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Dear Energy Industry Colleague,
Deloitte hosted its 2012 Oil & Gas Conference on Tuesday, November 13, in Houston, Texas. With the theme of A New
World of Opportunity, the conference brought together energy executives, political leaders, investors and industry analysts
for an in-depth examination of key developments and challenges facing today’s global and domestic energy markets.
More than 500 people from 15 countries attended the event.
Conference discussions explored how unconventional oil and gas development has catalyzed an “energy renaissance”
in North America, changing the game on energy security and economic growth. Topics also included the potential of
this energy renaissance to transform the global energy business; strategies Canadian companies are pursuing to increase
access to hydrocarbon markets; possible geopolitical developments that could threaten energy production and trade; the
challenge of satisfying the midstream sector’s growing need for capital; how the refining industry is adapting to meet
changes in global demand; why the Arctic may be “the new frontier” in exploration and production; and the impact of
the November 6 national election results on energy policy.
Our conference objective is to provide a forum for Deloitte’s clients and professionals to gain a better understanding of
the shifting dynamics that are shaping the oil and gas industry, and is part of the Deloitte Center for Energy Solutions’
broader mission to enhance the dialogue on key issues and challenges for the energy industry. Each year, the conference
produces vital insights on emerging topics, as a result of bringing together some of the industry’s brightest thoughtleaders, both on the stage and in the audience. We are grateful to the speakers for sharing their views and to the
attendees for their active participation in the event.
We are pleased to provide you with this report from the 2012 Deloitte Oil & Gas Conference, which highlights major
themes and provides a synopsis of the speakers’ views and comments. Conference presentations can be accessed online
at www.deloitte.com/us/2012OGConferenceSpeakerPresentations.
We hope you will find this report a convenient and useful reference. Please feel free to pass it along to your colleagues.
Additional copies are, of course, available upon request. We look forward to seeing you at 2013 Deloitte Oil &
Gas Conference on November 19, 2013, in Houston, Texas. As always, we welcome your suggestions on themes, topics,
and speakers.
Sincerely,

John England			
Vice Chairman - U.S. Oil & Gas Leader		
Deloitte LLP

As used in this document, “Deloitte” means Deloitte LLP. Please see www.deloitte.com/us/about for a detailed description of the legal structure
of Deloitte LLP and its subsidiaries. Certain services may not be available to attest clients under the rules and regulations of public accounting.
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Our Featured Guest Speakers

Ambassador John Bolton, Foreign Policy Senior Fellow,
American Enterprise Institute (AEI)

Lubov Gavrilova, Director, Deloitte Financial Advisory
Services LLP

William M. Colton, Vice President, Corporate Strategic
Planning, Exxon Mobil Corporation

Gary R. Heminger, President and Chief Executive Officer,
Marathon Petroleum Corporation

Michael A. Creel, President and Chief Executive Officer,
Enterprise Products Partners L.P.

Tony Palmer, Vice President, Major Projects Development,
TransCanada Pipelines Ltd.

Chad C. Deaton, Executive Chairman, Baker Hughes
Incorporated

Christine Tezak, Managing Director – Research, ClearView
Energy Partners, LLC

Dr. Charles K. Ebinger, Senior Fellow and Director,
Energy Security Initiative, Brookings

Jeff Tonken, President & CEO, Birchcliff Energy Ltd.

Claire Farley, Managing Director, Kohlberg Kravis
Roberts & Co.
Greg Garland, Chairman and Chief Executive Officer,
Phillips 66

Duncan Wilson, Vice President, Corporate Social
Responsibility, Port Metro Vancouver
Barry K. Worthington, Executive Director, United States
Energy Association (USEA)
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Conference Overview
The 2012 Deloitte Oil & Gas Conference explored the new
world of opportunity that is largely being created by rising
unconventional oil and gas production in North America.
Speakers explored the impact of this “energy renaissance”
upon the entire energy value chain, from producers to
pipelines and processing facilities, and ultimately to end
users, including discrete and process manufacturers.
Speakers generally concurred the shale revolution is a
“disruptive force” that could potentially reshape markets,
revitalize American industry, and provide greater energy
security for the United States and its trading partners.
We offer the following top-line observations and insights
about the conditions and innovations that will be needed
to realize these potentialities, upon which the remainder of
this report expands:
How Unconventional Shales are Changing the
Game What does unconventional shale development
mean to the United States? Citing statistics from IHS
Global Insight, speakers contended 600,000 jobs were
supported and $18.6 billion in taxes were paid in relation
to shale development in 2010.1 Furthermore, continuing
development of America’s unconventional resources will
likely lead to continuing benefits. For instance, speakers
observed that natural gas liquids have the potential
to provide low-cost feedstocks for the plastics and
petrochemical industries, and Liquified Natural Gas (LNG)
exports could improve the balance of trade. Nonetheless,
creating jobs and boosting the U.S. economy are just one
way in which unconventional resources are changing
the game. Speakers pointed out that greater use of
clean-burning natural gas in electricity production over
the next few years is expected to significantly reduce
carbon emissions. The prospect of North American energy
independence, which some now see as feasible due to
rising production of unconventional oil and gas, was also
mentioned as having profound implications for geopolitics
and energy security. The United States and Canada,
however, are not the only countries that have shale
and other unconventional resources. Speakers stressed
development elsewhere is likely, but how fast and to what
extent will determine the impact upon the global game.
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The Economic and Employment
Contributions of Shale Gas in
the United States, IHS Global
Insight, 2011

