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OF

OIL?

n 1956, Shell Oil geophysicist M. King
Hubbert told the American Petroleum
Institute that U.S. oil production would
peak around 1970. It did. Hubbert noted
that daily production (extraction) from an oil
field grows until a peak, and then declines at
a similar rate. This production peak, or
“Hubbert’s Peak,” occurred when an oil field,
or a country’s reserves, was approximately
half depleted.
The U. S. adapted to its peak production
by increasing oil imports and improving
energy efficiency. Now, Hubbert’s philosophical successors, such as retired Texaco geologist Colin Campbell, have predicted global
oil production will peak before the end of
this decade. In contrast, U.S. government
agencies, the International Energy Agency
(IEA—an affiliate of the Organization for
Economic Cooperation and Development),
and others argue that conventional oil will
not peak for at least two decades, and that
unconventional sources of petroleum will
provide sufficient supplies to meet expected
demand thereafter.
Oil is the lifeblood of the world economy. The world uses more than 84 million
barrels of oil per day, accounting for 40 percent of all energy used for transportation and
for residential, commercial, and industrial
needs. If oil production is soon to reach its
peak, then the subsequent decline in production could have significant economic and
social consequences.
Political, economic, and geologic factors
render a precise estimate of peak oil complex
or even impossible. However, there are compelling reasons to believe that global (conventional) oil production has not peaked, yet,
and that the world can transition through the

“end of oil” without significant disruption.
The Pessimists and the Optimists
Campbell and other peak oil pessimists
argue that the world has used one trillion barrels of oil, and that little more than one trillion barrels remain, implying an imminent
peak. The pessimists note that the pace of oil
production has outpaced discoveries, primarily because the size of the average oil field
discovery is in decline. They also remain
skeptical of the scale of current, large reserves
and of predictions of significant new oil discoveries. Energy analyst Matt Simmons,
chairman of investment banking firm
Simmons & Co. International, has reinforced
this concern by concluding in his book
Twilight in the Desert that a comprehensive
review of published technical papers on Saudi
oil fields indicates Saudi oil production, the
largest and the lowest cost in the world, may
be peaking.
IEA and other peak oil optimists agree
that roughly 1 trillion barrels of oil have been
consumed during the past century. The
agency also points to 1.1 trillion barrels of
proven oil reserves available for production,
as well as another 1.5 trillion barrels available
from discovered but unproven oil reserves,
undiscovered reserves, and reserves available
through enhanced recovery. By Hubbert’s
reasoning, this would imply two decades will
pass before peak global oil production.
Two key factors account for the different
oil reserve estimates, and thus peak production estimates, of the pessimists and optimists:
New technologies. According to IEA,
only 35 percent of oil is recovered from the
average oil field. Improved technologies
continued on page 6
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lobal warming is a hotter topic than
ever. Hurricanes Katrina, Rita and
Wilma have generated debate over
whether recent increases in sea surface temperatures are adding to the destructive power of hurricanes, and whether human interference with
the climate system contributes to that warming.
In the midst of the hurricane debate, new analysis from satellite data demonstrates that the summertime sea ice coverage in the Arctic Ocean has
reached a new low due to warming of recent
decades at high northern latitudes. Meanwhile,
the first nine months of 2005 indicate that this
may be the warmest year on record in the
warmest decade on record.
For decades the scientific community has
predicted global warming for a simple reason.
Human activity is changing the composition of
the atmosphere. Levels of greenhouse gases that
trap radiation or heat in the atmosphere have
been rising since the industrial revolution. Now
the oceans and atmosphere are warming rapidly.
A mounting observational record of climate
change indicators strengthens the conclusion
that these changes are caused by the increased
concentrations of greenhouse gases and not simply by the natural variability of the climate.
What is responsible for the build-up of
greenhouse gases? The weight of evidence points
to energy use, notably fossil fuel combustion,
the main by-product of which is carbon dioxide
(CO2), the largest contributor to the warming of
the planet. If current CO2 emissions trends continue, the oceans and the atmosphere will
become warmer, glaciers will continue to shrink,
sea levels will rise, more intense storms will
develop, and altered weather patterns will create
more droughts and floods. Ecosystems will be
stressed or die out.
The Challenge
To address this problem with any degree of
success, all nations must participate in finding
solutions, but the involvement of the largest
emitters, the United States and China, is essential. For the United States to contribute most
effectively, the challenge is to design a policy
that is strategic and affordable.

