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10 Key Things You Must Know Before Buying Oil Stocks

Contents
Introduction — the bull and bear 0pposite iN Ofl ..........ccooveiiiieic e 1
Investing in the il SECLOr QULIOOK.............covv i s 1
The current situation with oil — short term opportunity but where is the bottom? ................ 3
Oil long-term forecasts and funNdamentalS ... 5
Ol INVESTING SENTIMENT .....o.viiiiiie ettt sreeste e e reenee e 10
Not yet, not yet — focus on the fundamentals not the relative story...........c.ccccovniiniennn. 13
Ol StOCKS TUNAAMENTALS ......covieiieieie e 14
Oil companies INVesting iN reNeWabIEs............c.coveiiiiiiiesece e 18
Oil fundamentals — production COSES IS KEY .......cccveiuiiiiiiieie e 20
Buffett didn’t inVESt 1N O1l......uuiiiiiiiiii e 23
My conclusion on INVESEING 1N O1l.........coiiiiiiiie s 23

Introduction —the bull and bear opposite with oil

I’ve recently done a video on investing and the corona virus where | asked viewers to
comment on what stocks they wish me to analyze. The overwhelming number of comments
asked for oil stocks analyses with aviation coming in second. As | am intrigued myself both
about the oil situation and aviation as long-term investing opportunities, I’ve decided to look
into the sectors and try to add value by answering the question whether oil and aviation
stocks are an opportunity or the risk is too high related to the upside. With this article I’1l start
with oil stocks analysis.

During the analysis of the sector, 10 key investing factors came to my mind that are crucial
when it comes to investing. | hope you enjoy this oil sector analysis and related investing
education.

Disclosure: I am long oil and gas already with part of my portfolio. | have to see what to do
with that and that is the main goal of my analysis. If you wish to check my portfolio, please
do so here.

Investing in the oil sector outlook
The diverging situation when it comes to oil is the following:

- Most of us still use it on a daily basis as the number of electrical cars on the road is
minimal. But,

- sentiment related to climate change, emissions, oil, fossil fuel, laws etc. is strongly
turning against oil and therefore there might be a structural shift ahead. What would
be the implications of such a structural shift? Well, think about horses and how those
fared when cars came.


https://www.youtube.com/watch?v=vSixLJ-zgpo
https://sven-carlin-research-platform.teachable.com/p/stock-market-research-platform
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Table 1

U.S. Equine Population During
Mechanization of Agriculture
and Transportation

Year Number of Horses and Mules
1M 21,531,635

1405 22,077,000

14910 24,042 882

1915 26,493,000

14920 25,199,552

19235 22,051,520

19300 15,855,850

14935 16, 670,000

150403 13,931,531

1945 11,629 (00

149500 7.604 000

1955 4.309, 000

[RUFIY] 3089 000
Source: Adapted from Ensminger {1984).

The demise of the US equine population - Source: Human Society

February 2020

The above is something that could happen to oil over the next years and if that happens, the
investing situation might be really ugly. To show you how bad it can get and to use a more
recent example than horses, we have seen what a structural shift means with coal already.


http://www.humanesociety.org/sites/default/files/archive/assets/pdfs/hsp/soaiv_07_ch10.pdf

Stock Market Research Platform Sven Carlin February 2020

VANECK VECTORS/COAL ETF -
NYSEARCA: KOL

8,99 usD-0.18 (2,02%) +

T Feb, 20000 GMT-5 - Disclaimer

1 day 5 days 1 month 6 months Y¥TO 1 year 5 years Max

51,02 USD 29 Apr 2011

Coal ETF is down 80% since 2011 (I will add coal on my sector analysis list, now that it is
forgotten might be the best time to look)

But, on the other hand, the global economy is growing, the population is increasing and
demand for oil might continue to grow. In that case, oil stocks could be cheap. To quote
XOM’s CEO Darren Woods from the Q4 earnings conference call:

"We know demand will continue to grow driven by rising population, economic growth and
higher standards of living."

So, who will be right? Well, that is something nobody knows. The fastest way to lose money
is to be certain about something where the outcome is uncertain. However, we can try and
attach probabilities to outcomes, look at fundamentals and figure out at what price, what level
and with what strategy, could an oil stock be an interesting, low risk, high reward investment.
Let’s take a look at current situation and the long-term outlook.

1t TAKEAWAY: INVESTING IS ALWAYS WITH UNCERTAINTY AS WE CAN’T
KNOW THE FUTURE! WHAT WE CAN DO IS FOCUS ON FUNDAMENTALS IN
ORDER TO LOWER OUR RISK AND INCREASE OUR REWARD. IF YOU ARE
NOT HAPPY WITH THE RISK AND REWARD, say NEXT. IT IS ABOUT RISK
AND REWARD, NOT ABOUT KNOWING THE FUTURE.

The current situation with oil — short term opportunity but where is the bottom?

