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Conundrum – favourable backdrop difficult environment 
Ignoring history, our sector should have very favourable conditions. We have 
robust oil prices, favourable cost structures and favourable macro (and I stress here 
MACRO) capital conditions should mean that the industry as a whole is booming. 
 
So, why the difficulty: and a significant difficulty in attracting capital into appraisal and 
development projects? 
 
To provide the background to answer this question, I will begin with my first experience 
with the sector 13 years ago whilst an equity analyst at M&G. 
 
My experience – Supermajors not prepared for poor delivery from asset base 
I recall attending Supermajors’s, annual results and ‘strategy’ was clear demonstration that 
the decade post the mega merger, (the asset base of these companies) was failing to deliver 
production/production growth. Reserve replacement and indeed cash flow growth. There 
was neither an increase in volume NOR value. 
 
Although difficult to pinpoint precisely, it appears that this effect was the result of many of 
the ‘mature basins’ moving towards the later stages of their life cycle. The efforts of the 
super majors was on cost and unit cost reduction. Growth was seemingly an assumed 
output of increased activity. 
 
Coincident with this trend is (in part causal) was a dramatic increase in the oil price itself. 
 
Whatever the precise reason, it became clear that their asset bases were not up to 
delivering growth. So began a period of significant asset expansion to access to 
development opportunities. 
 
 
Supermajors change focus Unconventionals and consequences 
A substantial area of focus became North America and North American unconventionals, 
beginning with shale gas (which I would argue was a ‘success’) but then hotly followed by 
shale oil – much less of a success in my view. But we also had expansions in heavy oil in 
Canada and deepwater. 
 



 

 

In all such cases, there was little attention paid to the ‘quality’ of the assets because of the 
favourable oil price. However, as is always the case in the commodity space, the incredible 
volume of capital expenditures began to bite on returns and bite quickly.  
 
But it is worth making a small digression to note that the small and mid cap sector was at 
this point starting to feel some of the ‘pain’ as expenditures on smaller and mid scale 
international opportunities started to dry up as did the exploration budgets from our larger 
cousins. 
 
Another digression is that the NA early stage resource players DID make money for their 
shareholders primarily because larger independents and supermajors continued to pay 
handsomely for access, which I believe is why capital markets in this space were 
accommodating for a much longer time period than would be expected given the 
performance of the subsector as a whole. 
 
In any case, back to the main story, because of the resource intensity of the resource plays, 
the supply chain quickly tightened the drain on people, services and energy itself led to 
rapid deterioration of returns which (post GFC) left the sector looking at abysmal returns – 
worse for the supermajors than was the case when oil was $30/bbl 15 years ago. 
 
And so the backdrop form international E&P 
Which brings us to the very heart of today’s conditions because the subsequent fall in the oil 
price led to a shock to the whole system. Majors pulled back on capex and much of the 
international E&P was left with a vacuum of capital. 
 
Capital markets in general were equally stung by the huge value destruction that had taken 
place. They had lost faith that any early stage oil & gas opportunity could create value and 
indeed struggle objectively to evaluate the potential of exploration and appraisal 
opportunities. Since industry players are not readily validating such opportunities, capital 
markets continue to attribute high riskings/high return requirements that have become 
prohibitive to the oil and gas industry. 
 
The ensuing vicious cycle has been a particular bane of the sector. Companies that attempt 
to raise capital to move projects forward tend to have to do so at ever decreasing share 
prices ultimately meaning that even potentially valuable projects do not translate into 
strong share price performance for companies. 
 
Equally, companies who have attempted to preserve cash and minimise activity awaiting the 
cycle to recover have seen interest in the company all but disappear from capital markets. 
 



 

 

The capital markets and indeed industry capital are NOT functioning well and the dislocation 
persists today. Ordinarily and simply put good projects should get funded … but not so 
today. 
 
Opportunity in the difficulty 
All of what I have described to date suggests a terribly bleak picture, but actually, I see 
tremendous potential in it. There are, available, fantastic projects that have been derisked 
and worked up by many of you here today. If we could find a way to move them forward to 
the point of easily evaluating the financial potential, the returns available to the investor 
and asset owner could be very substantial indeed. I would further highlight, this is 
achievable almost irrespective of the oil price environment. Indeed, this is all the more 
attractive in that searching for double digit unlevered returns at the asset level is very 
difficult in the global markets more generally, let alone 30%+ returns that we can all see in 
international oil & gas projects. 
 
A different business plan 
We believe the key to future success is to devise business plans on high quality projects that 
recognise the current economic conditions, leaves the current asset owner and operator 
unchanged and makes an equity investment which is closely attached to the project of 
interest.  
 
What is a good asset 
Can we find good assets to invest in? Early stage oil & gas is possibly one of the most 
technically difficult areas of the market to evaluate. I I believe that it is absolutely critical to 
be able to readily objectively appraise the quality of project even though it is at a high level. 
This is the one industry where arguably assets are at least as important as the people 
running them. Mother nature has given what she has given and even the most business 
savvy among us can change that. 
 
Conclusion 
The pathway ahead is therefore an exciting one. We hope at Reabold  to fulfil a shortcoming 
in the capital being allocated in the sector and indeed be part of the solution to it. We want 
to help unlock the substantial value that is latent in doing so for all stakeholders and we 
want to have work with the teams that we will enjoy that journey with. 
I thank you all for your kind attention. 
 
 
 
 
 
 
 


