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Comments by BP and Shell

Source: http://royaldutchshellplc.com/2016/11/03/no-
credibility-in-shell-peak-oil-forecasts-says-john-donovan/
Bloomberg.com

...have moved 
the needle on 
peak oil 
demand 
discussions, 
but are not 
necessarily 
accurate and 
may be 
harmful to the 
market causing 
volatility in 
future 
investments

http://royaldutchshellplc.com/2016/11/03/no-credibility-in-shell-peak-oil-forecasts-says-john-donovan/
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Among global oil companies, there is now a divergence in views and commentary regarding future 
oil demand and the prospect of imminent peak oil

 Stranded assets concerns often raised

Whilst in the US – capital continues to flow amidst a flurry of acquisitions
 Right or wrong, there is no talk of stranded assets
 The industry is also more nimble and built on shorter cycles

But if companies promoting the idea imminent peak-oil demand are correct…
 Do capital intensive mega/offshore projects with long-lead times make sense in a world of 

halting/slowing demand growth?  Particularly when more nimble, responsive supplies are 
available adjust?

Unconventional oil reservoirs vs. unconventional oil completion methods
 Permian Basin – teaching us that 100 year old conventional oil plays can be rejuvenated 

through the application of unconventional methods and knowledge of the reservoirs 
 Shale business model could inspire renewed or alternative development in existing oil 

regions – its flexibility might make more sense in a world of slowing growth 

Market Views and Observations
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As the up-cycle begins, growth in E&P investments will be led by the North America land 
operators who appear to remain unconstrained by years of negative free cash flow as 
external funding seems more readily available and the pursuit of shorter-term equity value 
takes precedence over a full cycle return.  E&P spending surveys currently indicate that 
2017 North America E&P investments will increase by around 30% led by the Permian 
basin, which should lead to both higher activity and a long overdue recovery in service 
industry pricing. 

Schlumberger Q4 2016 Conference Call, Jan 20, 2017, Seeking Alpha

Schlumberger’s Thoughts – Resilient Without Free Cash Flow
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In the international markets, the recovery will start slower driven by the constraints of the international E&P industry 
where the various operator groups determine their investment levels based on full cycle returns and their available 
free cash flow.

At current oil price levels this will result in the third successive year of lower Capex spend, which will further weaken 
the state of the international production base. Over the past two years there has been very few [FID] approvals of 
new sizeable oil development and outside of the Gulf countries most of the international production is today 
depleting producible reserves with little or no reserves replacement.

This is equivalent to borrowing barrels from the future. As a result, the activity and Capex required going forward to 
replenish reserves in order to uphold production for the medium to long term will be much higher than the current 
decline rates may suggest. This concerning trend cannot be reversed or mitigated by North America unconventional 
resources alone, which currently represents only around 5% of global crude production.
The future supply challenges of the industry can only be addressed by a broad increase in global investment. 

Schlumberger Q4 2016 Conference Call, Jan 20, 2017, Seeking Alpha

US oil rig count is up, shalers are increasing expenditures, but Exxon, Shell, Chevron, BP, 
ENI, and Total combined CAPEX down 7% (2017 vs. 2016) and total over $100 billion
Source: WSJ, “President Trump Gives Final Approval For Dakota Pipeline,” NEANDA SALVATERRA, Feb 8, 2017 

Global E&P Investment is a Concern for Medium and Longer Term Oil Production Levels
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Divestments in Oil and Gas Hit US Dakota Access Pipeline

Estimates in divestment figures range between $3 and $7 trillion

US Universities, Rockefeller Family Fund, Norway, Ireland, California, DC
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Forecasting Risk Goes in Both Directions

Commentary by majors could cause 
instability in the global E&P 

investment space, thus impacting 
supply levels in the medium and 

longer term, potentially causing price 
disruptions 

Abundant supply and lower oil prices 
mean reduced incentives for 

alternatives.