Over the past month, oil prices have fallen significantly as the Chinese economy will likely
slow down due to the coronavirus. The Chinese economic slowdown implies less demand for
oil and consequently oil prices are lower. However, such severe ups and downs are normal
for oil as oil prices and many oil stocks are highly volatile.


https://corporate.exxonmobil.com/Investors/Investor-relations/Quarterly-earnings
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il (Light Crude) ¥ | | Compared fo... r 1 year r

1 YEAR CHANGE -4.61%

Feb 2019 May 2013 Sep 2019 Jan
+20.41% -13.09% +10.97%

1 Year oil price — Source: CNN Money

However, when I look at oil prices form a longer-term perspective, oil prices tend to fall
whenever there is fear about a global economic slowdown in the short term or when there is a
long-term structural shift.

CL1 w7

Crude Qil WTI (USD/BBL) 50.01334 -0.3417 (-0.68%)
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10 Year oil price — Source: Tradingeconomics

The 2014 to 2015 drop in oil price was the first structural shift hitting oil — it became clear
that shale oil will lead to oversupply and lower average oil prices. Since 2015, prices have
stabilized around $50 but other structural shifts might change that.

One thing | am sure of, to paraphrase J.P.Morgan, Oil prices will fluctuate.


https://money.cnn.com/data/commodities/
https://tradingeconomics.com/commodity/crude-oil
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However, the fluctuation depends on current happenings that impact the short-term supply
and demand. Making money on short-term movement is pure speculation. Real investors
have to see about the long-term structural forces and average oil prices based on supply,
demand alongside OPEC and Russia curtailing production.

The U.S. Energy Information Administration is neutral on oil and predicts no shocks or
structural shifts in demand or supply.

World liquid fuels production and consumption balance
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Oil demand and supply — Source: EIA
Let’s take a look at the long-term implications for oil.

2"d TAKEAWAY: VOLATILITY EQUALS OPPORTUNITY - BUT IN ORDER TO
LOWER YOUR RISK AND INCREASE YOUR RETURN, YOU NEED TO FOCUS
ON FUNDAMENTALS. AT SOME POINT OIL PRICES AND STOCKS WILL BE SO
CHEAP THAT THERE WILL BE HUGE BARGAINS.

Oil long-term forecasts and fundamentals

A thing to note is that not even professionals know what will happen with oil long-term.
McKinsey shows a nice chart on how analysts’ expectations changed over the last few years.
In 2017 agencies expected prices between $50 and $60, in 2018 between $68 and $78, in
2019 between $60 and $80 while probably in 2020 they will drive expectations down due to
lower current prices. Thus, nobody knows and most just try to follow the market in place of
predicting it.


https://www.eia.gov/outlooks/steo/report/global_oil.php
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Market uncertainty has led the industry to a rapidly-changing range
of expectations for the oil price

YE 2017 Brent forecasts FGE FAC - Summer 2018 Brent forecasts GE FA — Bank YE 2018 Brent forecasts SE FACTs — Bani

es at USD50-60/bbl
n steep

increase
L

USD68-78/bbl range for 2019

Now agencies see anything
and then slight to steeper USD60-80/bbl range for 2019
]

Oil price forecasts - Source: McKinsey

Similarly, their summary for up to 2022 doesn’t tell you anything. If demand stays strong,
expect $60, if not expect $50, if there is an oil crisis expect $90.

«_If demand growth stays healthy and OPEC+
=24

Short term to 202 n

Summary

maintains discipline over production levels, we
see market fundamentals resulting in average
prices in the USD60-70/bbl range up until 2020

+ After 2020, prices are likely to remain closer to
USD60/bbl, driven by sluggish demand growth
and continued growth of shale oil in North
America as operators lean towards shorter-lead
projects

« Inascenario where the global economy slows
down even more, prices could fall to the
USowl range if OPEC chooses not to

intervene

« Prices could reach a high of USD80-90/bbl
in a continued supply disruption sce! if
MARPOL finds the shipping industry fully
unprepared, Venezuela and Iran production
drops further, and reduced effective OPEC spare
capacity leads to further tightening

If they can’t predict anything over a few years, how could anybody predict anything over the
next decade? Perhaps the key of this analysis is that you shouldn’t even expect it to be
possible to predict something like that over the next decade.


https://www.mckinsey.com/solutions/energy-insights/global-oil-supply-demand-outlook-to-2035/~/media/231FB01E4937431B8BA070CC55AA572E.ashx
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The thing is that if there are technological disruptions and demand peaks prior to predictions
(2030) oil prices will inevitably go below $40.