An Energy Renaissance Despite expectations for flat to
declining energy demand in the developed world, global
energy demand is expected to grow over the next three
decades, fueled by population growth and rising standards
of living in developing nations. Accordingly, speakers
asserted the world will need about 30 percent more energy
between 2010 and 2030, even as it is consumed more
efficiently. Development of North America’s unconventional

oil and gas resources, they further contended, will play
a critical role in meeting this demand. This ”energy
renaissance,” which is predominately based on abundant,
reliable, and affordable supplies of shale oil and gas,
has the capacity to revitalize several sub-sectors of
American industry, including petrochemicals and discrete
manufacturing. It also creates opportunities for the Unites
States to export LNG and refined products. However,
speakers further observed the ”energy renaissance” thus
far has been driven by independent oil and gas producers
in the United States, even though their balance sheets have
not been structured to do that. Now, their quest for growth
is creating a “gap in the middle” between debt financing,
which is limited by cash flow, and equity financing, which is
limited by shareholders. Filling this gap, speakers asserted,
will likely require innovations in financing that facilitate
participation from a broader array of investors.
Expanding Canadian Markets The United States
is Canada’s principal export market for both oil and
natural gas, but change is underway. The impetus for
this change, speakers observed, is something almost no
one anticipated: Dramatic U.S. natural gas production,
which was virtually inconceivable just a few years ago, is
displacing some Canadian imports despite solid demand
growth. On the oil side, speakers explained growing U.S.
production is primarily displacing offshore imports at
present, although the potential exists for it to eventually
displace certain Canadian imports as well. While speakers
stressed the United States will likely remain Canada’s top
export market for some time, Canadian producers are
seeking new supplemental markets for their products,
the most promising of which is Asia. The characteristics
of this market, however, are very different than those
of the United States, particularly concerning LNG. Here,
existing suppliers are well established, many new sources
are competing for the Asian markets, and LNG prices are
presently at the top end of the global scale. Accordingly,
speakers asserted that many different elements must come
together to create a successful Canadian LNG project,
including market access, competitive pricing, and timely
regulatory approvals, among others.
The Future of Midstream Midstream is moving to the
forefront. While much attention has been paid to the
production of shale oil and gas in the United States,
speakers noted the midstream sector is fast becoming the
valve that will regulate the industry’s rate of expansion.
They stressed a vast amount of capital will be required to
build pipelines and storage facilities to relieve bottlenecks
as well as to take advantage of emerging opportunities

associated with natural gas liquids. For instance, some
midstream companies are investing heavily to transport
ethane to the U.S. Gulf Coast where it is increasingly
being used as a petrochemical feedstock; fill gaps in
U.S. propylene supplies brought about by increased use
of ethane; and capitalize on strong global demand for
U.S. propane. To date, many midstream Master Limited
Partnerships (MLPs) have relied on debt and equity capital
markets to fund this growth, but moving forward, speakers
asserted additional sources of funding such as private
equity and joint ventures will likely be sought with greater
frequency.
The International Environment Abundant production
of unconventional oil and gas is giving North American
producers a reason to be optimistic. Nonetheless,
Ambassador John Bolton, foreign policy senior fellow,
AEI, reminded the audience energy is a global business
greatly influenced by geopolitics and security concerns. The
industry should thus remain cognizant of the international
environment and the risks that lie therein. According
to Ambassador Bolton, some of these risks include
deteriorating stability in the Middle East as a consequence
of the Arab Spring; Vladimir Putin’s desire to recreate
Russian influence through control of natural resources;
and the general consensus that China will be engaged in a
peaceful rise and will become a responsible stakeholder—a
collective assumption that may not be correct. Iran,
however, topped Ambassador Bolton’s list of concerns.
In his view, the Ahmadinejad regime is extremely close to
having nuclear weapons.
Changes in Meeting Global Demand through Refining
The benefits from the rise of unconventional oil and gas
in the United States are flowing downstream. Speakers
asserted the American refining industry is well positioned
due to cost advantages created by an abundance of
low-cost natural gas to power their plants and availability
of advantaged feedstocks, such as heavy oil, bitumen from
the Canadian oil sands, and U.S. shale oil. In addition,
the industry also has structural advantages related to
an efficient manufacturing system and robust energy
infrastructure. While demand for gasoline is expected to
decline or remain flat in the United States over the next few
years, speakers noted many refiners are building up their
export capacities to take advantage of continuing demand
growth abroad for diesel and petrochemicals, particularly
in developing countries. They further contended these
export opportunities benefit the United States by balancing
trade deficits, creating jobs, and enhancing energy security.
American consumers benefit too. Speakers explained a

healthy export business allows refineries to operate at
high utilization rates, which spreads fixed costs and lowers
prices. This efficiency will likely be needed in the coming
years to help offset the costs of greater regulatory activity.
Arctic Exploration The Arctic Circle is one of the most
extreme environments on earth. It is also one of the
last regions of any significant size to be explored for oil
and gas. Despite water depths of 400-500 meters and
temperatures as low as -60º C, the Arctic as a new source
of oil production is garnering renewed attention as the
world faces the end of “cheap, easy oil”, amid climbing
global demand. Speakers noted the Russian Shelf, in
particular, is extraordinarily rich in oil and gas resources.
They further explained these assets are governed by Russian
“Strategic Investment Law,” which states all offshore blocks
must be controlled by companies in which the Russian
Federation has majority ownership. In addition, companies
must have five or more years of offshore experience in
order to operate offshore blocks. However, an important
change may be on the way: soon, the Russian government
is expected to open up these blocks to domestic private
companies as well as foreign partners who meet certain
criteria, the most important of which are advanced
technologies, Arctic offshore experience, and strong
financial capabilities.
Energy Policy Post-election, speakers noted the United
States still has essentially the same arrangement it has had
over the last four years: Split jurisdiction in Congress and
a financial or budgetary crisis looming. In the short-term,
speakers concurred the “fiscal cliff” is the top concern,
and any “grand bargain” that is struck to avert it will likely
have implications for oil and gas companies. One of these
implications is the potential elimination or reduction of
the Intangible Drilling Credit (IDC). Another is the possible
revocation of the pass-through tax treatment for MLPs,
which are presently concentrated in the mid-stream
transport of coal, oil, and gas. Speakers also asserted
climate change will again be in vogue as a political
topic, not only because of the economic consequences
of Superstorm Sandy, but also due to the trade pressure
asserted by the European Union’s (EU’s) proposal to impose
carbon emission charges on non-EU airline flights. This
renewed discussion, they hypothesized, could potentially
lead to a carbon tax in the United States. With these and
many other policies in play, some speakers suggested the
oil and gas industry could benefit from communicating with
a more unified voice in Washington, DC.
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How Unconventional Shales are
Changing the Game
Five years ago, the general consensus was the oil and gas
industry was moving from west to east. It was thought
the majority of the world’s potential reserves were located
in the eastern hemisphere and concentrated in countries
where governments either had or were seeking to establish
National Oil Companies (NOCs) to develop those assets.
At the same time, the National Petroleum Council was
predicting the world would be facing a gap of 10-15 million
barrels per day in production by 2030.2
“Unconventional shale gas
development is a disruptive force.”
Chad Deaton, Executive
Chairman, Baker Hughes
Incorporated

