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Energy Resources UPDATE 

Buoyed by increased exploration and development 
of nonconventional sources of energy, U.S. oil and 
gas companies held their own in 2012, despite a 
persistently stubborn economy. 
 
In the year ahead, executives are bracing for 
unchartered territory – they are optimistic about 
the industry’s ability to produce new sources of 
energy, but fear of increased regulations could 
stymie growth. BDO conducted its fifth annual 
nationwide survey of chief financial officers (CFOs) 
at oil and gas exploration and production firms in 
September and October. The survey reflects CFO 
viewpoints on major developments in 2012 and 
what they see as key issues in the oil and gas 
industry in 2013. 
 
 
Industry-Wide Excitement for Shale 
 
The prospects for shale have moved front and 
center in the industry and, thus far, CFOs like what 
they see. A whopping 77 percent of executives 
expect the domestic supply of oil to increase in 
2013 as shale development continues at a rapid 
pace. This sentiment is in keeping with other 
industry projections that suggest the U.S. is on the 
path to becoming the predominant global oil 
producer in the next seven years. The excitement 
extends to natural gas, where 66 percent of CFOs 
see supplies of this resource on the rise. 
 
While supply is not an issue, domestic demand 
could be. Only half of CFOs polled believe domestic 
demand for oil will increase, reflecting a lingering 
anxiety over the state of the U.S. economy and a 
growing focus on fuel efficiency among consumers 
and the auto industry. Indeed, 60 percent of 
respondents are more pessimistic this year than 
last over the state of the U.S. economy and its 
impact on domestic demand. Despite some 
uncertainty on the domestic front, executives 
remain buoyed by strong global demand, 
where a greater number (70 percent) see 

market opportunity on the rise. 
 
Shale plays are also expected to be among the 
most important factors driving the overall growth of 
the U.S. oil and gas industry in 2013. Twenty-eight 
percent of CFOs see shale as taking a leading role 
in the industry’s growth in the coming year, just 
below those (33 percent) who see an increase in 
prices as making the most impact. 
 
Most U.S. oil and gas companies intend to increase 
their capital investments in nonconventional areas, 
including shale plays, and in more environmentally-
friendly exploration and processing technologies. 
Such moves would seem to signal a balance 
between the need to further exploit quantity-rich 
shale production with lingering public concerns over 
fracking and horizontal drilling. But the investments 
will more than likely not involve new drilling rigs. 
Despite an expectation that companies will increase 
costs for oil and gas drilling and exploration (68 
percent), only 40 percent of CFOs expect to add to 
their fleet of drilling rigs in 2013. The surge in shale 
exploration has meant a hike in the price to 
purchase and maintain the heavy equipment rigs 
and, in yet another nod to the weak economy 
companies seem willing to delay excessive 
expenditures. 
 
Shale’s Side Effects Cause Concern 
 
As much as hydraulic fracturing and horizontal 
drilling techniques are creating significant new 
opportunities for expanding natural gas and oil 
production in the United States, they are also 
increasingly causing concern in corporate, 
environmental and public communities in which 
exploration and development activity is taking 
place. Our research shows issues surrounding 
hydraulic fracturing are the biggest environmental 
concern impacting U.S. oil and gas companies for 
the second year in a row, ahead of spills and 
pollution clean-up, by a 44 to 25 percent margin. 
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Increased Regulations & Policy Developments 
Are Taking Their Toll 
 
Despite the positive outlook and the promise 
of advancements of nonconventional resources, 
CFOs express heightened anxiety over the impact of 
increased government regulation and impending 
legislation from a new Congress convening in 2013. 
During the last Congress, the traditional industry 
experienced increased regulatory control. Energy 
issues, and the politics surrounding them, once 
again held a prominent role during the 2012 
campaign. There were equal amounts of talk around 
a need for America to become energy independent, 
with the imposition of tighter controls around 
certain forms of exploration and production. With 
the election settled, and the political landscape 
virtually unchanged, executives are wary about 
what – and how much – might get accomplished 
in Washington. Almost equal amounts see more 
restrictive regulations (36 percent) and legislative 
changes (37 percent) having the most impact on 
how they conduct business in the coming year. A 
majority of CFOs (63 percent) said imposing state 
or federal environmental regulations resulted in 
delays or terminations of oil or gas exploration or 
processing projects in 2012. And half of those 
surveyed say legislative changes will be the most 
important factor inhibiting the overall growth of the 
oil and gas industry in 2013. 
 
In related policy developments, issues abroad are 
being felt close to home in the U.S. oil and gas 
sector. From Iran and Iraq to Syria and other 
locations, turmoil in the Middle East is cited most 
often by CFOs (44 percent) as having the greatest 
impact on volatility in oil prices. The ongoing 
European debt crisis and developments in the 
emerging economies of Asia are also of concern, 
but much less so. 
 
 
 
 

Funding Sources In Limbo But M&A Activity 
Could Rise 
 
A slow or stagnant economy creates a tough 
climate for accessing capital or credit, and after a 
rise in optimism in late 2011, CFOs are scaling back 
on expectations for the coming year. While a 
majority (59 percent) say they feel better about 
their ability to acquire new funding sources, the 
response reflects a 19 percent decrease over the 
year prior. Forty-one percent of CFOs feel worse, up 
from 27 percent in 2011. 
 
The trend towards consolidation in the energy 
sector is expected to continue as overall market 
conditions create an environment favorable for 
mergers and acquisitions heading into 2013. Over 
half of CFOs (53 percent) see an increase in M&A 
activity moving forward. Fueling the ongoing 
consolidation trend is the need for companies to 
expand both revenue and profitability, cited by 36 
percent of companies as the primary driver for a 
merger or acquisition. 

 
Hiring and Executive Compensation Steady 
 
Hiring and executive compensation remain fairly 
stable moving into 2013. One-quarter of the CFOs 
polled in our survey expect to increase hiring at 
their company in the coming year compared to only 
8 percent who expect to see a decline in 
employment levels. Slightly less than half (43 
percent) expect employee bonuses to remain about 
the same as in previous years, though 24 percent of 
CFOs suggest they could rise. 
 
In the executive suite, compensation programs are 
increasingly being tied to performance. There has 
been growing momentum in the industry to make 
this happen. Our research shows that 58 percent of 
companies amended their compensation programs 
in 2012 to improve the pay-performance 
connection. This is the highest level of reported 
activity since we began our survey. 
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In sum, U.S. oil and gas companies end 2012 in 
relatively solid position to take advantage of the 
exploration and production opportunities that lie 
ahead. Executives are eager to capitalize on the 
abundance of nonconventional sources as a cost-
effective way to meet the supply and demand 
issues at home and abroad, and are hoping to have 
an economic and regulatory climate cooperate 
with them in 2013 and beyond. 
 
 
 
 
Energy Resources Update is provided by GBQ’s Oil 
& Gas Team for our clients and other interested 
persons upon request. Since technical information is 
presented in generalized fashion, no final conclusion 
on these topics should be made without further 
review.  
 
This article originally appeared in BDO USA, LLP’s 
“Natural Resources Record” newsletter (Winter 
2013) Copyright © 2010 BDO USA, LLP.  All rights 
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