During the past five years, the Climate
Policy Center (CPC) has endeavored to identify
key elements that would characterize a successful
U.S. policy. The following is a description of
two components that CPC believes are absolutely essential, and that serve as the focus of its current program.
Establish a Policy to Control
Emissions
The federal government can employ a variety of approaches to reduce greenhouse gas emissions. To do so most efficiently and at the lowest
cost, however, it must incorporate market mechanisms into any new policies.
Current debate in the U.S. Senate centers
on using a cap and trade system. Through legislation, the government would establish a “cap”
on total allowable U.S. greenhouse gas emissions, forcing a reduction in U.S. emissions.
The government would implement the cap by
issuing or auctioning “allowances” to producers
or importers of coal, oil, or natural gas. This system, rather than focusing on the point of combustion, places allowances upstream, as fossil
fuel enters the economy. Given the much smaller number of producers and importers, this is
expected to greatly reduce administrative complexity compared to a system which attempts to
cap emissions at the hundreds of thousands of
points of combustion. The result would be that
any business that produces or imports coal, oil
or natural gas (carbon fuels and sources of CO2)
must obtain sufficient allowances through such a
market system.
To avoid the possibility of a price shock to
the economy, the government should also establish a maximum price for the allowances by creating a “safety valve.” Without a safety valve,
allowance prices would rise to whatever price the
market would bear to remain in compliance
with the emissions cap. With a safety valve, if the
price exceeded a set threshold, the government
would issue additional allowances to maintain a
ceiling price.
continued on page 6
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airy owners Wally and Mary Holmgren
had a vision to turn their farm in Oregon’s
Coquille Valley into an organic operation.
They needed capital, however, to grow their herd,
build a new barn, and renovate the milking parlor.
Traditional banks turned them down, even laughing at their audacity. Wally was turned away by
several banks before approaching ShoreBank with
his dream.
“You can’t imagine my surprise when, in my
first phone call to them, they said yes,” said
Holmgren. “Simply put, they were just there to
help us.”
While other banks overlook the potential of
businesses whose goal is to implement sustainable
practices, ShoreBank Pacific seeks out such operations, as well as more traditional businesses that are
open to science-based sustainability recommendations. These businesses recognize the potential for
positive impacts to their bottom line that come
from increasing energy efficiencies, reducing
reliance on natural resources, and reducing waste.
For Holmgren Dairy, ShoreBank Pacific partnered with ShoreBank Enterprise, its nonprofit
community loan fund affiliate, to provide financing for the purchase of 240 acres of land and the
construction of the new milking parlor. At the
time, Holmgren Dairy was a regional pioneer in
the move to organic production. Now this farm is
one of seven organic dairies in the Valley. The pasture-based operation supports 700 head of Jersey
cows, 350 of which are in active production at any
given time.
Just as ShoreBank Pacific works to promote
economic sustainability through its relationships
with loan customers, it also allows consumers to
invest in a way that supports their values.
Many
®
know the bank through its EcoDeposits program,
which allows people to support sustainable business endeavors with their investment dollars. Now
the bank is expanding its customer services,
enabling people to establish ShoreBank Pacific as
their primary bank.
The new product, called EcoCash, is a consumer checking account with a sustainable twist—
customers are encouraged to go check-free. The
bank encourages paperless transactions, allowing
five free paper checks per month then charging $3

