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SECTOR — GENERAL INVESTING
TWST: Would you give us a bit of background on 

Energy Opportunities Capital Management, including its his-
tory and your role there?

Mr. Crane: Energy Opportunities has grown out of the 
relationship that began in 2000 between Orleans Capital Manage-
ment, a registered investment advisor, and Simmons & Company 
International, a premiere energy investment banking and research 
firm in Houston, Texas. The strategy really started as an invest-
ment idea between Louis Crane — the Chairman of Orleans 
Capital — and the late Matt Simmons — who was the Founder of 
Simmons & Company. The idea focused on an investment oppor-
tunity created by an intransigent set of supply and demand funda-
mentals that began to emerge in late 1990s and 2000, primarily 
driven by exceptional demand growth from the developing econo-
mies of the world and supply challenges that we thought the world 
would face going forward.

Our thought was to create an investment product that 
would capitalize on that set of dynamics. Early on, very few 
agreed with our hypothesis that energy supply would be chal-
lenged going forward and would require increasing levels of capi-
tal spending. But that has now become more of a consensus view 
given the facts that have emerged in terms of supply and demand. 
Originally the strategy was managed by Orleans Capital with Sim-
mons & Company acting as a research provider and subadvisor. 
I’ve been the Portfolio Manager on the strategy since its inception 
in October 2000. In 2008, Simmons and Orleans decided to form 

Energy Opportunities Capital as a standalone registered invest-
ment advisor to take that strategy forward. One of the benefits of 
that was to have Scott Gill, formerly the Co-Head of Research at 
Simmons, come from Simmons over to Energy Opportunities to 
serve as Co-Portfolio Manager on the strategy.

TWST: Last year you said your investment strategy 
focuses on oil service and equipment providers as opposed to 
large integrated companies like BP. Why do you think the oil 
service and equipment providers are the best ways to play the 
sector?

Mr. Crane: I think a couple of things. First is that our 
strategy starts with a focus on the evolving global supply and de-
mand dynamics, and the corresponding reality that global eco-
nomic growth must be coupled with a corresponding increase in 
energy demand growth. At the same time, the world is facing a 
growing number of supply challenges. Not necessarily that the 
world has reached peak oil, but that the era of cheap, easy-to-ac-
cess oil is over. These dynamics create a pressing need for sig-
nificant increases in global capital expenditures by the world’s 
exploration and production companies in an effort to meet the 
supply and demand challenges.

Our strategy is designed to focus on the sector and com-
panies within the energy industry that are the beneficiaries of that 
capital spending. These are primarily companies within the oil 
service sector who have an opportunity to enjoy both volume and 
pricing growth as global capital expenditures increase. At the 
same time, the fundamental outlook for the large integrated majors 
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is markedly different. If you look at the data over the last few 
years, these companies have significantly increased capital 
spending, but have frankly not been able, despite that spending, 
to increase production. There are some additional challenges re-
lated to the access to reserves that impact the integrated oil com-
panies as well, but the underlying challenge of increasing costs 
and declining production differentiates them from the oil service 
sector. So within the energy space, we see the outlook for the oil 
service group as much more compelling.

TWST: In your Web site, 
you wrote most investors are un-
derweight in energy. Why is that, 
and why do you think they may be 
making a mistake?

Mr. Crane: Simmons has his-
torically prepared an analysis using the 
13F filings of the institutional invest-
ment community to assess where insti-
tutional ownership of energy stands 
versus its weighting within the S&P 
500. It’s very interesting to look at the 
data because prior to 2005, institutional 
ownership was very close to the weight-
ing of energy as a percentage of the S&P 
500. During 2005, institutional owner-
ship began to come down to a level that 
was meaningfully underweight and has 
remained underweight since then. 
What’s interesting is that the underlying 
fundamentals for the energy sector since 
2005 have remained strong and the en-
ergy sector has been by far the best-performing sector since 2005.

I’m not sure I can answer the question as to why the 
institutional investment community has underweighted energy 
during this period of significant outperformance, but my guess 
would be that the institutional community still sees energy as a 
highly cyclical investment that must be managed by adherence to 
an aging set of valuation metrics. And after the energy sector 
produced superior returns in the 2004-2005 period, investors re-
duced their positions thinking that the cycle had run its course. So 
I suppose it was driven by looking at the charts and the technicals 

instead of digging into the underlying supply and demand funda-
mentals. Our view is that the energy sector has lost the historic 
hypercyclicality seen in prior periods, given the intransigent sup-
ply and demand fundamentals. Finally, I think it is difficult for 
investors to think outside their own experiences. The energy story 
is simply an outcome of a generational shift in economic power 
from the developed countries of the world toward the emerging 

economies, which means some of the old paradigms that are 
applied to energy investing are no longer valid. 

TWST: What macro factors are creating opportuni-
ties for energy investors right now?

Mr. Crane: Well, our investment approach is very 
macro-oriented, and is focused on the opportunities created by the 
global supply and demand situation. The primary investment op-
portunity lies in the desperate need for increasing levels of capital 

spending to meet these supply and de-
mand challenges, and in particular, ac-
celerating decline rates which have put 
us on what we call a capital spending 
treadmill — the world spends more and 
more on exploration and production but 
doesn’t get supply growth. By way of 
example, if you look at the capital 
spending of the five largest integrated 
oil companies over the last six or seven 
years, we’ve seen roughly a doubling in 
capital expenditures and yet a decline in 
their oil production by as much as 10%. 
So what we’re seeing is that it costs a lot 
more money and is a lot more difficult 
now to maintain supply and grow sup-
ply. So the best opportunities today are 
based upon that set of supply and de-
mand fundamentals and the growth in 
capital spending around the world.

TWST: Would you walk us 
through your stock-selection process?

