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FROM THE EDITOR-IN-CHIEF

Oh, say it ain’t so. Chesapeake Energy 
Corp., buried deep in a 10-Q SEC 
filing on page 30 in early November, 

subtly raised a caution flag of “substantial 
doubt about our ability to continue as a going 
concern” if low commodity prices persist. 
The hint of the once-proud natural gas giant 
defaulting and potentially being sucked into a 
swirling vortex of bankruptcy prompted ana-
lysts to shout “Sell!” and investors to rapidly 
jump ship.

The company’s already battered stock 
price plummeted 57% over the course of a 
week, settling well below $1 per share for the 
first time since the last century.

Everybody, it seems, loves to cheer for 
Chesapeake. It’s a storied tale of a mighty 
champion that fell on hard times due to un-
foreseen forces mixed with self-inflicted 
largesse, yet with the hope for an epic, over-
coming-all-odds comeback leading to a mag-
nificent triumph.

Only we await the triumphant ending.
It has been six and a half years now since 

new management took over the listing ship, 
burdened with a massive $16 billion debt 
load and a reputation for spending before 
looking. Over that course, CEO Doug Lawler 
has trimmed the sails with asset sales and op-
erational efficiencies, tirelessly piloting the 
balance sheet out of dangerous seas.

Yet some $9.7 billion of debt remains, a 3.6x 
debt-to-EBITDA leverage ratio. The Oklaho-
ma City company, though, has received no 
updraft from commodity prices at this crucial 
juncture in which to bail away at the debt fast-
er, leaving it still heavily burdened.

Chesapeake’s conundrum is twofold. First, 
it needs to create cash flow ASAP despite 
commodity prices to drain the debt. To do 
so, in its third-quarter report, it announced it 
would slash 2020 capex by 30%. All well and 
good, but the lower activity naturally results 
in fewer rigs running and less wells drilled. 
And resulting less production means less 
EBITDA.

And thus the conundrum.
The going-concern specter is not so much 

about liquidity but rather the likelihood of 
triggering a credit facility covenant some-
time late next year. As of Sept. 30, the cov-
enant states the company must be at or be-
low a 5.5x debt-to-EBITDA ratio. It is, at 
about 3.6x per analysts. But beginning with 
fourth-quarter 2019, that covenant metric 
begins stepping down by 25 basis points 
every quarter until it reaches a 4x ratio first-  
quarter 2021.

The catch: If Chesapeake slows down 
capex to pay down absolute debt, the pay 

down is slower than the declining covenant 
pace. Ergo the problem.

“Given the impact from falling production 
and the impact on EBITDA, we see TTM 
leverage approaching 5x by year-end 2020,” 
wrote Raymond James analyst John Freeman 
Nov. 5. Of course, that would trip the cove-
nant, leading to unsavory things such as fore-
closure on collateral and cross-default with 
other loans.

And Chesapeake seems unconcerned with 
that. When asked about that little point of 
remaining a going concern in the confer-
ence call, Chesapeake CFO Nick Dell’Osso 
waved it off.

“We could go out and seek a waiver at any 
time from our bank group,” he assured mat-
ter-of-factly. “But at the moment we continue 
to be focused on the strategic levers that re-
sult in permanent debt reduction.”

Asset sales are one of those levers, and a 
big one would drop that debt metric rapidly. 
Following the third-quarter report, Reuters 
reported Chesapeake is in discussions with 
the Jerry Jones majority-owned Comstock 
Resources Inc. to sell its discovery Haynes-
ville Shale assets in the neighborhood of $1 
billion. If so, problem averted—for now.

Chesapeake seems somewhat perturbed at 
the reaction to the going-concern mention. 
It’s all an overreaction, is the unspoken mes-
sage. The banks will acquiesce.

In a follow-up press release after 16% eq-
uity owner NGP dumped all its shares, Law-
ler assures that the plan in place is working 
just fine. Be patient. Have faith.

“We have substantial liquidity with no 
significant near-term maturities,” he said, 
addressing the fear factor. “We continue to 
pursue strategic levers to reduce debt, includ-
ing asset sales, capital markets transactions 
and focus on cost discipline. Additionally, 
we are de-risking our cash flows through our 
hedging program and remain confident in our 
long-term liquidity.”

Confident, he said, that the company will 
be able to pay its notes.

The day following Chesapeake’s third- 
quarter call, and as the stock was freefalling, 
Lawler backed his boast with cash, buying 
the dip with 50,000 shares at 91 cents. His 
total stake tops 5 million shares. Other exec-
utives raised their ante as well.

RayJay’s Freeman said Chesapeake faces 
“a tough road ahead as it works to right size 
the balance sheet.”

But it looks as if Lawler and crew are bank-
ing on being a going concern next year and 
for years to come. Maybe we’ll see a trium-
phant ending after all.

A GOING-BUT-NOT-GONE  
CONCERN

STEVE TOON, 
EDITOR-IN-CHIEF





ON THE MONEY

CHRIS SHEEHAN, CFA 
SENIOR FINANCIAL 
ANALYST

The end of a year is often marked by key 
events, in some cases of drama, in oth-
ers of default. This year was another 

disappointing year for energy through the 
end of October. However, with the start of 
November came a positive U.S. new jobs 
report, sparking a 3.7% rebound in West 
Texas Intermediate (WTI) to $56.20 per bar-
rel and lifting at least momentarily the gloom 
over global oil demand.

But for much of 2019, sentiment was poor, 
with the S&P Oil & Gas Exploration ETF 
badly trailing both the broader market and 
crude prices.

Observers were sometimes left scratching 
their heads.

Early in the third-quarter reporting season, 
for example, analysts gave broad predictions 
of likely stock market reaction to E&P re-
sults issued by Hess Corp. (“raises produc-
tion guidance and lowers budget … again”), 
Concho Resources Inc., (“oil beat combined 
with cost improvements should drive out-
performance”) and Matador Resources Co. 
(“can’t ask for much more, beats across the 
board”).

Unfortunately, the stock market reaction 
on the day after earnings release didn’t quite 
jive with the commentary. With no notewor-
thy market gyrations (Dow Jones up 0.4%, 
WTI down 0.8%), large-cap Hess slumped 
over 4.4%, while SMID-cap Matador fell 
5.9%. Concho, which had been down 22% 
on second-quarter earnings, was up 10% on 
the open, but gave back all but 0.6% of the 
intra-day gain.

Maybe that marked a low in investor senti-
ment. But what will change sentiment?

“It’s not going to be valuation,” said one 
veteran analyst, noting historical metrics had 
been abandoned long ago. “The perception is 
there’s a glut.”

Geopolitical events remain a possible cata-
lyst, albeit one likely viewed by the market as 
less impactful following Saudi Arabia’s abil-
ity to re-establish production after the drone 
attack on its Khurais oil field and Abqaiq 
stabilization facilities. That said, few other 
Mideast producers likely have the same de-
gree of redundancy that Saudi Aramco was 
able to demonstrate in its rapid resumption 
of production. 

Relatively few headlines have been de-
voted to what RBC Capital Markets has de-
scribed as “a second Arab spring,” with three 
governments having fallen recently in the 
Middle East. Moreover, predicted the RBC 

report, “Iraq looks set to join the ranks of 
Lebanon, Algeria and Sudan, given reports 
that Prime Minister Abdul Mahdi is poised 
to step down and hold fresh elections.”

According to RBC, over 250 lives have 
been lost in a month during “spiraling pro-
tests” in Iraq. As of early November, pro-
duction was unaffected, “but oil workers are 
increasingly joining the demonstrations,” 
causing logistical challenges, said RBC. 
“We contend that the longer the Iraqi pro-
tests continue, the greater risk to oil output 
given that Basra province has been the epi-
center of the unrest.”

The deeper implications are that “Iran 
could be a big loser from the turmoil” in Iraq, 
and “it will fight hard to retain its significant 
influence in both Lebanon and Iraq,” ob-
served RBC. “Such a strategy could in turn 
bring it closer to a direct confrontation with 
the U.S.,” which has a presence of around 
5,000 troops serving in close proximity to 
the Iran-backed militias in Iraq.

Of course, geopolitical risk is something 
people tend to cite when times are tough and 
prospects are poor. 

But for those willing to look out a little 
longer, fundamentals come into play. For ex-
ample, Rystad Energy pointed to a resource 
replacement ratio of 16% for conventional 
resources through the third quarter of 2019. 
The ratio—indicating only one barrel being 
replaced for every six consumed—is “the 
lowest replacement ratio we have witnessed 
in the last two decades.”

But sentiment can be slow to turn in a mar-
ket now over 50% driven by computer pro-
grams. Concho was taken to the woodshed 
for disappointing second-quarter results, but 
in the third quarter was able to show a 20% 
improvement in drilling and completion 
costs over the first half of 2019. This helped 
Concho point to markedly higher free-cash-
flow estimates going forward.