2

Facing the Hard Truths About
Energy: A comprehensive view
to 2030 of global oil and
natural gas, National Petroleum
Council, 2007

3

The Economic and Employment
Contributions of Shale Gas in
the United States, IHS Global
Insight, 2011
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Fast-forward to the present, and the industry is now
moving in the opposite direction. Due to the ability to
unlock massive amounts of oil and gas from unconventional
reservoirs, U.S. oil and gas production has rebounded
from a long era of decline to a new period of expansion.
As Chad Deaton, executive chairman, Baker Hughes
Incorporated, pointed out, what is even more remarkable
is North America has become the “go to” place for foreign
companies, many of them NOCs, to invest. Technology and
innovation have made this about-face possible, particularly
in relation to improvements in horizontal drilling and
hydraulic fracturing techniques. Mr. Deaton emphasized
while development of shale oil and gas seemed to happen
in the blink of an eye, it really took a decade or more to
refine existing technologies and build the infrastructure
needed to get to where we are now—the place where
unconventionals are really changing the game.
One of the ways in which unconventionals are changing
the game is by boosting the economy. Citing a 2011 report
by IHS Global Insight, Mr. Deaton asserted unconventional
gas development has the potential to support 1.7 million
jobs and add $200 billion in economic value by 2035.3 In
addition to direct employment opportunities, natural gas
and its associated liquids could provide fuel and feedstock
for U.S. manufacturers, particularly in the petrochemical
and plastics sectors, thus revitalizing American industry and
adding even more jobs.

Shale gas, observed Mr. Deaton, also has an attractive
environmental profile. He pointed out one of the biggest
benefits of the unconventional boom is the ability to
dramatically cut greenhouse gas emissions by shifting
from coal to natural gas in electricity production. He
further pointed out natural gas emits about half as
much CO2 as coal, about one fourth as much SO2, and
virtually no mercury—not to mention it offers an excellent
peak-loading counterpart for wind and solar. “From an
environmental standpoint, natural gas is a game-changer in
its own right,” he contended. These environmental benefits
could extend even further if natural gas is substituted for
diesel in heavy transport vehicles, such as truck fleets and
locomotives, which Mr. Deaton noted is happening with
greater frequency.
While North America is leading the world in shale oil and
gas production, Canada and the United States are not
the only countries with vast reserves of unconventional
resources. According to a report by the U.S. Energy
Information Administration, China has greater shale reserves
than the United States. Many other nations, such as Poland,
Saudi Arabia, Mexico, and Argentina, are also believed
to have an abundance of shale oil and gas. However, the
development timetables in these nations are uncertain. “It’s
important to remember that shale development in the U.S.
didn’t take-off overnight,” stressed Mr. Deaton, “and other
areas will take a while to develop too.”

In the meantime, Mr. Deaton stated the present
development of unconventionals in the United States and
the potential for development elsewhere could lead to
several disruptions in the oil and gas markets and in the
geopolitical landscape. The most far-reaching of these is
the potential for North American energy independence,
which many believe will be within reach within the next
decade. This prospect, when coupled with unconventional
development elsewhere, could reduce dependency on
Middle East oil throughout the world, possibly changing
America’s foreign policy and defense strategies moving
ahead. He also noted America’s potential to become an
exporter of LNG, which could destabilize LNG markets and
reduce Russia’s control over European energy.
Mr. Deaton further observed unconventional development
is also testing the oilfield services sector. Not only is the
sector being challenged to find the right people and
equipment, but it is also being challenged to operate safely
and effectively. To this end, he stressed the importance of
getting back to basics, making sure the wells are isolated,
and treating water as the scarce resource it is. He also
called for the industry to work with government to craft
and implement responsible regulations. “Regardless of the
political leadership,” he concluded, “the industry must earn
the public’s trust.”
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An Energy Renaissance?

Development of North America’s
Unconventional Oil and Gas Resources
Not long ago, many industry experts were talking about
“peak oil” and the prospect that production of conventional
oil and natural gas could decline much faster than
anticipated, potentially sparking supply shortages and
commodities wars. Today, due to development of North
America’s unconventional oil and gas resources, that notion
seems as outlandish as the idea the world is flat. However,
speakers noted the abundance of unconventional oil and
gas in North America and elsewhere does not mean there
will not be challenges in continuing to develop those
resources to meet the world’s growing demand for energy.

