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Explorers in 2015 discovered only about a tenth as much oil as they have annually on
average since 1960, This year, they’Il probably find even less, spurring new fears about
their ability to meet future demand.

With oil prices down by more than half since the price collapse two years ago, drillers

have cut their exploration budgets to the bone. The result: Just 2.7 billion barrels of new

supply was discovered in 2015, the smallest amount since 1947, according to figures

from Edinburgh-based consulting firm Wood Mackenzie Ltd. This year, drillers found

just 736 million batrels of conventional crude as of the end of last month.

That’s a concern for the industry at a time when the U.S. Energy Information
Administration estimates that global oil demand will grow from 94.8 million barrels a
day this year to 105.3 million barrels in 2026, While the U.S. shale boom could

potentially make up the difference, prices Jocked in below $50 a barrel have undercut

any substantial growth there,

New discoveries from conventional drilling, meanwhile, are “at rock bottom,” said Nils-
Henrik Bjurstroem, a senior project manager at Oslo-based consultants Rystad Energy

AS. "There will definitely be a strong impact on oil and gas supply, and especially oil.”

Global inventories have been buoyed by full-throttle output from Russia and OPEC,
which have flooded the world with oil despite depressed prices as they defend market
share. But years of under-investment will be felt as soon as 2025, Bjurstroem said.

Producers will replace little more than one in 20 of the barrels consumed this year, he

said.
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Energy: Energy Stat of the Week

Energy Stat: Like $50 Oil? You Ain't Seen Nothing Yet - Raising 2017 WTI Forecast to $80

Welcome back to the world of $50+/8bl oill Well, okay, we've only had a few days of it to enjoy thus far, but just wait, we think oil
prices have much more to run. At the start of 2016, we made the case — very contrarian at the time — that WT! oil prices would be
pushing $70 by the end of 2016. As oil fell below $30/Bbl in February, we encouraged investors to hang In there and look for a second
haif of 2016 il price surge. Over the past few months, we've gained even more confidence that tightening global oil supply/demand
dynamics will support a much higher level of ail prices in 2017. We continue to beliove that 2017 WTI oll prices wiil average about
$30/BBI higher than curcent futures strip prices would ~ T s e R S
indicate. In today’s Stat, we are raising our 2017/2018 oil
price assumptions because three key glehal oll supply
variables have turned meaningfully mare bullish over’
the past few months. These changes Include: 1} ol
supply interruptions from Nigeria, Canada, Venezusia,
and Libya; 2) greater structural, activity-related supply
declings from China, Columbia, Mexico, Brazil, and
Angola; and 3} lower projected 2017/2018 oil supply

growth from the U.S. due to emerging industry
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Here is what John Walker, founder and Executive Chairman of EnerVest, had to say on the
company’s August 10, 2015 quarterly earnings call. EnerVest operates over 29,000 oil and gas wells in the
US, more wells than any other company in the United States. His comments almost a year ago have turned
out to be rather prophetic.

“As a sell-side analyst for 11 year, | learned that neither | nor anyone can forecast oil and gas prices
with any consistency or accuracy. As an oil and gas CEO or President for the past 33 years, I've learned to
avoid following the consensus assumptions about where oil and gas markets are going.

The International Energy Agency, IEA, started this year (2015) with a forecast of 900,000 barrels
of worldwide oil demand growth {on top of 94 million barrels per day of existing consumption). They are,
in a recently released July (2015} report, forecasting demand growth of 1.4 milfion barrels this year and
1.2 miflion barrels per day in 2016,

fam concerned about the incremental supply of oil this year from Iran, but believe the rest of OPEC
Is at or near peak production. Non-OPEC oil production, including the US, has already started to decline. In
2008, the IEA studied the (oil production} decline rate of the world’s 800 largest oil fields, including the 54
super-giants. That decline rate was a surprising 6.7% per year.

Assuming that the IEA is right on 1.4 million barrels per day of demand growth this year, and 1.2
million barrels per day next year, how are we going to, as a world, meet that demand growth as we replace
the decline rate of 6 million barrels per day (from existing production) in each of the next two years. By the
way, the 40 year old IEA, in my opinion and experience, has always been too conservative or just flat-out
missed oil demand growth on the downside. It has been a consistent pattern.

ft’s my belief that all of us are swamped in negativity currently and probably are not currently
assessing the one to five year outlook objectively. The commodities markets of today have less liquidity
and more volatility with the imposition of Dodd-Frank and the Volcker Rule. We have witnessed this in the
maost rapid decline in il prices in history.

When the real demand for oil is correctly assessed in forthcoming months, and worldwide
{production} decline rates are at least taken more into account, do you think that the price of oil will inch
its way up—as the consensus would forecast—or rise rapidly, as it always has in the past? It is my belief
that the price pendulum, when it starts swinging, will surprise us on the upside, just as it surprised us on
the downside,”

In August 2015 Waiker questioned whether the ol industry could generate 14-15 million barrels
per day of new oil production over the next few years without a significant increase in oil prices and at a
time when oil companies were announcing capex cuts of 40% globally over the next few years. Oil in
storage worldwide is starting to decline. According to the June 20, 2016 Raymond James report, il in
storage could decline by 400,000 to 700,000 bbl/day globally each of the next two years, meaning the
world is already consuming more oil than is being produced. With historically low capital spending in the
oil industry | believe it is highly likely that worldwide oil production will continue to contract and oil prices
will continue to rise,