However, even as management cited many 
of the goals prioritized by investors—“sus-
tainable oil growth, free cash flow and 
shareholder returns’’—Concho’s stock was 
unable to hold onto gains in an energy mar-
ket one observer said is prone to “default to 
pessimism.”

With several weeks to go before year-end 
as of this writing, the question may be: Is 
some drama yet to unfold at year-end, good 
or bad, as often in the past? Or do we have to 
further endure a “default to pessimism” that 
has yet to run its course?

DRAMA OR DEFAULT  
AT YEAR-END?
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A&D TRENDS

Ladies and gentlemen, the state of oil 
and gas M&A is pouty.

Ill trade winds and politics are ap-
parently kicking up an inconvenient amount 
of worry for executives. Upstream activity 
turned dismal in the third quarter while the 
XOP index of energy companies ticked up 
10% from Oct. 8 through Nov. 12.

However, the index is still down since the 
year began by 17%. Nevertheless, not all 
the news is bad, or even rational.

Crème Brouillette. Dan Brouillette, 
President Donald Trump’s nominee for 
Energy Secretary, may be unknown out-
side of Washington, D.C., but a profession-
al, campaign-style video released on Nov. 
8 certainly makes one thing clear: He’s 
into slow motion.

At just over a minute (it seems longer), 
Brouillette’s video shows him swaggering, 
wearing safety-goggles, walking up stairs, 
touring facilities and fist-bumping, all in 
slo-mo. But the video may play well to U.S. 
senators—average age, 62—who could ap-
preciate the nod to the stop-motion anima-
tion they enjoyed in their mid-30s.

Modus operandi. In a different moving 
picture, Encana Corp. is packing up its Ca-
nadian home to move to the U.S., where it 
will rebrand under the name Ovintiv, caus-
ing some speculation the company may be 
open to buyers. 

“Is ‘Ovintiv’ Latin for ‘takeout candi-
date?’” Bernstein Research wrote on Oct. 
31. Staying in the north would have put 
Encana under the jurisdiction of the Invest-
ment Canada Act, which allows the govern-
ment to block foreign transactions.

Hippo inflation. Next time leasehold 
prices seem high, be thankful you’re not 
buying a tub. Bloomberg reported Nov. 12 
that a bathtub shaped into a golden hippo 
sold at Christie’s for $4.3 million. The pre-
vious owner paid $168,000 in 2006, sug-
gesting a 2,500% return.

Spend a penny. Speaking of bathrooms, 
M&A values plunged to $37.5 billion in the 
third quarter, down 70% vs. third-quarter 
2018, according to PwC’s quarterly analysis.

Upstream continued to make noise in the 
quarter with 58% of deal activity and 48% 
of transaction value.

PwC noted that fourth quarters are his-
torically good for deals, but “whether that 
historic trend is enough to offset the gener-
al downward slope of [oil and gas] deals in 
2019 remains to be seen.”

Mahogany vs. balsa. Taking a larger 
view of the industry, Wood Mackenzie said 
that while global upstream M&A is shrink-
ing, E&Ps starved of exploration capital 
want to reshape their portfolios “for resil-
ience in the face of long-term demand.”

“On the face of it this sounds like a par-
adox, but it is because the role of M&A in 
adding new barrels to company portfoli-
os—in part because of a sharp fall in explo-
ration—has become more important,” said 
Angus Rodger, Wood Mackenzie’s research 
director.

He noted that from 2005 to 2014, 37% of 
the new resource added to upstream portfo-
lios came from M&A.

“In the last three years (2015 to 2018), 
this has risen to 46%. Yet at the same time 
global M&A activity declined since 2014,” 
he said.

That contrasts with executives who are 
increasingly gloomy about M&A prospects 
in 2020, Texas Lawyer magazine reported 
on Nov. 7. A survey by law firm Dykema 
Gossett found that about 32% of CEOs and 
CFOs are generally pessimistic about M&A 
compared to 15% a year ago.

“The two greatest threats to M&A activity 
over the next 12 months are trade tensions 
with China and U.S. political uncertainty,” 
the report said.

Unsettle right in. Perhaps the most con-
sistently picked on Trump appointee since 
Attorney General Jeff Sessions is Federal 
Reserve chair Jerome Powell—a public 
berating that he clearly deserves for taking 
the job.

On Nov. 12, at a speech to the Economic 
Club of New York, the president said major 
stock indices would be up “another 25%” 
if his pick to head the Federal Reserve had 
been more of a team player.

But Trump’s trade war is more often cit-
ed by economists as the primary drag of 
productivity.

Starting in 2018, tariffs were placed on so-
lar panels, washing machines, steel (though 
not titanium sponge) and aluminum before 
a rapid escalation of customs duties with 
China, which retaliated.

Until the trade war is settled, a slice of 
executives appears reluctant to make deals, 
particularly since a bad economy makes 
for lower oil prices. During the president’s 
New York speech, Trump said the U.S. and 
China are “close” to a deal. As oil and gas 
dealmakers might say, “Show me the PSA.”

TITANIUM  
SPONGE

DARREN BARBEE,
SENIOR EDITOR
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EVENTS CALENDAR
The following events present investment and networking opportunities for industry executives and financiers. 

EVENT DATE CITY VENUE CONTACT

2019

Privcap Game Change Dec. 3-4 Houston The Houstonian energygamechange.com

Marcellus-Utica Midstream Dec. 3-5 Pittsburgh David L. Lawrence Conv. Center marcellusmidstream.com

Veterans in Energy Lunch Dec. 5 Houston Marriot Marquis Houston impactfulveteransinenergy.com

2020

Private Capital Conference Jan. 23 Houston JW Marriott Houston ipaa.org

NAPE Summit Feb. 3-7 Houston George R. Brown Conv. Center napeexpo.com

DUG Bakken and Rockies Feb. 18-19 Denver Colorado Convention Center dugrockies.com

SPE A&D Symposium Feb. 26 Houston Petroleum Club spegcs.org

Energy Capital Conference Mar. 2 Dallas Fairmont Hotel energycapitalconference.com

Women in Energy Luncheon Mar. 4 Houston Hilton Americas-Houston womeninenergylunch.com

EnerCom Dallas Mar. 4-5 Dallas Tower Club enercomdallas.com

CERAWeek by IHS Markit Mar. 9-13 Houston Hilton Americas-Houston ceraweek.com

TIPRO Annual Convention Mar. 23-24 Dallas Hilton Anatole tipro.org

DUG Permian April 6-8 Fort Worth, Texas Fort Worth Convention Center dugpermian.com

OGIS New York April 20-22 New York Sheraton New York Times Square ipaa.org

Mineral & Royalty Conference April 27-28 Houston Post Oak Hotel mineralconference.com

Texas Energy Alliance Annual Meeting April 28-29 Wichita Falls, Texas MPEC Convention Center texasalliance.org

Offshore Technology Conference May 4-7 Houston NRG Park 2020.otcnet.org

DUG Haynesville May 19-20 Shreveport, La. Shreveport Convention Center dughaynesville.com

Midstream Texas June 2-3 Midland, Texas Midland County Horseshoe Pavilion midstreamtexas.com

CIPA Annual Meeting June 4-7 Santa Barbara, Calif. TBA cipa.org

AAPG Annual Conv. & Exhibition June 7-10 Houston George R. Brown Conv. Center ace.aapg.org/2020

DUG East June 16-18 Pittsburgh David L. Lawrence Conv. Center dugeast.com

IPAA Midyear Meeting June 29 Newport Beach, Calif. Pelican Hill ipaa.org

Unconventional Resources Tech. Con. July 20-22 Austin, Texas TBA urtec.org/2020

Summer NAPE Aug. 12-13 Houston George R. Brown Conv. Center napeexpo.com

EnerCom The Oil & Gas Conference Aug. 16-19 Denver Westin Denver Downtown theoilandgasconference.com

Monthly

ADAM-Dallas/Fort Worth First Thursday Dallas Dallas Petroleum Club adamenergyforum.org

ADAM-Greater East Texas First Wednesday, even mos Tyler, Texas Willow Brook Country Club getadam.org

ADAM-Houston Third Friday Houston Brennan’s adamhouston.org

ADAM-OKC Bi-monthly (Feb.-Oct.) Oklahoma City Park House adamokc.com

ADAM-Permian Bi-monthly Midland, Texas Midland Petroleum Club adampermian.org

ADAM-Tulsa Energy Network Bi-monthly Tulsa, Okla. The Tavern On Brady adamtulsa.com

ADAM-Rockies Second Thurs./Quarterly Denver University Club adamrockies.org

Austin Oil & Gas Group Varies Austin Headliners Club coleson.bruce@shearman.com

Houston Association of Professional Landmen Bi-monthly Houston Houston Petroleum Club hapl.org

Houston Energy Finance Group Third Wednesday Houston Houston Center Club sblackhefg@gmail.com

Houston Producers’ Forum Third Tuesday Houston Houston Petroleum Club houstonproducersforum.org

IPAA-Tipro Speaker Series Second Wednesday Houston Houston Petroleum Club tipro.org 

Email details of your event to Brandy Fidler, bfidler@hartenergy.com. 
For more, see the calendar of all industry financial, business-building and networking events at HartEnergy.com.
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Producers are boxed 
in; seek finance 
alternatives 

Recent industry surveys on borrow-
ing base redeterminations and bank 
price decks in fall 2019 found that 
producers expect bank credit to be 
harder to come by in 2020. They 
are also seeking alternative sources 
of capital, in addition to relying on 
cash flow from operations.