William M. Colton, vice president, Corporate Strategic
Planning, Exxon Mobil Corporation, observed that the
world’s cumulative demand for fossil fuels is expected
to grow substantially over the next 30 years, despite
moderating demand in nations belonging to the
Organization for Economic Co-operation and Development
(OECD). According to the ExxonMobil 2012 Outlook for
Energy, the global demand for oil is expected to grow by
.7 percent per year between 2010 and 2040, while global
demand for natural gas is expected to grow 1.6 percent
per year. Coal usage is anticipated to remain about the
same, declining ever so slightly at -.02 percent per year. The
strong forecast for oil and natural gas, Mr. Colton explained,
is due to a number of factors. Even though adoption of
hybrid electric vehicles will grow, he contended most of the
transportation sector will still use oil in the coming decades
because of its energy density. Meanwhile, despite strong
gains in wind and solar, natural gas is anticipated to become
a bigger part of the fuel mix in the electricity sector, as more
and more power producers shift from coal to natural gas for
economic and environmental reasons.
In general, Mr. Colton asserted the world’s energy mix will
continue to evolve and its oil and natural gas supplies will
continue to diversify. These expectations have shifted the
discussion from how to mitigate the risk of scarcity to how
to raise capital and advance technology to make the most of
abundant unconventional supplies. Calling low-cost natural
gas “the ultimate economic stimulus,” Mr. Colton believes
an energy renaissance is underway in North America and
the industry has the capacity to do “all of the above”
to keep it going: expand LNG export capacity, provide
low-cost feedstock to the petrochemical industry, give
American manufacturers a fuel-cost advantage, and provide
reliable affordable supplies of this clean-burning fuel to the
electricity sector.
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Claire Farley, managing director, Kohlberg Kravis Roberts &
Co. (KKR), also believes an energy renaissance is underway.
Independent producers, she explained, have largely driven
this renewal to date, but their balance sheets have not
been structured to support this rapid development. As a
result, many are outspending their cash flows. At present,
the markets are rewarding companies for growth, but not
necessarily profitable growth. This situation, Ms. Farley
contended, is unsustainable. Thus, significant financing
innovations will soon be required.
She further explained that while the equity and debt
markets are open, there are limitations: The amount of
debt a company can obtain is constrained by its cash
flow projections, while the amount of equity it can issue
is constrained by shareholders who do not want to be
diluted. The gap in the middle is presently being funded by
joint venture capital, whereby producers sell some of their
working interests in the shale plays to investment partners.
This model is becoming popular with a broad range of
investors, including Asian industrials, sovereign wealth
funds, and now end users, such as steel companies and
large manufacturers who are seeking “the perfect hedge”
that comes with investing in low-risk gas wells someone
else will operate. This arrangement essentially allows them
to purchase natural gas at cost, thus providing a low cost
of supply when prices are depressed and a healthy return
on capital when prices rise. Ms. Farley also pointed to
private equity investors who are “ready to invest billions” in
the upstream space. Here, some large private equity firms
are starting to deploy capital as non-operating, working
interest partners, owning assets for 10-20 years, which is
much longer than would typically be expected of this type
of investor.
The midstream sector, too, has an enormous appetite
for capital. According to KKR’s estimates, it will require
more than $200 billion in investment capital over the next
20 years. Here, Ms. Farley suggested midstream MLPs

“New sources of supply have been
quite a gift to the U.S. economy
and the world economy.”

“There will need to be significant
changes in who invests and how
those investments get done.”

William M. Colton, Vice President,
Corporate Strategic Planning,
Exxon Mobil Corporation

Claire Farley, Managing Director,
Kohlberg Kravis Roberts & Co.

will continue to play a large role in financing the sector;
however, these investors tend to take projects when the
commitment is fully understood. This once again leaves a
gap in the middle. Ms. Farley explained this area, which
was previously called the mezzanine space, is largely not
being funded through loans anymore; instead, these deals
increasingly involve ownership of the real asset. These
financing developments are just in the early stages, with
more innovations to come, she concluded.
While much of the discussion centered upon how to make
the most of the opportunities afforded by North America’s
unconventional oil and gas resources, speakers reminded the
audience the continuation of the energy renaissance is not
a given. They further advised a commitment to operational
excellence, an open dialog with the public, and good
financial and environmental stewardship will all be needed
in order to progress. As Peter Robertson, independent senior
advisor, Oil & Gas, Deloitte LLP, observed: “There are a lot of
new opportunities to grow our business; there are also a lot
of opportunities to foul it up.”
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Expanding Canadian Markets

“The U.S. is Canada’s best and
longest principal market for
Canadian oil and gas: It has been
for 50 years and we expect it will
be for the next 50 years.”
Tony Palmer, Vice President,
Major Projects Development,
TransCanada Pipelines Ltd.

“If the you [the U.S.] become
energy self-sufficient, we [Canada]
have a problem.”
Jeff Tonken, President & CEO,
Birchcliff Energy Ltd.

In 2011, Canada’s gross energy exports were valued at
US$120 billion.4 With 90 percent of Canadian exports
going to the U.S.,5 Canadian producers are naturally
concerned about the potential of rising U.S. oil and natural
gas production to dampen demand for Canadian products.
Speakers observed this shift is already occurring on the
natural gas side, with dramatic increases in U.S. production
displacing some Canadian imports despite solid demand
growth. On the oil side, they further noted, increasing
unconventional production in both the United States
and Canada is presently displacing offshore imports, but
questions remain about what will happen if U.S. production
from the Bakkan shale basin and others continues to
climb. While U.S. energy markets are open, competitive,
transparent and liquid, short-term sales are the norm, with
oil and gas prices tending to be below world benchmarks.
Based on these factors, speakers asserted it would be
prudent for Canadian producers to develop greater export
capabilities and to look for opportunities beyond the United
States.

These conditions, asserted Mr. Palmer, present a mixed bag
of challenges and opportunities for Canadian producers,
especially since Canada is late to the LNG game. While it
has the resources and the know-how to be competitive,
the returns Canadian producers receive from their budding
LNG investments will largely hinge upon future LNG prices,
which might not stay at their present levels. At the same
time, low natural gas prices in North America are hurting
Canadian natural gas producers, which is prompting
them to consider a number of options for expanding their
revenue streams. For instance, Mr. Palmer pointed out that
buyers from Asian countries who have capital and wish
to secure LNG for their markets are in a position either
to buy the product directly from Canadian producers or
to seek a natural hedge by buying reserves or purchasing
corporations. Thus, an important strategic question is
arising for Canadian producers: Should they pursue a “net
back” from Asian markets for LNG, or would they be better
off pursuing a “net forward” by allowing foreign investors
to take equity positions in their reserves?

