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http://www.youtube.com/v/4eIZuSMRdgk
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Financial State of the Union
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CaliforniaCaliforniaCalifornia California 
CaliforniaCalifornia –– Gross domestic state product $1.8Gross domestic state product $1.8California California Gross domestic state product $1.8 Gross domestic state product $1.8 
trilliontrillion
1010thth largest economy in the worldlargest economy in the world
Roughly $20 billion budget deficit Roughly $20 billion budget deficit 
Selling racetracks?Selling racetracks?
Traders are betting that Traders are betting that 
California is just as apt to California is just as apt to 
d f lt th i b dd f lt th i b ddefault on their bonds as default on their bonds as 
Portugal, and almost as likely Portugal, and almost as likely 
as Iraq. Roughly a 1in 4as Iraq. Roughly a 1in 4
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as Iraq. Roughly a 1in 4 as Iraq. Roughly a 1in 4 
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Over levered SystemOver levered SystemOver levered SystemOver levered System

IndividualIndividualIndividual Individual 

St tSt tStateState

Federal GovernmentFederal Government

Western WorldWestern World
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World Financial Asset StatsWorld Financial Asset StatsWorld Financial Asset StatsWorld Financial Asset Stats
Ratio of world financial assets to world  GDP grew from 100% Ratio of world financial assets to world  GDP grew from 100% gg
in 1980 to 200% in 1993 to 316% in 2005in 1980 to 200% in 1993 to 316% in 2005
Over the same period, the absolute level of global financial Over the same period, the absolute level of global financial 
assets increased from $12 trillion to $140 trillionassets increased from $12 trillion to $140 trillionassets increased from $12 trillion to $140 trillionassets increased from $12 trillion to $140 trillion
Total notional value of all swaps increased from $106 trillion Total notional value of all swaps increased from $106 trillion 
to $531 trillion between 2002 and 2006.to $531 trillion between 2002 and 2006.

$$Notional value of equity derivatives increased from $2.5 trillion Notional value of equity derivatives increased from $2.5 trillion 
to $11.9 trillion over the same period while the notional value to $11.9 trillion over the same period while the notional value 
of credit default swaps increased from $2.2 trillion to $54.6 of credit default swaps increased from $2.2 trillion to $54.6 
trillion  trillion  

77Source: McKinsey Global InstituteMcKinsey Global Institute 77



U S Debt as a % of GDPU S Debt as a % of GDPU.S. Debt as a % of GDPU.S. Debt as a % of GDP
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Don Briggs on EconomyDon Briggs on EconomyDon Briggs on EconomyDon Briggs on Economy
“The biggest fear that all of us have today is that in the “The biggest fear that all of us have today is that in the gg ygg y
next several years is where we land in the global market next several years is where we land in the global market 
and what our economy is going to look like because we and what our economy is going to look like because we 
dealing with a potential train wreck with social securitydealing with a potential train wreck with social securitydealing with a potential train wreck with social security dealing with a potential train wreck with social security 
and and medicaremedicare, and close to $100 trillion in unfunded , and close to $100 trillion in unfunded 
programs that eventually we are going to have to meet. programs that eventually we are going to have to meet. 

ffAnd we are not going to be able to meet them. If I were a And we are not going to be able to meet them. If I were a 
young person I would be more concerned about that young person I would be more concerned about that 
than anything because that is going to have a huge than anything because that is going to have a huge y g g g gy g g g g
impact on all of us.”impact on all of us.”
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James RickardsJames Rickards
James James RickardsRickards, lawyer and 35 years on , lawyer and 35 years on , y y, y y
Wall Street in capital markets, former Wall Street in capital markets, former 
general counsel at Long Term Capital general counsel at Long Term Capital 
ManagementManagementManagement Management 
Market risk analysis firm currently consults Market risk analysis firm currently consults 
for the Department of Defense, Department for the Department of Defense, Department 