Energy law firm Haynes and 
Boone LLP completed its annual fall 
surveys in late September, receiving 
answers from 221 respondents: 
43% were producers and 37% were 
energy lenders.

“For the first time since 2016, the 
fall 2019 borrowing base survey pre-
dicts a decrease in credit availability 
for producers and a strong interest 
in alternative sources of capital,” the 
firm said. 

“The fall borrowing base survey 
clearly indicates that reserve-based 
loan capital is becoming con-
strained,” said Kraig Grahmann, 
head of Haynes and Boone’s energy 
finance practice group. “E&P com-
panies will remain boxed in on cap-
ital sources for a while.

“A majority of respondents 
expected borrowing bases to 
decrease in the annual fall redeter-
mination season. About 40% said 
they expected borrowing bases to 
decrease by at least 10%.”

As oil prices remained well below 
$60 per barrel (bbl) during the time 
of the survey, respondents reported 
hedging more than in previous 

surveys, indicating producers are 
more focused on reducing their 
commodity price risk.

The source of funds for drilling 
and completion activity is still going 
to be primarily cash flow from 
operations and bank debt in 2020, 
respondents said. Of the choices 
available, respondents cited 28% 
of funds from cash flow and 20% 
from bank debt, while relying on 
joint ventures such as farmouts and 
Drillcos for 18%.

The vast majority of respon-
dents, 47%, believe that it will be 
2021, or later, before producers 
will have access to equity capital 
markets.

“Utilization of public debt and 
equity capital markets as a source of 
capital for producers has gone from 
small in the spring 2019 survey to 
miniscule in the fall 2019 survey,” 
Grahmann said.

“Alternative capital providers are 
filling the void with debt financ-
ing—the percentage of respondents 
seeing debt from alternative capital 
providers as a primary source capital 
has doubled since spring 2019.”

The latest borrowing base survey 
also included a poll of reserve-based 
lenders’ oil and gas price decks. 
Based on pricing information pro-
vided by leading energy banks, 
banks on average showed a slight 
1.4% drop in oil prices and a 6.5% 
drop in gas prices from last spring’s 
price decks.

The mean oil price they predicted 
for 2021 was $49/bbl.

—Leslie Haines

Heard on the E&P 
PE front: ‘Gloom,’ 
‘doom’ and ‘dead’ 

M e r g i n g  E & P  c o m p a n i e s 
intra-portfolio with E&Ps within 
other private-equity firms’ portfo-
lios is underway, according to Bob 
Edwards, partner at NGP Energy 
Capital Management LLC.

NGP merged four in-fam-
ily E&Ps earlier this year, and 
“we’ve started discussions across 
private-equity [firms]. There are 
far too many private companies,” 
Edwards told attendees at Oil and 
Gas Investor’s A&D Strategies and 
Opportunities conference in Dallas.

Those inter-portfolio mergers 
will likely be “neighbors that don’t 
need two pools of G&A.”

In addition, NGP has created a 
portfolio-wide shared-services unit 
for its E&P investments “where 
we started getting leverage for all 
of our portfolio with service and 
supply companies and get some 
benefit of scale there.”

NGP is “hunkering down,” but 
new investment hasn’t stopped. 
It closed its Fund XII this past 
spring, raising $4.2 billion. “So 
we have fresh capital and are 
actively seeking new investments,” 
Edwards said.

Allocation of capital will be 
more biased than historically to 
midstream firms and minerals buy-
ers/owners. Also counter to history 
is that returns to investors will 
come more often from dividends 
derived from free cash flow and 
less often from the sale or other 
form of exit by portfolio E&Ps.

“We are now in the mode of 
not seeing a path in the very near 
term for robust exit markets, so we 
are setting our companies up for 
development and distribution,” he 
said. “It’s a very tough A&D mar-
ket. In my career, it’s about one of 
the most difficult there’s been.”

It’s not really about oil and gas 
futures. They’re “not great, but 
they’re not bad. It’s not something 
we can blame on oil prices.”

Rather, the Lower 48 upstream 
business is “massively fragmented.” 
Investor interest is not in “$40-sub 
to $10-billion-ish public E&P com-
panies and a couple hundred even 
smaller private-equity[-backed] 
companies.”

Resource plays favor “larger 
companies that can … invest $50- 
or $60 million in a pad before get-
ting a [barrel] of production.”

Where Producers Plan To Source Capital From In 2020 

Other 2%
 

Joint Ventures with 
private-equity firms 
(farmouts, Drillcos, etc.)
 

Cash flow from operations
 

Equity from private-equity firms
 

Debt from alternative
capital providers
 

Debt from banks
 

Debt from capital markets
 

Equity from capital markets 2%
 

18%

28%
16%

20%

11%

3%

$

Source: Haynes and Boone LLP
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The Street’s pushback is appro-
priate, he added. “Why do we feel 
gloom and doom? Our performance 
has just been miserable.”

U.S. production is growing; the 
problem is that “we just haven’t 
delivered.” The industry has gone 
through “technical recalibrations, 
if you want to call it that,” includ-
ing parent-child concerns. And new 
ideas for increasing EURs aren’t 
developing as rapidly as during the 
past 20 years.

“The growth now is really com-
ing from lateral-length extension 
and not from fundamental, new 
technology. So it’s plateaued, and 
it’s a bit of a problem.”

Hence, “activity has been terrible 
from an A&D perspective and, as 
we look out to the next few quar-
ters, it doesn’t look like it’s going 
to get much better.”

For now, “the public markets  
are dead.

“We’re not even going to have 
an estimate of when the public 
investors are going to allow us 
to tap the capital markets again 
because we are going to need 
multiple quarters of performance 
before they’ll even go back and say 
‘We’ll take the risk of overcoming 
this type of performance.’”

—Nissa Darbonne

Bullish view on 
offshore may require 
$80-$100 oil 

Unless commodity prices rise 
sharply, the capex won’t be there 
for offshore oil and gas projects 
to make final investment decision 
(FID) plans a reality, according to 
analysts with Bernstein Research.

At least one oil and gas firm has 

cast a cautionary eye on the long-
term outlook for global offshore 
oil supply.

In an Oct. 28 report, Bernstein 
Research analysts led by Bob 
Brackett questioned the view that 
long-term underinvestment in 
long-cycle, or offshore, projects 
will eventually be the impetus 
for a rejuvenation in activity and 
investment as supply falters. The 
analysts noted that they expect 
global offshore production, which 
is about 27 million barrels of oil 
per day (MMbbl/d), to peak in 
2020. However, given current 
underinvestment, they think “it 
might be a decade [if ever] before 
it returns to those levels.”

Some of the most significant 
factors in this scenario are com-
modity prices that continue to 
bump around $60/bbl Brent. Cli-
mate change concerns are also 
driving an increasing focus on 
renewables by the oil giants who 
historically have had the muscle 
to fund major deepwater projects.

“If the historic trend of oil 

price driving capex holds, $60/bbl 
Brent yields trivial growth. Eighty 
dollars to $100/bbl is needed to 
incent growth,” the Bernstein ana-
lysts wrote. “And if discipline is 
even stronger (i.e., what we hear 
investors want and Shell’s exam-
ple above), then an even higher 
price is needed.” The reference to 
Royal Dutch Shell Plc involves the 
major’s departure from a Kazakh 
project that offered “double-digit 
IRR … given the long cycles.”

In late September, Moody’s ana-
lysts said that they expect low-car-
bon energy investment to become 
more significant for the global 
integrated oil and gas sector, with 
Shell, Total, BP Plc, Equinor ASA 
and Repsol SA leading the way. 

“Production costs and capital 
spending are likely to tick up after 
bottoming out in 2018, but the 
sector will remain leaner and more 
capital efficient than it was before 
the 2015 oil price crash,” accord-
ing to the Moody’s report.