One of these opportunities is Asia, which Tony Palmer,
vice president, Major Projects Development, TransCanada
Pipelines Ltd., described as “the largest potential new
market for Canada’s oil and natural gas.” The characteristics
of this market, however, are vastly different from those of
the United States. Particularly concerning natural gas, Asia
has a significant—and growing—gap between domestic
production and demand, and most of the current, regional
LNG players are vertically integrated, well-established, and
enjoy significant market share. Many newcomers are also
entering the market. Additionally, LNG prices in Asia, which
are linked to Brent oil pricing, are at the top end of the
global scale.

Jeff Tonken, president and CEO, Birchcliff Energy Ltd.,
concurred that raising capital and staying profitable
amid record-low natural gas prices in North America are
not easy feats. He explained his company focuses on
low-risk development drilling and on maintaining low
operating costs, which he sees as a natural hedge. He
further pointed out this strategy has worked well to date
for Birchcliff since his company has managed to record
positive earnings at a time when most North American
gas producers are showing great losses. “My challenge,”
explained Mr. Tonken, “is to get money into my company
without diluting myself or my shareholders.” He went on
to stress the enormity of the production opportunities in
Canada are outstripping the industry’s ability to finance
them through traditional debt and equity markets. “When

“We sum up our approach to
expanding Canadian markets in
one word: collaboration.”
Duncan Wilson, Vice President,
Corporate Social Responsibility,
Port Metro Vancouver
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Ibid

considering how much drilling can be done in Canada,”
he noted, “it is becoming a matter of where is the capital
going to come from and who is going to pay us the most.”
With U.S. production on the rise and natural gas prices so
depressed, he further stressed that Canadian companies
must look for other opportunities to sell natural gas. This
means finding alternative ways to move ahead with LNG
projects, which are by nature extremely expensive. These
activities, which will include building and/or expanding
pipelines, liquefaction facilities, and ports, will likely require
partnerships and joint ventures not only with foreign
players but also among Canadian companies as well. It will
also require building public support.
Duncan Wilson, vice president, Corporate Social
Responsibility, Port Metro Vancouver, explained recent
poll results put pipelines and tankers slightly behind the
economy but ahead of healthcare as the most important
issues facing British Columbians. He also pointed out that
Greenpeace, the world’s largest independent environmental
organization, was founded in Vancouver. Sustainable
development is therefore deeply important to the citizens
of Western Canada. In seeking to provide western access
to markets for Canada’s oil and gas supplies in Alberta
and British Columbia, Wilson stressed the need for a
collaborative approach when seeking approval for pipelines
and port expansion projects. Core to this collaborative
approach is an aggressive community engagement strategy
that involves stakeholders in the decision-making process,
recognizes and communicates the needs of all participants,
and provides information and seeks input. He contended
the willingness to be seen in the community and to address
concerns directly can mean the difference between riding
the rising tide of global prosperity or missing the boat.
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Future of Midstream

“This is a tremendous opportunity
for the energy business and it’s also
a tremendous opportunity for U.S.
manufacturing.”

The long-term development potential of existing shale
plays in the United States is hard to fathom. According
to research conducted by Enterprise Products Partners
L.P. (EPD), the longevity of the Marcellus Shale is around
100 years, if wells are drilled at the rate of 1,650 wells
annually. Similarly, it will take about 80 years to complete
the Utica Basin at 600 wells per year and about 40 years
to complete the Eagle Ford basin at 2,500 wells per year.
Even the Barnett Shale, which is regarded as the most
developed basin to date, has about 30 years of potential
drilling left at the rate of 1,000 wells annually.

While he acknowledged many factors could accelerate
or retard these projections, Michael Creel, president and
Michael A. Creel, President and
CEO, Enterprise Products Partners L.P. CEO, EPD, used them to underscore the enormous growth
potential of shale oil and gas and the vast infrastructure
expansion that will be required to support it. Indeed, he
noted that EPD alone presently has $7.7 billion in major
capital projects under construction across all segments
of the midstream value chain. Additionally, many other
existing MLPs, as well as oilfield services companies,
majors, and independents, are investing aggressively in the
sector. Mr. Creel also observed new MLPs are starting up,
and private equity investors are becoming more active in
the midstream space, suggesting capital will be available
for attractive projects in the near term. He further pointed
out the industry as a whole has spent roughly $100 billion
on infrastructure projects since 2007, and some analysts
believe another $250 billion in capital investment will be
required in the next 20 years.
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These figures, while daunting, are also exciting since they
point toward significant economic opportunity, not only
for midstream companies and their investors, but also for
American manufacturers. To capitalize on this opportunity,
part of EPD’s strategy involves building new pipelines to
transport Natural Gas Liquids (NGLs) from the Marcellus
and Utica shale basins to the U.S. Gulf Coast, which is a
hub for export activity and petrochemical production. Mr.
Creel explained demand for ethane is increasing among
petrochemical manufacturers due to low gas-to-crude
spreads. This generally gives NGLs an advantage over
crude oil derivatives as a feedstock, and in turn, gives U.S.
petrochemical products a cost advantage in world markets.
Mr. Creel also sees opportunities for exporting propane in
response to strong global demand and for using propane
dehydrogenation technologies to fill gaps in propylene
supplies, which have decreased with greater usage of
ethane in ethylene crackers.
Considering the inter-relationship between the oil and
gas industry and the petrochemical industry, many see
the burgeoning energy renaissance as a catalyst for a
manufacturing renaissance in the United States. But Mr.
Creel and others stressed this renewal is not a certainty.
There are many forces that could slow it down or stop
it altogether, ranging from regulation to infrastructure
deficits. Regarding the latter, John England, vice chairman,
Oil & Gas, Deloitte LLP, reminded the audience: “At the end
of the day, the tremendous growth potential of the North
American resource plays won’t be realized if we can’t get
oil and gas to the right places and if we can’t process,
store, and fractionate it: That’s where the essential role of
the midstream sector comes in.”

