
After attending a prominent industry conference and meeting with the management teams of a number 
of oil exploration and production (E&P) companies, Shawn Reynolds shares his observations on the 
general sentiment of market participants.

Early this year, I attended the Goldman Sachs Global Energy Conference in Miami, Florida. A great deal can happen in 
just a few weeks, but it still may be worth briefly giving some thoughts both on the conference and subsequent visits 
with a number of the leading E&P companies in Texas.

The Goldman conference is usually very well attended by nearly all constituents and can often provide a good 
barometer of trends, and perhaps most importantly, sentiment. Generally, in our view, there were two discrete camps 
among the attendees: the “haves” and the “have nots”. 

At the conference, the haves were those who have been involved in the energy/natural resources space – whether 
short or long term – and have been burned. The have nots were those who have not been involved, and have not yet 
determined whether this is the right time, or not, to invest.

Among the haves, the sentiment was overwhelmingly negative, indeed more negative than I have ever seen in my over 
30 years following the industry. These haves numbered not only investors, but also senior industry executives and 
investment bankers. On the other hand, the have nots, those who have not been invested or involved in the industry, 
are clearly very interested to know, and are doing their work to determine, whether now is the time to invest.

At the end of the day, however, both camps are, essentially, asking the same big questions: When does the cycle turn? 
And what is different this time? 

The short and quick answer, and this was very clear from the meetings with the E&P companies throughout Texas 
the week following the conference, is that, at current prices, this industry, on a global basis, just does not work. It 
is not survivable. At these prices, it’s likely that almost every barrel of oil being produced in the world outside the 
Organization of the Petroleum Exporting Countries (OPEC) is generating negative returns and many are cash negative. 
If we stay at these prices even for a couple more weeks, we are going to see a screeching halt to activity. And that, in 
and of itself, will start to help solve the current oversupply situation.

It was obvious from my discussions with them that the E&P companies, too, are split into two camps. Also haves and 
have nots, but of a different hue this time: the haves who have it to survive, the have nots who don’t, and may not. 
Unfortunately, there is a very small camp of haves, and a very large camp of have nots.

The haves are characterized by having acreage/assets in the best areas or the “core of the core”, being able to drill 
economically at these prices, and, more importantly, having had the very good foresight to fix their balance sheets, 
either by issuing equity, or restraining capital expenditure, or cutting back on operating expenses. Or, indeed, all three 
of these. 

These are the companies that are expected to be able to survive and, maybe, even thrive through this period. The rest 
of the industry is going to continue to struggle and many are facing survivability. This will come to a head in the spring 
when we will see a lot of the banks start to go through a re-determination of the revolving lines they have out to certain 
oil companies.
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People have been asking whether, on the mergers & acquistions (M&A) front, we’re now going to see the large 
integrated companies come swooping in and picking up all these smaller players. Very unlikely in our view. It is an 
exceptionally important issue to a major that any deal it does is accretive either to earnings or to cash flow, and most 
critically, not dilutive to dividends. With an E&P company trading at 24x earnings before interest, taxes, depreciation 
and amortization (EBITDA) and 100x earnings, or even having negative earnings, with many having capital investment 
requirements exceeding cash flow, any such deal is not going to be accretive and may diminish the ability to maintain 
and grow dividends. While not unheard of, it is uncommon for the integrated majors to acquire an independent E&P 
company. Nevertheless, given the extremely weak reserve replacement record of most of the integrated majors (most 
less than 100%), potential targets for such a deal could be some of the U.S. unconventional shale oil players that have 
significant unbooked resource potential. However, this also highlights the degenerative state that many of the major 
oil producers of the world face, i.e. they are producing more oil than they are able to replace on an annual basis – a 
situation that ultimately puts them in the category of the have nots. 
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