through both the normal
times and during times of upheaval, there have been few things
more reliable than petroleum exports from Saudi Arabia.

Saudi Arabia is blessed with a magnificent endowment of
petroleum resources unequaled anywhere. We believe that we have a
responsibility to use this endowment in a constructive manner to
bring stability to our markets, wherever we can. Our approach is
one of moderation with the aim of ensuring security of supply for
customers and stability of prices in the world oil market.

The reliability of supplies from Saudi Arabia is not just
the product of good fortune, rather it's a direct result of Saudi
Arabia's commitment to ensuring oil market stability. We work at
it day in and day out, investing huge sums in the latest
technologies, searching the world for the best talent, and then
continuously training our workforce to meet the challenges of the
new millennium.

It comes from our commitment to maintain spare production
capacity at a significant cost to ourselves, to provide an
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insurance policy for world oil markets. And it comes from our
commitment to maintain relationships in all major markets, even
when it is contrary to our short term economic interest to do so.
We do all this so that we can maintain the reliability upon which
the world has come to depend.

During times of turmoil when the world has needed more crude
0oil, Saudi Arabia has worked without fanfare to promote stability
in world markets. One has to look no further back than early 2003
which was a particularly difficult time for world oil markets. A
cold winter in the northern hemisphere, nuclear power problem in
Japan, soaring natural gas prices in the U.S., political unrest
in Venezuela, a strike in Nigeria and war in Iraqg all threatened
to destabilize world markets but Saudi Arabia was able to respond
guickly with additional supplies to restore equilibrium to world
markets by utilizing its spare production capacity.

We believe that stability in world oil markets depends on
having adequate spare production capacity for maintaining balance
in the market. Saudi Arabia is committed to providing a major
portion of the world's spare capacity. We do it because we
understand the importance of having a cushion for those times in
the future when for whatever reason supplies from other sources
are insufficient to meet demand. Our spare capacity has paid
great dividends over the years by helping to minimize disruptions
to the world economy.

Let me shift my focus, ladies and gentlemen, to the future.
We have heard recently a number of analysts declare that the end
of the age of o0il is upon us. These nay-sayers maintain that the
world is running out of oil. They say that we need to find
alternatives quickly if we are to avoid a calamity of historic
proportions. They are drawn to this conclusion by their
pessimistic assumptions about remaining oil reserves and the
degree to which this o0il is recoverable.

Unlike these pessimists, I am gquite optimistic about the
future. Will there be challenges to overcome? My answer is yes.
There are always challenges. Are we up to the task? Most
certainly. We have faced many challenges before and by exercising
our will, skills and intelligence, we overcame them. And we will
continue to do so in the future.

Will it cost more in the future to find and produce o0il?
Probably yes. New discoveries are likely to be smaller, in more
isolated locations and possibly more challenging to produce. Some
of the fields would require the application of enhanced recovery
technologies to maintain production levels. However, history
shows that technical advances have steadily lowered costs over
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time and incidentally, have enabled producers to increase their
proven reserves. Even if costs do arise we are confident that
they will not be an insurmountable barrier to the development of
future petroleum reserves.

Is technology the problem as some of the pessimists
maintain? Certainly not. The proper application of technology
will raise output while holding down costs.

Now let me elaborate a little further on these points. With
regard to recent claims that the world is rapidly running out of
0oil, I would like to point out that this is not the first time we
have heard warnings of impending scarcity. In fact dire
Malthusian predictions about o0il and other natural resources have
been voice now and again for at least the last 100 years. The
most commonly held argument is that mankind faces the imminent
exhaustion of the world's natural resources, including petroleum,
due to growing population and the profligate lifestyles of
wealthy nations.

How did past predictions of doom and gloom fare? Not very
well. During this period when we were supposed to be running out
of o0il, world oil reserves continued to grow from about 550
billion barrels in 1970 to more than 1.2 trillion barrels today.
What is all the more remarkable is that this increase occurred
despite the fact that the world consumed over 800 billion barrels
during this period.

In the case of Saudi Arabia our reserves were estimated to
be about 88 billion barrels in 1970. Today we conservative
estimate them at 261 billion barrels, despite the intervening 35
years of production. Saudi Aramco President and CEO Abdallah
Jum'ah will provide greater details on Saudi Arabia reserves and
future production potential in the conference's second session.

Some skeptics express this belief. 0Of the nearly three-fold
increase in our reserve number over the past 30 years there is
really nothing magical about these numbers. Our years of
experience gained from producing oil fields along with advances
in technology have provided us with invaluable new knowledge
about our petroleum resources. This knowledge has helped us to
better appreciate their size and enhanced our ability to recover
these resources.

I would like to emphasize that all of our reserve estimates
are extremely conservative and you can rest assured that our
booked reserves are very real.

