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OIL: Agenda/Outline    

Å Crude Oil  
Å Benchmarks 
Å What happened with oil last year? 
Å OPEC & Price History  
Å Consumption 
Å Producers & Reserves 
Å Price Impact  
Å    Questions @ P 26  --------------------------------------------------------------------------------------------------- 
Å Technology, focus on Fracking 
Å Impacts of Price Movement- GDP  
Å Price Factors 
Å Supply/Demand  
Å Storage 
Å     Questions @ P 56  -------------------------------------------------------------------------------------------------- 
Å Investing Vehicles 
Å Winners, Losers, Risks, Hedging 
Å Sentiment 
Å Where are Oil prices headed? 
Å Summary 
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Oil: Crude/Petroleum  

ÅTypical Crude Oil Content ÅCrude Oil has pervasive 
use in the economies of 
the world 

ÅThe big Kahuna is 
Transportation 

ÅMany other industrial 
uses 
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Oil: Oil Core Sample and Rig Site in Montana 
 Source:  a former IBM associate that has had oil/gas leases, the 
rig can drill vertical & horizontal- 16K ft 
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Oil: WW Oil Benchmarks 
              < 3 key benchmarks: WTI, Brent, Dubai> 
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Oil: Grades of WW Crude- 3 Key Benchmarks 
        <Brent, WTI, Dubai> 

       Light has low sulfur content, Heavy has more sulfur content 
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Oil: What Happened With Oil Prices Last year? 

ÅUS Shale Production Ramped to Where The SAUDIS Took 
Action, not with an EMBARGO but the opposite by increasing 
production, driving prices down. Note Brent spot price 
piercing the 200 day SMA last July. Ditto for WTI 
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OIL:OPEC Position on Production 1/15/15 Per UAE >>  
http://www.livetradingnews.com/dubai-says-opec-powerless-oil-price-91844.htm#.VW07dc9Viko 
 
Å ά OPEC cannot protect world oil prices which have plunged since June, the United Arab Emirates said on 

Tuesday, adding that rising North American shale oil output needed to be curbed. 

Å World prices have been falling since June but the pace of the slide accelerated in November when the 
Organisation of the Petroleum Exporting Countries (OPEC) decided to keep its production unchanged at 
30 million barrels per day. 

  

Å Analysts say that richer OPEC members like the UAE have been ready to accept the price 
fall in the hope that it will force higher-cost shale producers out of the market. 

  

Å ά²Ŝ Ŏŀƴƴƻǘ ŎƻƴǘƛƴǳŜ ǘƻ ōŜ ǇǊƻǘŜŎǘƛƴƎ ŀ ŎŜǊǘŀƛƴ ǇǊƛŎŜΣέ UAE Energy Minister Suhail al-Mazrouei 
said. 

 

Å ά²Ŝ ƘŀǾŜ ǎŜŜƴ ǘƘŜ ƻǾŜǊǎǳǇǇƭȅΣ ŎƻƳƛƴƎ ǇǊƛƳŀǊƛƭȅ ŦǊƻƳ ǎƘŀƭŜ ƻƛƭΣ ŀƴŘ ǘƘŀǘ ƴŜŜŘŜŘ ǘƻ ōŜ 
ŎƻǊǊŜŎǘŜŘΣέ ƘŜ ǘƻƭŘ ǇŀǊǘƛŎƛǇŀƴǘǎ ƛƴ ǘƘŜ Gulf Intelligence UAE Energy Forum in Abu Dhabi. 

  

Å Oil prices continued their slide towards six-year lows in Asian trade on Tuesday after Brent crude closed 
below 50 a barrel the previous day for the first time since April 2009. 

 

Å The fall came after Wall Street investment titan Goldman Sachs slashed its price outlook, adding to 
anxiety about global oversupply, weak demand and soft growth in the key Chinese and 
European marketsΦέ 
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OIL: hǳǊ ΨCǊƛŜƴŘǎΩ bŜŜŘ ŦƻǊ IƛƎƘŜǊ tǊƛŎŜ ƻƴ hƛƭ 

< But we have oil in a trading range $55-65 now> 
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OIL: And the Saudis have been  Pumping 
<The Saudis are attacking US Shale to preserve long term share> 

This impacts other OPEC members- expect CHEATING 
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 OIL: OPEC Meeting Statements- June 5 
 http:// www.opec.org/opec_web/en/311.htm 

 http:// www.opec.org/opec_web/en/press_room/3046.htm 

 
 ÅPublished Agenda > 

ÅTentative Programme 

ï 10.00 hrs. Opening Session .. 