The Bernstein analysts expect 
that after a peak is reached next 
year in supply, offshore output 
will fall by more than 1 MMbbl/d  
annually. This includes the 
assumption that producing fields 
decline by about 6% annually. The 
long-term bet on new final invest-
ment decisions (FIDs) being able 
to replace these losses is a shaky 
one due to current commodity 
price trends, the investment com-
munity’s focus on capex disci-
pline, climate change pressures 
and other forces.

Looking at the various water 
depths defining offshore activity, 
the Bernstein analysts said that 
they don’t think shallow-water 
global production will “ever rise 
to its previous high.” They view 
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deepwater oil production from 
400 to 5,000 feet as also having 
peaked. “That leaves ultradeep-
water projects (greater than 5,000 
feet) which account for all growth 
but remain less than 10 MMbbl/d 
by 2030,” the Bernstein analysts 
wrote.

Unless commodity prices rise 
sharply, the capex won’t be there 
for offshore projects to make FID 
plans a reality. “To move all com-
mercial discoveries to FID requires 
around doubling annual offshore 
greenfield capex from today,” the 
Bernstein analysts pointed out.

“The sheer number of projects 
required is large … who has the 
capacity, capital and desire to 
manage them all?” the analysts 
continued.

Overall, Bernstein noted that 
OPEC offshore liquids production 
comprises 40% of global offshore 
production, and they expect it to 
peak this year, including the devel-
opment discovery pipeline. As for 
non-OPEC offshore output, it is 
also expected to top out next year, 
including development projects.

—Susan Klann

Unconventional
discipline; more
consolidation

ConocoPhillips Co.’s Delaware 
Basin plan of development opti-
mizes around known issues: well 
interference, parent-child interac-
tion, surface use constraints and 
others, according to Wendy King, 
the company’s vice president of its 
Great Plains business unit, Lower 
48. King spoke at Hart Energy’s 
recent Executive Oil Conference in 
Midland, where she also said the 
company is using experiences in 
other basins to optimize its Perm-
ian program.

“We have learned the value of 
taking a disciplined approach over 
the past decade of developing 
unconventional,” she said.

According to King, ConocoPhil-
lips is targeting 90% water reuse 
in the Delaware Basin by the third 
quarter of 2020 by using data ana-
lytics and automation. “We have 
stepped up” on water management 
in the Permian, she said.

Mohit Singh, senior vice presi-
dent of business development and 

exploration at BPX Energy, gave 
an update on the BP subsidiary 
born out of the transformational 
BHP acquisition of U.S. shale 
assets last year.

Since acquiring “better rocks,” 
BPX Energy has diverted most 
of its resources away from leg-
acy assets that no longer compete 
for capital in the BP portfolio, 
according to Singh. As a result, 
BPX Energy has been busy in the 
past year trimming these legacy 
assets including the sale of its 
Swoop assets to Lime Rock earlier  
this year.

Singh added that the company 
has an East Texas package under 
PSA that should be closing early 
December plus the company 
expects signing PSAs for other 
packages in coming months.

He said the company is looking 
to grow in the Delaware Basin, but 
any acquisition has to make sense 
from a balance sheet point of view 
and earnings per share. “Those 
metrics have to make sense for any 
acquisition,” he said.

Consolidation is happening, 
said Tudor, Pickering, Holt & Co. 
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managing director Jeff Nanna. He 
noted 12 corporate deals alone 
in the past 12 months. “Probably 
slower than what we previously 
anticipated. ... It’s hard to get these 
deals done in a volatile market,”  
he said.

Opportunities for deals remain. 
“It’s without a doubt a challenging 
time, but there’s a lot of oppor-
tunity that still remains [in the 
oil and gas business],” Hastings 
Equity Partners managing partner 
Tanner Moran said, adding that the 
best place to turn is to our peers. 
“We cannot rely on the outlook 
on commodity prices,” he said, 
adding the industry needs to look 
at our peer group to find ways to 
come together and make things 
happen, he added.

Jay Graham, CEO of Spur 
Energy, agreed. It’s tough time 
now, he said, adding that Spur 
is out of the build and flip 
mode. Graham added that Spur 
is focused on the entire value 
chain. On the investment side, 
he said, “We’ll send distribu-
tions back to our investors from  
Day One.”

 Reed Olmstead, director, North 
American onshore research and 
business development at IHS 
Markit, emphasized a familiar 
refrain these days when it comes 
to oil and gas investors. He said 
investors are looking for results 
not necessarily growth, and oper-
ators will need to get used to the 
fact. “The leopard has changed its 
spots,” he said.

Olmstead said everything these 
days centers around investor sen-
timent and long-term management 
of the assets, especially consid-
ering the Permian Basin, and the 
U.S. industry as a whole, is cer-
tainly not lacking for inventory.

—Hart Energy

IHS Markit: For shale 
growth, oil price is
now everything (almost)

Commodity prices have always 
ruled the oil and gas industry, 
driving its cycles. Still, strides in 
technology and efficiency came 
to the rescue over the years to 
help producers counteract, even 
thrive, despite lower prices. The 
U.S. shale industry’s relatively 
short history has ample examples 
of innovation and cost reductions 
saving the day.

Today, however, the gains from 
such efforts have largely been 
accomplished, leaving producers 
ever more reliant on commodity 
price alone, according to a recent 
outlook from IHS Markit. And with 
crude prices hovering around $50/
bbl for West Texas Intermediate 
(WTI), the report says U.S. shale 
output is “slowing down fast.”

The firm’s forecast for oil mar-
ket fundamentals for 2019-2021 
looks for total U.S. production 
growth to be 440,000 bbl/d next 
year before flattening in 2021. The 
analysts expect a slight uptick in 
growth in 2022, “but those vol-
umes would still be in stark con-
trast to the boom levels of recent 
years,” said Raoul LeBlanc, vice 
president for North American 
unconventionals.

Even after the downturn in 
2015, U.S. producers were able to 
go back to the drawing board and 
boost production. According to the 
report, shale drillers posted nearly 2 
MMbbl/d in annual growth in 2018, 
an all-time global record. With the 
outlook for “no growth” by 2021, 
LeBlanc pointed out that “this is 
a dramatic shift after several years 
where annual growth of more than 1 
MMbbl/d was the norm.”

Crude prices don’t appear to be 
moving up substantially anytime 
soon, and the capital and debt mar-
kets are essentially closed for many 
players. “Investors are imposing 
capital discipline on E&Ps by 
pushing down equity prices and 
pushing up the cost of capital on 
debt markets,” he said.

IHS Markit expects crude prices 
to average $50 during the next two 
years, with capital spending for 
onshore drilling and completions 
to “fall by 10% to $102 billion this 
year, another 12% to around $90 
billion in 2020 and another 8% 
to around $83 billion in 2021—a 
nearly $20 billion decline in annual 
spending over just three years.”

What will it take to keep shale 
production growing? The report 
suggests $65 would allow strong 
volume growth and “meaningful 
returns to shareholders.” Even 
minimal growth and returns will 
require prices near the mid-$50s.

“The question becomes, what 
are the new conditions for growth? 
The answer is that now the tra-
jectory of production depends 
almost entirely on the oil price,”  
LeBlanc said.

—Susan Klann

Borrowing cash 
to fuel growth
alone is over 

It is no secret that investors have 
all but abandoned the oil and gas 
market during the past few years 
looking for more solid returns and 
performance out of their financial 
commitments. Years of borrowing in 
the name of growth and sacrificing 
the bottom line to do it has caught 
up to oil and gas producers, which 
are now having to shift their busi-
ness models to live within cash flow.

While some on the financial side 
believe it is doable, and the money 
will come back, most are citing 
headwinds that will keep dollars 
out, at least for the foreseeable 
future. In some cases, even ques-
tioning the useful life of hydrocar-
bons as the earth’s dominant fuel.

“The sentiment is very poor,” 
Simmons Energy managing direc-
tor Damon Box told attendees at 
the recent A&D Strategies and 
Opportunities conference in Dal-
las. “There are a lot of headwinds 
facing us as far as public investors 
go. One is the underperformance, 
38% down since 2014. That in 
and of itself is a challenge, but it 
is made all the worse by the fact 
that the S&P 500 and other market 
indexes have performed well over 
this period.

“Investor sentiment was against 
the growth business model,” he 
continued. “ESG [environmen-
tal, social and governance] has 
become a big issue with investors. 
There is a growing belief among 
institutional investors that this is a 
short-term business. Looking at 15 
years, 20 years out and that hydro-
carbons are in the process of going 
away. If you believe that it is hard 
to make the case for investments 
today. That’s a challenge that is 
relatively new in my mind and 
has become more serious amongst 
investors.”

The climate in the oil and gas 
business today isn’t an inviting one 
for public investors, who are look-
ing across the broadest spectrum 
of business to seek the most attrac-
tion destination for their money. 
Whereas energy traditionally had 
been in the mix, the new mantra 
and focus on returns have bolstered 
the competition—technology, med-
ical, industrial and so on.