But what about the future, you may ask? We take the issue of
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0il production taking seriously and are constantly monitoring and
assessing the latest data and trends. I am happy to report to you
that our analysis gives us reasons to be optimistic about the
future. Current world proven reserves are estimated at 1.2
trillion barrels. The U.S. Geological Survey estimates that
another 1.3 trillion barrels of oil and natural gas liquids will
become available in the future. This will come from undiscovered
resources and more accurate assessment of reserves located in
existing fields. The additional oil raises the conventional
liquid reserve and resources to over 2.5 trillion barrels.

But that's not all. There are vast amounts of unconventional
heavy o0il and bitumen. The in-place volume of these two resources
is estimated at about 3.7 trillion barrels -- 570 billion barrels
or 15 percent of these resources are expected to be recoverable.
Based on the current global oil consumption rate these
conventional and unconventional oil resources would last for more
than 100 years.

Some pessimists are even suggesting that output from Saudi
Arabia's oil fields is set to decline sharply in the next few
years. Let me reassure you, this is not the case. As I stated
previously, the reserves reported are there, in fact the
estimates are quite conservative and there is considerable up-
side potential to book additional reserves. None of our booked
reserves require enhanced recovery techniques.

We are confident there is more oil to be found in Saudi
Arabia. There are vast areas of Saudi Arabia yet to be explored.
They present great opportunities for new discoveries. We expect
the cumulative impact of these new finds to be quite significant.

On this point I want to be clear, ladies and gentlemen. We
have more than sufficient reserves to increase production
capacity and are committed to do so in line with demand growth.
We also possess the human, financial and technical resources to
do the job. Our technical experts in a previous presentation here
have shown clearly that Saudi Arabia could without much
difficulty raise output from 10.5 million barrels per day to 12
or 15 million barrels per day and maintain that level of output
for 50 years or more. How can we do this? We can do this because
of our vast resources and because we are extremely careful in
producing the oil fields. We'll produce them slowly with the aim
of maximizing overall recovery wherever companies may look at a
20 year production profile we are looking to produce our fields
for 70 to 100 years. This is our guiding principle and a
principle we will not compromise for short term expediencies.

Let me say a quick word about technology. History has shown
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that technology has dramatically lowered the cost of finding and
producing oil. New technologies like 3D and 4D seismic,
horizontal drilling, and sophisticated computer modeling have all
had a dramatic impact on our industry. Granted, when used
incorrectly technology can be detrimental, but I firmly believe
that with careful application future technologies will provide us
even more effective tools to find and produce more oil while
reducing costs from what they might have been.

It is undeniable that the world will eventually run out of
0il. Demand is projected to increase and to the best of my
knowledge o0il continues to be a depletable resources. The
relevant question is not if, but when. On this, we feel fairly
confident. We believe that there will be no shortage of oil for
at least the next 50 years, perhaps much longer. And as I stated
previously, based only on our knowledge of our currently proved
reserves, we believe that Saudi Arabia could produce at
substantially higher levels for the next 50 years. We believe
that reserve additions will enhance our future production
capabilities over and above what they are currently.

We are able to state confidently that sufficient gquantities
remain to make oil an important source of energy for many years
to come. We believe there are sufficient reserves in Saudi Arabia
and the rest of the world to last until there is an inevitable
transition from the age of oil to the next great source of
energy.

I remind the audience that the shift from coal to oil which
occurred in late 19th and 20th and early 20th Century did not
occur because the world ran out of coal. It occurred because oil
proved to be the superior energy source. Eventually technological
advances will usher in a new energy resource to replace oil. 0il
will not cede its position as the preeminent fuel because the
world runs dry but because technology has rendered it less
desirable.

We in Saudi Arabia believe there are sufficient quantities
of o0il left to make the transition to the next great energy
source a smooth one.

Turning to a subject which is on the mind of many of you in
the audience I would like to say something about current oil
prices. I know everybody is interested in that. [Laughter]

We have heard some commentators question Saudi Arabia's
commitment to the $25 OPEC basket price and to the $22 to $28
price range. Let me set the record straight on this issue. Saudi
Arabia continues to be committed to OPEC's $22 to $28 price bands
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and believes that an OPEC basket price of $25 is a fair one for
both consumers and producers. However, oil markets are complex
and not subject to control by anyone. Even Saudi Arabia and other
members of OPEC with their vast reserves have only a limited
ability to keep prices in their preferred range.

This is particularly true when the primary factors driving
prices are things other than the supply and demand of crude oil
in international markets. This is the case today.

Let me expand on this point. There is no general shortage of
crude o0il in today's market. Supplies are readily available. Any
buyer or seller of crude oil will tell you this. Rather, prices
are being driven by other factors including fears of instability
in key oil-producing countries and regions, the movement of large
investment funds into communities like o0il, just in time
inventory practices, refining bottlenecks and the industry's
struggle to produce sufficient quantities of spec gasoline in the
U.S. that meets currently mandated environmental standards.

In the U.S. a plethora or state and local regulations have
vulcanized the gasoline markets placing increasing strains on
refiners to meet local demands.