ï  12.00 hrs. Closed Session of 
the 167th Meeting of the 
Conference Attendance: OPEC 
Heads of Delegation and the 
Secretary General Venue: 
OPEC Secretariat  

ï16.00 hrs. Press Conference 

ï ( At 30 M bpd OPEC 
Production) 

 

Å Excerpts of the Meeting Output 
ï In the current year, GDP growth is projected at 

3.3%, with this expected to be at a slightly higher 
level of 3.5% for 2016.  

ï sharp decline in oil prices witnessed at the end 
of last year and the start of this year ς caused by 
oversupply and speculation ς had now abated, 
with prices moving slightly higher in recent 
months. 

ï world oil demand is forecast to increase in the 
second half of 2015 and in 2016, with growth 
driven by non-OECD countries. On the supply 
side, non-OPEC growth in 2015 is expected to be 
just below 700,000 barrels per day, which is only 
around one-third of the growth witnessed in 
2014. 
 
the Conference resolved to maintain the 30 mb/d 
ceiling and urged Member Countries to adhere 
to it.   Member Countries, in agreeing to this 
decision, confirmed their commitment to a stable 
and balanced oil market, with prices at levels that 
are suitable for both producers and consumers 
 
 

Å (Maintain 30 M bpd OPEC 
Production) 
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OIL: Bull & Bear Since 2000 
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hL[Υ .ŀŎƪ ǘƻ ǘƘŜ тлΩǎ- Oil is Volatile 
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Oil: More WTI Price History (2003-2015) 
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hL[Υ DŀǎƻƭƛƴŜ ƭƛƴŜǎ ƛƴ ǘƘŜ Ωто hƛƭ 9ƳōŀǊƎƻ 

      ά A man in line in San Jose waiting for gasέ  
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OIL: The Middle East is UNSTABLE 
                      Likely to Pump 

16 



Oil: Brent vs WTI Spread 
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OIL: WTI Prices have moved up to a TRADING RANGE SHORT TERM  
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Oil: How we use it in the US- Net transportation dominates 
< Improved Café standards have improved overall mileage over time, But..> 
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OIL: Key Producers by Country 
<Note that most Oil Producers outside North America are STATE OWNED> 
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OIL: Worlds Oil Reserves> Middle East Holds the Cards 

21 



Oil: Another View of Reserves 
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Oil: Key Consuming Nations 
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OIL: US Imported Oil (1993-2014) 
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OIL: Does the US  Have ENERGY Independence? 

ÅThere have been many reports in the press 
saying we are Energy Independent 

ÅWhat say you?  

ÅLets have a show of hands 
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OIL: Cost of imported oil to the US 
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OIL: Bit Technology> 1908 Patent 
Å The key drilling breakthrough was the Sharp- Hughes drilling bit patented in 1908 

Å When Howard Hughes father passed away, Howard inherited the company.. This BIT has 
been improved over the years but the concept has survived 

 

 

 

 
 

 

 

Å "Sharp-Hughes Tool Company advertisement in Fuel Oil Journal (February 1914)" by Sharp-Hughes Tool Company - Fuel Oil Journal. 
Licensed under Public Domain via Wikimedia Commons - http://commons.wikimedia.org/wiki/File:Sharp-
Hughes_Tool_Company_advertisement_in_Fuel_Oil_Journal_(February_1914).png#/media/File:Sharp-
Hughes_Tool_Company_advertisement_in_Fuel_Oil_Journal_(February_1914).png 

Å http://www.texasmonthly.com/story/texas-primer-hughes-drill-bit 
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Oil: Deepwater Drilling 
ÅBeyond the scope of this presentation 

ÅSummary: very expensive, long term, high risk and Capex is 
being deferred to a large extent in Deepwater WW- Avoid 

ÅNote- much of Gulf oils are fairly shallow (500 ft) & lower risk 
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OIL: Fracking Technology 
Å Not a new technology-  CƛǊǎǘ ǇŀǘŜƴǘ ƛǎǎǳŜŘ άLƳǇǊƻǾŜƳŜƴǘ in Exploding 
¢ƻǊǇŜŘƻŜǎ ƛƴ !ǊǘŜǎƛŀƴ ²Ŝƭƭǎέ ƻƴ !ǇǊƛƭ нрΣ муср. Shares of the Roberts 
Petroleum Torpedo Company were issued  in 1865. Patient number 59,936 