f N d Di t f N ti lf N d Di t f N ti lof Navy, and Director of National of Navy, and Director of National 
IntelligenceIntelligence
“Either the slide resumes and we finally get “Either the slide resumes and we finally get y gy g
to the market bottom that we never hit in to the market bottom that we never hit in 
2009, or they keep printing money to paper 2009, or they keep printing money to paper 
it over eventually destroying the dollar andit over eventually destroying the dollar andit over, eventually destroying the dollar and it over, eventually destroying the dollar and 
undermining the entire economy.”undermining the entire economy.”
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Fantasy FinanceFantasy FinanceFantasy FinanceFantasy Finance
Given the state of the world and the growth prospects forGiven the state of the world and the growth prospects forGiven the state of the world and the growth prospects for Given the state of the world and the growth prospects for 
developed countries we have 3 options:developed countries we have 3 options:
–– Cut spending and start to reduce our debtsCut spending and start to reduce our debts
–– Print money to inflate our way outPrint money to inflate our way out
–– DefaultDefault

H lth l i l ti 2 tiH lth l i l ti 2 tiHealthcare legislation… 2 optionsHealthcare legislation… 2 options
Fed has chosen option 2Fed has chosen option 2
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Kyle BassKyle Bass
Managing Member at Hayman advisorsg g y
Testified as an expert witness before the 
House of Representatives Financial 
S i C it l M k t S b ittServices Capital Markets Subcommittee
Made millions betting against the mortgage 
crisiscrisis

“there is not enough money in the world to 
soak up the tens of trillions of dollars of 
deleveraging that must occur over the next 
few years.”few years.
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Oil price vs GDP GrowthOil price vs GDP Growth
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The Good NewsThe Good NewsThe Good NewsThe Good News

What do Microsoft Disney McDonald’sWhat do Microsoft Disney McDonald’sWhat do Microsoft, Disney, McDonald s, What do Microsoft, Disney, McDonald s, 
Southwest Airlines, Johnson & Johnson Southwest Airlines, Johnson & Johnson 
andand KrispyKrispy KremeKreme all have in common?all have in common?and and KrispyKrispy KremeKreme all have in common? all have in common? 
All were founded in recessions, All were founded in recessions, 
depressions or bear marketsdepressions or bear marketsdepressions or bear markets.depressions or bear markets.

Energy entrepreneur opportunities? Energy entrepreneur opportunities? 

1414
Source: Entrepreneurs Organization



Oil inflationary hedgeOil inflationary hedgeOil inflationary hedgeOil inflationary hedge

"The endowment world is terribly worried"The endowment world is terribly worriedThe endowment world is terribly worried The endowment world is terribly worried 
about inflation, and sees investing in oil about inflation, and sees investing in oil 
and gas assets as an inflation hedge“and gas assets as an inflation hedge“and gas assets as an inflation hedgeand gas assets as an inflation hedge

Eric Mullins, coEric Mullins, co--CEO Lime Rock ResourcesCEO Lime Rock Resources

JPMorgan Expects Oil to Rally, Sees Any JPMorgan Expects Oil to Rally, Sees Any 
Price `Setback' as a Signal to BuyPrice `Setback' as a Signal to BuyPrice Setback  as a Signal to BuyPrice Setback  as a Signal to Buy

“A declining dollar increases the appeal of energy “A declining dollar increases the appeal of energy 
as an inflation hedge. “as an inflation hedge. “gg

Bloomberg Oct. 22Bloomberg Oct. 22ndnd

1515



Energy TrendsEnergy Trends
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Trends affecting Young ProfessionalsTrends affecting Young Professionals

Shale PlaysShale Plays

GOM t iGOM moratorium

International oil: Chinese Demand

Aging energy workforce
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U S Shale BasinsU.S. Shale Basins

1818



ShaleShale
A new IHS CERA study to include a discovered y
resource base of 2,000 trillion cubic feet in North 
America, with another 1,000 Tcf expected to be 
foundfound.