On this occasion let me state emphatically that Saudi Arabia
is willing and ready to invest in two new 500,000 barrel per day
refineries and their associated marketing facilities in the U.S.
to help alleviate some of the bottlenecks in product
availability. Some place the blame on OPEC saying the
organization is purposely pushing prices higher. They cite as
evidence OPEC's decision to cut output. I should like to correct
this misunderstanding.

When OPEC decided to cut output the decision was based on
the best information from the world's leading industry experts
including the IEA and the ATIA who were all saying that crude
supply was running ahead of demand which indicates that the stage
was set for a significant deterioration in oil prices in the
second quarter of this year.

OPEC's goal in taking this action was to maintain a balance
between demand and supply based on what was the best information
available was telling us. It was not a move to abandon the $22 to
$28 price band for higher prices.

In retrospect, demand was much stronger in the first quarter
than the experts anticipated. Projection of worldwide demand for
2004 increased from one million in the projections in November
2003 to 1.7 million barrels per day recently. Five upward
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revisions of demand in five consecutive months.

Now what will the second gquarter look 1like? Will the
experts' original expectations for downward price pressure prove
to be correct? There are signs that worldwide inventories have
begun to build but no one really knows for sure. However I
promise you that we and our counterparts in OPEC will continue to
monitor developments very closely and will take appropriate
action to maintain the stability in oil markets.

I must caution that OPEC is only one factor that impacts oil
prices and the higher crude oil production does not guarantee
that there is more gasoline available for U.S. consumers.

Ladies and gentlemen, I would like to leave you with the
following points. First, the U.S. and Saudi Arabia have shared
for many decades a commitment to ensuring the availability of
sufficient supplies of energy to meet the needs of the world's
growing economies. We share an appreciation of energy's role as
the raw material fulfilling the aspirations of mankind.

Both of our countries also understand the importance of
stability in the o0il market, security of supply and reliability
of deliveries. That's why Saudi Arabia has committed ourselves to
the world's most reliable supplier of energy. We back up this
commitment by having nurtured and developed an oil industry whose
capabilities I am proud to say are second to none. We do it
through a massive commitment of financial resources to acquire
the latest technologies, to attract the brightest mind and to
train a modern workforce able to meet the challenges of the 21st
Century. We do it by maintaining spare production capacity and
regional supply relationships even when they run contrary to our
short-term economic interests.

Second, the future for oil and the oil industry is a bright
one. This is not the end of the age of o0il as some pessimists
have been saying. There is plenty of oil left to be found and
produced and petroleum will remain the dominant energy source for
years to come. I assure you that Saudi Arabia's reserves are real
and that we have the potential to produce at much higher rates in
line with the growing demand for many years.

Yes, the age of o0il will eventually come to an end but we
see no shortages on the horizon and there is no reason for
pessimism or panic. Pessimism and panic undermine oil market
stability. There is time for progressive research and development
and I see no reason that we should not experience a smooth
transition to the next great energy source.
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Finally, ladies and gentlemen, we will continue to face many
challenges in the future as we have in the past. Perhaps the
greatest challenge we face is to meet the world's growing
appetite for energy. The U.S. and Saudi Arabia share a long
history, working side by side we have achieved much. Working
together in the early days we overcame harsh conditions and
extreme hardships and brought Saudi Arabia's vast petroleum
resources to world markets. We continue to share a strong
interest in stable and secure oil markets and we both understand
that stability and reliability are not achievable without demand
and supply security. We have much to build on and I believe
working together we can pave the way for a better future for the
world and its people.

Ladies and gentlemen, thank you very much.
[Applause]

General Brent Scowcroft: Thank you very much Mr. Minister,
for that firm and confident presentation of Saudi oil policy,
plans and capability, and for your analysis of the world oil
market.

Before I introduce the next speaker I would like to ask you
to prepare questions for our speakers on the cards which I
believe have been provided to you. Frank Verrastro will gather
the cards and organize the questions for use following Secretary
McSlarrow's speech.

Now it is my great pleasure to present to you Secretary Kyle
McSlarrow, the Deputy Secretary of the Department of Energy.
Secretary McSlarrow is filling in today for Secretary Abraham who
was called away to California.

Secretary McSlarrow is familiar to many of you from his
successful career in the Congress, the Executive Branch, and in
political campaigns. In Congress he served as Chief of Staff to
the late Senator Paul Coverdale and as Deputy Chief of Staff and
Chief Counsel to Senate Majority Leaders Bob Dole and Trent Lott.

President Bush appointed him Deputy Secretary of Energy in
2002. In that capacity he serves as the Chief Operating Officer
of a department responsible for 100,000 federal and contract
employees, 17 national laboratories and a budget of $23 billion.

In addition to these responsibilities he serves on the
President's management council and as the American Chairman of
the U.S. Energy Working Group established by Presents Bush and
Putin.
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It's been my pleasure to work with Deputy Secretary
McSlarrow in several advisory capacities on issues relating to
Department of Energy's nuclear weapons responsibilities and non-
proliferation.