Å The original patent > 

Å Here are shares of the company 
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Oil: Overview of Fracking vs Conventional Onshore Wells 
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OIL: Fracking Technology in a Nutshell 

Process overview 

   Horizontal Drill 

 Water 

 Chemicals 

 Sand 

 Pressure 

A Video > 
https:// www.youtube.com/watch?v=fBQCQ6HL2Yw 
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Oil: Fracking Chemicals 
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Oil: Fracking Induced Quakes 
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Oklahoma 2014 Quakes 

 



 OIL: Water Use by Technology 
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Oil: Fracking Water Cycle 
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OIL: EPA re Fracking Water Contamination 
  < Statement 6/5/2015>  

 

Å http://www.foxnews.com/politics/2015/06/04/epa-declares-no-widespread-harm-to-
drinking-water-from-fracking-boosting/  

Å http:// www2.epa.gov/hfstudy 

ÅParaphrase > 

ïContamination of drinking water is isolated to a 
few instances, not widespread .. (my 
interpretation) 
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OIL: Fracking Upside & Downside Summary 

ÅUpside 
ïDramatic Increase in US production 

ïLess middle east dependence 

ïReduced trade deficit 

ïReduced well risk from spills, blowouts 

ïMuch less costly than deep water 

ÅDownside 
ïEarthquake potential 

ïConcern about groundwater (mitigated by EPA 6/5/15) 
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OIL: Employment Gains In US Oil 
< Since Oil Crashed in 2008, many job gains in Oil> 
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OIL: Now Downside > Industry Job & Capex Cuts 

 

Some Job Unwind 
Å Thousands of oil-field workers are in the same shoes or, 

more accurately, steel-toed boots. Since crude prices 
began tumbling last year, energy companies have 
announced plans to lay off more than 100,000 workers 
around the world. At least 91,000 layoffs have already 
materialized, with the majority coming in oil-field-
services and drilling companies, according to research by 
Graves & Co., a Houston consulting firm. 

Å Now the cutbacks are slowly showing up in federal 
employment data. Direct employment in oil and gas 
extraction, which had grown by more than 50,000 jobs 
since 2007, has fallen by about 3,000 jobs since it 
peaked in October at 201,500, according to the Bureau 
of Labor Statistics; 12,000 jobs have disappeared from 
the larger category of energy support since it reached 
337,600 jobs in September. 

Å http:// www.wsj.com/articles/oil-layoffs-hit-100-
000-and-counting-1429055740 

 
 

Oil Industry Capex Cuts 

39 

http://www.wsj.com/articles/oil-layoffs-hit-100-000-and-counting-1429055740
http://www.wsj.com/articles/oil-layoffs-hit-100-000-and-counting-1429055740
http://www.wsj.com/articles/oil-layoffs-hit-100-000-and-counting-1429055740
http://www.wsj.com/articles/oil-layoffs-hit-100-000-and-counting-1429055740
http://www.wsj.com/articles/oil-layoffs-hit-100-000-and-counting-1429055740
http://www.wsj.com/articles/oil-layoffs-hit-100-000-and-counting-1429055740
http://www.wsj.com/articles/oil-layoffs-hit-100-000-and-counting-1429055740
http://www.wsj.com/articles/oil-layoffs-hit-100-000-and-counting-1429055740
http://www.wsj.com/articles/oil-layoffs-hit-100-000-and-counting-1429055740
http://www.wsj.com/articles/oil-layoffs-hit-100-000-and-counting-1429055740
http://www.wsj.com/articles/oil-layoffs-hit-100-000-and-counting-1429055740
http://www.wsj.com/articles/oil-layoffs-hit-100-000-and-counting-1429055740
http://www.wsj.com/articles/oil-layoffs-hit-100-000-and-counting-1429055740
http://www.wsj.com/articles/oil-layoffs-hit-100-000-and-counting-1429055740
http://www.wsj.com/articles/oil-layoffs-hit-100-000-and-counting-1429055740
http://www.wsj.com/articles/oil-layoffs-hit-100-000-and-counting-1429055740


hL[Υ hǾŜǊŀƭƭ LƳǇŀŎǘ ƻƴ ²ƻǊƭŘΩǎ D5t 
< $40 decline but Note, it takes time to filter through> 
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OIL: Price Forecasts & GDP 
< Where we are now in price, infers support for GDP support of 3%+> 
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OIL: Key Factors in Price 
Å Supply/Demand: National & Company Survival Interests Key 