“This is an order of magnitude larger than theThis is an order of magnitude larger than the 
proved reserves recognized by the U.S. Energy 
Information Administration only two years ago. In 
addition, the estimated shale-gas resources in 
Canada exceed 500 Tcf,” the study says. 
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Progression of Barnett ShaleProgression of Barnett Shale
2000 2003

20092006

2020



Oil Shales = Tremendous OpportunityOil Shales  Tremendous Opportunity 

Eagle Ford Shale
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GOM: Moratorium Lifted - de facto?GOM: Moratorium Lifted de facto?

Jack Gerard American Petroleum Institute

Raymond James Marshall Adkins –
move to lift the moratorium before Nov 30 "has all the makings– move to lift the moratorium before Nov. 30 "has all the makings 
of political grandstanding ahead of the midterms elections."

OFS j i h iOFS majors weigh in

“what is unnerving about that is what are those newwhat is unnerving about that is what are those new 
regulations, are they going to keep changing month to 
month?”
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Good News for GOMGood News for GOMGood News for GOMGood News for GOM
“in the next five years we will probably see shortages in y p y g
oil with considerably higher oil prices.”  

“No matter what happens the GOM is going to comeNo matter what happens the GOM is going to come 
back and when it comes back it is going to be come back 
in a big way”. 

Don Briggs, Louisiana Oil & Gas AssociationDon Briggs, Louisiana Oil & Gas Association

“It’s shortages that cause people to get scared petrifiedIt s shortages that cause people to get scared, petrified, 
and we are in for shortages, there is no question about 
it.”

J h H f i t CFAE
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ChinaChina
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ChinaChina

Industrialization of a CountryIndustrialization of a Country
– Population eats better
– Uses more energygy

“China’s daily oil demand is now about 8 million y
barrels, the second-highest level of oil demand 
in the world after the U.S. That demand has 
been increasing about 9% per year for several 
years.”

Mark Hutchinson IHS CERA senior director for AsiaMark Hutchinson IHS CERA senior director for Asia

Source: IHS CERA 2525



Chinese Auto StatsChinese Auto Stats
156 cities have doubled 
population

1995 -10 million vehicles, 
today there are 60 million

13.6 million vehicles sold “Year over year sales growth 
i h l S lin 2008 surpassing auto 

sales in the U.S. for the 
first time

is phenomenal…Sales grew 
23% annually from 2000 to 
2009.” Britta Gross, Director of 
Global Energy systems GMfirst time

Source: IHS CERA

gy y
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Chinese DemandChinese Demand

by 2020 China is expected to have toby 2020, China is expected to have to 
import 70% of its crude oil needs

Source: IHS CERA
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Exports from Africa: 1998Exports from Africa: 1998--20062006Exports from Africa: 1998Exports from Africa: 1998 20062006

2828Source: Fast Company



China: Recent List of DealsChina: Recent List of Deals
$4.6 billion by Sinopec to buy a stake in Canadian oil-sands company Syncrude Canada.
$3 1 billion by China National Offshore Oil Corporation (CNOOC) to explore and produce$3.1 billion by China National Offshore Oil Corporation (CNOOC) to explore and produce 
gas in Latin America through a 50/50 joint venture with Bridas Energy Holdings.
$3 billion by CNOOC for control of a coal-liquefaction joint venture with Australia‟s Altona 
Energy.
$3 billion by Sinochem for a 40% interest in Brazil‟s Peregrino offshore oilfield from Statoil$3 billion by Sinochem for a 40% interest in Brazil s Peregrino offshore oilfield from Statoil.
$3 billion combined by PetroChina and Royal Dutch Shell for Australia‟s Arrow Energy and 
its gas reserves to supply a planned Liquefied Natural Gas project in Queensland.
$1.8 billion by PetroChina for 60% working interest in Athabasca Oil Sands‟ MacKay River 
and Dover oil sands projects as well as recent negotiations with Ineos Group Holdings toand Dover oil sands projects—as well as recent negotiations with Ineos Group Holdings to 
invest in Scotland‟s only oil refinery.
Approximately $1.5 billion for China National Petroleum Corp to acquire a 35% interest in 
40 Middle East oil fields from Syria Shell Petroleum Development.
$561 illi b Si t i 60% t k i th P ffi Oilfi ld i th Ti S f$561 million by Sinopec to acquire a 60% stake in the Puffin Oilfield in the Timor Sea from 
Australia‟s AED Oil.
$515 million by CNOOC to acquire a 24.5% interest in the South China Sea Panyu oil 
block from Devon Energy.
Chi ' t ff h il d CNOOC Ltd ill $1 1 billi f t k i U SChina's top offshore oil producer, CNOOC Ltd, will pay $1.1 billion for a stake in a U.S. 
shale oil and gas field, testing the U.S. political climate for the first time since its 2005 failed 
bid for Unocal.
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Aging Energy WorkforceAging Energy Workforce
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Energy Aging statsEnergy Aging stats
Ernst & Young believes that there is an open-ended g p
demographic gap that is not being addressed, and feel 
the “window of opportunity for knowledge transfer is 
short and getting shorter ”short and getting shorter.  