Secretary McSlarrow, it is a great pleasure to welcome you
to the podium.

[Applause]

DepSec Kyle McSlarrow: It's been the bane of my existence to
have a name that starts off with four straight consonants, but
General Scowcroft, thank you very much. It's a real pleasure to
see you again. I've told my wife that apparently when you serve
in a high enough capacity in government, when you leave
government you don't actually leave it. The only difference is
you end up getting called back to do duty, they just don't pay
you any more. But we want to thank you for your continued service
to our nation.

Mr. Al-Naimi, it's nice to see you again. Secretary Abraham
does his regrets. He's out West. He and I have a great personal
respect for you and your team and we've enjoyed working with you
and I look forward to continuing that relationship in the future.

Let me just say I think the Minister spoke very well to the
relationship that we have with Saudi Arabia. It's a deep and
vibrant relationship. It really does transcend oil, although
including today that's often what we speak about. But even in
today's environment where we are shoulder-to-shoulder in the war
on terrorism, I think it's clear that even though there may be
challenges in the relationship and we may not always agree, there
is much about which we do agree, and that's often lost.

In thinking about global energy security, it's obviously a
fairly broad phrase and both the United States and Saudi Arabia
loom large in any global energy security structure. There are a
couple of ways you can come at it. Obviously my perspective as
the Deputy Secretary of Energy is to think about it in terms of
our policies and what we are pursuing, but I would submit that
our policies, our agenda for the future is one that we think is a
win/win for producers and consumers. It's one where we think that
both the United States and Saudi Arabia can agree. It's one that
envisions continued cooperation and collaboration in the future.
And it may not necessarily be what people think it's going to be.
I would say really two thoughts to encapsulate this. That is in
terms of what we are trying to achieve, first today what we're
trying to achieve I think can best be captured by the phrase
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diversity of supply. And tomorrow, that is the long term, 20
years and out, I think can best be captured by the phrase
diversity of fuels.

In the 1970s when people talked about energy security they
really were talking about whether or not we were going to secure
enough energy to meet our fundamental economic needs. Now it
tends to be whether or not we have enough supply in the free
market at reasonable prices to support economic growth. The good
news 1is that generally we don't have to worry about disruptions
where people simply cannot supply enough oil or other energy
commodities to meet demand, but that doesn't mean that there
aren't a lot of challenges.

I know Guy Caruso who's here somewhere will be on a panel
later on today who's the head of our Energy Information
Administration so I'll let him run through numbers, but just a
couple that I think capture the point which is that in the market
today we're producing say 80 million barrels a day, that's
forecasted to, demand is forecasted to rise to 120 million
barrels a day in 20 years. In the United States whereas today we
import say 55 percent of petroleum, that's forecasted in 20 years
to rise to 70 percent. So our policy in terms of oil in this
Administration has been to support increased production, not just
in OPEC but in non-OPEC countries as well. In order to do that
because we're talking massive amounts of investment and massive
amounts of financing that is needed, we've been very supportive
of an investment climate that would encourage exploration and
production in the United States as well as other countries. And I
personally and Secretary Abraham personally have spent a lot of
time talking to our colleagues -- whether it's OPEC Ministers or
other colleagues and energy ministries in other non-OPEC
countries, talking about the movement of capital, what it takes,
what would meet their needs and our needs, and that's a long-term
prospect but there's clearly a lot going on in the world today in
terms of increased investment and building out not just the
production capacity but the infrastructure to deliver it.

But in addition to fundamentally raising supply here in the
United States, we have to recognize that we need to do more on
the demand side as well. So part of our policies have been to
push Congress to allow President Bush to raise fuel economy
standards on light truck vehicles including SUVs. We have
supported tax credits, for example, for hybrid vehicles which
would be more fuel economic. So we have to pursue both at once.
In the United States we often get caught in the trap of either
you're for supply or you're for lower demand but the truth is you
need a balance and that pervades everything we do when it comes
to energy policy. We need more supply, we also need to be more
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conscious of how we use energy in general.

When it comes to natural gas in recent years, and my guess
is that Alan Greenspan will talk to this at lunch, but production
has been flattening out in the United States and in Canada. There
was a time when we supplied all of our needs in terms of natural
gas production. That changed some years ago to the point now
where most of the imports that we get are from Canada, about 15
percent, and in recent years the four regassification facilities,
all four of them are now operational so there's an increased
amount of investment and activity, let alone imports of LNG into
the United States.

But gas is not yet a global commodity, at least not in the
same sense that petroleum is and so there is a lot of activity to
focus on how we can make LNG a bigger part of the energy security
picture around the world, and here too, although it's not often
remarked in this country, Saudi Arabia has an important role to
play. We were pleased that Minister Naimi came to a summit on LNG
late, I guess it was in the winter time. Saudi Arabia in addition
to having the largest reserves of oil obviously also has I think
the fifth largest reserves of natural gas. So there is an
important global commodity market that is emerging that will have
I think a tremendous impact in the future.