Short-term price scenarios have strong implications for the mid to long-
term, linked by how much the industry will be investing in its future OPEG CONTROL GASE

Short term scenario Long-term price scenario' What you need to believe

>$100/bbl tion permanently from the supply stack and shale oil declines
) r non-OECD
$80-90/bbl

nt in exploration and infras

Des not have sufficient spa

cture catch up with the industry,

city to balance the market

e Stagnation and oversupply

$65-75/bbl » New normal: OPEC remains in control of the market balance. Oil prices remain stable with enough shale

OPEC control oil and offshore coming online at USDB5-75/bb

e 5 * Dampened long-term demand growth
@ . dium-term

$50-60/bbl

result in increa

into another wave

Supply disruption continues

& s in early
supply and low prices
. - o
<$40/bbl + Technology disruption or significant factor cost adjustments drive down breakeven costs across multiple
resource types to ~$40/bbl levels
| = Demand peaks earlier than expected

——

What McKinsey discusses as ‘alternative scenario’ is actually what we are seeing happening
already. EVs are used more and more, recycling is trending and growing fast, there are
alternative fuels and I don’t even see McKinsey mentioning renewables. Emerging markets
are strongly focused on lowering emissions due to pollution and might completely skip the oil
phase in development.

Our Energy Transition scenario explores disruptive shifts in transport and
chemicals that could bring a peak in liquids demand before 2025 “NEW NORMAL" GASE

Global liquids demand

M Reference Case M Additic
MMb/d
110
EV passenger car penetration —_—
105 transport EVs as % of global new passenger car sales
181
LI =] ——
- . .
a5 E.\{ commercial vehicle penetration —
EV! of global new truck car sales
0 e
49
o [y el Plastics recycling ——
a0 = polyethylene from recycled feedstock
80 .
75 E_ﬂ 2
. Alternative fuels uptake —
Y biofuels, natural gas, and electricity in the fuel mix
65
0 120
42
55
201 202 203 Other —
Heat and cooking electrification; indu electrification;
E E F and other . E

If that happens, the biggest losers will be the producers with highest cost like offshore and
shale oil because there will always be demand for oil. It is just that small changes in demand
are very significant.
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The oil demand disruption will be absorbed by declines in all resource types,
with offshore fq ll'il‘ilil]:i ~12MMb/d of its base case j_’;l‘tl\\'lh ACCELERATED ENERGY TRANSITION CASE

Supply delta between 2035 “New Normal” and Accelerated Energy Transition cases
MMb/d

2035 “New Normal” supply

119 39
OPEC W -os
B-os
J-01
Other B-os
Bos
NGL and other liquids -2.2

2035 Energy Transition supply ’m
sional production 2 ) : nwventional

If oil peaks, with CEOs sure about growing future demand, increasing production, the market
situation for oil will be terrible, like it has been for coal. With all CEOs projecting production
growth, the supply glut ahead might push oil prices below $20.

Gas continues to grow until 2035, when it plateaus and then declines. Meanwhile, oil and
coal demand growth is expected to slow down, with oil peaking in the early 2030s.

Gas B Oil B Coal

Peak

1990 1996 2002 2008 2014 2020 2026 2032 2038 2044 2050

Oil, coal and gas peak forecast - Source: McKinsey

From an energy mix perspective, many analysts must think linearly because if you are an
analyst and you don’t think like others, you lose your job. If you make a mistake but others
did it too, you are ok. Therefore, it is nice to make predictions, but what if things move faster
than what a well-trained linear mind can comprehend?


https://www.mckinsey.com/industries/oil-and-gas/our-insights/global-energy-perspective-2019
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Electricity demand/supply 17

lenewable generation accounts for more than 50% of power supply post-2035, a clear
trend break from historical fossil fuel-based generation

* The role of renewable resources in power
generation grows at an accelerated pace. From
around 25% today, renewables will grow their
share of global generation to around 50% by 2035 49

) —
and to close to 75% by mid-century

Global power generation
Thousand TWh W Cther' W Solar B Wind W Hydro B Nuclear ll Cil l Gas HlCoal

* Coal and oil generation decrease rapidly, partially
substituted by renewables, partially by gas-based 40
alternatives with lower cost or lower carbon
emissions 36

» Gas generation often remains to act as a stable 33
baseload and dispatchable capacity provider in 30
a renewable-heavy system but does see a peak

around 2035 —

1995 2000 2005 2010 2015 2020 2025 2030 2035 2040 2045 2050

c of
Share of o
renewabice @ @ @

otharmal, and marine

Global Energy Perspective, January 2019

Global energy outlook (linear mode) — Source: McKinsey

Gas is the only fossil fuel to likely grow over the next decade as you need to power those
generators to make electricity.


https://www.mckinsey.com/~/media/McKinsey/Industries/Oil%20and%20Gas/Our%20Insights/Global%20Energy%20Perspective%202019/McKinsey-Energy-Insights-Global-Energy-Perspective-2019_Reference-Case-Summary.ashx
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Gas demand

y =

(as is the only fossil fuel which grows its share of total encroyv demand until 202
albeit at declining growth rates—and then plateaus

+ Fueled by the power sector, gas demand growth has
Natural gas demand by segment? 1995-16 2016-35

2 2 p " asl
been well abave 2% per annim {p.a.) over the past b M Transport W@ O&G industry own use M Buildings M Industry Wl Power CAGR CAGR

two decades, adding more than half to its 1995 level

= Particularly in the short term (until 2025) and then
mid term (until 2035), gas demand continues to
grow across all sectors, led by industrial demand.
Overall, this leads to a 2035 gas demand -20%
higher than today

