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Demand versus Supply Driven Forecasting

Demand-driven Forecasting

Oil Demand
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Demand versus Supply Driven Forecasting

Demand-driven Forecasting
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ATraditional forecasting model

AI\/Iany forecasters will never see anything but this during their
entire career

AVirtuaIIy all forecastersd investment banks, oil companies, and
iIndustry analysts, the US and foreign governmentsd use
demand-constrained models.



Demand versus Supply-Driven Forecasting

.4

YQRQI "QQa ofall on OPEC

Traditional Oil Markets Forecasting

A‘Supply growth is a function of non-OPEC supply and OPEC supply
AoPEC provides the residual: ncCall

AOPEC is to stabilize prices with increased production or production
cuts



BP / IEA Forecasting

Fr om Bner@yOutlook, 2013

a Df Ziquidsiconsumptionis projectedto reach104 Mb/d by 2030
but growth slowsto 0.8% p.a. (from 1.4% p.a. in 19902010 and
1.9%p.a. in 197090).£

G 5 S Y grgwdh comes exclusively from rapidly growing +@BECD
economies. China, India and the Middle East together account for
nearly all of the net global increaseECD demand has peakeadd
consumption is expected to decline by ®.6 kK R ® ¢

BP Energy Outlook, Jan. 2013 (pp. 33, 39)

An demand-driven Interpretation.



BP / IEA Forecasting

bp
...create a more challenging future for OPEC ﬂ

# In our outlook, demand growth slows and non-OPEC supplies rise — both
as a result of high prices. Unconventional non-OPEC supply will account
for all the net growth in global production over this decade, and over
710% of the growth from 2020-30.

# We assume that, in response, OPEC members will cut production over
the current decade; spare capacity exceeds 6 Mb/d by 2015, the highest
since the late 1980s. If OPEC were to maintain current production, the
market would experience unsustainably large inventory increases.

» [he market requirement for OPEC crude in our outlook is not expected to
reach 2011 levels for another decade. Thereafter, OPEC production
rebounds — and spare capacity shrinks — as the market requirement for
OPEC crude recovers.

+ While we believe that OPEC members will be able to maintain production
discipline despite high levels of spare capacity, OPEC cohesion is a key
oil market uncertainty, especially in the current decade.

BP Energy Outlook, Jan. 20h341)



BPO0Os View of the Res
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BP Energy Outlook, J&014(p. 32)



Aawood Assumptions of Demand Constrained Forecasting

Aoil demand is weak
- GDP growth is endogenously weak, or
- Social tastes or demographics have changed
AOPEC is central
- OPEC has enormous leverage
- OPEC discipline is key to industry economics
Aoi | prices are balanced on a kni

- Any excess supply or lack of OPEC discipline will tank oil
pricesd and with it, the IOCs
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Demand versus Supply Driven Forecasting

Supply-Constrained Forecasting
A A Abinding constrainto view of e

A oil supply growth is insufficient, reducing GDP growth

Oll Supply Oil Demand GDP
Growth < Growth X ; Growth

(OPEC + ne®PEC)

AExogenous, Alnherent Demand  AEfficiency Gain AReSi_dl_Ja|
OPEC and nen Growth ¢ from ¢ Economy I folClen(_:y
OPEC considered unconstrained decreases gains + oil
together Supp|y energy supply gI’OWth

AAssumes limited RObserved intensity over not sufficient,
accommodation demand growthg time GDP growth
from OPEC Growth actually will be limited

observed in the
data, less than
inherent demand
growth



Supply-Constrained Pre-Conditions

Need to demonstrateé.
Constrained Supply

A Demand is likely higher than demonstrated

A oil supply growth is constrained

A oilis a key enabling commodity (can affect GDP)

A Constrained oil supply is materially affecting economic activity
A Efficiency gains are likely not enough

A GDP growth is off trend

Traditional Forecast (Demand-driven)

AfiPeak demand?o | argely unsupporte

A oil prices sustaining in the face of supply growth in excess of
forecast demand
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Supply Growth

HlLease Operating Expense B GLA Expense W interest Expens

Source: Bank of America Securities 2012 E&P Full-Cycle Margin & Reserve Digest supplemented

" Peer group company added
** Three-year reserve replacement cost not meaningful due to negative reserve revisions, or data

Maote: LOE includes production taxes, gathering, & transportation; Interest includes preferred dividd

ANatural gas prices will continu

Amedian required breakeven p