“The oil industry’s aging workforce and infrastructure—The oil industry s aging workforce and infrastructure
inadvertent byproducts of cyclical discontinuities 
between costs/price and supply/demand…constitute 
grave threats to sustained reliance on hydrocarbons asgrave threats to sustained reliance on hydrocarbons as 
the energy source that fuels globalization. “

Source: IHS CERA, E&Y, Simmons 
3131



Energy Aging TalkEnergy Aging TalkEnergy Aging TalkEnergy Aging Talk
“we are losing the field hand side of the business, a lot of our “we are losing the field hand side of the business, a lot of our 
technical guys are getting older and it is getting difficult to replace technical guys are getting older and it is getting difficult to replace 
these guys…if someone comes in with the experience I need I will these guys…if someone comes in with the experience I need I will 
hire them”hire them”

Gulf Coast Manager, Major Oilfield Service Co.Gulf Coast Manager, Major Oilfield Service Co.

“We don’t want to pursue layoffs, because we know if we do, we will “We don’t want to pursue layoffs, because we know if we do, we will 
t t th k b k ”t t th k b k ”not get these workers back.”not get these workers back.”

CEO, PubliclyCEO, Publicly--traded E&P Co.traded E&P Co.

“There will always be shortage and need for people in the industry, “There will always be shortage and need for people in the industry, 
you are always going to need them.”you are always going to need them.”

Don Briggs, Louisiana Oil & Gas AssociationDon Briggs, Louisiana Oil & Gas Association
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Conclusion:Conclusion:
Words of Wisdom
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Words from the YoungWords from the Young
“The importance of passing on lessons learned and best 

ti ith t i H th k t thpractices goes without saying. However, the key to the 
development of the younger workforce is for both the 
seasoned and incoming industry members to work side 
by side The energy industry continually encounters newby side. The energy industry continually encounters new 
problems, so it is essential that everyone keep an open 
mind and continue to practice our innovations.”

“the best way is to give us opportunity when we deserve 
it.  Lots of smart young professionals have entered the 
energy industry over the last 5-10 years ”energy industry over the last 5 10 years.  

“As a professional I just don’t want to be written off.  As a 
young person in the business I see that a lot ”young person in the business I see that a lot.
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Words from the WiseWords from the Wise
“Energy is going to always be there…“Long term there is “Energy is going to always be there…“Long term there is 
a bright future for anyone that wants to be in the energya bright future for anyone that wants to be in the energya bright future for anyone that wants to be in the energy a bright future for anyone that wants to be in the energy 
industry.”industry.”