» The plateauing of demand after 2035 is driven
largely by increasing competition from renewables

» Transport maintains high growth rates due to
adoption in the marine segment. Yet the small base
limits the impact on the overall trend

+ Additional growth is limited by slow uptake of
liguefied natural gas (LNG) for bunkering and
economics vs. EVs in road transport
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+ The oil and gas (0&G) industry’s own use of gas is
expected to remain in-line with total gas demand
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o

i i H 0.6 | 0.2%
—
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Share of total
primary demand

Global gas outlook (linear mode) — Source: McKinsey

3"9 TAKEAWAY: INVEST ALONGSIDE STRUCTURAL TAILWINDS OR BE
EXTREMELY WELL REWARDED FOR TAKING THE STRUCTURAL
HEADWIND RISK — INVESTING ALONSIDE TAILWINDS CORRECTS
MISTAKES. BETTING AGAINST STRUCTURAL SHIFTS EXERBERATES
MISTAKES.

Before digging into how to invest, let’s take a look at sentiment which is the most important
thing when it comes to markets and short-term volatility.

Oil investing sentiment

As oil prices fell since 2010, investors lost money and that is not something good. So, what
do asset managers do? They change how they work and what they own. BlackRock lost $90
billion on oil and coal over the past decade and after initial public pressure, decided to ditch
investing in the sector.

If less money goes to such investments, we know what will happen to the stocks.

10


https://www.mckinsey.com/~/media/McKinsey/Industries/Oil%20and%20Gas/Our%20Insights/Global%20Energy%20Perspective%202019/McKinsey-Energy-Insights-Global-Energy-Perspective-2019_Reference-Case-Summary.ashx
https://www.msn.com/en-us/finance/other/blackrock-joins-2441-trillion-investor-climate-campaign/ar-BBYN3HN
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Bloomberg Green

Finance

BlackRock Joins $41 Trillion
Investor Climate Campaign

By Laura Hurst, Annie Massa, and Emily Chasan
January 9, 2020, 5:07 PM GMT+ Updated on January 10, 2020, 9:00 AM GMT+1

» World's largest asset manager signs up to Climate Action 100+ LIVE ON BLOOMBERG
WatchLive TV >
Listen to Live Radio )

» Group is pressing corporate giants to disclose CO2 emissions

LISTEN TO ARTICLE BlackRock Inc. added its almost $7 trillion heft to a _

f investors that’s pressing the world’s biggest amazon CLMATE

> 4:07 grempie pressing  bigg maz z
emitters of greenhouse gases to change their ways.

SHARE THIS ARTICLE

K share The addition of the world’s largest fund manager is a

W Tweet significant milestone for Climate Action 100+,

in Post bringing total assets under management by its

5% Email members to more than $41 trillion. The group already

—— has some notable victories in its campaign of

In this article engagement with corporate giants that account for
BLK more than two-thirds of global industrial emissions. Ul R hiona
BLACKROCK INC i
56110 uso Amazon commits to
A +536 +0.96%
net zero carbon
it , . . across its businesses
ol s !_ast year, BP Plc agreed_ to re_ ortin detfﬂ” o_n how its by 2040—a decade

BlackRock committing to climate change — Source: Bloomberg (note the Amazon
advertisement too)

Goldman also downgraded companies like XOM on lower than expected returns on invested
capital.

11


https://www.bloomberg.com/news/articles/2020-01-09/blackrock-joins-investor-group-campaigning-for-climate-action?sref=NDUUT5Xa
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Goldman downgrades Exxon to 'sell’,
slashes returns outlook

2 MIN READ £ f

LONDON (Reuters) - Goldman Sachs downgraded ExxonMobil (XOM.N) to “sell”

following disappointing fourth-quarter results, as the Wall Street bank forecasted the

oil and gas company will meet only half of its targeted returns by 2025.

4" TAKEWAWAY: WAIT FOR SENTIMENT TO BE EXTREMELY NEGATIVE,
FOR BLOOD ON THE STREETS - THEN HAVE THE CONFIDENCE TO BUY
BASED ON STRONG FUNDAMENTAL ANALYSIS.

FOR THAT, SUBSCRIBE TO SVEN CARLIN, AS ’LL GIVE YOU THE COURAGE
TO BUY WHEN YOU’LL MOST LIKELY WISH TO SELL

Some are saying they will never invest in fossil fuels again, which is a good start to find
bargains, but mind structural trends and fundamentals.

12
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F www.forbes.com > sites » sebastianblanco » 2020/02/06 » mad-mone... ¥

Mad Money's Jim Cramer Is Done With Fossil Fuels - Forbes

5 days ago - When Jim Cramer squawks, people listen. Cramer, a stock analyst and money
manager known for yelling about one stock or another on his ...

' CRAMER'S FIRST TAKE

159 ; :

N, U Leeiad CRAMER'S FIRST TAKE
Jim Cramer: 'I'm done Jim Cramer: 'I'm done Bernie Sanders weighs N
with fossil fuel' stocks with fossil fuel' stocks in on Jim Cramer's call

to get out of .

