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Emerging oil sector opportunities

Total S.A. (Total), a top-tier international oil and gas company, presented their macro outlook for the
global oil market at an investor update meeting on 22 September 2016'. Total provided some
intriguing oil supply/demand data that, if confirmed, may offer considerable medium-term upside for
energy market investors.

Total forecast that by 2020 there will be a 5-10mn barrel per day global oil production deficit (most
likely 7mn barrels of oil per day). Total believe that the oil industry has responded to the sharp fall in
the oil price (since mid-2014) by significantly cutting capital expenditures. Total claim that overall
industry capital expenditure in 2014 was $700bn and forecast it will drop to $400bn in 2016 — a 43%
reduction. At the same time, the natural oil field decline rate is running at close to 5% per annum, with
global demand likely to continue to grow, rising by at least 1% per annum.

Potential oil price impact

A deficit of 7mn barrels of oil equivalent per day ((MMboe)/day) would be very meaningful and crude
prices would need to rise significantly from current levels in order to stimulate additional capital
expenditure to arrest the anticipated production decline. To put this number into context, Saudi crude
oil production in August 2016 was 10.6mn barrels of oil ((MMbbl)/day) with OPEC production at 33.2
MMbbl/day and total liquids production in the United States at 13.6 MMbbl/day.

Henderson Global Natural Resources Team (Team) analysis

Where data is available, bottom-up analysis of the exploration and production oil and gas energy
stocks in the S&P Global Natural Resources Index (E&P companies), confirms that Total’s thesis is
indeed plausible.

From 19 E&P companiesz, the Team calculated a reduction in capital expenditure by these large,
listed companies of 40% from 2014 to 2016E. This is remarkably similar to Total’s 43% worldwide
trend estimate.

Chart 1: E&P companies’ capital expenditure
Collapse in capital expenditure since 2014 on lower oil prices.
500 -

400 -

~40% fall
300 -
200 -
il
0 T T T T T T

2011 2012 2013 2014 2015 2016E 2017E

USD billions

Source: Bloomberg, Henderson Global Investors. As at 23 September 2016. Forecast projections are estimates only.

To estimate production, the Team has used company data back to 2007. Despite total capital
expenditure from these companies over 2007 to 2015 approaching a massive $3tn, the overall total
production growth from these companies is a miserly 7% (less than 1% per annum) from 32.3
MMboe/day to around 34.8 MMboe/day this year. In other words, to virtually stand still, massive
amounts of capital have been required by the world’s largest listed companies. When annual capital
budgets are slashed, as we have seen the past two years, there should be no surprise that future
production growth will be extremely difficult to meet the anticipated and conservative 1% per annum
growth in demand.

Table 1: E&P companies’ production of oil
2007 2008 2009 2010 2011 2012 2013 2014 2015

Millions of barrels of

. ; 323 321 327 336 330 334 332 330 342
oil equivalent

Source: Bloomberg, Henderson Global Investors. As at 23 September 2016.
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In terms of years of reserves, over 2014 to 2015 the ‘reserve life’ fell by 8.2% from 13.5 years to 12.4
years. After another year of depressed oil prices and substantial capital expenditure cuts, 2016 will
provide an interesting data point when the statistics become available early next year.

Chart 2: Combined oil and gas reserves versus reserve life
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Source: Bloomberg, Henderson Global Investors. As at 23 September 2016.

The rate of reduction is a function of natural oil field decline, as reserves are produced and depleted.
The estimate by Total of a 5% per annum decline rate going forward is in line with most commentator
expectations and historic norms.

Worldwide drilling rig count numbers (a leading indicator to discovery), reserve replacement and
future production also point to significant falls. Longer-term, this supply reduction will have a
significant impact on the supply/demand equation if the current low global rig rate is sustained.

Chart 3: Monthly world rig count
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Source: Bloomberg, Henderson Global Investors. As at 23 September 2016.

Conclusion: emerging oil sector opportunities

This collapse in oil and gas capital expenditure is now starting to impact production output, oil field
decline rates and reserves.

This cycle is unlikely to be different from numerous previous cycles. The simple premise is that to
meet demand, a return to higher oil prices is needed to attract the required levels of new investment.

The Team believe that there are considerable opportunities in the oil sector in the medium-to-longer-
term and that energy stock sentiment will at some stage respond accordingly.
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1. http://www.total.com/en/investors/institutional-investors/presentations/totals-investors-day-september-22-2016

2. Does not include all E&P companies in the S&P Global Natural Resources Index. Analysis undertaken on companies where data is available
only. Companies used for estimation: Anadarko Petroleum Corp, BP PLC, Canadian Natural Resources Ltd, Chevron Corp, China Petroleum &
Chemical Corp, Conoco Phillips, Devon Energy Corp, Ecopetrol SA, Eni SpA, EOG Resources Inc, Exxon Mobil Corp, Occidental Petroleum
Corp, PetroChina Co Ltd, Petroleo Brasileiro SA, Repsol SA, Royal Dutch Shell PLC, Statoil ASA, Suncor Energy Inc, Total SA.
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