As we seek the diversity of supplies around the world we do
so with no illusions. We all recognize the importance of the
Middle East when it comes to supply, and we all recognize the
leading role of Saudi Arabia. I think the Minister mentioned
proved reserves of 261 billion barrels. Whatever the right amount
is, it's a lot. The Kingdom and the United States have a shared
view about stability and security in the marketplace. For
example, the Kingdom has invested in a pipeline infrastructure
and networks to reach both its coasts and they've insured that
they, as the Minister said, have adequate surge capacity to meet
a case of disruption so they can help mitigate disruption. And as
he said, they've delivered on that responsibility. I know very
well over the winter of 2002 when we were dealing with the strike
in Venezuela where you literally had production shut down for a
number of weeks and crippled for a longer period of time, and
then obviously the strife in Nigeria as the Minister mentioned
and the war in Iraqg, they stepped forward. We welcomed that and
we appreciate it.

So we do share a common goal of stability and it has been a
relationship and a cooperative spirit that has been borne out in
times of crisis.

We in our turn maintain a strategic petroleum reserve for
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precisely those kinds of circumstances, and as we've made clear
in a case of significant supply disruptions that's what it's
there for. It's a national security asset. It's not there to
manipulate the markets or to manipulate price.

This is not to say that we don't have some fundamental
disagreements from time to time. I think we've made clear our
views and our disappointment in the recent OPEC decisions but we
can talk to each other about those. We don't necessarily have to
talk, as I like to say to my friends in the press who follow us
around, don't necessarily have to talk through the press to each
other. We can pick up the phone and talk about these things and
these conversations are often more mundane than you would think
because there's only so long that you can go on talking about
inventories before people's eyes glaze over, but these are pieces
of information in a market that is fairly complex about which
there is a broad diversity of opinion. And if there weren't,
somebody out there could make a lot of money. And if I could ever
figure it out I could do the same thing.

But the truth is it's wvery complex, it's much larger and
more complex than any one individual or any one nation, and so we
do need to talk. We've been very pleased to join Saudi Crown
Prince Abdullah's call for enhancing the producer/consumer
dialogues that have taken place over the last couple of years and
I think Minister you're going to see Secretary Abraham at the IEF
in Amsterdam where the continuation of that producer/consumer
dialogue will take place. And these are important to do in their
own right but they also help us understand each other in terms of
the different perspectives and sometimes they are fundamentally
different perspectives about what's actually happening in the
market because fundamentally what we're talking about are
decisions about the future, and the future is unknown and
sometimes you get it right and sometimes you get it wrong.

But I also think there's a tendency to put too great a
stress on our relationship with Saudi Arabia in terms of oil. It
is in my view unfair to that relationship that we expect in the
United States that all our problems will be solved by others. I
think our relationship will be stronger the more we in American
can engage in some self-help.

One of those things, and in fact it's often been remarked
that the United States could do it sown consumer/producer
dialogue. I mean we're one of the largest producers in the world
as well as being clearly the largest consumer in the world. So we
have these debates from time to time about continued proposals
that we've put forward to explore, for example in Anwar and
Alaska, where on the one hand you're talking about 2,000 acres
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that would be affected in terms of exploration and production,
potentially up to a million barrels a day. And it's an
interesting thing that the very same people who will argue that
an OPEC production cut say of a million barrels a day is a
significant thing, are also quick to say a million barrels a day
from Anwar is insignificant. We can't have it both ways. We do
need to work with our friends and our producers overseas, but we
also need to get our own energy house in order because we do send
our own signals. When we don't pass a comprehensive energy bill,
and they may not be the signals that we actually intend to send.

I mentioned at the outset that there are really two themes,
one in terms of diversity of supply, but tomorrow, that is the
long term. In the short term I think what we're going to end up
moving to is a policy, an enactment of diversity of fuels. By
that I mean in just the brief time that I have left, I'm really
talking about the move toward a hydrogen economy. I think it's
clear, we need to understand what that means and what it does not
mean.

President Bush, I think most of you know, established a
vision announced in the State of the Union in 2003, a vision of a
hydrogen powered fuel cell vehicle whose emission was only water,
that could begin market penetration sometime in the next 20
yvears. And it is clear the environmental benefits of that, but I
think it's less clear what the energy security aspects are.

As I said earlier and as the Minister noted, there are some
significant challenges in terms of capacity to produce oil, maybe
not in the next 20 years but certainly the next 40 to 50 years. I
agree entirely that the nay-sayers have been routed pretty well
over the last 50 years, and nonetheless as he also noted, it will
come to an end at some point. The question is what will replace
it, and are we really going to wait until that point before we
figure out what happens?