CNBC Television CNBC Television

CNBC.com - Jan 31, 2020 YouTube - Jan 31, 2020 YouTube - Feb 3, 2020

@ oilprice.com > Energy > Energy-General ¥
Jim Cramer: "Fossil Fuels Are Done" | OilPrice.com

Feb 1, 2020 - Investment guru Jim Cramer slammed oil major stocks this week, saying that
institutional investors want nothing to do with oil and gas because ...

A www.axios.com » jim-cramer-fossil-fuel-divestment-big-oil-stocks-af6... ¥
Jim Cramer jolts fossil fuel divestment debate - Axios
Feb 3, 2020 - CNBC money pundit Jim Cramer is an unlikely new avatar for climate activists

Not yet, not yet — focus on the fundamentals not the relative story

Many see stocks down, relatively cheap when compared to the rest of the market but from a
risk reward perspective the time is not right yet. Too much risk for little upside. Why little
upside? Because the best investments are those that have infinite upside, that will give you
dividends for as long as you live and beyond. Oil stocks are unlikely to do that as reserves are
constantly depleted, new resources have different production costs, sanctions can always
happen, the competition doesn’t sleet etc.

The only time to invest in oil stocks is when those are really cheap. By really cheap | see a
2016 scenario will oil at $30. When we see that, I’ll be happy to dig into oil stocks in lack of
better opportunities.

Further, I firmly believe it is better to invest in sector with tailwinds rather than headwinds.
Copper is an example of such a sector as if the world electrifies, it will need more copper,
alongside all the common needs for the red metal.

13


https://svencarlin.com/copper-investing/
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Oil stocks fundamentals

A stock that was highly required for me to analyze is Royal Dutch Shell (RDS). That is
logical due to the low PE ratio of 13.22 and high dividend yield of above 7%.

Royal Dutch Shell Plc oliow
AMS: RDSA

23,99 EUR+0,11 (0.47%) ¢

11 Feb, 10:25 CET - Disclaimer

1 day 5 days 1 month 6 months YTD 1 year 5years Max

30 27,66 EUR 11 Feb 2019

22 I
Jun 2019 Oct 2019 Feb 2020
Open 2364 Div yield M 7 7%
High 23,70 Frev close 23.43
Low 23,53 A2-wilk high 2940
Mt cap 184,83 B2-wilk low 23.1
P/E ratio 13,22
I

The stock was severely hit lately as oil prices dropped and the outlook for 2020 wasn’t
spectacular alongside lower than expected earnings in Q4 2019.

We can explain the company by looking at just one chart.

14
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Q4 2019

Financial highlights: trend

February 2020

Q4 2019 (4Q rolling)
average Brent price: $64/bbl

Earnings & ROACE Cash flow Gearing
$ billion %  $ billion $ billion %
25 o 60 100 30
20 s .S~ S
40 o 75 /
- ﬂ /\/ i
50
10 4
20 0
5 2 25
0 1_-_._I_!— o o E
' Q 0
-5 2
2015 2016 2017 2018 2019 20 2015 2016 2017 2018 2019 2015 2016 2017 2018 2019
W Upstream M Downstream % IFRS 16 impact W CFFO = FCF % |FRS 16 impact Net debt (at periodend) IFRS 16 impact
Integrated Gas [l Corporate + NCI CFFI == FCF prelfRS 16 = Gearing [RHS) == Gearing predFRS 16 (RHS)
= ROACE [RHS) == ROACE prelFRS 16 [RHS)

= 2019 earnings of $16.5 billion
» Negligible impact of IFRS 16
s ROACE of 6.9%

= 2019 free cash flow of $26.4 billion
= $20.1 billion organic free cash flow in 2019
= $4.7 billion free cash flow help from IFRS 16

= Net debt of $79.1 billion

= Gearing likely to remain >25% during 2020 due
to macro, equity movements and lease accounting

= Committed to maintaining AA equivalent
credit metrics

€D royol Dutch Shell | Jonuory 30, 2020 2

Return on average capital employed is low and has been 6.9% in 2019. If oil prices remain
weak it will be even lower in 2020 and the company will not have enough cash to pay the big
dividend and do the promised buybacks. Keep in mind that buybacks are a terrible thing
when done on declining earnings, then buybacks emphasize the decline, especially if it comes
to losses.

Nevertheless, earnings of $30 billion, free cash flow of $26 billion, or $20 billion organic, on
a $200 billion market cap is a 10% yield. However, if oil prices decline and stay lower for a
while, it can quickly go to $10 billion and less, when you have just a 5% yield. That will
simply depend on oil prices.

Their projections are simply not materializing and there is absolutely no guarantee those will
materialize in the future.