ShoreBank Pacific

per additional check. A portion of this fee will be
used to offset carbon emissions created by the
transport and processing of the paper items. The
interest-bearing account includes a Visa debit card,
unlimited electronic transactions, and online
banking with bill pay.
“EcoCash is in direct response to the requests
of our customers, who have been pushing to
expand their relationship with ShoreBank Pacific,”
said David Williams, President and CEO of
ShoreBank Pacific. “After building our sustainable
business banking programs, it’s great to turn our
attention to the needs of the individuals who have
so loyally supported the bank and its mission.”
ShoreBank Pacific leads the financial industry
in promoting a sustainable economy through
banking, inspiring global financial institutions to
adopt green lending practices in its wake. Serving
the Pacific Northwest since 1997, it was the first
FDIC-insured bank to encourage social and economic development in an environmentally responsible manner. ShoreBank Pacific is the only financial institution that has an on-staff scientist helping clients adopt sustainable business practices.
Over the years, the bank has helped hundreds of
companies save money and resources in ways that
minimize environmental impact. As a result, funds
get redirected toward business growth, contributing jobs and economic opportunity to the communities they serve.
—L. Landeros
Laurie Landeros is the EcoDeposits Manager at
ShoreBank. ShoreBank Pacific is headquartered
in Ilwaco, WA, with additional lending offices
in Portland, OR, and Federal Way, WA. Visit
www.eco-bank.com for more information.

Through our
Community Development
Investment Service,
Walden clients have
invested in numerous
community development
banks, credit unions, and
loan funds. We are
pleased to have included
ShoreBank Pacific in this
service.

Walden Asset Management
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Investors’ Almanac…

A

s we head into the winter and the 20052006 proxy ballot season, we have hopes
for positive corporate changes on a range of
social issues. Developments over the summer support this outlook.
Issue Area: Environment
CEO Steven Farris of Apache, an oil and natural gas production and exploration company, met
with investors concerned about the company’s
management of climate change issues. He
expressed his commitment to this and other environmental concerns, while shareholders emphasized the importance of planning for the longterm. We will continue to monitor Apache closely
as it develops its public statement on climate
change and expands its environmental reporting—
steps the company committed to pursue when
shareholders withdrew their climate change resolution last proxy season.
The Carbon Disclosure Project (CDP), a
coordinating body for institutional investors that
asks Financial Times Global 500 companies for
their climate change management plans, has
released the results of its third survey. With 71 percent of companies responding, the CDP found
that “A sea-change in corporate positioning on climate change is discernible over the past 18months. Perceptions are changing most noticeably
among U.S. based companies, many of which have
publicly asked for greater regulatory certainty on
greenhouse gas emissions.” Walden has been a
CDP signatory for all three years of the project.
Each year we write to companies held in client
portfolios encouraging them to answer the CDP
questionnaire.
Issue Area: Workplace
We’ve had heartening news from companies
relating to their Equal Employment Opportunity
(EEO) policies. Companies held in many Walden
client portfolios—Carver Bancorp, Cincinnati
Financial, Commerce Bancshares, and First
Midwest—have confirmed to Walden that they
have non-discrimination policies that include protection for employees against discrimination based
on sexual orientation. Perhaps most encouragingly,