The President has made clear for America, but we're doing
this in concert with a lot of countries around the world, that we
need to start now in thinking through how we move to a hydrogen
economy. And in terms of energy security, what it really means is
this. In America, if you just take sort of the two large energy
accounts -- electricity production on the one hand and
transportation on the other, they're very different. In
electricity production nuclear power counts for about 20 percent;
coal accounts for about 50 percent of electricity production;
natural gas is an increasing percentage, is now the fuel of
choice in the future; and then you have renewables including
hydropower which are ten percent or lower.
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If you look on the transportation side of the ledger it's of
course all petroleum, and increasingly a higher percentage of
that will be imports into the United States. We are a great
trading nation. We are not going to get to the day where we are
"independent." But it doesn't matter what country you are and
who's supplying you, any time you're dependent for 70 percent of
any one commodity that is not a desirable position to be in. What
we're trying to do with the hydrogen economy is take a lot of
domestic resources, that is coal, natural gas, nuclear and so
forth, and use them for the production of hydrogen. Hydrogen is
not an energy source itself, it's an energy carrier. It has to be
produced, and it can be produced from natural gas, from coal,
from nuclear, from renewable energies like solar and wind.

We're not sure what mix that would be in the future but we
know it will be some mix of all of those. And that's not to say
that as the Minister noted that we're getting to the end of the
age of oil. We are not. It's a question, and one reason why I
believe, and I'll let the Minister speak for himself, one reason
I believe this is an activity and a vision that's embraced which
may be counterintuitive is because we all recognize that we're
not talking about replacing the economy of today but we are
talking about, again, providing balance. So our estimates are
that with the hydrogen economy that the President has put forth,
that in 2040 we reduce our consumption of oil 11 million barrels.
That's not completely replacing our dependence on petroleum as a
major feedstock to industries and it's a major driver in
transportation, but it's not insignificant either.

So what happens 50-75 years from now I can't say. I think it
will be, as the Minister said very well, it's likely something we
haven't even thought of. But we do know that the hydrogen economy
is something we need to drive toward, and we believe that it's
something that's a vision, that's a new idea, that can be worked
on and shared with all our friends including Saudi Arabia.

Just to close out here and then I guess we're doing a little
Q&A session. We may disagree on what's required for stability in
the marketplace in some instances, but we do agree on promoting
stability. The United States and Saudi Arabia agree on helping
each other in crises and in promoting economic growth. To do this
we will continue to expand and strengthen our dialogue.

I'm delighted to be here. Thank you again.
[Applause]

General Brent Scowcroft: Thank you very much, Mr. Secretary,
for that comprehensive review of U.S. policy and perspectives on
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this critical issue. Now it's time to hear from the audience.
Frank, will you deal with the questions?
Frank Verrastro: Thank you, General.

I'm Frank Verrastro. I'm Director of the Energy Program at
CSIS and welcome you here today.

I'd like to thank our panelists as well. It's an extremely
timely event and an important event. We have a number of
guestions and they seem to revolve around three major themes as
you can expect -- oil prices, gasoline prices, terrorist activity
and OPEC's activity.

I would recall in February when I visited with the Minister
in Dhahran, we sat down and the first thing he said was, what do
you think about what's happening in the marketplace? Which took
me a little aback. I said I think the demand numbers are wrong.
He said me too. I think that's one of the things that's happening
here.

Our first question goes to Chinese demand, and it says, "The
IAEA seems to have underestimated China's demand. Does Saudi
Arabia have a better insight into the level and sustainability of
China demand going forward?"

Then there's a second question that follows onto that and it
says, "We haven't seen much of a demand response to higher oil
prices, especially gasoline. Does this change OPEC's view of
global price elasticity?"

Mr. Minister.

Minister Ali Al-Naimi: I was in China just a few weeks ago
and I have been visiting China since 1992, and every time I am
there I am impressed by the activities, the construction, the
number of cars on the road. So I would say if anything, people
are underestimating China's demand. By how much, I don't know.
But I will tell them what I have told you, that we in Saudi
Arabia we are ready to meet their demand. Of course we are not
the only supplier to China. There are others who are supplying
it. But I have assured them that no matter what their growth is
we are ready to cope with it. Not at the expense of our other
markets, because we have important markets in the U.S. and also
in Europe, but nevertheless, I would say if anything it is
underestimated.

On the question of elasticity of demand, gasoline demand, I
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am really not an expert on the gasoline issue in the U.S.. Maybe
somebody else in the audience can handle that better than I can.

Frank Verrastro: We have Guy Caruso and Mr. Jum'ah that will
speak on the next panel, but Kyle, would you like to add anything
to the gasoline demand?

DepSec Kyle McSlarrow: No I think I'll let the economists
wrestle with that. [Laughter]

I will note, not that it makes us feel any better, but I
think the high point for gasoline prices was I believe in March
of '81 and in 2004 dollars I think it would have been about $3 in
today's value. So it's clearly not the highest it's been. It's
still not satisfactory.

Frank Verrastro: I would just add that for those of you that
had a Grande Latte on your way to the conference this morning,
you know what the prices look like. [Laughter]

"Mr. Minister, in light of the attack on the Basrah terminal
how concerned are you about terrorist activity on facilities and
infrastructure and what are you doing to secure those facilities
in Saudi Arabia?"

