Oil & Gas Executive Outlook 2017

In our recent study, & surveyed senior executives from across the oil and gas industry to determine
the trends, issues and challenges for 2@hd beyond.These industry leaders weighed in on such
topics adalent-related challengeil & gas price expectations, company headcount trends, capital
spending M&A activity and more.We investigated thig expectations for company performance,
industry segment performance andeghmacreeconomic environment.

Contents:
Overview Page 2
2017 Outlook Page3
Oil & Gas Price Expectations Paged
Five Year Outlook Pagell
TalentRelated Issues Page26
About the Survey Page27
About the Author Page30

b= Reinsvold
", & Associates



Overview- Optimism Returnsio TheOil Patch

ShortTerm

On multiple dimensions, the sheit SNY 2 dzif 221 KFra AaKATISR FTHRY Y
cautious optimismthis year Expectations foshortterm industry segment performance, company
performance, hiring, capital spending and oij&s prices are ghositive.

Here are theshortterm highlights:

60% of the executives belieteat their industry segment will perform better in 2017
66% believe theiown companies will perform better

34% expect their companies to increase their heaot

40% feel that their companies will increase their capital spending

68% believe oil prices will average greater than $50 for 2017

32% expect natural gas prices to average greater than $3.00 for 2017

= =4 -4 8 -8 9

LongTerm
The fiveyear outlookis even moreoptimisticthan the short term. About 90% of the executives believe

that both their industry segments and their companies will perform better over the next five years.
Thesepercentagesare improvements on the already optimistic loteym view we saw in last yeNI2 a
study. Talerntrelated issues remain as one the top longerm challenges over the next five years.
Increasing regulation/taxes/restrictions, which was a top loAgem issue inf a4 @& S)} ND&
dropped in significanck y (0 KA & &Thd bNIwa drivedzdiId@pdrtunity over the next five years

are: increasing oil & gas prices and global economic recovery.

Copyright Reinsvold & Associates QOil & Gas Executive Outlook 2017 Page2



Short Term Expectationslave Improved

The oil & gas executivas our studyhave a much improved outlook for tferward 12 months when
compared to a similar survey conducted last yedost of them feel that their industry segmesvill

fare better in 2017.The results are presentely CA JIdzNBE m Ff 2y 3 gAGK .GKS |
For this question the executisewere asked to rate the performance of their respective industry
segments (e.g.. E&P company executives commented on the expected performance of all E&P
companiesyather than the oil & gas industry as a whole

About 60 percent of the executives expectheir segmentto perform better in 20¥ and 12 percent
expect to see their segments to perform worséhis is a significant improvement from the 12 month
outlook at this time last year. Last year only 25 percent expected to see their industry segments
perform better over the coming 12 months and 41 percent expected worse performafioe.general
feeling appears to be that the worst of this bust cycle is behind us.
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We alsoasked the executivet® predict howtheir companiesvould perform in 20% (Figure 2)rather

than their industry segment. In this case, the outloolev&n more positivdy skewed About66

percent of the executives expect to have a better year in728dd only 10 percent expect it to be

worse. Of course, we wuld expect senior executives to have a positive bias regarding their own
O2YLIl yeQa LISNF2NXIyOS o6aAyO0S GKSe LJXle& F YIl2a22N
gl & KSNB Aa (GKIG GKS 2dzift 221 A& YdzOK Y2NB LI AaA

Company Performance in 2017
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The generally optimistic outlook for 2017 continuesFigure3. This chartshows theSE S Odzii A @S
expectations foremployee headcountat their respective companiesWhile some companies may
continue to reduce headcounts, more senior executives believe their companies wgtomeng

About 34 percent of the executives expect thespectivecompanies to increase their employment
numbers and 20 percent expect to skeadcount reductions. A large number (46 percent) expect
there to be little change¢ KA & & S| N A& & { dzR & iveitrénd bf th&lBsgsaN@arsfvheh y (i
42 percent of the executives believed their companies would reduce their headcauitits beginning

of 2016and 36 percent in 2015.
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The shoriterm capital spendingoutlook has switched fromnegativeto positive as well (Figure 4).
About 40 percent of the executives expect capital spending at their companies to increas€Cand
percent expect it to decrease.This strong shift in sentimenis probably the result oboth an
underinvestmeniuringthe last two years as well as a positive outlook for the coming year.

