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Refined returns in oil & gas

The recovery in crude prices has armed oil refining and marketing firms with the resources to
conduct a wave of M&A activity, which has driven returns and fuelled the outlook dividend
payments. The outlook for the majors is more mixed.

— The refining and marketing sub-sector outperformed in 2014 and year to date
— $1.5bn inflows in 2015 into oil & gas ETFs ~80% of total inflows for 2014
— Dividend increases expected at refiners; but explorers & producers forecast to cut by 22.5%

Refiners reaping rewards

Integrated oil & gas firm’s stock prices
declined by 10% on average during 2014 but
have recovered well year to date with
average price returns of 16%.

However, the winning segment of the market
has been refining and marketing firms which
managed to end 2014 in positive territory and
have soared 17% higher year to date.

Refiners or firms with integrated operations
have benefited from the crack spread during
lower oil prices.
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Exploration & production companies have
recovered in 2015 on average but still face
turbulence, especially in the US as rig counts
continue to fall as lower WTI prices persist
amid the increase in oil supply. The segment
is comparatively five times more short sold
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with an average of 4.5% of shares
outstanding on loan.
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The two of the largest ETFs that track the
sector’s explorers & producers are the United
States Oil Fund ETF (USO) and the SPDR
S&P Oil & Gas Exploration & Production
ETFs (XOP) with $2.7bn and $1.6bn in AUM
respectively.

On net basis, flows into the USO ETF year to
date of $1.02bn represent 88% of total net
inflows recorded in 2014. Similarly, strong
net inflows year to date of $474m into XOP
represent 78% of total inflows that occurred in
2014.

Despite outflows occurring in the most recent
weeks of April 2015, these strong net inflows
year to date indicate a growing consensus
among investors that the oil and gas sector is
on track to benefit from the recent price
stabilisation.
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Oil pays dividends

BP revealed a drop in its first quarter profits
for 2015, however the company reaffirmed
that its dividend was the group’s “first priority”.
The dividend was unchanged quarter on
quarter.

Aggregate dividends for the oil & gas sector
have dropped almost 20% from $119bn in
2013 to $102bn expected for the 2015 fiscal
year, according to Markit's dividend forecast
data.

Aggregate dividends: Oil & Gas producers
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Payments for integrated players are expected
to fall in fiscal 2015 declining by 1.7% on
average — but this is not as bad the 14%
decline witnessed in fiscal 2014.

Sum of YoY change

Total %

dividends
Integrated Oil & Gas $bn
Fiscal 2014 71.8 -13.9%
Fiscal 2015E 70.5 -1.7%
Oil & Gas Exploration & Production
Fiscal 2014 26.5 0.5%
Fiscal 2015E 20.5 -22.5%
Oil & Gas Refining & Marketing
Fiscal 2014 8.7 -4.2%
Fiscal 2015E 9.3 7.4%

Source: Markit, Factset

This relatively stable aggregate dividend
expected for the large integrated players
contrasts with exploration & production firms
which are expected to cut dividends by 22.5%
in 2015.

Refining and marketing firms have managed
to buck the trend. Their aggregate dividend is
expected to grow by 7.4% in the coming fiscal
year.
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