Minister Ali Al-Naimi: You are I'm sure following what the
King of Saudi Arabia is doing, trying to combat terrorism in
Saudi Arabia. I think we have been very active. I believe we have
been successful in either eliminating or capturing many of the
terrorists in Saudi Arabia.

As far as our facilities are concerned, I think if you
compare them to any other facility in the world, I believe they
are the most secure facilities anywhere. We have multiple
security measures, whether talking about physical hardware to
protect the facilities or human resources, we have a redundancy
in the human resources, we have a redundancy in the hardware in
the facilities, and I like also to assure you that we have many
terminals to ship from, not only one. We have the greatest
terminal on the Gulf, we have a huge terminal on the Red Sea, and
I believe, again I will repeat, if there are any facilities
secure from any terrorist attack it is in Saudi Arabia.

Frank Verrastro: Kyle, would you care to comment about the
U.S. infrastructure?

DepSec Kyle McSlarrow: It's much the same. We have known for
a long time that a variety of infrastructures are potential
targets and we work closely with industry to make the defenses
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more robust and it's one of these things where you do everything
you can, you have to stay vigilant. I think we've had tremendous
cooperation and response from industry and so we'll just, every
month it gets better, and every month after that it gets better
still and we'll just keep working it.

Frank Verrastro: This is for Deputy Secretary McSlarrow.
It's a little bit off-point, it talks about LNG.

"You mentioned in your remarks some of the dangers of
reliance on imported energy. What's the Administration's position
with respect to LNG imports since they are direct power
generation needs, not just our transportation sector?"

DepSec Kyle McSlarrow: On LNG, and as I said I think Alan
Greenspan will speak to this point much more eloquently than I
could, but it is clear if you just took, and I'll steal some of
Guy Caruso's thunder here, but it is clear if you look at our
forecasts at least in the United States in terms of the pricing
levels for natural gas, that you're still talking about expensive
natural gas 20 years from now, but that assumes we built an
Alaska pipeline, we built the McKenzie Valley pipeline, and I
think we had like seven or eight more LNG facilities, all of
which are challenges in and of themselves.

So it's clear that LNG has to play a growing and significant
part of the market in terms of the United States, but it is also
clear that we're not going to be able, nor would we want to be in
a position where we are completely reliant on that in the future.
It's a market that has developed over recent years. In some ways
it's a sleeping giant. I think people don't even understand how
robust it already is. But in terms of citing facilities in the
United States, we haven't done that in a long time. So there's
still a lot of regulatory hurdles and other hurdles that we have
to get through, let alone the capital investment climate.

Frank Verrastro: Minister Al-Naimi, "How does Saudi Arabia
feel about disclosures and third party verification of reserves?"
[Laughter]

Minister Ali Al-Naimi: That's a good question. I think it is
much more important -- First of all I think you know the problem
with third party assessments. I think Enron is a good example.
[Laughter]

But now let me say this. I think it's extremely important to
recognize that integrity is extremely important. We have no
reason, I think our experts here in February tried to demonstrate
the technology we use and it's very high. We have really no
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reason to report other than what we believe is in there.

I think if you feel comfortable with third parties I feel a
little bit bothered after spending over the last 70 years so much
money, so much effort to honestly understand the behavior of our
reservoirs, of our fields. We have examples of how long
reservoirs and fields have been producing. If I mention one I
know everybody is concerned about the [Ghawar] field. We have
been producing the [Ghawar] field for the last 30 years at about
five million barrels per day except for a short period in the
'80s when demand was very low. We see absolutely no decline for
the last 30 years. We don't see a decline eminent. I believe we
have been producing it, again, for the last 30 years and the
water cut we have seen is 33, 38 percent water. For that long at
five million barrels per day that's very good.

I would say that I think we are in a much much better
position to know the performance of our reservoirs, to know the
performance of our oil fields, than any third party that will
come in.

Frank Verrastro: This is for Kyle. This is what public
servants get paid for.

"The Minister spoke about a fair price being about $25 a
barrel. What's your view of a fair price?" [Laughter]

DepSec Kyle McSlarrow: A fair price, as we say in public and
in private, is what the market sets. I won't treat it as flip as
that just sounds, but that's really a true statement and it
really underpins our entire approach in terms of the
consumer/producer dialogue, in terms of our conversations with
our counterparts and how we pursue policy and energy generally,
not just the oil markets.

But we believe that supply ought to respond to the demand
signals and the pricing mechanism obviously is the best
indication of that, but it ought to be following what demand is
telling you, so that is what we encourage.

Frank Verrastro: "On refinery policy, Minister Naimi you
spoke about building two new refineries in this country. The last
refinery built here, grassroots refinery, was 1972. Can you
elaborate on that? Do you have any more specific thoughts on it?
And Kyle, what would the U.S. Administration be willing to do, or
do you have a position on refinery construction?