Company Capexin 2017
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Of the executives surveyed3percent

expeci2017 to be a year of moderately or significantly more

M&A activity in their industry segment, while orBypercent expect lessThere was a similarly strong
M&A outlook at this time last year, but the actual deal flow did not turn out to be as stro8@1f as

manyexpected.
Industry Segment M&A in 2017
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In addition to asking the executives how their industry segments and companies will perform7in 201
we asked them to identify which segmeanthey believe will outperformall the other industry
segments in 204 (Figure 6). The survey participants were allowed to choose up to three segments.
The results show thathie independent E&P companies and the major integrated companies are
expected to be the best performing segments in 2017.

Offshore drilling contractes and EPC companies ae¢ the bottom of the list of expected best
performersfor 2017 Both of these segments are linked to larger capital projects with longer lead

times. Many of these projects have been delayed or cancelled, so it is not surposseg these
segments low on the attached chart.

Expected Best Performers in 2017

Independent E&P companies 42%
Major integrated oil & gas companies

Private equity, venture capital or banking

Refining, marketing or petrochemicals
companies

Midstream, logistics or shipping companies
Oilfield equipment or services companies
National oil/gas companies

Professional services /advisory firms

Land drilling contractors

EPC, engineering or construction
companies

Offshore drilling contractors 1%
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20170Il & Gas Price Outlook Improves

About two thirdsof the survey participant$66 percent)expect the average price of WTI oil to be in the
range of $50 to $65 pdvarrelin 2017(see figure 7) About 31 percent of the executives believe the
average price for 2017 will be in the range of $35t0 $80KA & A& 'y AYLINROGSYSyYy
outlook when 51 percent expected the average price to be in the $50 to $65 range and c&hiper
expected the price to be between $35 and $50.

As a matter of reference, according to the EIA, the@&ilerage price for WWas $42.50per barrel
for the first 11 months of the yearln 2015, the average price was $48.66 for the entire yedso,
during the10 daysn November 20@ that the survey was conductedhe price of oil average$44.87
per barrel. Thissurvey was conducted befotbe November2016 OPEC meetingst whichOPEC had
agreed to cut production However, during the surveyeriod, there wascertainly speculaton that
OPEC might reach a deal.
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Regarding natural gas prices, expectations have shifted slightly higher foR@Lre 8) About two

thirds of survey participant$65 percent)expect the averag@017spot price ofHenry Hub natural gas

to be in the range 0%$2.00 to $3.00per thousand cubic feet The number of executives expecting
natural gas prices to be in the range of $3.00 to $4.00 has increased to 30 percent from 13 percent last
year. Venfew (6percent) expect gagrices to begreater than $4.0@r less than $2.0(4 percen).

As a matter of reference, according to the EIA, the@&lerageHenry Hub spoprice fornatural gas
was $2.50 per thousand cubic feetor the first 11 months othe year In 205, the average price was
$2.70. Also, during the week in November Zthat the survey was conducted, the natural gasot
priceaveraged 8.39per thousandcubic feet.
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TheLongTerm Outlookis EvenStronger

Switchingto a longer-term view, we asked the survey participants to rate their industry segment
performance over the next five years (Figure 9). A large majority of the execl@vpsrtent) believe
their industry segment will perform madately or significanyl better. Most importantly, 39 percent
believe their segments will perform significantly betver the next five years. This is a substantial
improvement in thdongerterm outlookwhen compared to this timéast year.

We believe it is important teonsiderboth the short term and long term horizonshen accessing the
outlook for the oil & gas industry This helps us to separayearon-yearcycles fom the longerterm
business cycke However, we also believe there will always be a positive bids inth any longer
term forecast (oil & gas executives tend to be optirg)istFor this reason, we pay more attention to
relative shifts in the longerm outlook rather than the absolute percentages.
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In addition to industry segmergerformance, we asked thexecutives to comment on tHengerterm
performance of their own companieg\n overwhelmingqiumber of the executive®( percent) believe
that their companies will perform better over the next five years (Figure Ijluded n that number
is 48 percentthat believe their companies will perform significantly better. O8lpercent believe
their companies will perform worse over the next five yeadst like thepositive view of industry
segment performancdlustratedin Figire 9,longterm individualcompanyperformance expectations
have improved.

Five Year Company Performance
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Figure 11shows the expected best performing industry segments over the next five ysargey
participants were able to choose their top three) Comparingthis to the shortiterm industry
performancein Figure 6we see thatthe top two shortterm performers arealsoexpected to be the
best longterm performers. However, he oilfield equipment/services segment is expected to be the
third best performing segent over the next five yearsamoving up from sixth place for the 12 month
outlook.

