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Historically, Investing In Energy 

Has Proved Nightmarish

ƴOver past several decades, most energy investors had terrible 

experience:

ï1973 - 1979, most institutional investors 

stayed on sidelines

ï1980 - 1981, energy became hot spot 

for investors

ïOver next 15 years, everyone lost 

everything

ƴBy 1993, all energy investments were at an all-time low, but 

few mainstream investors dipped into this dark pool.

ƴThe ñgate keepersò were all cautious about taking such risks.



Investing At Bottom Of Long-Term Debacle 

Can Be Profitable

ƴAll investing text books preach, ñBuy low. Sell highò.

ƴOnly a few investors have 

courage, mandate or proper 

perspective to gauge ña market 

bottomò, thus only few play this 

game.

ƴBetting on oil and gas sector in 

1993 was a savvy bet.



What Made This A Safe Energy ñBetò?

ƴ1982 - 1992 collapse was created by vast excess capacity 

and low oil and gas prices.

ƴOil service industry went bankrupt.  

Only the strongestévery strongest, 

survived.

ƴBy 1993, the ñbubbleò had evaporated.

ƴGlobal energy use was on the rise.

ƴIn hindsight, it was like shooting ducks in a 

barrel.
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What Brave Investors Earned

ƴA well-balanced basket of top energy companies 

generated amazingly strong returns:

Ticker Name Jan-93 Jan-97 Jan-99 Jan-08

SLB Schlumberger $14.28 $25.09 $23.31 $99.44

NE Noble Corp. $2.25 $9.88 $6.63 $56.58

WFT Weatherford $0.83 $4.22 $3.25 $34.49

SII Smith International $2.03 $10.85 $6.03 $52.76

BHI Baker Hughes $14.05 $31.80 $14.44 $63.59

*Adjusted for dividends and splits.



Few Institutional Investors Enjoyed 

This Great ñRideò

ƴFrom 1993 through 2008, most large funds missed the ride.

ƴConventional energy wisdom was:

ïOil and gas prices would stay low for ñforeseeable futureò

ïDrilling rig glut etc., would last forever

ïTechnology had reduced cost to create new energy

ïOil and gas demand would remain stagnant

ƴThe 13-D universe of institutional investors kept energy 

holdings low to avoid excessive risk.

Typical 13-D energy exposure:

Total energy investment = 6% - 7%

Big Oil investment =  3% - 3.5%



The Rise Was Turbulent

ƴFew market sectors ever steadily rise.

ƴ The volatility built into 

energy stocks was 

particularly harsh 

(caused by incorrect 

conventional wisdom).

ƴBetting on energy 

sector in early 1997 

became a disaster by fall of 1998.

ƴAfter strong recovery in early 1999, the values once again 

collapsed in mid-2001.

ƴ Great buying window was the winter of 2002, but this ride had 

several subsequent collapses.



The OSX Became A Great Proxy For 

Wild Ride In Energy Investing
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Those Brave Souls Who Wisely Invested 

In Energy Became Big Winners

ƴPocket of savvy energy investors profited handsomely by 

investing against conventional wisdom:

ƴBut, 90%+ of 13-D universe shunned this volatile sector.

Private Investor Pool Public Investor Pool

First Reserve Orleans Capital (Now SCI/Orleans)

SCF Partners Sound Energy

Natural Gas Partners

Yorktown Partners

Lime Rock Partners

SIR Capital Management

Investment Management of Virginia



Institutional Under-Investment 

In Energy Still Exists

Subsector

13(f) 