“There is very little incentive 
right now to jump in,” confirmed 
Juan Diego Vargas, director at 
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First Reserve. “If you’re a money 
manager, why be the contrarian? 
We’re going to have to see some 
performance on the public markets 
and continue to see some exits on 
the private side. Once you see that 
turn, then I think you will start 
seeing some capital flow back. It 
is definitely a challenging environ-
ment right now.”

Although the current market for 
funds is tough, there are groups 
with cash to invest in the right 
projects, though some are target-
ing smaller, nonoperated inter-
est opportunities rather than the  
bigger, company-wide deals at  
this point.

“We’ve completed over 150 
transactions, a lot of singles and 
doubles,” said Stuart Rexrode, 
managing partner of Blue Rock 
Energy Partners. “We are here. We 
have capital, and we want to put it 
to work.”

The new investor sentiment is 
going to force change on those in 
the energy business looking for 
financial backing. All players will 
need to answer for the chronic 
underperformance of the sector.

“A lot of these managers are 
getting asked ESG questions and 
dealing with the fact that natural 
resource investments both private 
and public have underperformed,” 
said Preston Powell, managing 
director of Carnelian Energy Cap-
ital. “We are excited about this 
market. We need to be patient and 
wait for the right opportunity to 
buy. I don’t think we’re there yet. 
We think this will be an interest-
ing buying opportunity in the next  
24 months.”

—Blake Wright

Paris Agreement 
targets require majors, 
E&Ps to shrink 

Many oil and gas companies, par-
ticularly the majors, have pub-
licized their efforts to be good 
stewards of the environment, par-
ticularly on climate change.

But a new report from Carbon 
Tracker holds that if oil and gas 
companies truly mean to align 
their emissions targets with the 
Paris Agreement, they need to 
shrink in size and not proceed in 
developing reserves, current and 
future, that would not be economic 
in a scenario limiting temperature 
rise to 1.6 C.

For its analysis Carbon Tracker 
relied on the International Energy 
Agency’s Beyond 2 Degrees sce-
nario (B2DS), which is in accord 
with the Paris Agreement’s goal 
to keep temperature rise “well 
below” 2 C. 

Rystad Energy provided project 
level emissions data to set company 
carbon budgets as “an incentive 
to reduce the emissions intensity 
of their production while staying 
within an absolute emissions limit.”  
Rystad assessed the economics and 
carbon emissions of individual com-
pany projects.

If oil and gas companies forge 
ahead with developing all the oil 
and gas reserves in their portfolios, 
“either the world will miss its cli-
mate targets or assets will become 
‘stranded’ in the energy transition, 
or both,” according to Mike Coffin, 
oil and gas analyst with Carbon 
Tracker and author of the report. 

The rationale is that if com-
panies want to mitigate finan-
cial risk and please shareholders 
while doing their part to solve 

the climate problem, “they must 
shrink production,” he said.

The majors have been vocal 
about investing in renewables and 
taking up the battle against climate 
change, but the report points out 
that, in fact, their carbon reduction 
goals leave them far short of meet-
ing the Paris Agreement targets. 
The battle being waged internally 
for these companies pits their 
longtime growth strategy, which 
attempts to reward shareholders, 
against the reality that their fos-
sil fuel production is a significant 
contributor to climate change.

The report found that the majors 
as a group need to reduce produc-
tion by 35% by 2040 “to align 
with this goal,” but the picture is 
radically different from company 
to company, “depending on the 
proportion of low-cost, low-carbon 
projects in their portfolio.” Com-
panies that aren’t integrated may 
have to shrink even more to meet 
these targets.

For example, the report found, 
none of the majors are on track to 
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be aligned by 2040. ConocoPhil-
lips would need to cut the most 
production—85%; ExxonMobil 
Corp. would face a 55% cut; Eni 
40%; Chevron Corp. and Total 
SA, 35%; and BP Plc, 25%. Royal 
Dutch Shell Plc is in the best 
shape with just a 10% cut to meet 
Paris goals.

Shale and tight oil drilling, 
which has led the majors to buy 
back into the U.S. in recent years, 
rapidly declines and will be hard 
to replace in portfolios, the report 
noted.

“Exxon, Total and Conoco have 
few low-cost, low-carbon project 
options that would be economic in 
a 1.6 C world,” the analysts said. 
“A quarter of ConocoPhillips’ 
production is from rapidly declin-
ing shale/tight oil, and it has few 
sufficiently competitive projects 
to replace this production within a 
B2DS budget.”

They emphasized that fossil 
fuel producers across the spec-
trum would need to participate in 
cuts, as “majors alone represent a 
minority of global production.”

—Susan Klann

Changes to legacy  
practices secure  
business in Eagle Ford

How are operators securing their 
business in the Eagle Ford in light 
of declining rig counts? New effi-
ciencies in well interference tech-
nique, big data analytics and the 
advancement of completions are 
keeping operators pretty steady in 
the shale play.

During a roundtable discussion 
on legacy practices vs. new well 
performance at the recent DUG 
Eagle Ford conference, panelists 
from both the operator side and 
service provider side agreed the 
secret is in a company’s approach 
to their assets.

Amit Sharma, integrated sensor 
diagnostics manager at Halliburton 
Co., said there isn’t just one answer 
to well intervention. But, there are 
two ways of developing an asset, he 
noted. One is trial and error, and the 
other is a structured approach.

“We have to be reservoir spe-
cific,” he said. “The way that we 
are approaching it is we’re trying 
to achieve a more uniformed flow 

distribution across the clusters, 
so that we don’t get those one-off 
lone fracks.”

Most operators, he said, follow 
the trial-and-error method. But, he 
explained, attention to techniques 
like cluster and stage spacing 
achieves uniformed distribution. 
Ultimately, having a good strategy 
will combat frack hits.

“It all needs to come together 
when you’re planning an asset,”  
he said.

The cause of well interference 
has been highly debated as experts 
say the data suggests a permeabil-
ity issue, while others argue well 
spacing is to blame. Dealing with 
this hot topic in his own organiza-
tion, Boomtown Oil LLC reservoir 
lead Sean Fitzgerald said that going 
into its third private-equity project, 
the company specifically targeted 
greenfield assets to avoid frack hits.

“We wanted to avoid frack hits 
completely and just go greenfield, 
so we leased 26,000 acres in Lavaca 
County, and it’s all greenfield. 
We’re drilling our eighth well right 
now,” Fitzgerald said. “Thankfully, 
we get to avoid the issue.”
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Fitzgerald leans toward the 
latter argument, stating the prob-
lem occurs when a pad of wells 
are drilled next to a primary well, 
which was drilled to HBP acreage. 
Knowing that, Fitzgerald configured 
a method to avoid intervention.

 “What you really want to do is 
drill your wells to hold, which is 
our plan. Then, you want to imme-
diately start drilling them up and 
pad drilling in rows, not haphaz-
ardly, to ensure that you don’t have 
any frack hits and everything is able 
to drain,” he added.

Mark Norville, president of 
BlackBrush Oil & Gas LP, agreed 
that the majority of his experience 
in Karnes County required an 
adjustment in interference strategy.

“We’ve seen variable hits that 
we have experienced, some inside 
the troughs and relatively very 
few south of that trough,” Norville 
said. “There’s a lot more fracturing 
that takes place inside that portion 
of the field, so we have adjusted 
our spacing. We’re also looking 
at adjusting our angle and our  
azimuth that we drill to improve 
the situation.”

He noted that his company even 
applied the gas lift method to try 
and pressure up its reservoirs prior 
to fracking the parent well, which 
“really did help even though it 
wasn’t a lot of pressure, just the 
minimum pressure seemed to be of 
good extra guard against that effect.”

Not all well interactions are bad 
although they are in the majority of 
fractured wells, according to Rocky 
Seale, Baker Hughes’ national prod-
uct line sales leader—completions 
and wellbore interventions.

“It can be a point of diminishing 
returns because spacing can get too 
tight, and you’re just spending too 
much money and not getting any 
gain from it,” Seale said. 

“But, where you can control that 
interference can be a good thing.

The question arises whether 
operators are playing a zero-
sum game or if they can actually 
improve both EUR and net present 
value (NPV).

From his 38 years of experience 
in the industry, with his company’s 
operations mostly in the Austin 
Chalk, Norville said timing of your 
development is essential.

“We’ve seen that the quicker you 
can develop your properties, espe-
cially if you’re doing co-develop-
ment of different horizons, then you 
can get to that NPV—especially 
with fracking technology,” he said. 
“That’s where we need to be concen-
trating and one way to do that is col-
laboration with the offset operators.”