Best Performing Segment - Next 5 Years

Independent E&P company 54%
Major integrated oil & gas company
Oilfield equipment or services company
Private equity, venture capital or banking

National oil/gas company

Midstream, logistics or shipping company

Refining, marketing or petrochemicals
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Land drilling contractors
Professional services /advisory firm

EPC, engineering or construction company

Offshore drilling contractors 6%

0% 10% 20% 30% 40% 50% 60%
Figure 1

Copyright Reinsvold & Associates, LLC Oil & Gas Executive Outlook 2017 Pagel3



Industry TailwindsOver TheNext Five Years

Moving beyond just compangnd segment performance, we askdte executivedo weigh in on the
tailwinds orimportant drivers of opportunity (Figure 12 well agthe headwinds orchallenges (Figure

19) for their segmentsover the next five yearsFor this questiorthe participants were able to select
their top three choices. Thsurvey results show thatikS f | a i & SHe MR &vo dilaNIBS & =
opportunity are macreeconomic in nature: improving oil/gas prices and global economic recovery.
The third fourth and fifthopportunity drives are all very close at 28 percent to 30 percent. They are:
increased use of natural gas, lower costs and new technology developments.

For many of these tailwindsps/ey participants were given follean questiors to learn more about

their thoughts on thesgarticulardrivers For example he followon details for tke increased natural
gas use drivecan be found in Figure 13.

Tailwinds for Industry Segment - Next 5
Years
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One of the factors cited in the opportunity drivers (Figure 12) was the increased use of natural gas.
The chart below (Figure3) shows how the survey participants answered the follem question as to

what is the biggest factor driving a lotgrm increase in the use of natural gagCertainly, the
economics of inexpensive natural gas has led to a significant increase in fts pesaver generation

(at the expense of coal)

Biggest Factors for
Increased Natural Gas Use - Next 5 Years

Power generation 57%

LNG exports from the US

A manufacturing renaissance enabled by
abundant natural gas

Transportation

Gas-to-liquids development
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The fourthranked longterm opportunity driver cited in Figure 1B lower costs. Figure 14 gives
additional detail on the factors that the survey participants believe will lead to lower costs over the

next five years. The top two factors for reducing costs are: 1) reduced costs fbiapaccequipment
and/or services, iad 2) improved operating efficiency.

Biggest Factors for Reduced Costs
Next 5 Years

Reduced costs for purchased equipment

. 42%
and/or services ’

Improved operating efficiency

Improved technology

Reduced labor costs

0% 5% 10% 15% 20% 25% 30% 35% 40% 45%
Figure

Copyright Reinsvold & Associates, LLC Oil & Gas Executive Outlook 2017 Pagel6



Technology improvement was listed as the fifth highest overall opportunity driver (in Figure 12). Those
survey participants that cited this driver were given a folomw question to better understanavhich
technology drivers they thought would have the biggest imgabbosing their top three)

Figure 15 showthe top technology developmentsThetop two are 1) increasing use of Big Data, the
Digital Oilfield or the Internet of Things, anilighprovements in hydraulic fracturing and completions
These are the same top two from last year, but the order changed with Big Data, the Digital Oilfield or
the Internet of Things coming out on top.

Impactful Technology Developments
Next 5 Years

Increasing use of Big Data, the Digital Qilfield or the

0,
Internet of Things 50%

Improvements in hydraulic fracturing and completions
Improvements in drilling tools and systems
Improvements in EOR/remediation

Improvements in gas-to-liquids technology

Improvements in seismic data acquisition and
interpretation

Improvements in subsea systems

Improved water management technologies
Other Improvements in formation evaluation
Nanotechology

Improvements in onshare rig technology
Improvements in controlling oilfield emissions
Improvements in carbon capture and strorage
Improvements in floating systems and rigs

Micro-seismic technology
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The seventhmost cited longerm opportunity driver in Figure 12 was access to low cost capital.
Certainly this was a key driver for thapid U.S. oil and gagrowth over the last five years. Figuré 1
givesadditional detail onwhich capital sourcesre expected @ play amajor role over the next five
years MLPs whichwere cited in the past, failed to make the list this year.