15
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2025 outlook
Confidence in
2020 delivery,
catalyst to
growth in
2021-2025

(W) Royol Dutch Shell | June 45, 2019

February 2020

2020 2025
$28-33 billion O enat Lo ~$35 billion
$25 billion SHAREHOLDER $125+ billion
share buybacks DISTRIBUTIONS potential total distributions
201820 202125
~10% ROACE >12%
~25% GEARING 15-25%
$24-29 billion CASH CAPEX ~$30 billion
average over 2021-25
CEILING $32 billion
SUSTAINING $20 billion

Source: Management day 2019

Outlock at $60 per barrel real terms 2016, midcycle Downstream. All amounts are "per annum” unless specified. Post2020 cash capex range excludes major inorganic spend and
includes minar acquisitions up ta $1 billion, Share buybacks subject ta further progress with debt reduction and oil price conditions.

The thing is that if oil prices aren’t at $60 as expected, the FCF goes down but the capex

remains.

2025 outlook

Capital allocation to grow cash flow through 2025 and beyond

$ billion per annum
Conventional Oil & Gas
E Deep Water

E Shales

Core Upstream themes

= Integrated Gas
Chemicals
Oil Products

Leading Transition themes

E Power

Emerging Power theme

Total

@ Royal Dutch Shell | June 45, 2019

2020 52012?'.25 202125 2025 2025
Organic FCF ushcmmg Total cash capex Organic FCF ROACE
(145 17) C?‘;Rg‘}”b‘?" (IFRS 16) (IFRS 16) %
5-6 4.5 4-5 5-6
b-7 4 4-5 7-8
1-2 2.5 3-4 2-3
12-15 n n-13 “-17 12-14%
8-10 4.5 6-7 9-10
0 1 3-4 2-3
6-7 35 5-6 8-9
14-17 9 13-16 19-22 115%
(2)-(1) 0 2-3 (2)-()
2)-(m 0 2-3 (2)-0) 812%
25-30 20 Average ~30 ~35 >12%

Outlock at $60 per barrel real tarms . miccycle Downstream. Post 2020 cash copex range excludes major inorganic

spend and includes minar acquisitions up to $1 billion,

Total cash capex capped at the top of range indicated for each strategic theme grauping. Fower ratums of B12% represent raturns for an-stream integrated power business, ROACE

for Pawer business (including development stage costs) expected to be around 6%

With revenues close to $400 billion, a small change in oil prices where we have seen in 2019
that oil prices are common to drop 40% in a year, erases all the hoped $30 billion cash flows

per year.

Given the environment with oil, | would aim for a $15 billion FCF rate per year up to 2025
on a conservative basis, then $10 billion as less and less oil projects are profitable in line with
the upcoming technological shift. When cash flows start declining, so will the stock price.
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https://www.shell.com/investors/news-and-media-releases/investor-presentations/2019-investor-presentations/management-day-2019/_jcr_content/par/textimage_af3b.stream/1572529480536/e35f4f28f2cda0b5769605468243b3538b1a3ec8/shell-management-day2019-webcast-presentation-slides-updated.pdf
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Plus, the issue with Shell is that it has only 8 years of resources left; thus, it will have to
heavily invest into new projects. And their projects don’t seem the most cost efficient to me.

Capital efficiency and project delivery

2019 Upstream and Integrated Gas projects

Project delivery

= 8 major project FIDs and 12 major project
startups in 2019

F E = Started drilling first exploration well in Mexico

O [ Salym Southern Hub in Junuqry 2020
erce
J— # = On track to deliver $5 billion CFFO from new
ETempu Rossu rojects
MP & Fox Creek ] Rabob Harweel Proj
ermian & Fox Creel T woDM 98 Integrated Project
—— [v] E6 development
IZI Appematiox |:| Basrah Future Zco umusutKakap ph Portfolio high-grading
O PowerNap growth projects [J Malikai
r— = = Continued focus on high-grading our portfolio
[ Barracuds a—‘ 1 Forcados ok & Prelude with highmargin barrels
Qrcados Yok

= Divesting for value and noncore positions,
e.g. Caesar Tonga in US Gulf of Mexico,

Denmark Upstream business

7 P67 - Lula North [¥] Southern Swamp AG

M pes - Berbigao & Sururu

O Mero 2 .
= Exploration strategy focused on heartland
[ FiDtaken additions
W] Stortedup
Oveniewshws elected ey projects nly. Addionol oshlow o opercions o new prjects 2020 compareswih 2018 withpiing assumptionof $50 porbarel el
€T Royel Dutch hel | Januory 30, 2020 terms 2016, midcycle Dow 9

Anything can happen, but it is simply too risk. | have no idea how will Shell look into 2030,
and I don’t like to invest in something that is so risky, no matter the dividend. Keep in mind
leverage went from 20% to 29% during 2019 despite the high oil prices.

If oil prices are lower, margins are thinner, profit warnings and dividend cuts are followed y
downgrades, downgrades are followed by lower credit ratings and higher debt costs. You can
always find yourself with a spiral of bad news in a sector with tailwinds.