Changes in Meeting Global
Demand through Refining
The U.S. refining sector is on the move. In the last 18
months, the sector has made several strategic adaptations.
Large integrated companies have spun off portions of their
downstream and midstream businesses to form separate,
independent, publicly owned entities. These new entities,
as well as existing ones, have been upgrading their plants
to capitalize upon the abundance of unconventional
resources, including advantaged crudes from Canada,
shale plays, and tight oil. In addition, a relentless focus on
cost management, along with the widespread availability
of low-cost natural gas, has largely allowed American
refiners to reduce operating costs. As a result of these
actions and market conditions, the downstream sector is
enjoying robust profitability. Will these good times last or
will declining domestic demand cloud the future of U.S.
refining?
Speakers concurred overall energy demand, particularly for
liquids, in the United States and in many OECD countries
is stabilizing or declining. The real growth in the future,
they asserted, will be in developing nations. Noting that
global demand drives the refining business, Greg Garland,
chairman and chief executive officer, Phillips 66, contended
U.S. refiners now have “a remarkable competitive
advantage” in world markets. Part of this advantage can
be attributed to the widespread availability of “advantaged
feedstocks,” such as heavy oil, bitumen from the Canadian
oil sands, and U.S. shale oil. Another part is tied to low
natural gas prices, which is giving U.S. refiners “a dollar or
two” advantage over European and Asian refiners purely
on an energy-cost basis. Speakers also noted operational
excellence and America’s robust energy infrastructure
further add to the sector’s strength. The result? “We have
become the most efficient refining system in the world,”
remarked Gary Heminger, president and chief executive
officer, Marathon Petroleum Corporation.
In 2011, the efficacy of the U.S. refining system became
readily apparent, as refined products became the top
U.S. export, according to U.S. Census data going back
to 1990.4 It was also the first time since 1949 the United
States has been a net exporter of fuels.5 Both Mr. Garland

and Mr. Heminger believe the demand for U.S. exports will
remain strong over the next few years, particularly from
Latin America and South America where proximity to the
United States and the cost-advantage of U.S. fuels are
especially attractive. Europe has also been buying more
U.S. fuel, particularly diesel, to compensate for its lack
of refineries. Mr. Garland also observed diesel demand is
expected to rise about 3 percent in the United States in
2013, compared to a .5 percent rise in gasoline demand.
“This is why almost everybody in the industry is looking to
reconfigure some of their process units to get more diesel
out of the back end,” he commented.
Despite their bullishness on the industry’s future, Mr.
Garland and Mr. Heminger acknowledged there are some
threats to consider, the largest of which are environmental
regulations. While renewables mandates and fully
implemented Corporate Average Fuel Economy standards
will likely affect demand for refined products in the United
States, Mr. Garland stressed the most pressing question
in the near term is, “What will happen if a higher blend
of ethanol is forced into today’s auto fleet?” Even though
the U.S. Environmental Protection Agency (EPA) has
approved an E15 blend, he asserted anything above E10
would negatively impact existing engines, as well as fuel
delivery and support systems. Breaching this “blend wall,”
he cautioned, could have serious economic repercussions
throughout the entire transportation value chain.
Another concern is the prospect for a regulatory tipping
point, where the cost of regulations negates the cost
advantage U.S. refiners are presently enjoying in global
markets. Speakers emphasized while some regulation is
necessary, and even desirable, it needs to be thoughtful
and based on sound scientific principles. This, they
contended, will be key to sustaining America’s refining
renaissance period and to reaping the economic benefits
that come with it, such as job creation, improved balance
of trade, and lower prices for American consumers since
greater export volumes allow refiners to spread fixed costs
by running at higher utilization rates.

“The U.S. refining industry is
remarkably well-positioned in
terms of structural advantage
and the energy infrastructure
we’re developing to support it.”
Greg Garland, Chairman and
CEO, Phillips 66

“The U.S. has the best, most
efficient refining system in the
world: Now we need to use it to
America’s competitive advantage.”
Gary R. Heminger, President and
Chief Executive Officer, Marathon
Petroleum Corporation

4

“In a first, gas and other fuels
are top U.S. export,” USA
Today, December 31, 2011

5

Ibid.
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Energy Policy – Post Election 2012:
Can We Get the Balance of Energy Security,
Economic Contribution, and Environmental
Footprint Right?

“Energy is politics and politics
is energy.”
Barry K. Worthington,
Executive Director
United States Energy Association
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The more things change, the more they stay the same.
Post-election 2012, America still has a bitterly divided
Congress, which at the time of the conference was
engaged in circuitous dialog about how to avert the
impending “fiscal cliff.” Speakers discussed the potential
implications of this political bargaining on oil and gas
companies, such as the possible elimination of the IDC and
the potential revocation of the pass-through tax treatment
for midstream MLPs. In addition to these near-term
concerns, speakers also discussed the longer-range topic
of carbon legislation, which has the potential to affect
nearly every aspect of the industry value chain.

Dr. Charles Ebinger, senior fellow and director, Energy
Security Initiative, Brookings, also believes environmental
policy will be a seminal issue for the oil and gas industry in
2013. When shale gas came on the scene, environmental
leaders largely regarded it as a “bridge to a renewable
energy future,” he explained. However, they grossly
underestimated the volume of unconventional oil and
gas that was available. Now, environmental policymakers
realize “natural gas is not a bridge to the future; it is the
future.” Many of these leaders are becoming increasingly
alarmed that the United States is locking itself back into a
dependency on fossil fuels.

Speakers noted that Superstorm Sandy, a recent Central
Intelligence Agency report on climate change, and President
Obama’s re-election have collectively revived interest in
climate change policy. While Superstorm Sandy was a
powerful reminder of shifting weather patterns, Christine
Tezak, managing director - research, ClearView Energy
Partners, LLC, asserted that another force is at work in
moving climate change up on the political agenda. This
force is “the iron butterfly,” or the international trade
pressures coming from the EU’s proposal to charge airlines
for their carbon emissions when flying in EU airspace. If
implemented, this legislation, she contended, will be hard
for the United States to ignore, not only from a trade
perspective but also from the vantage point of international
relations. This will likely set the stage for negotiations
whereby U.S. policymakers seek to address carbon
emissions through a domestic carbon tax or some other
way “that doesn’t involve writing a big check to the EU.”