ï Swing producers: Saudis, US Shale, Russia, OPEC Cheaters 

Å Sentiment 
Å Geo Political factors 

ï Iran Nuclear deal would lead to relaxed restrictions & increase in oil supply 
ï Iraq is unstable- ISIS is controlling the North, WATCH the south 

Å Cost of getting it & transporting it 
Å The US Dollar- Much of the worlds oil is priced in US $ 

ï Key linkage: US Economy > Rates & Fed > USD > Oil Price 

Å Growth of World Economies 
Å Storage 
Å Seasonality, especially Nat Gas 
Å Efficiency trends continue to improve, especially in cars 
Å Alternatives- not really making a big dent 
Å Gasoline-OIL + TAXES & RBOB (Cost of refining) 
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OIL: Brent Oil vs USD Correlation 
  Dollar up Oil down 

43 



OIL: The World has Deflationary Forces 
<Despite the worlds Central Banks attempts to reflate> 
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OIL: Supply/Demand Factors 

Demand Factors 

ÅOverall economic demand 

ÅTransportation  

ÅSeasonality- driving season, 
refinery conversion 

ÅWeather 

ÅCost 

Supply Factors 

ÅOPEC vs US Shale vs Russia 

ÅOPEC Meeting June 

ÅNational Budgets- pump for 
cash- especially OPEC 
cheaters for cash 

Å Individual Companies need 
for cash flow 

ÅSeasonality- Hurricane 
season started June 1 
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OIL: WW Supply, Demand & Brent Price 
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OIL: US Oil Production Continues to Ramp Up 
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OIL: US Shale is Pumping While Rig Count Falls 
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OIL: US Shale Basins 
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OIL: Where is All that Oil Going? 

ÅStorage- where is it? 
ïOn the Sea- Tanker rates up indicate they are filling up 

ïRefineries- its driving season now 

ïPipelines 

ïDistribution- Railcars &Trucks 

ïRefined Products- at your gas station & in your gas 
tank 

ÅAnd tank farms- notably Cushing, Ok  

ÅbƻǘŜΥ Lǘ Ŏƻǎǘǎ ǘƻ ǊŜƴǘ {ǘƻǊŀƎŜ ϧ {ǘƻǊŀƎŜ ƛǎ άŦƛƭƭƛƴƎ 
ǳǇέΦ /ƻǎǘ Ŏŀƴ ōŜ ŀ ŦŜǿ ŎŜƴǘǎκmo to a few $/mo 
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OIL: Storage- Where to put it in Oversupply 

ÅAll Roads lead to Cushing 
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OIL: Storage in Cushing, Ok 

ÅOil moves tends to move 
South for Refining at the 
Gulf Coast 

ÅCrude Oil cannot be 
exported 

ÅRefined products can be 
exported 

ÅCushing is the key crude 
oil storage hub & capacity 
is an indicator for US 
supply & future prices 

ÅA view of Cushing 
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hL[Υ ²ƘŀǘΩǎ ƘŀǇǇŜƴƛƴƎ ƛƴ /ǳǎƘƛƴƎΚ 
It is filling up- so that may presage a turn in Oil prices 

53 



OIL: Stealth Storage> Partially Completed Wells 
http://www.bloomberg.com/professional/blog/great-divergence-rig-counts-vs-uncompleted-wells/  

Ref Bloomberg 3/4/2015 

ÅWOC/DUC wells are partially 
completed 

Å Taken to cement casing phase 
of drilling 

Å Allows the oil to stay in place 
so storage is still in the well 

Å This shortens time to 
complete when prices revive, 
reduces near term cost and 
cost of downstream storage 

Å And some of these have been 
waiting for PIPELINES to 
connect to for distribution 

Å A Coiled Spring for supply.. 