5" TAKEAWAY: CHECK THE MOVING PARTS THAT MATTER BEFORE
INVESTING — MOVING PARTS ARE ROACE (return on average capital employed),
CASH FLOW, MARGINS AND AVERAGE CYCLICAL RESULTS - HOW DOES IT
LOOK LIKE WHEN THINGS ARE BAD AND HOW WHEN THINGS ARE GOOD!

Compare Shell’s ROACE and margins to Saudi Aramco. Saudi Aramco has a return on
average capital employed of above 40%, while Shell has 7%.
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Robust Financial Framework

f:\\’ Capital Structure @ Capital Investment @ Shareholder Returns

11l
([
uw

EEN
« Prudent capital structure « Rigorous capital allocation « Base dividend of $75 Bn in 2020 3
processes and investment —
« Aaa standalone metrics thresholds « Progressive growing dividend on
through the cycle ' sustainable basis at
« Low sustaining capex Board discretion
« Target gearing 5-15% across
the cycle 2 « High ROACE (41% in 2018)
e —
5-15% Across the Cycle 41% ROACE in 2018 Commitment to

Value Creation

Prudent Approach to Public Capital Markets In-Line with Financial Policy

gebt plus book equity

&agauwllgioli

7 saudiaramco

Saudi’s margins are 30% on net income while Shell is happy to get to 5%.

So, natural fundamentals are extremely important when it comes to investing. On one hand,
those offer stability if the margins are high, but also less upside in case of much higher oil
prices. However, given the OPEC’s power to regulate their profits with production cuts or
increases, it is hard for others to compete.

6" TAKEAWAY: LEARN WHO IS THE BOSS IN THE SECTOR - THEN
COMPARE WHAT YOU HAVE WITH WHAT THEY HAVE - HAVE YOUR
INTERESTS ALLIGNED FOR LONG-TERM INVESTING SUCCESS

Oil companies investing in renewables

To explain the risk of investing in oil, just look at Total’s investor presentation cover page —
it is not about oil, it’s about solar. So, the company is practically telling us the future is not
where their main business is so that they can look cooler. But then they invest and 99% of
their business is still and will be oil and gas.
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IResults and Outlook
February 2020

Source: Total

We have already quoted XOM’s CEO on how demand will grow in the long-term, but don’t
trust stories when it comes to investing, always focus on fundamentals.

In that line, also know the intentions of the owners you are investing along. Chinese
government owned companies are about Chinese growth, not that much about your benefit as
a shareholder.
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Companies

Sinopec tumbles on surprise sale of HKS24b shares at huge
discount

Stock drops 6.4 per cent after the oil-refining giant upsets the market by selling HKS24 billion of shares to
select investors at a big discount

7" TAKEAWAY: CEO’s ARE SALESMAN. THEIR JOB IS TO SELL THEIR
STORY, BUT WE MUST NEVER INVEST IN THE STORY, WE MUST INVEST IN
FUNDAMENTALS, MOATS, GREAT BUSINESSES.

At the end, it is always about fundamentals.

Oil fundamentals — production costs is key

Key Basin Cycle Signatures

Offshore T —

7~
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Central Asia

,r’/ North America Land
/

'
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.
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Source: Schlumberger
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This excellent chart from Schlumberger shows where the costs are lower as the number of
rigs is in stable increase despite the oil price drop in 2014. Therefore, keeping the structural
shift in mind, one must focus on fundamentals and keep in mind the risks of alternative
options like Vacca Muerta in Argentina where Vista Oil and Gas is developing fields in
Argentina. Those are not proven yet economically but might be, therefore the risk is high and
possible reward too.

Company overview

- VISTA
OIL&GAS
Strong operating and financial performance Concentrated in Argentina’s Premier Basin
Neuguina Basin blocks!®
LTM Revenue!! LYPZI 'S 3Q19 Production S ; o L [
Mboe/d 7
- £ [ver|
57.6
(142) (4) %

LTM Adj. EBITDA GFCUTE 2018 1P Reserves MMLos -
- - E E (] W it

Net debt L7 Ul 3Q19 Lifting cost 9.8 $/boe LN s o [ver]

. ‘-_ Yok Exoniobi
Gross / net leverage ~134,000 ()
ratio® 2.6x/1.2x Vaca Muerta acreage netacres £33
Aguitamors KT [yer]

Profitable operated asset base with growth potential

= Conventional assets with production base and infrastructure in place,

with spare capacity to treat and evacuate incremental production +———@ 25deMsyo

Meodanito

= Top-quality Vaca Muerta acreage already producing, and leveraged
by existing asset base

.