Moving ahead, Dr. Ebinger believes environmental leaders
will use the Keystone XL pipeline decision as a “litmus test”
for the Obama Administration in terms of its commitment
to reduce the energy industry’s environmental footprint
versus its desire to sustain the economic and security
gains of the shale revolution. Clues to the Administration’s
stance on environmental policy will likely be reflected
in the selections made for leadership at the EPA, the
Department of Energy, and the Department of the Interior.
To underscore the complexity of achieving the “right
balance” of energy security, economic contribution, and
environmental footprint, speakers were split regarding
whether or not the Keystone XL pipeline would be
approved. Dr. Ebinger sees approval as unlikely, which
would not bode well for the other pipelines that need to
be built to move unconventional oil and gas to market.
Ms. Tezak, on the other hand, believes it has a “better
than iffy chance.” Barry Worthington, executive director,
USEA, also falls into the more optimistic camp, noting he
believes the President is for an “all of the above” energy
strategy that will most likely include fossil fuels and
nuclear.

Mr. Worthington concurred with the other speakers
regarding the likelihood of increased discussion about
climate change, but he reminded the audience the
American public opted for a divided government, which
will make it difficult for Congress to move forward
assertively on any one front. In light of the continuing
divisiveness on Capitol Hill, he expects more regulatory
activity from the EPA. Furthermore, any restraint on the
Agency will likely be imposed by the courts and not by
Congress. He and Ms. Tezak also singled out energy
efficiency as potentially the one area where Republicans
and Democrats can agree. “If Congress is looking for
an example of how both parties can work together, we
could see a move toward a government-backed energy
efficiency program,” observed Ms. Tezak. “If that happens,
flat-to-declining energy demand growth could become a
fact of life.”

“I believe that many people in
the Obama Administration want
to put climate change back on
the agenda.”

“While high-cost subsidies for
clean energy are out of favor,
energy efficiency initiatives still
have support.”

Charles K. Ebinger, Senior Fellow
and Director, Energy Security
Initiative, Brookings Institution

Christine Tezak, Managing
Director – Research, ClearView
Energy Partners, LLC

Considering the oil and gas industry probably
shouldn’t expect many favors from the second Obama
Administration, Dr. Ebinger stressed the need for industry
leaders to communicate a unified message in Washington,
DC. “Discordant voices from trade associations, some
of which are antagonistic to the Administration, are
distracting,” he said. “The industry needs to speak with
one voice in a moderate, constructive way.”
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The International Environment in
the Next Two Years
The oil and gas industry is a global business that often
requires international cooperation, but according to
Ambassador John Bolton, foreign policy senior fellow,
American Enterprise Institute, U.S. companies may find
this cooperation to be in short supply in the coming years.
Ambassador Bolton asserted the United States is entering
into a very difficult time internationally. Even more, the
United States has no policies or inadequate ones to address
the many geopolitical threats that are highly evident now.
Reminding the audience the United States has many
adversaries on the world stage, he laid out a litany of
concerns related to Russia, China, and the Middle East.
For instance, Ambassador Bolton asserted Vladamir Putin is
determined to reestablish Russian influence in Central and
Eastern Europe to the degree it had been during the times
of the Soviet Union. To do so, he is tightly controlling the
nation’s vast oil and gas resources. He further described
the Russian leader as being “highly popular despite his
interference with elections.” Bolton indicated Putin has
taken advantage of the global price of oil over the last
several years to modernize the nation’s conventional
military forces, stockpile nuclear weapons, and increase
its cyber warfare capabilities. In contrast, Bolton sees the
United States as having declining military capabilities and
no policy for dealing with Russia’s global ambitions.
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Ambassador Bolton also contended instability in China
poses a major threat to U.S. security. The idea China is
engaged in a peaceful rise and will become a responsible
stakeholder in world affairs, according to Ambassador
Bolton, is not the most likely scenario. He further explained
this common assumption is based on projections of 20-25
years of straight-line economic growth. Underlying these
projections is a willingness to believe in the veracity of
Chinese economic statistics, which he contended still
contain “a lot of Communist math.”
In addition to the many economic problems “that still
have not come home to roost,” Ambassador Bolton noted
there are serious social problems in China as well, such
as the population imbalance between men and women
that has come about as a result of China’s “one child
per household” policy and culturally ingrained gender
biases. “This means you have a large and growing cadre
of young men who will never be married, which is hugely
destabilizing,” observed Ambassador Bolton. He further
highlighted China’s significant military growth, including
nuclear stockpiles, advanced cyber warfare capabilities,
and “anti-access” weapons systems designed to push
the U.S. Navy farther back into the Pacific. He also noted
China is making “assertive and belligerent” territorial
claims in the South China Seas and elsewhere, not only
for territorial expansion but to gain control of the mineral
resources. All of these things, observed Ambassador
Bolton, point in the direction of a nation that continues
to assert itself even as its domestic and social problems
continue to mount.

Although Ambassador Bolton has many long-term
concerns about China, he stressed a more immediate
threat is at hand in the Middle East, the stability of which
is deteriorating fast in the wake of the Arab Spring. The
lack of a decisive U.S. response to antagonistic actions
by Muslim fundamentalist regimes is sending the wrong
signal to the international community, he asserted. This
situation is particularly apparent in Iran. According to
him, Iran is closer than ever to its 20-year-long objective
of attaining deliverable nuclear weapons, having built a
broad and deep nuclear infrastructure while “the U.S. has
fiddled around” for the last years. He further contended
economic sanctions have not been effective other than
to cut the standard of living for Iran’s middle class, who
mostly oppose the Ahmadinejad regime. Bolton argued
the United States’ willingness to allow Iran to progress
so far in its nuclear program “sends a message to every
would-be nuclear proliferator that if you just have the
patience and a little money, the U.S. cannot, or will not,
stop you.”