IN

ACTION

after several years of shareholder pressure,
Emerson Electric has modified its policy to be
inclusive. Company spokesman Mark Polzin stated, “We felt it is appropriate to make the change at
this time, consistent with the clear trend in industry.” Walden had co-filed the shareholder resolution at Emerson this year asking that the company
change its policy. The resolution has now been
withdrawn.
Nike went on record to support a bill in
Oregon that would make it illegal to discriminate
against lesbian, gay, bisexual, and transgender
employees, as well as a bill that would allow for
civil unions. As Wes Coleman, Nike’s vice president of global human resources, wrote, “One of
the Nike Maxims is to ‘Do the Right Thing,’
which asks our employees not to look for things
that make us different, but to look for things that
make us better. Many of our employees’ lives will
be better because of the passage of these bills.”
The International Brotherhood of Teamsters
and American Rights at Work have commended
Costco’s employee practices for strong benefits,
high wages, and moderate executive compensation, relative to the industry. Costco’s CEO, Jim
Senegal, has stated that he believes customers
choose Costco partly because of its labor stance.
Issue Area: Corporate Governance
We believe that requiring a board member to
receive a majority of support votes increases
accountability and responsiveness to shareholder
concerns. As such, we have signed onto the Boston
College Center for Corporate Citizenship’s
Institute for Responsible Investment’s public statement supporting majority vote elections for corporate boards. We were pleased to note that
Automatic Data Processing is one of the many
companies to recently adopt a majority vote policy. Other companies, such as Pfizer, Microsoft,
and Wells Fargo have compromised on this issue,
deciding that a board member must resign if
he/she does not receive a majority vote. The
remaining directors will then consider whether to
accept that resignation.
Issue Area: HIV/AIDS
A number of pharmaceutical companies have
reached an agreement with officials from 11 Latin
continued on page 5
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Vroom! Vroooooom!
American countries for discounts on antiretroviral drugs used to treat HIV. The
two-year agreement creates a pricing structure that allows the countries affordable
access to antiretrovirals. Participating drug companies include GlaxoSmithKline
and Merck. The discounts will range from 15 to 66 percent, varying according to
the medicine and the country.
Issue Area: Fair Lending
Advocates concerned about predatory lending are lauding Wells Fargo’s
recently announced changes to its subprime lending practices. Changes include:
reducing pre-payment penalties; standardizing loans according to credit history,
regardless of the holding company a customer is working with; eliminating mandatory arbitration clauses; and capping sub-prime origination fees at $1,500. With
the implementation of these changes Wells Fargo will be adopting “best in class”
subprime lending standards, although its payday lending practices remain a controversial issue.
Constructive Conversations
In August, Intel was the first company to be hosted at our new offices, meeting with Walden and other investors as a part of an annual accountability session.
Company representatives affirmed Intel’s commitment to stakeholder engagement
and answered investor questions on topics ranging from stock options to water
conservation.
At a meeting with Walden and other investors, BP emphasized its commitment to addressing climate change and detailed the ways in which it is trying to
respond to this issue, including the development of a controversial deep sea carbon
sequestration project. While BP’s response to climate change still has significant
challenges, we are pleased by the company’s responsive and communicative
approach.
Coca-Cola, having added a director of global stakeholder relations, came to
Walden’s offices twice over the summer. The meetings focused on effective forms of
engagement and appropriate processes for relationship building with advocates.
Having Our Say
Walden made sure to weigh in as the U.S. Banking, Housing, and Urban
Affairs Committee looked to elect a new director of the Securities Exchange
Commission (SEC). With other investors, we wrote of our belief that the new
Chair must be a staunch supporter of participatory corporate governance and
strengthened corporate disclosure, and that the SEC must support vigorous and
independent regulation of our financial systems. ◆
—M. Benton

A

ccording to the U.S.
Environmental
Protection
Agency, commercial transportation accounts for one tenth of
the U.S. greenhouse gas emissions
from fossil fuel use. Given this,
Walden has written to a number of
companies, asking that they provide
us with information about their programs and policies relating to the climate change impact of their commercial transport operations. BellSouth,
Dell, Staples, and W.W. Grainger
were the first to respond to our
inquiries. Here’s what we’ve learned.
BellSouth wrote to Walden about
its work to reduce fleet impacts by
trending toward lighter, more fuel
efficient vehicles and improving dispatch efficiency. The company is also
testing the feasibility of utilizing
hybrid pick-up trucks.
Dell partners with the EPA’s
SmartWay certified shippers, and is
working to shift away from higher
impact air transport toward ground
transport.
Grainger partners with UPS for
80 percent of its shipping. Grainger
described UPS’ purchase of low emission vehicles, use of alternative fuels
in its fleet, and commitment to
decrease fuel use per package.
Staples has set a 7 percent greenhouse gas reduction goal from total
operations for a 2001 baseline.
Although the company leases its vehicles, it has put in place a number of
energy use reduction mechanisms,
including a non-idling policy, utilizing route optimization software, and
encouraging new technology. It is also
considering the use of hybrid technology for its city delivery trucks. ◆

If you prefer to receive an electronic copy of Values,
please email us at rmorgan@bostontrust.com with
“Send me Values electronically”
in the subject line.