Mr. Crane: We are very funda-
mental, qualitative investors, and unlike folks who manage energy 
within a broad market portfolio, we have the luxury of really focus-
ing on the fundamental drivers of our thesis and on a much smaller 
universe of names. Our process starts with a top-down macroeco-
nomic analysis focused on energy supply and demand fundamen-
tals and the related implications to the various segments of the 
upstream energy business. That analysis leads us to our thematic 
investment allocations within the various subsectors within the 
energy industry, such as oil service. We then look to identify the 
superior investable themes within those sectors, which may be de-

fined geographically or by the underlying nature of the particular 
business — including, for example, North American services, in-
ternational services, deepwater equipment providers and energy 
infrastructure companies. So our top-down analysis defines and 
identifies those themes and sectors that we believe will be outper-
formers over the midterm and longer term. After making thematic 
allocation decisions, we then employ a fundamental, bottom-up 

“The primary investment opportunity lies in the desperate need for increasing 
levels of capital spending to meet these supply and demand challenges, and in 
particular, accelerating decline rates which have put us on what we call a capital 
spending treadmill — the world spends more and more on exploration and 
production but doesn’t get supply growth.”
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Farrell Crane discusses Energy Opportunities 
Capital Management’s investment thesis 
and strategy. Mr. Crane says global energy 
supply will grow slower than demand, and 
he focuses on oil service and equipment 
providers. Mr. Crane begins his stock-
selection process with a top-down 
macroeconomic analysis, and he selects 
companies in line with the key investment 
themes in the sector. When selecting the 
individual stocks, he uses a bottom-up 
traditional, qualitative assessment of the 
companies’ fundamentals, and he pays 
special attention to metrics like asset 
makeup, revenue, earnings growth and 
valuation metrics. 
Companies include: BP plc (BP) and 
National Oilwell Varco (NOV).
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analysis looking closely at the various companies that participate in 
those favored sectors. Security selection is then driven by a tradi-
tional, qualitative assessment about which companies we think will 
add superior value, focusing on metrics like asset makeup, manage-
ment team, as well as traditional assessments of revenue and earn-
ings growth and valuation metrics.

TWST: Would you give us a few examples of some of 
your top holdings that are representative of your investment 
approach and embody the characteristics you look for in a 
stock?

Mr. Crane: Today, one of our largest holdings is Na-
tional Oilwell Varco (NOV), a capital equipment provider to 
the energy industry. It’s a company we’ve had in the portfolio 
for a long time and has been an exceptional performer. One of 
the things we’ve liked about NOV is a steady increase in the 
construction of new, higher-spec rigs and equipment. So if you 
start with a macro view that the supply and demand fundamen-
tals will create a need for an expansion of deepwater drilling 
and an increase in the number of deepwater rigs, particularly 
those that can drill in more difficult environments, it leads you 
to look at those companies that produce and supply the equip-
ment necessary for that effort. And in fact, there have been a 
number of announcements regarding the construction of new 
deepwater drilling rigs. NOV is the dominant provider of spe-
cialized equipment used on deepwater and other drilling rigs. 
All of that leads us to consider the underlying fundamentals of 
the company, and it’s a company we want to own as a signifi-
cant part of our portfolio.

In addition, we have recently been adding to companies 
that fall within the North American services segment, service and 
equipment providers that are involved in North American natural gas 
and oil exploration. Over the last year or so, the exploration and 
production companies have begun to apply the technologies and 
techniques that were successful in advancing natural gas shale explo-
ration and production to efforts for producing oil from oil shales. So 
we’ve seen expansion in oil-directed horizontal drilling in the Bak-
ken, the Eagle Ford and a number of other areas around the United 
States directed at oil production, which has caused us to look for 
companies that have specialized products and services related and 
necessary to oil-directed drilling in these various shale plays. 

TWST: What are the risks to investing in energy 
right now — particularly the sectors you focus on — and 
what’s your risk-management strategy?

Mr. Crane: I think for us the primary risk to our strategy 
does not lie within the fundamentals of supply and demand, as we 
don’t expect a significant risk on the supply side. We do believe 
that the era of cheap, easy-to-access oil is over, and so it is be-
coming increasingly difficult for the world to grow oil production 
to meet global demands. So the real risk to our thesis is a demand-
driven event caused by a global macroeconomic downturn. So 
systemic concerns about the global macroeconomic growth story 
pose the primary risk to our thesis, which is the same risk that 
applies to all equities. But I do think one of the things that inves-
tors get wrong is a very U.S.-centric focus when considering en-
ergy fundamentals, given that virtually all of the increase in 
global energy demand now comes from the developing nations 
and economies. 

TWST: What differentiates your firm from other 
managers who also focus on energy?

Mr. Crane: A couple of things come to mind. First, we 
have a unique team of people that come from different backgrounds 
and bring some unique ways of looking at the investment world. I 
came to the investment business from practicing law and bring an 
aspect of critical analysis with respect to our fundamental investment 
process, all the way from the macro picture down to company-spe-
cific levels. In addition, Scott Gill comes not only from having been 
the Co-Head of Simmons’ research team for a number of years, but 
also having worked in the energy industry for a number of years 
before that. So I think this combination helps us make good invest-
ment decisions on a very common sense level, as opposed to being 
caught up in a multitude of quantitative data points. Scott also brings 
with him a number of relationships with company management that 
he has developed over the years, which give us a unique capacity to 
generate internal proprietary research that is additive in terms of 
understanding the company level dynamics. We are passionate stu-
dents of the world of energy and we rely on a much more fundamen-
tal, qualitative analysis than others managers. We’re very interested 
in understanding the macro picture, understanding the themes that 
we invest in and understanding the details of companies that we in-
vest in on a fundamental basis.

TWST: Thank you. (MES)
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