Minister Ali Al-Naimi: As far as the refinery, this is an
offer from Saudi Arabia. Now whether we will be able to get the
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permits to do so is another question.

Someone one time told me in order to get a permit, and this
may be exaggerated, to get a permit to pursue the process by
which you can build a new facility like a refinery it takes about
$70 to $100 million. I would say that is a very expensive price
for a permit, but if that is what it takes --

You know that the gasoline that you find in the gas station
doesn't come out of an oil well. It has to come through a
refinery. And if there is shortage in refinery you can either
expect somebody else to build it outside but then you turn around
and make it difficult to import it because of the local
regulations. Therefore you have to build a refinery where the
market is. Generally less than 15 percent of gasoline is traded
worldwide. Eighty-five percent of gasoline consumed is produced
locally.

So I would say that we will do our best to get the permit
and proceed.

DepSec Kyle McSlarrow: Two thoughts. First, we of course
welcome investment in the United States and if you can figure out
the regulatory regime and get something permitted, good luck, let
us know how you did it. [Laughter]

But let me also say there are many issues with connections
but I think it's important to understand what problem we're
solving and what we're not. There is a refinery constraint
problem in the United States. That's very clear. I think we've
got a capacity of like 16.7 million barrels a day which is dipped
down, and as we said it's been decades since we built a refinery.

But in our view that is not the same thing as saying that
that's the driver for gasoline prices today. Our view is the
price of crude is driving the price of gasoline in the United
States and probably the best proof, if you will, of that is that
our refineries are running below 90 percent utilization today, so
we're not even using the excess capacity, although in the summer
the runs will probably be 95, 96, 97 percent utilization at that
point.

What is critical and why the offer is appreciated is that we
are in such a constrained market and inventories are so tight
that if anything happens, we don't have that excess refinery
capacity that can take up the slack. So in that sense additional
refinery capacity would be very welcome.

Frank Verrastro: Deputy McSlarrow has to leave for a
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previous engagement. He actually moved his schedule around to
join us this morning. So I'd like you to join me in thanking him
for his attendance and your comments.

[Applause]

Frank Verrastro: "Minister Naimi, you talked about the other
factors that contribute to gasoline prices. What in your view is
the contribution of hedge funds and speculators?"

Minister Ali Al-Naimi: Watching the weekly reactions you
see, when you see the funds go long the price rises; when the
funds go short, prices go down. So I would say they have a short-
term significant impact on the price. I don't believe that they
change the fundamentals. The fundamentals are supply and demand
in inventories are what determine the ultimate price. I don't
think anybody has any impact, significant impact on the price
other than fundamentals. But there are situations like political
tensions, wars, storms, funds moving in and out, all of these
impact the price. But these are short-term aberration to the
price, they are not the fundamental price mechanisms.

Frank Verrastro: We've talked about reserves and productive
capacity, and we talked about sustainable capacity in excess of
ten million barrels a day in Saudi Arabia. How quickly could
Saudi Aramco reach 12 or 15 million barrels a day, and could that
be sustained?

Minister Ali Al-Naimi: We have two things. One is the 10.5
million is there today. We are not producing that. We tried when
we were trying to supply the markets last year, I believe we got
up very close to capacity for a short time to make up the
shortage. That can be brought on very quickly. We say in our
policy that we need 90 days to take production up to maximum
capacity and sustain it thereafter, the 10.5.

Now as far as the 12 or 15, that will take time. But you
know how well we have been executing projects. I believe we
brought on Shaver, 500,000 barrel per day increment in 18 or 24
months, if you take it from day one to the end. We are now
bringing another increment, 800,000 barrel per day increment,
combination of Abu Sa'Fah field and the Qatif field and I believe
that will, [Sir] Jum'ah can answer those later on but I believe
that's also another 24 months.

So our ability to execute big projects is well proven, well
demonstrated, and we can do them very quickly.

For your information. We know today, we have looked at
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simulations of where the 12 million will come from or where the
15 million will come from. We have also looked at what kind of
facilities we need if demand were to require such a capacity. As
I have said in my presentation, we are ready to do so provided
demand is there. We're not going to build unnecessary capacity
when we don't need it. We have enough capacity today.

Frank Verrastro: And no surprise, the last two questions
also are on price.

"There are many calls within OPEC for a higher price band.
There's reportedly a study within OPEC to raise the price and
Venezuela plans to ask for a $2 increase in September. Is there a
fissure developing in OPEC on pricing issues?"

Minister Ali Al-Naimi: No, I don't believe there is a
fissure. There is dialogue and there are expressions of desires
by some of our members.

In OPEC there are hawks, there are doves, and there are
moderates, and I would say Saudi Arabia is a moderate. In OPEC we
have been moderate for a long time.

I believe that OPEC in general is committed to the band.
The confusion in today's mind is the dollar's wvalue and should
the price be higher. But I can assure you that Saudi Arabia is
committed to the band and committed to the $25 target of the
band.

Frank Verrastro: And since this is Washington, I guess this
didn't come u