= Productivity of first 8 wells among best-in-basin, with average peak
IP-30 above 1,600 boe/d

= Continuous improvement in drilling and completion efficiency

= JV over 3 on-shore blocks in Mexico, 2 of which will be operated by
Vista @
Coln """"&s;l': Coirén Amargo Norte

B yicta blocks with unconventional potential B Vista conventional blocks

(1) “LTM means last twelve months (4)  Reserves as of December 31, 2018, as audited by Gaffney, Cline & Associates
{2)  Adj EBITDA = Net {loss) / profit for the period + Income tax (expense) / benefit + Financial results, (5)  Twonon-operated blocks in Noroeste and Golfo San Jorge basins {Argentina). one operated block

net + Depreciation + Restructuring expenses + Other adjustments in Sureste basin (Mexico), one operated biock and another non-operated block in Tampico- 3
(3)  Gross leverage ratio calculated as total financial debt divided by LTM Adj. EBITDA. Net leverage Misantla basin (Mexico) nat shown.

ratio calculated as total financial debt minus cash & equivalents divided by LTM Adj. EBITDA.

A similar situation is for California Resources aiming to grow oil production in California
with a 4-fold risk; oil prices, drilling legislation, debt and resources.
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Unlocking Value with a Deep Inventory of Actionable Projects at $65 Brent
J
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regarumg net resources and other ryﬂmcarmn resource E D -------
ti .
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Net Resources? (MMBoe)
g cromnia
Goldman Sachs Global Energy Conference 2020] 11

Source: California Resources Investor relations

The thing is you have to be an absolute investor, not a relative one. Relative investors take
too much macro risk. Equinor hopes to get a return on capital of 15% but that will only be
reached if there are no surprises and oil prices are at $65. On the other hand, if many have
$65 oil as their benchmark for growth, it might be the case oil is already cheap. However, it
might get cheaper but it is so much easier to invest in great businesses rather than cheap ones.

-
equinor %

Growing production, cash flow and returns

=) ~30 =13

Percent Billion USD Percent

Production growth Organic cash flow RoACE

2019-2020 2020-2023 2023

2019 rebased for portioliomeasures Cash flow from operations after tox (CFFO) before Based on 65 USD per bb, excluding IFRS 16
working capital and after organic investments Based leases and changes in future tox assets

on 65 USD per bbl

e A e S ||
R ATTIRB -0 :r‘. T————— LT S o N z — ‘.LI‘!E% “I;

8 TAKEAWAY: FOR ME, INVESTING IS ABOUT GREAT INVESTMENTS AND
YOU CAN WAIT FOR A LONG-TIME TO FIND THEM BECAUSE IT IS WORTH
IT. ACOMPOUNDER WILL GIVE YOU DIVIDENDS FOR ETERNITY, A CHEAP
STOCK IS SOMETHING YOU MIGHT GET STUCK WITH FOR A LONG TIME.
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Buffett didn’t invest in oil

| recently received an email that Occidental Petroleum has a yield the same as what Buffett is
getting for his $10 billion loan to Occidental.

Occidental Petroleum Corporation

+ Follow
NYSE: OXY -
40,50 usp-139(332%) +
Closed: 10 Feb, 19:55 GMT-5 - Disclaimer

Pre-market 40,65 +0,15 (0,37%)

1 day 5 days 1 month 6 months Y¥TO 1 year 5 years Max

100 77,01 USD 22 May 2015

20 —T -
. 0 FALE LW Ay - LUE

Cpen 41.49 Div yield 7.80%

High 41,56 Prev close 41,39

Low 40,18 52-wi high 63,83

Mt cap 36,138 a2-wk low 37,25

F/E ratio 28,75

Well, Buffett lent money to the company at an 8% interest rate, alongside receiving many
warrants that give him all the upside and little downside as his bonds give him much more
protection than what shareholders have.

9t TAKEAWAY: Buffett is simply doing what we all should do: MINIMIZE RISK,
MAXIMIZE REWARD

My conclusion on investing in oil

I am long a gas/oil stock, and | am long a partial oil stock. I like those because the PE ratio
when | bought was 3 on the first one and with the second one oil is just some possible upside
and not even regarded by analysts as a factor, yet. So, | am positioning myself in low-risk,
high upside investments.

As for the predominant oil stocks discussed here, the risk is high given the possible but
uncertain structural shifts ahead. The question isn’t that much about what will oil stocks do as
it is about what do you wish for in your portfolio?

- Do you want great companies that give the possibility to compound for eternity? Or,
- Do you want relative bargains that depend on how the market or industry moves (oil
stocks)?
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Focusing on the former requires a lot of patience and hard work. It isn’t exciting as you don’t
find something to buy on a monthly basis, and | have a feeling many of you expected me to

jump into buying some cheap oil stocks, to give you some action as ‘oil stocks are down with
high dividend yields’.

In any case, I’1l stick to looking for great business that have a moat and are there to reward
shareholders for eternity. In life, you find what you focus on.

A final word, my analysis above doesn’t mean that oil stocks cannot be the best performing
asset class in 2020, they sure can as things change extremely quickly in the sector. It is just
that I don’t like to take the risk reward.

Housekeeping: Aviation sector coming next — low oil prices are a positive and stocks are
down for various reason — Buffett owns them and it will be interesting if we can identify a
moat — long-term tailwinds are a certainty.

10t TAKEAWAY: SUBSCRIBE FOR LOW RISK, FUNDAMENTALS BASED, HIGH
REWARD INVESTING
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