While the goal is to drill 
cheaper and more efficiently, Nor-
ville wants operators to be “more 
accurate with our wells and how 
we land those laterals … looking 
at what’s working and what’s not, 
and sharing that data so that we 
can get to that NPV.”

Similarly, Fitzgerald said 
Boomtown’s corporate goal, much 
like the rest of the industry, is to 
maximize NPV.

“Clearly it’s not a zero-sum 
game, there’s a lot of things the 
industry is doing that improves 
EUR and in turn improves NPV. 
You can use smaller stage spacing 
and longer laterals as a great exam-
ple of improving EUR per wellbore 
and dramatically improving NPV,” 
he added.

—Mary Holcomb



THE REAL COST OF  
OWNING YOUR OWN  
INFRASTRUCTURE

Never in the history of the oil and gas 
industry have upstream companies 
known so much about where to drill 

and what to expect. Unfortunately, 
the capital markets are not cooper-
ating. Both equity and debt finance 
are essentially closed for business, 
and living within cash flow is now 
the strictly enforced discipline. 
Volatility, and mostly low com-
modity prices, have changed the 
dynamic between exploration & 
production companies (E&Ps) and 
their financial backers. 

In better times, E&Ps had mul-
tiple options to fund growth: 
reserve-based loans marked to 
higher commodity prices, high-
yield debt, common equity, and 
intermediate capital options like 
convertible preferred, second-lien 
debt—and private equity JVs. Amid wide-
spread reductions in capital availability, com-
panies have reluctantly turned to divestitures 
of “non-core” (formerly viewed as “core”) 
holdings in a basin or play – selling the very 
assets they worked hard to put together and 
develop. Perhaps not enough attention is be-
ing paid to alternative sources of capital to 
sustain production and growth without com-
promising capital discipline. 

Currently, E&Ps have an immense amount 
of dormant capital tied up in gathering sys-
tems, pipelines, storage terminals, offshore 
platforms, saltwater disposal networks and 
in-field electric distribution systems. These 
infrastructure components support produc-
tion but only generate modest amounts of 
revenue, if any. Infrastructure investment de-

prives a company of options for investing in 
higher-return, more accretive opportunities. 
Yet, companies are reticent to sell infrastruc-

ture because they do not want to 
forfeit control. What if they don’t 
have to?  

E&P companies would benefit 
from analyzing the costs and op-
portunities of their infrastructure 
and evaluating monetization op-
tions differently in today’s busi-
ness environment. Treating ener-
gy infrastructure as real property 
can enable operators to repurpose 
significant amounts of capital 
and invest the cash in new drill-
ing, debt reduction and investor 
dividends. A real estate invest-
ment trust (REIT) specializing 
in energy infrastructure, such as 
CorEnergy Infrastructure Trust 

Inc. (NYSE: CORR), works with companies 
to reposition their critical infrastructure assets 
as real property through a sale-leaseback net 
operating lease transaction, and thereby free 
up capital. In the process, the E&P company 
retains full operational and commercial control 
of their property and still benefits from a sig-
nificant share of the upside.

Capital market constraints and implications
Since the crude oil price collapse starting 

in late 2014, indebtedness has come home to 
roost for many companies. Uncomfortably 
close to debt covenant thresholds, companies 
cannot borrow to fund drilling capex. E&P 
stocks have suffered, and equity markets are 
either closed to them or too expensive to uti-
lize. Additionally, private equity has turned 
away from upstream in favor of midstream, 
which has also languished.

After five years of reducing drilling costs 
and increasing efficiencies (but drilling at lev-
els well above cash flow), management teams 
are having to limit new investment. Growth 
pursuits associated with drilling returns that 
frequently exceed 40% have necessarily been 
exchanged for “right-sizing” balance sheets. 
Reserve replacement goals have been cast 
aside with tacit acceptance of production 
and reserve degradation. Geographic focus 
has been narrowed through divestitures, re-
linquishing some percentage of companies’ 
long-term growth opportunities. The total 
cost of debt is being revealed.
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BY JEFF FULMER,
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INFRASTRUCTURE 
TRUST, INC.

Infrastructure investment deprives 
a company of options for investing 

in higher-return, more accretive 
opportunities. Yet, companies are 

reticent to sell infrastructure because 
they do not want to forfeit control. 

What if they don’t have to?  



Opportunity cost
Capital-constrained companies would do 

well to place their infrastructure assets under a 
financial microscope. The pipes, tanks, termi-
nals and other systems supporting field opera-
tions have substantial market value and can be 
monetized to fund higher-return investments.

Supporting infrastructure is rarely valued 
unless there are third-party revenues tied to 
the assets. Much of the infrastructure that en-
ables production is embedded in the reserve 
value and would have a higher market value 
if separated. The difference between the two 
valuations is the value the operator places on 
controlling the infrastructure. 

Infrastructure in the oilfield is similar to the 
utilities supporting operations. It is essential 
in keeping pumpjacks moving, liquids flowing 
and so forth. But the returns on infrastructure 
are also utility-like. Would E&P investors real-
ly want to see a company’s capital allocated to 
purchase utility providers?

Infrastructure, including E&P supporting 
infrastructure, generally produces returns of 
no more than 8%-12%. If an upstream com-
pany has an inventory of drilling opportunities 
averaging 40%, the implied opportunity cost 
to maintain or dedicate new capital to infra-
structure instead of drilling is about 30%. A $2 
billion market cap company having $400 mil-
lion invested in supporting infrastructure could 
enter into a sale-leaseback, retain full control, 

and significantly improve their return if the 
capital is redeployed into drilling.

Monetizing real property infrastructure
Reviewing capital requirements, availabil-

ity and infrastructure assets is the first step  
in considering a real property monetization. 
Facilities are comprised of a combination of 
REIT-qualifying and -nonqualifying assets. 
The qualifying assets present ample monetiza-
tion opportunities for most E&Ps. A REIT can 
own a multitude of assets in the upstream, mid-
stream and downstream sectors. Passive assets 
that store, transport, conduct electricity or  

REIT qualifying assets include wires, pipes, storage and platforms. Yellow flags represent assets acquired by the REIT, 
CorEnergy Infrastructure Trust Inc.
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REIT sale-leaseback monetization advantages

	● Unlock and redeploy capital in higher  
returning projects

	● Maintain full operational and commercial control
	● Enable growth while adhering to capital  
discipline mandates

	● Increase cash flows and enhance  
long-term reserve value

	● Retain substantial upside
	● No “puts” or imposition of governance
	● Tax deductible lease payments
	● REIT and operator alignment



provide structural support qualify. Equipment 
and processing assets, for example, do not 
qualify. Nonqualifying assets can be sorted 
and addressed in a number of ways including 
de minimis thresholds and allocating certain 
assets to a taxable REIT subsidiary.

A REIT transaction is a better choice than 
divesting through an outright sale for an asset 
that is viewed by the operator as critical and 
control-sensitive. A REIT sale-leaseback does 
not involve handing over the keys after a trans-
action, it involves maintaining control over the 
infrastructure’s capacity, third-party use, and 
upside exposure. The REIT and its investors 
seek stability and modest upside through long-
term contracted rent payments. For this and 
other reasons, REITs attract a high percentage 
of institutional and tax-exempt investors.

The differences between entering into a 
REIT sale-leaseback and an outright sale—say 
to a private equity firm or master limited part-
nership—are significant. With the sale-lease-
back, the E&P’s relationship to the asset and 
related responsibilities are unchanged. Oper-
ational and commercial control enjoyed the 
day before a transaction is the same the day 
after a transaction. The REIT plays a passive 
ownership role and is not involved in gover-
nance or operational decision-making. 

The REIT does not allocate capacity to 
third parties who wish to use the asset; those 
decisions are generally retained by the E&P. 
The REIT must accept terminal value risk and 
cannot “put” the asset back to the E&P at the 
end of the lease term—which is typically sev-
en to 15 years. 

The decision to renew the lease is solely the 
E&P’s choice, and renewal rates are grounded 
in fair market value assessments. Renewals 
can continue throughout the economic life of 
the asset. Also, the E&P tenant can transfer 

its lease obligations and rights to a third party 
should the associated properties and reserves 
be subsequently sold.

So, what’s the downside? A net operating 
lease obligates the tenant to pay monthly 
rent, which results in an increase in operating  
cost, which does affect reserve valuation 
although the impact is usually minor. The 
tenant is also required to provide quarterly 
tenant-level financials to the REIT and cannot 
take any action that diminishes the value of 
the leased asset.

REIT sale-leaseback proceeds essentially  
represent permanent capital, unlike a term 
loan or private equity. The REIT transacts on 
assets with the intention of owning them in 
perpetuity. The operator makes monthly rent 
payments under the net operating lease, which 
unlike interest payments, are fully deductible 
for tax purposes. The lease is not debt on the 
balance sheet and, in most cases, is not con-
sidered in debt covenant calculations—unlike 
a term loan or second-lien debt.