Institutions Retail/Other

Coal 91.4% 8.6%

Independent Power Producers 89.3% 10.7%

E&P 80.9% 19.1%

Refining 74.8% 25.2%

Oil Service 73.5% 26.5%

Alternatives 52.8% 47.2%

Major/Integrated 37.6% 62.4%

Total Energy 49.8% 50.2%

Energy Holdings Net Change Total Equity % of Change

Institution ($mm) Q1'09 ($mm) # Stocks Portfolio ($mm) Portfolio During Q1

State Street Global Advisors (US) 39,745 (3,112) 158 327,672 12.1% -0.4%

Barclays Global Investors 39,193 (1,592) 167 433,460 9.0% -0.4%

Vanguard Group 35,333 1,033 152 344,294 10.3% -0.2%

Fidelity Mgmt & Research 35,000 (1,415) 135 383,643 9.1% -0.9%

Wellington Mgmt Co. 25,420 789 110 188,863 13.5% -0.1%

Capital World Investors 25,117 647 48 261,654 9.6% 0.6%

AllianceBernstein 17,416 (346) 151 168,982 10.3% -1.0%

T. Rowe Price Associates 16,583 1,054 132 163,613 10.1% 0.0%

Capital Research Global Investors 14,390 (2,218) 48 283,150 5.1% -0.6%

Columbia Mgmt Advisors 11,430 (555) 134 87,014 13.1% 0.3%

Top Ten 259,626 (5,715) 2,642,345 9.8% -0.4%

All Institutions 883,109 (234,679) 11,976,625 7.4% -0.2%

Total Energy



What Does The Future Hold For Energy Investors?
(Strictly According To Matt Simmonsô Personal Views)*

ƴThe future outlook for energy is both 

dark and bright.

ƴThere will be many losers and some 

remarkable winners.

ƴPicking the right course will not be 

easy or simple.

ƴExcellent energy homework will yield 

great returns.

ƴFollowing conventional energy wisdom can become an 

investment nightmare.

*This is not a forecast or an SCI prediction..



What Is Conventional Energy Wisdom On 

9/15/2009?

ƴTwo weeks ago was ñoilôsò 150th birthday:

ïColonel Edwin L. Drake found oil in Pennsylvania in August 1859

ïThis began the remarkable 150 year ñOil Ageò  that transformed the 

world

ƴThe birthday triggered many energy stories in the media:

ïFinancial Times published story by former Economist editor

ïNew York Times published three column Op. Ed. by Michael Lynch

ïForeign Policy published story by Dr. Daniel Yergin

ïForeign Affairs published story by Dr. Edward Morse

ïRice Universityôs Baker Institute published story by Amy Jaffe



Synopsis Of What These 

Energy Experts Said...(I paraphrase)

ƴOil will remain worldôs most important natural 

resource for many decades or longer (and use 

will soar over time).

ƴ Because commodities are now an acceptable 

investor class, institutional funds will pour into 

owning oil and gas contracts.

ƴ Technology is bringing down cost to produce.

ƴ Concept of oil becoming scarce (or peaking) is 

a hoax.

ƴ Oil and gas prices can stay low and help our 

economy grow.

Edward Morse

Michael Lynch

Daniel Yergin



I Do Not Believe Conventional 

Energy Wisdom

ƴI believe:

ïOil and gas flows have probably now peaked

ïFew new frontiers of sizable new energy supply exist: all are 

extremely costly and risky to produce

ïThe need to drill more wells has to rise exponentially and costs 

to drill will rise even faster

ïMost non-conventional oil and gas supplies will not be 

commercially viable

ïMost alternate energy supplies will have difficulty becoming 

viable



Future Demand For 

More Oil And Gas Will Rise

ƴ10% of world population (OECD) still uses 56% of worldôs 

fossil fuels.

ƴ90% of world is just starting up the prosperity ladder:

ïTheir current energy use per capita is tiny

ïTheir energy appetite will grow by leaps and bounds

ƴForecasts of global oil and gas demand rising by 

30% - 50% over next 20 - 30 years might be conservative.

BUT ENERGY USE WILL NEVER EXCEED ENERGY SUPPLY 

(THE FLOW RATE)



It Is Easier To Track The Oil Picture 

Than Natural Gas Or Coal

ƴUSA and global supply demand 

statistics for oil are not perfect but 

far exceed other fossil fuels.

ƴBut, the need for data on all three 

will rise in tandem.

ƴThe hard data on oil supplies is 

fuzzy at best.

ƴWe have little hard data on flow 

rates for two-thirds of worldôs oil 

supply, which comes from å300 

super-giant and giant oil fields.

Field-by field 

production data

Field-by field 

production data



Oil Supply Picture Is Alarming

ƴApproximately 50% of global oil supply comes from 

100 giant fields that are all old and most have passed 

their peak flows.

ƴOil field technology enabled companies to extract easily 

recoverable oil at increasing rates.

ƴKey fieldsô flow rates are declining fast.

ƴLack of field-by-field data masks this problem.



Mexicoôs Super-Giant Cantarell Field 

Is Great Case Study

ƴCantarell was discovered in 
1974.

ƴ It began producing in 1977.

ƴ For next 20 years it produced 
1 million barrels per day from 
40 wells.

ƴThe fieldôs pressure waned 
and production started to drop.

ƴ $20 billion was spent to 
nitrogen inject this field into 
higher production.

ƴThe program worked too well.