ÅWhat does this mean for 
traditional indicators? Less 
important, especially rig count 

Å It also means that US supply of 
WTI can come back quickly as 
prices are more favorable 

Å Extract from Ref > 
 ά Bakken rigs have fallen 25% to 132 
while crude output has risen 18҈Φέ 
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OIL: Uncompleted Well Map- Trending Up 
http:// www.oilandgaslawyerblog.com/2015/04/backlog-of-drilled-but-uncompleted-
wells-skyrockets.html 
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OIL: Breakeven Costs Vary Widely by Region 
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OIL: Investing Landscape 
       < Its like a box of chocolates> 
ÅOil as a commodity 

ÅPetro based Companies 

ÅServicers 

ÅPipelines 

ÅTransportation 

ÅConsumers 

ÅNations 

ÅBanks 
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OIL: The Commodity 

ÅWant Oil? buy a futures contract 
ï First, understand Contango and Backwardation 

ÅThe futures curves offer clues sentiment of future oil prices 

ÅContango pricing means traders expect higher prices in the future- 
often leads to higher production and the need for more storage which 
costs money to store. It likely means that oil is in an oversupply 
position 

ÅBackwardation is the opposite- a downsloping forward price curve 
means that oil is in demand now and less so in the future. So prices 
are higher now and demand for storage is nil. Oil is perceived to be in 
undersupply 

ÅIf you bought a CONTRACT make space to store the oil if your contract 
goes to close. You bought it and will you need to prepare for delivery  

Å(One Light, Sweet Crude Oil futures contract on the New York 
Mercantile Exchange is 1,000 U.S. barrels (42,000 gallons) 
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OIL: More on Oil Futures 

ÅRead this about Contango > 
ïhttp://www.forbes.com/sites/gauravsharma/2015/02/13/oil-storage-

rush-takes-two-to-play-contango/  

ÅInvestopedia explains Contango and Backwardation 

ïhttp:// www.investopedia.com/articles/07/contango_back
wardation.asp 

ÅThe Kahn Academy has another way to explain it > 

ïGoogle/Bing search for Kahn Academy 
Contango/Backwardation for a tutorial on the futures 
contract theory 
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OIL: The June 2015 WTI Contract 
           ғ !ōƻǳǘ ǘƻ ŜȄǇƛǊŜ ǿŜŜƪ о WǳƴŜ ΩмрΣ ƴƻǘŜ ǘƘŜ ǾƻƭǳƳŜҔ 
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OIL: USO, The US Oil Fund (WTI), 50 & 200 Day SMA 

    <Deeply flawed because of the nature of futures>  
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OIL: BNO, US Brent, 50 & 200 day SMA 
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OIL: Natural Gas- A Perspective 
ÅWe have the cheapest natural gas in the World 

 

63 



OIL: Cousin Natural Gas  
   Rig counts, the Henry Hub (like Cushing for Nat gas) 
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Oil: XLE 10 yrs vs 50 & 200 Day SMA 
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Oil: FSENX 10 yrs vs 50 & 200 Day SMA 
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Oil: VGENX 10 yrs vs 50 & 200 Day SMA 
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OIL: IXC vs XLE over 10 Years 
< IXC is the iShares Global Energy ETF, underperforms XLE> 
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Oil: FSESX 10 yrs vs 50 & 200 Day SMA 
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OIL: RYE (Equal Weight Petro) vs 50 & 200 day SMA 

70 



OIL: FSNGX vs 50 & 200 Day SMA 
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OIL: IYT (Transports) vs 50 & 200 DAY SMA  
< Note- beware divergence per DOW Theory> 
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OIL: Refiners, Tesoro, Valero & Phillips 66 
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OIL: Kansas City Southern vs 50 & 200 Day SMA 
< 4/21/15: KSU reported Energy Sector profits fell 50%, 6 ½ % EPS Miss > 
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OIL: Fracking Sand 

ÅLarge quantities of fracking sand are required- used as a 
proppant in the slurry of water & chemicals 

ÅMany Railcars per well (2500- 8000 tons of Fracking sand) 
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OIL: Fracking Sand Players> EMES, SLCA, HCLP 

76 

EMES 



OIL: HYG- High Yield Debt 
ÅAlmost 20% of HYG is oil & shale related debt 

Å If Oil plunges again 
ïWeaker & smaller oil co will be stressed 

ïBanks that loaned to them will be stressed, especially Texas banks 
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OIL: Some Companies at Risk- a sample 
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OIL: Surviving via Hedging 
                  < Ref WSJ article> 

ÅSome Companies have 
survived the oil price 
decline via hedging using 
options 

ÅLǘΩǎ ŀ ŎƻƳǇŀƴȅ ōȅ 
company examination 

ÅRead more at > 

http:// www.wsj.com/articles/
oil-companies-reap-large-
gains-after-cashing-in-
hedging-bets-1427397947 
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