Advancing capital discipline
Some companies are turning to their infra-

structure for strategic purposes – repurposing 
dormant capital and putting those dollars to 
work to simultaneously advance capital disci-
pline and growth.

A REIT sale-leaseback can improve re-
turns on capital employed, enhance long-term  
value by adding reserves, increasing produc-
tion cash flows, paying down debt and paying 
dividends. This strategy is increasing option-
ality for upstream management teams and 
benefiting investors, and awareness of this 
relatively new alternative financing tool is 
gaining traction. M

Jeff Fulmer, executive vice president of 
CorEnergy Infrastructure Trust Inc., is a pe-
troleum engineer and professional geologist 
with more than 30 years of energy industry 
experience. He dedicates his time to business 
development, due diligence and portfolio man-
agement. Jeff previously worked for Tortoise 
Capital Advisors, the U.S. Department of De-
fense, Redland Energy, Statoil Energy, ARCO 
and Tenneco.
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A REIT sale-leaseback does  
not involve handing over the keys  

after a transaction, it involves 
maintaining control over the 

infrastructure’s capacity, third-party 
use, and upside exposure. The REIT 

and its investors seek stability and 
modest upside through long-term 

contracted rent payments.





PROBLEM 
CHILD Operators are learning the 

hard way that parent-child well 
interaction is damaging to both 
their field developments …  
and their bottom lines.



High winds blow dust 
around the pad site 
where QEP Resources 
Inc. is drilling its  
University Land UL1125 
W5 11SB well in  
Andrews County, Texas.
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The idea of a successful oilfield develop-
ment program has not changed over the 
150-plus years of hydrocarbon explo-

ration, but the tools used and the knowledge 
required that provide the means to the end 
continue to evolve. The goal remains to drain 
the highest percentage of oil and gas with the 
least amount of capital investment. Striking a 
balance between financial outlay and recov-
erable resource is an ongoing battle. Spend 
too little and you’re likely to catch criticism 
for leaving oil in the ground. Spend too much 
and investors will question your efficiency. The 
emergence of the development phase in many 
U.S. unconventional plays has operators still 
searching for the sweet spot.

In the Permian Basin, operators are chal-
lenging the complex geology of West Texas 
and southeastern New Mexico with aggressive 
drilling programs designed to find the balance 
between dollars and volumes—pushing the 
well spacing envelope in the name of enhanced 
ultimate recovery and its favorable impact on 
the bottom line. 

Results, however, have not been kind. 
The highest profile project testing downspac-

ing limits has been Concho Resources Inc.’s 
Dominator pad in Lea County, N.M. Instead of 
the typical 600- to 700-foot well spacing used 
by many operators in the region, Concho would 
drill a series of wells with an average horizon-
tal spacing of just 230 feet. The operator lined 
up seven rigs from a half-dozen different con-
tractors, five frack crews and a big pile of cash 
across a 1-mile tract targeting the upper Wolf-
camp to conduct the experiment. It failed.

Concho drilled and completed 23 wells on 
Dominator—an estimated $250 million invest-
ment. While initial rates were solid, later per-
formance data indicated that the chosen well 
spacing was simply too dense. The company 
told investors in August that it would revert to 
wider spacing for future projects in the area. 
The news crushed the operator’s stock price. 

Concho shares sank 22% to close at $75.97, for 
the company’s biggest one-day drop since 2008, 
wiping out almost $4.4 billion of market value. 
Had it been successful, Dominator could have 
unlocked a significant amount of new drilling 
locations, boosting inventories already in-house 
by as much as 50%, by some estimations.

“That was a test both of the intensity of ac-
tivity with seven rigs and then five frack crews 
operating simultaneously in a square mile, but 
then it was also testing a density at that 150% 
of our resource that’s greater than we’ve ever 
done,” Concho chairman and CEO Tim Leach 
told investors in July. 

“And so we’ve certainly learned some things 
about the impact of the inner well communica-
tion and spacing. I think, as we have said, from 
an operational standpoint, the team did a fantas-
tic job executing the project with it all brought 
on safely as planned and ahead of schedule. 

“Clearly, the 30- and 60-day production 
rates were consistent with our other projects 
in that area, but the performance has declined, 
and that’s been clear. It’s just too tight.”

A parent-child relationship
While the full postmortem on Dominator has 

yet to be written, it is clear that Concho incurred 
unexpected well interference due to the proxim-
ity of the wells themselves—something indus-
try calls the parent-child relationship or, more 
recently, fracture-driven interactions (FDIs). 

Fracked wells in close proximity can im-
pact production volumes as both are ultimately 
pulling resource from the same reservoir. If the 
fractures themselves encounter one another, it 
could prove a boost to one well but a bust for 
the other. Fractures in a child or infill well will 
usually follow the path of least resistance—or 
toward the pressure sink caused by fractures in 
the parent or primary well, which inherently 
lowers the volume of unstimulated rock by the 
infill well’s frack job. 

Ironically, the aggressive frack jobs—longer 
laterals, higher proppant loads and more frack 
stages—that the industry has favored and re-

sulted in higher IP figures 
from primary wells could 
be playing a lead role in the 
production decline.

Pioneer Natural Resourc-
es Co. has been in the Perm-
ian for more than a decade 
and saw the FDI issue crop 
up when it tested downspac-
ing to around 400 feet back 
in 2013.

“At that time we were still 
pretty early in horizontal 
shale development, but we 
actually did see the negative 
impacts of parent-child re-
lationships back then,” said 
Michael McNamara, Pio-
neer’s investor relations su-
pervisor, who came from the 
engineering side of the busi-
ness. “We jumped quick-
ly back to 800- to 850-feet 

Investment bank Bernstein Research estimates a potential 1-million barrel production 
shortfall due to child well interference by 2030.
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Casing pipe is laid out 
in front of Unit Drilling 
Rig 408, which is 
drilling QEP Resources 
University Lands 
1125 W5 11SB well in 
Andrews County, Texas.
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spacing rather than the 400 feet we tested back 
then to really mitigate and manage that relation-
ship between parent and child wells. From our 
perspective, I think that is just one component 
that needs to be minded when trying to man-
age parent-child relationships. I think another 
important component that we have taken a very 
technical approach on is completion design.”

Using its 6,000 vertical wells in the Midland 
Basin, Pioneer has gathered logs and seismic 
data into an impressive database of subsurface 
information. It considers the data set a differ-
entiator and a strategic advantage over its peers 
in the region. Learnings have dictated a more 
controlled approach to completions. 

Instead of setting up for the biggest com-
pletion for one of its infill wells, Pioneer opts 
to pump less fluid so that the fractures won’t 
propagate as far and put the primary well at 
risk. The operator stimulates closer to the infill 
wellbore instead of trying to get longer, propa-
gating fractures.

“I think if you aren’t minding your spacing 
and you’re pumping very large jobs, you are 
going to see quick, negative impacts in your 
well performance,” added McNamara.

Time is also a contributing factor as operators 
march toward shale development. A Raymond 
James report recently hypothesized that the av-
erage infill well being drilled today is coming 
online at about a 30% lower production rate 
than the primary, and that the time delay be-
tween the parent completion and the infill com-
pletion seems to have a significant impact, with 
six-month delay infill well degradations in the 
10% range, while two-year delay wells may suf-
fer greater than 40% degradation. 

It makes sense. The longer the primary well 
is online and actively draining the reservoir, the 
larger the pressure sink created, and the more 
likely an inappropriately spaced infill well will 
lead to a frack interaction (or hit).

All of this has the potential to skew estimat-
ed ultimate resource recovery if that number  
is based on the primary well. That impacts re-
covery volumes, which impacts return on in-

Casing 
Specialties 
worker DJ Crane 
waits to make a 
pipe connection 
on Unit Drilling 
Rig 408.
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vestment, and ultimately impacts drilling loca-
tion inventory, and that can result in tumbling 
valuations. 

Wishful values
Seaport Global Securities LLC recently il-

lustrated the impact of well interference on 
assigned net asset values. If a company has 
77,000 acres and plans for 660-foot spacings, 
that results in 580 locations. Run a couple of 
rigs, and the present value of future cash flows 
at strip pricing comes out to $664 million, ac-
cording to Seaport Global’s numbers. That’s a 
base case. 

Now, if early wells show that well counts 
and spacing are too aggressive—dropping from 
eight wells to six per section at 880-foot spac-
ing—the location count drops to 435. As a re-
sult, net asset value drops 22%. It can get worse.

If the base case EUR was 495,000 barrels of 
oil equivalent (boe) per well, upspacing will 
cause the EUR on the infill wells to take a hit. 
In full-field development, those EURs need to 
come down another 20%. That is another 38% 

hit to net asset value. In total, those two mis-
takes can cost around 60% of the value from 
what was originally thought.