DonDon Briggs,Briggs, LouisianaLouisiana OilOil && GasGas AssociationAssociation

“demand“demand forfor oiloil andand gasgas willwill growgrow andand wewe willwill needneed
innovationinnovation toto meetmeet thesethese challenges,challenges, ifif youyou wantwant toto bebe ining ,g , yy
aa businessbusiness toto capitalizecapitalize onon newnew ideasideas andand innovationinnovation
thenthen energyenergy isis itit..””

Gulf Coast Manager, Major Oilfield Service Co.Gulf Coast Manager, Major Oilfield Service Co.

“best time to get into the business”
CEO, PubliclyCEO, Publicly--traded E&P Co.traded E&P Co.
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Words from the WiseWords from the Wise
Energy is like NutritionEnergy is like Nutrition
Energy must be available, affordable and sustainableEnergy must be available, affordable and sustainable

“The more complexity you can encounter, the sooner, the “The more complexity you can encounter, the sooner, the 
better off you are in an energy career”better off you are in an energy career”
“Your grandchildren will also work in the energy business ”“Your grandchildren will also work in the energy business ”Your grandchildren will also work in the energy business.Your grandchildren will also work in the energy business.
“We are always going to need more energy not less. Because “We are always going to need more energy not less. Because 
the world’s population is still growing and some 2 billion the world’s population is still growing and some 2 billion 
people have no energy We need all of 10 forms of energypeople have no energy We need all of 10 forms of energypeople have no energy. We need all of 10 forms of energy people have no energy. We need all of 10 forms of energy 
that we can develop.  We need  all of them and good news is that we can develop.  We need  all of them and good news is 
there is more energy than we will ever use”there is more energy than we will ever use”

JohnJohn HofmeisterHofmeister CFAECFAEJohn John HofmeisterHofmeister, CFAE, CFAE
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Bridging the GapBridging the Gap

What lessons can we learn from Vinny?
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DisclaimerDisclaimerDisclaimerDisclaimer
THIS PRESENTATION IS FOR INFORMATIONAL AND EDUCATIONAL THIS PRESENTATION IS FOR INFORMATIONAL AND EDUCATIONAL 
PURPOSES ONLY AND SHALL NOT BE CONSTRUED TO CONSTITUTEPURPOSES ONLY AND SHALL NOT BE CONSTRUED TO CONSTITUTEPURPOSES ONLY AND SHALL NOT BE CONSTRUED TO CONSTITUTE PURPOSES ONLY AND SHALL NOT BE CONSTRUED TO CONSTITUTE 
INVESTMENT ADVICE. NOTHING CONTAINED HEREIN SHALL CONSTITUTE A INVESTMENT ADVICE. NOTHING CONTAINED HEREIN SHALL CONSTITUTE A 
SOLICITATION, RECOMMENDATION OR ENDORSEMENT TO BUY OR SELL ANY SOLICITATION, RECOMMENDATION OR ENDORSEMENT TO BUY OR SELL ANY 
SECURITY OR OTHER FINANCIAL INSTRUMENT.SECURITY OR OTHER FINANCIAL INSTRUMENT.

I MAKE NO REPRESENTATION OR WARRANTIES AS TO THE ACCURACY, I MAKE NO REPRESENTATION OR WARRANTIES AS TO THE ACCURACY, 
COMPLETENESS OR TIMELINESS OF THE INFORMATION, TEXT, GRAPHICS COMPLETENESS OR TIMELINESS OF THE INFORMATION, TEXT, GRAPHICS 
OR OTHER ITEMS CONTAINED IN THIS PRESENTATION. WE EXPRESSLY OR OTHER ITEMS CONTAINED IN THIS PRESENTATION. WE EXPRESSLY 
DISCLAIM ALL LIABILITY FOR ERRORS OR OMISSIONS IN, OR THE MISUSE OR DISCLAIM ALL LIABILITY FOR ERRORS OR OMISSIONS IN, OR THE MISUSE OR 
MISINTERPRETATION OF, ANY INFORMATION CONTAINED IN THIS MISINTERPRETATION OF, ANY INFORMATION CONTAINED IN THIS 
PRESENTATION.PRESENTATION.
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