But at the same time, renewable 
penetration in solar and wind has 

exceeded expectations 

The rise of populism and potential 
protectionist measures around the 

globe could put the “Paris Agreement” 
at risk

Slow global GDP growth is impacting 
global oil demand in the short-term, 

but should this change there could be 
problems with supply responding to 

rising demand

Chinese slowdown means reduced oil 
demand, but also reduced incentives 

to move to alternatives 

Chinese slowdown could end up 
looking more like a crash as China  
restricts capital outflows, utilizes 

foreign currency reserves (at lowest 
level in 5 years), and business 

flounders – This could have significant 
ripple effects on  surrounding Asian 

economies and oil demand

Risks to both 
“Peak Oil 

Demand” and 
Robust Growth 

Forecasts

Shell and BP 
Commentary

Abundant 
Supply and 
Reserves

Rise of 
Populism

Slow Global 
GDP Growth

China 
Slowdown

China Crash 
and Asian 

Ripple Effects
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US Oil Rig Count Rises – Primarily Driven by the Permian Basin

April 29, 2016 – 132 - Permian 
Basin rig count bottom

Feb 10, 2017 – 310 - current 
Permian Basin rig count

May 27, 2016 – 316 – oil rig count 
bottom

Feb 10, 2017 – 591 – current oil rig 
count

Feb 12, 2016 - $28/barrel WTI 
bottom

Feb 10, 2017 - $53/barrel WTI

Source: Baker Hughes, EIA
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US Crude Oil Production Edges Upward
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U.S. Field Production of Crude Oil
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North Dakota Field Production of Crude Oil Mbbl/d

Wyoming Field Production of Crude Oil Mbbl/d

Alaska Field Production of Crude Oil Mbbl/d

Colorado Field Production of Crude Oil Mbbl/d

Federal Offshore--Gulf of Mexico Field Production of Crude Oil Mbbl/d

Ohio Field Production of Crude Oil Mbbl/d

New Mexico Field Production of Crude Oil Mbbl/d

Texas Field Production of Crude Oil Mbbl/dSource: EIA

US production growth driven by Alaska and GOM, flattening declines in shale 

8.9 mbd 
Nov 2016
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Permian Basin Production and Well Performance
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Permian Basin Liquid Production

Vertical WCNT Horizontal WCNT Permian Total Liquid

Vertical LIQ Horizontal LIQ

New Mexico - predominately Bone Spring, Delaware, 
and some Wolfcamp reservoirs vs. Texas which is 
predominately Trend Area and Wolfcamp and some 
Bone Spring reservoirs
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New Mexico Horizontal Decline Curve

2011 2012 2013 2014 2015 2016

2011 312

2012 496

2013 585

2014 657

2015 621

2016 315
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Texas Horizontal Decline Curve

2011 2012 2013 2014 2015 2016

2011 359

2012 786

2013 1338

2014 2198

2015 2203

2016 1445

Source: PetroNerds, Raw data DrillingInfo
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Shorter Cycle, Lower Costs, and Rising Productivity

Source: PetroNerds, Raw Data DrillingInfo

One of the top shale/tight oil producers in the world is actively working to 
drive costs to $30 a barrel and has committed to 30% rate of returns at $40.  
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Cost Reductions and Efficiency Gains

Source: Schlumberger Presentation – Simmons 2016 European 
Energy Conference, Aug 2016

Source: EOG, Q3 Presentation, Nov 4, 2016

Yes, some of these cost cuts are temporary, 
but productivity improvements should not be 
underestimated (increasing output and 
lowering long-term costs)
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Extras
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Recent US Permit and Completion Activity Robust Despite Sub $55 WTI

Permits 
Filed in Past 
90 Days

Source: PetroNerds, Raw data DrillingInfo, Feb 10, 2017



© 2016 PetroNerds LLC   |   www.petronerds.com   |   970-329-1645 15

US Rig Count Heavily Concentrated in Permian Basin Reservoirs

Source: PetroNerds, Raw data DrillingInfo, Feb 10, 2017