Walden Asset Management
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could significantly increase this recovery
rate, and therefore the level of accessible
reserves. For example, new technologies
have increased the North Sea peak production estimates by 50 percent from
years 1985 to 2000.
Underinvested and unexplored
areas. From 1985 through 2000, the oil
industry experienced relatively low prices due to
overcapacity. There was little incentive for producers
in the Middle East, Russia,
and other areas with large
reserves to develop additional ones. There also
remain numerous oil-producing regions where significant, additional reserves are
likely to be discovered, such
as Angola and West Africa,
and the Caspian region.
Significant,
additional
reserves may also be identified in non-oil producing
regions, such as the Arctic
region and deepwater areas.
Because oil companies prefer high prices, there is a
collective disincentive to
provide additional supply,
and a collective incentive to
foster expectations of a supply shortfall. Nevertheless,
if individual profit-making companies
and countries perceive sustainability in
long-term energy prices, additional capital will be deployed to these as yet
untapped areas. Some areas in which
additional production may take place are
environmentally or politically sensitive,
and thus may be beyond reach. As
ChevronTexaco’s CEO has stated: The
era of easy access to energy is over.
Nevertheless, if we make reasonable
assumptions regarding future investments
in existing and prospective oil fields, and
likely improvements in technology, but
also discount significantly the estimates
of current and prospective reserves, it is

realistic to conclude that original global
oil reserves totaled 2.6 trillion barrels,
implying 0.3 trillion barrels remain until
half depletion—Hubbert’s Peak—around
the year 2012. This is not exactly a formula for plentiful oil for the foreseeable
future, but is also not the case drawn by
many pessimists.

After Oil?
Regardless of when global oil production peaks, there are only two means by
which to achieve a smooth transition to
an era without oil. On the one hand, the
petroleum industry and the U.S. administration have emphasized natural gas and
unconventional oil supplies as near-term
alternative sources of energy. On the
other hand, environmentalists and others
have encouraged policies that promote
conservation and environmentally friendly alternative energy sources.
Natural gas. According to estimates
by IEA, the world has already used an

amount of natural gas that is equivalent
to 0.45 trillion barrels of oil (boe), and
2.35 trillion boe of natural gas remain.
Despite significant opposition from
many local communities, leading natural
gas firms are rapidly developing and
implementing plans to build facilities to
receive liquefied natural gas (LNG) via
tankers from countries with
significant gas reserves,
such as Russia and Qatar.
Unconventional oil.
The oil industry seeks to
increase production of
unconventional oil supplies, such as tar sands and
oil shale. The production
processes for both are
described as intensive by
industry, and environmentally destructive by critics.
Canada’s proven reserves of
tar sands are 175 billion
boe. According to the U.S.
Department of Energy, the
Rockies shelter 500 billion
boe of shale oil. Even if one
reasonably discounts these
reserve estimates, and
adjusts for the higher energy intensity of producing
these sources, the cumulative effect of relying on
conventional and unconventional sources of petroleum is to
extend peak production by two or three
decades.
Alternatives to petroleum. Whether
or not natural gas and unconventional oil
are developed significantly, they too will
eventually be unable to supply expected
demand. For those willing to ignore environmental concerns, coal and nuclear
supplies are also longer-lasting energy
supply alternatives to petroleum. For
those wanting to mitigate the environmental impacts of petroleum consumption, promising alternatives include
biodiesel, hydrogen, and wind energy.
Conservation. In his book, Winning
continued on page 7
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Over the past several months, a cap
and trade system coupled with the safety
valve concept have been the subject of
attention in Congress as the Senate struggles to begin framing a system for
addressing greenhouse gas emissions that
is efficient and economically feasible. The
safety valve addresses some of the key
financial concerns of cap and trade systems critics, who have faulted such proposals in the past because they lacked cost
limits.
Reshape Climate Related R&D
Society’s current means of producing
energy from coal, oil, and natural gas
must change in order to solve the global
warming problem. Over the long run,
carbon dioxide emissions must approach
zero for concentrations of greenhouse
gases to stabilize and prevent additional
warming. If the government puts into
place a cap and trade system that, in
effect, establishes a price of carbon dioxide emissions, the market will begin to
reward substitute technology.
A successful research and development (R&D) program not only can lead

to the development of new energy technologies, but also can result in technologies that are cheaper, effective, and fully
capable of replacing the current CO2emitting technologies.
A robust R&D program is an essential element of long-term success in
addressing global climate change, and an
integral compliment to a cap and trade
system. The private sector is understandably wary of the very large, high-risk, and
long lead-time investments that will be
necessary to bring new technologies to
commercialization. Government funding
is crucial, therefore, especially in the early
stages of R&D. Finding the money and
the institutional arrangements to make
this R&D effective is a major challenge of
climate policy.
While the U.S. government supports
the concept of making substantial investments in climate related R&D, its current
effort, as epitomized by the Climate
Change Technology Program (CCTP),
has been disorganized, unfocused, and
subject to little oversight. We know from
experience that federal research efforts can