Biggest Contributors to Low Cost Capital
Next 5 Years

Low-cost debt 57%

Access to private equity/venture capital

funding 30%

Issuing equity in the public markets
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Figure
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Another factor cited as #ongterm opportunity driver in Figure 1%as increased oil &as exports.
The chart below (Figure7) shows how the survey participants answered the follem question as to
what is the biggest factor driving the increase in oil & gas exports. LNG exaststed as the top
factor with U.S.crude oil exports aidtant second

Biggest Contributors to
Increased Oil & Gas Exports - Next 5 Years

Increased Liquefied Natural Gas (LNG)
exports

57%

Increased crude oil exports

Increased refined products or chemicals
exports

Increased natural gas liquids (NGL) exports

Increased Natural Gas Exports (pipeline)
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Figure 7
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Rounding outhe list of potential longerm opportunity drivers (see Figure 1i8) access tanew oil &
gas resources and potential reserves. Figure 18 provides additional smsightwhich areas the
survey participants élieve will be the most impactful for thengterm development of new oil & gas

resources.

Impactful New Oil & Gas Resources
Next 5 Years

Access to international areas (other than
shale plays)

38%

New US shale plays yet to be developed

Newly developing international shale plays

Other

Energy reform in Mexico
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Figure B
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Industry Headwinds

In addition to asking about the most important drivers of opportunity (Figureol2y the next five
years, we asked the survey participatiteir view onthe industry headwinds ochallenges (Figure 19)
their segmentswould face In the chart below, the participants were able to select their top three
choices. Like the Tailwinds quésen, survey participants were askddllow-on questiors to gain
additional detailinto specific Headwinds choicelSxcept for TalenShortages (more on this on page
26), the remainder of the top fivendustry headwinds are mac#®conomic in nature.

Headwinds for Industry Segment -
Next 5 Years

Global oversupply of oil & natural gas
production

42%
Talent shortages ' '
| 28%

Unfavorable prices for oil and/or natural
gas

Global economic recession/depression

Lower demand for oil & gas

Increasing government regulation/
restrictions/ taxes

Increasing costs

Geopolitical unrest/conflicts

Reduced access to capital

Negative public sentiment

Unfavorable pricing for your product or
service

Lack of access to natural resources and
potential reserves

Other

Cybersecurity threats
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When asked for more detail on what would lead to lower demand for oil &#asn Figure 19)the
following was cited(Figure 20). Lowenil & gasdemand is seen as being primarily linked to global

economic recession/depression, rather themmpetition from alternative energy sources (over the five
year time horizon)

Greatest Impacts on Lower Demand
for Oil & Gas - Next 5 Years

Global economic recession/depression 58%

Increasing fuel efficiency in transportation

Competition from other forms of energy
(e.g. wind, solar, hydro, nuclear, etc.)

Increasing oil & gas prices
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Last year, 34 percent of the survey participants cited increasing government regulation/
restriction/taxes as &ey headwind. In a major shtfiis year that number dropped to just 18 percent.
Since the survey took place just after the recent U.S. elections, perhaps the feeling is that the industry
will seeless governmeninterference

When asked to elaborate on the challenge of increasing governmegutlation/restriction/taxes, the
top response was: increasing regulation or restrictions by the EPA (Figure 2B4vatdrcent of the
responses(participants were allowed to select three choicekpal or regional bans on hydraulic
fracturing was secondwith 50 percent Last yearyegulation uncertainty was the second highest
response

Most Harmful Increase in
Regulation/Restrictions/Taxes - Next 5 Years

Increasing regulation or restrictions by the
EPA

Local or regional bans on hydraulic
fracturing

54%

50%
Regulation uncertainty

Restrictions on water use/disposal

Carbon taxes

Increased use of the Endangered Species
Act to restrict oil & gas development
Reduction or elimination of Intangible
Drilling Cost deductions

Restrictions on natural gas flaring 4%
Renewable Fuels Standard (RFS) 4%
Severance tax or royalty increases 4%
Other 4%
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Figure 4
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The seventhmost cited headwind was increasing costs over the next five years (with 18 percent).
Figure 22 gives additional detail on this issue. Ihteresting to compare the responses from the
tailwinds (Figure 12) and headwinds question (Figure 19) totlsaelower costs over the next five
years cited in the former and increasing costs cited in the latter. Digging a little deeper, we see
purchasedequipment and/or serviceostsdecreasingas the top factoin one (Figure 14) anithey are

listed asincreasingas the top factorin the other (Figure 22).The fundamental question here (and
potential conflict) is how fast the service and equipment pdevs will be able to reverse the steep
discounts of the last two years.

Biggest Factor in Increasing Costs -
Next 5 Years

Increased costs for purchased equipment

: 48%
and/or services ’

Increased labor costs

Reduced operating efficiency

Increased raw materials cost
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Figure22
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The tenthmost often citedheadwind was listed amcreasingNegative Public Sentiment. Figure 23
gives additional detail intdhis issue Survey participants werallowed b select their top three
factors.

Figure23
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