“We are entering internationally
into a more difficult time for the
United States.”
Ambassador John Bolton, Foreign
Policy Senior Fellow, American
Enterprise Institute

If these geopolitical risks are so ominous, then why
haven’t they factored more prominently in U.S. political
debate? Ambassador Bolton cited America’s obsession
with its domestic economy as one of the reasons these
issues have largely been ignored for the last four years.
This, in his opinion, is an egregious mistake. “Our
adversaries are not gracious enough to wait for us to get
our economic house in order before challenging us,” he
reasoned, “and now the scope of the challenges we face
are likely to increase.”
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Arctic Exploration –
A New Frontier

“We believe the Russian Arctic
offshore can be developed by
creating partnerships to diversify
geological, ecological and
financial risks.”
Lubov Gavrilova, Director,
Deloitte Financial Advisory
Services LLP

The Arctic Circle, which circumscribes about 6 percent of
the earth’s total surface, has an otherworldly profile: it is
locked in ice for much of the year, winter temperatures
dip to -60º C, and dangerous storms rage upon its seas.
These characteristics, combined with the fact it is far
from support and distribution lines, raises the question
of, “Why would anyone want to go there?” The answer
is hydrocarbons, and most likely, lots of them. The U.S.
Geological Survey estimates there are between 44 and 157
billion barrels of undiscovered oil and between 770-2990
TCF of undiscovered natural gas in the Arctic Circle,
with 61 percent of the total belonging to the Russian
Federation.
As Luba Gavrilova, director, Deloitte Financial Advisory
Services LLP, explained, the prospect of new oil production
from the Arctic is attracting renewed attention among
Arctic coastal nations because the world is facing the
end of “cheap, easy oil,” while much of the remaining
“expensive, difficult oil” is now accompanied by
heightened security and economic risks. From that
perspective, the Arctic offers a new frontier. The Arctic,
observed Ms. Gavrilova, is a relatively unexplored region,
with only about 270 wells having been drilled offshore
in an area of more than 13 million square kilometers.
Today, dwindling sea ice, technological advances, and the
likelihood of rising demand for oil and gas, particularly in
Asia, are making the Arctic an increasingly attractive option
for production.
According to Ms. Gavrilova, Russia is now focusing on
offshore resources in the Arctic Circle, in continental
shelves under less than 500 meters of water. The Russian
Arctic offshore includes the Barents Sea, Kara Sea, Laptev
Sea, East Siberian Sea, Chukchi Sea and Bering Sea.
While there is no production in the Arctic yet, the Russian
Federation sees these latent resources as strategic assets,
which accordingly fall under Russian Strategic Law. This
law states that only companies in which the Russian
Federation has at least 51 percent ownership have the
right to control offshore blocks. Companies must also
have five or more years of offshore experience in order
to be considered. Within these strict parameters, only
Rosneft and Gazprom have qualified thus far for offshore
operatorship.
Considering the high geological risk and capital demands
of Arctic development, the Russian government is expected
to soon give private companies the right to explore within
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the offshore blocks. In addition, the Government will
likely introduce more tax incentives for Arctic projects
in order to make them more palatable for investors.
Multinational collaboration, it seems, will be critical
for filling technological gaps, distributing the risk, and
supplying sufficient capital. For instance, Rosneft has been
seeking outside partners for its development efforts in the
Barents and Kara Seas even within the current constraints.
In 2012, it entered into three major agreements, one with
a U.S. company and two with European companies, for
joint exploration and development of offshore prospects.
Ms. Gavrilova noted these arrangements are very similar
in structure: The international partner takes a one-third
share in a joint development company and carries the
exploration costs through the initial phase of the project
while Rosneft retains ownership of the licenses and gains
increased international exposure.
Ms. Gavrilova explained the magnitude of these deals
has created the misperception there is nothing left in the
Barents and Kara Seas that is worthy of attention. This,
she asserted, is not the case since the resource base is
vast, comprising 15 discovered fields to date. Rosneft,
Gazprom, and perhaps other Russian companies in the
future, will likely be open for partnership to develop such
fields, considering the scope of work to be done to begin
the production, the amount of money to be invested, and
the need for greater access to offshore technologies and
technical specialists.
Indeed, she contended that multinational cooperation is
probably the best way to safely and economically develop
such a sensitive, yet promising, area. More specifically,
multinational partnerships will be required to diversify
geological, ecological and financial risks; enable the joint
utilization of transportation, distribution and marketing
infrastructure; develop closely located groups of fields to
optimize costs; apply best practices from around the world;
and obtain a favorable tax regime to improve project
economics. To achieve these ends, Russian companies are
generally looking for partners with advanced technologies,
experience working in Arctic offshore, and strong financial
capabilities—not to mention skilled people. Ms. Gavrilova
noted Russian companies are interested in “an exchange
program” for technical and management employees that
would encourage knowledge sharing and strengthen the
relationship between the companies so they can grow
together in the international arena.
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Save these dates

May 21-22, 2013
Deloitte Energy Conference — Washington, DC
For more information or to obtain a synopsis of the
2012 Deloitte Energy Conference, please contact
EnergyConference@deloitte.com.

September 18-20, 2013
Deloitte Alternative Energy Seminar – Phoenix, AZ
For more information or to obtain a synopsis of
the 2012 Deloitte Alternative Energy Seminar, please contact
AlternativeEnergy@deloitte.com.

November 19, 2013
Deloitte Oil & Gas Conference — Houston, TX
For more information, please contact
OilandGasConference@deloitte.com.

December 3-4, 2013
Deloitte Energy Accounting, Financial Reporting and Tax Update
Deloitte Energy Transacting Accounting – Chicago, IL
For more information, please contact
USEnergyFallSeminars@deloitte.com.
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