be well run, highly effective, and results
oriented—just witness the development
of stealth technology, the Internet, and
the global positioning system. Let’s hope
the recently announced strategic plan for
the CCTP will help move U.S. climate
R&D efforts in a more productive and
effective direction.◆
––R. Pomerance
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the Oil Endgame, Amory Lovins of Rocky
Mountain Institute argues that use of current technologies, development of a
domestic biofuels industry, and revenueneutral public policies could significantly
reduce or obviate U.S. use of oil by the
year 2050. For example, Lovins points to
advanced carbon-fibers and lightweightsteel materials that could boost the efficiency of hybrid-electric vehicles.
Conservation would also help avoid a significant diversion of intellectual and
financial capital from socially productive
uses to energy supply development.

Consequences of Peak Oil
Does the apparently sufficient supply
of energy from a variety of sources in and
of itself mean that energy prices will
decline? Probably, but not definitively.
The scale and stability of future supply is
only one factor that determines oil prices.
Expectations of the cost of producing
additional conventional and unconventional energy supplies is another factor.
As Daniel Yergin of Cambridge Energy
Associates notes, the primary risks to
world energy supplies are above ground,
not below. A sustainable U.S. energy policy, a forward-thinking U.S. foreign poli-

cy, improved energy data transparency
from OPEC, and continued improvements in energy technologies would help
mitigate these risks. The consequences of
inaction are extraordinary for our economy, national security, and the natural
environment. ◆
—K. Scott
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cutting edge companies
This column highlights companies providing solutions to social and environmental
challenges. Featured companies are typically
held
in the SmallCap Innovations
portfolios offered to Walden clients.

F

rom the lights twinkling in the
tallest skyscrapers to the lamps illuminating small town America, it is
almost impossible to fathom any community today functioning without electric
power. Our dependence on electricity has
made its effective management and delivery critical. The economic climate, however, has made this an increasingly difficult task for utilities to accomplish.
Increases in wholesale natural gas prices
over the past few years have resulted in
higher costs for electricity generation and
hence higher electricity prices. Utilities
are faced with the challenge of ensuring
adequate supply while at the same time
keeping rates low for their customers.
Recent technological advances in the
electricity metering market have the
potential to make this an easier endeavor
by revolutionizing the way utility compa-

nies operate. As the largest U.S. supplier
of electricity meters, Itron, Inc. is leading
this charge. In 1998, Itron introduced the
Centron® meter, which represented the
first major advance in more than a century in residential metering. A departure
from the traditional electromechanical
meter, this new electronic-based, or solidstate meter, is remarkable because it provides a platform for automatic meter
reading (AMR). AMR systems are the
future of energy management as they
allow meters to be read remotely.
The ability to assess residential electricity usage remotely is quite powerful.
Benefits include reduced metering costs,
outage detection, and improved billing
accuracy, which all add up to better customer service. Perhaps most importantly,
these products allow utility companies to
gain more insight into electricity usage
patterns and to manage demand more
efficiently across the grid. Because customer electricity use patterns differ by
time of day, utilities value tools that help
them in shifting the electricity “load” to
non-peak periods. This reduces the need

to build additional power plants solely to
meet peak demands.
Itron combines its meters and data
collection products with creative software
solutions that enable the utility to identify these peak load periods and then focus
on specific operational areas that can be
modified to smooth out the loads.
Through repetition, a utility is able to
better predict demand and manage the
distribution of electricity, thus lowering
operating costs through optimization and
“inventory” management initiatives.
Currently, about 25 percent of the
275 million meters in the United States
are read with AMR technology. As the
population grows and energy demands
soar, effective energy management
is indispensable. Itron’s innovative products are likely to be an integral part of
the mix. ◆
—H. Harris

Printed on 100% post-consumer recycled paper with vegetable ink.

Walden Asset Management
Investing for social change since 1975

One Beacon Street • Boston, MA 02108

First Class Mail
U.S. Postage Paid
Boston, MA
Permit No. 50816