Seaport Global analyst Mike Kelly con-
fessed at the recent DUG Eagle Ford confer-
ence in San Antonio that Wall Street was se-
duced by inflated inventory counts, single-well 
economics and sexy IP rates, and did not fully 
understand the effects of FDIs.

“It’s been a rough go in the last five years in 
the space,” he told attendees. “In 2015, Wall 
Street would give you a valuation that was 8x 
EBITDA. Today, that’s 4.1x for my coverage 
universe. There has been massive value de-
struction here.”

Another problem? As the Permian moves 
toward a manufacturing operation, the domi-
nant well in the region shifts from primary to 
infill. The impact on produced volumes could 
be significant. Bernstein estimates that start-
ing in 2016, child wells drilled in Lea County, 
N.M., just northwest of Midland, Texas, suf-
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fered more from interference than they bene-
fited from technology gains. The impact was 
roughly a 10% worsening in cumulative out-
put. Researchers warn the impact could range 
up to 50%.

And it’s not just the Permian. Devon Energy 
Corp. conducted a spacing pilot in the Stack 
play of western Oklahoma during 2018. A 
denser 12-well per drilling unit program was 
conducted at the company’s Showboat project 
targeting the region’s overpressured oil win-
dow. While initial results were encouraging, 
the company told investors in July that the 
results did not meet expectations and that it 
would “quickly recalibrate” its completion de-
signs and flowback strategy to improve results 
of future projects in the area. Devon added that 
its spacing plans on all go-forward activity 
would be sized at four to eight wells per sec-
tion in the Stack.

Earlier in the same play, Continental Re-
sources Inc. flowed a promising new Meramec 
density test, also in the overpressured oil win-
dow, at its Compton unit—a 10-well density 
unit, with five new wells in the upper Meramec 
and four new wells and one parent well in the 
lower Meramec. The 10 wells flowed at a com-
bined peak 24-hour rate of 22,032 boe (75% 
oil) or 2,203 boe/d per well. 

Average completed well cost for the nine new 
Compton wells was approximately $9.2 mil-
lion, down approximately 28% from the cost of 
the primary well. Expectations led the operator 

to suggest EURs of 1.7 MMboe per well. All 
was fine after 30 days, but the following quar-
ter Continental revealed it saw a rapid decline at 
Compton, prompting the producer to rein in its 
per-well EUR estimate to 1.2 MMboe and con-
fess that 10 wells were too many for the unit. 
The downspacing exercise didn’t work, and the 
operator’s stock dove 11%.

Dominator, Showboat and Compton all have 
one thing in common beyond their production 
shortcomings: Each of these were tests to see 
if an aggressive well spacing array in develop-
ing shale resources could pay off big. While 
expectations were high across all parties, the 
results should be taken for what they were—
the product of industry experiments.

‘These interactions are unavoidable’
Well interference isn’t new. The issue has 

been around a long time, even with some of 
the early vertical wells drilled in tighter forma-
tions, like in East Texas. The nature of those 
wells allowed operators to keep returning to 
drill offset wells with little to no concern for 
adverse impact other than perhaps a smallish 
window of lower pressure. 

With today’s horizontal wells, the frack be-
comes more difficult. The frack “wings” com-
ing off the infill well will migrate toward the 
pressure sink created by the primary well, and 
instead of an evenly fracked wellbore, you get 
one weighted almost exclusive to one side.

“We see these [frack hits] at such distances 
from the parent well that there is probably no 
way to avoid them completely,” said Micro-

Operators need 
to learn how 
to control the 
makeup of the 
subsurface 
“plumbing” 
created by 
hydraulic 
fracturing, 
according to 
MicroSeismic Inc. 
president and CEO 
Peter Duncan.

Condor Pipeline Services workers Elier Sanchez (left) and Cesar Lopez put the finishing pieces on a new QEP Resources 
salt water disposal tank battery.
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Seismic president and CEO 
Peter Duncan. “Instead, you 
manage, monitor and try and 
minimize the effects, but then 
model to see what the proxim-
ity of the wells is going to do 
for you economically.”

Ideally, operators want some 
level of frack interaction. After 
all, if you are pulling resource 
from adjacent wells that show 
no level of interaction, then you 
are likely leaving producible 
oil in the ground. It becomes a 
classic “bend but don’t break” 
scenario. Producers walk the 
fine line, pushing to free up as 
much oil and gas as possible 
with each well without jeopar-
dizing the entire operation.

“That way you know you’re 
getting the best coverage you 
can,” explained Scott Rees, 
chairman and CEO at Neth-
erland, Sewell & Associates. 
“Plus it’s different on horizon-
tal vs. vertical downspacing 
if you come back when pric-
es are better 10 years down 
the road. That’s what used to 
happen with vertical wells. 
They’d drill one well per section. Ten years 
later, when prices were better, they would 
come back and drill another well. Ten years 
after that they would come back again and 
drill. You’d get a little bit less per well, but 
they could still do it, from a drilling and com-
pletion perspective.

“Now with horizontals, if you wait 10 years 
for prices to get better to come back and drill 
your infill wells, it becomes mechanically 
very difficult to drill and complete because of 
the nearby pressure depletion. When you’re 
drilling that 2-mile horizontal, you’ve got 
pressure differential sticking to contend with 
so actually getting the well physically drilled 
is difficult. Plus most of the sand you pump 
during your infill well’s completion will go to 
the low pressure depleted reservoir rock rath-
er than the new, unstimulated rock. So opera-
tors are trying to figure it out now,” said Rees.

Much of the problem might be traceable to 
the beginnings of land acquisition, when an 
operator secures an acreage position and soon 
shifts into getting that acreage HBP. Initially, 
companies need to determine if any given unit 
is going to be economic so the tendency has 
been to drill a big well, with a big frack job, 
to get the resource moving. 

At this point, many would not be thinking 
ahead to well spacing. The only goal would 
be to prove the area will flow, from the bot-
tom of the bore straight to the bottom line. 
These robust frack jobs can result in fractures 
extending out thousands of feet. So when an 
operator shifts into development of an area 
and starts talking about well spacing of 600 
to 700 feet, or even 1,200 feet, the company 
can start to see where problems may arise.

“This is not rocket science,” added Duncan. 
“Fundamentally what is going on here is that 
we’re creating plumbing and when that plumb-
ing connects up, fluid flows between the dif-
ferent devices connected to the pipes. We just 
need to learn how to control how we are build-
ing the plumbing and then how to control the 
pressures within the pipes. 

“I think the biggest issue, from my point 
of view, is that our practice is really one of 
driving down the road with our eyes closed. 
That is just the way it is. When one fracks 
a well and doesn’t watch what’s happening 
with a sufficient granularity, then stuff hap-
pens. Then we’re left waving our arms at what 
it might be.”

The “plumbing,” as it were, can sometimes 
have a mind of its own. Subsurface conditions 
are rarely homogeneous when it comes to for-
mation pressures, natural faulting and the like. 
It not only can vary wildly from play to play, 
but from field to field, and sometimes even 
pad to pad. The result can be a sort of Rube 
Goldberg-styled chaos of channels and fissures 
running away from the wellbore, sometimes at 
great distances and sometimes into each other, 
referred to as an inner-well interaction.

“With the present systems that we are using, 
these interactions are unavoidable,” explained 
Aly Daneshy, president of Daneshy Consul-
tants. “If you want to produce these reservoirs 
economically, you have to accept that. And 
trying to fight it, you’re banging your head 
against a wall. These are unavoidable. The re-
sults can be positive or negative. Collection of 
frack interaction data can provide very import-
ant engineering data that we need to raise our 
fracturing treatments to a higher level.”

Netherland 
Sewell CEO Scott 
Rees said waiting 
long periods to 
drill infill wells in 
unconventional 
resource plays 
is “mechanically 
very difficult.”

Primo Field Services turns a large bit as it drills a 10-foot diameter well cellar for QEP 
Resources University Land wells in Martin County, Texas.
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Defense! Defense!
The industry has experimented with differ-

ent ways to combat well interference across 
the shales. Field work has yielded mixed re-
sults at best, but a few options have emerged 
for operators looking to minimize the impact 
of completed infill wells on the producing pri-
mary well. The approaches vary and have run 
the gamut from abandoning the primary well 
altogether to pressuring up the parent to help 
move the infill fractures away from the origi-
nal wellbore.

“Papers from BHP showed that they simply 
shut in the nearby well, but that didn’t work. 
They got wellbore damage,” said Duncan.

“They tried abandoning, not even bothering 
with the parent well and just letting it go. That 
is not a very productive strategy either. They 
tried keeping the parent well flowing while 
the child well was fracked to see if they could 
reduce the pressure—if they could suck hard 
enough on it to keep it from building up pres-
sure and causing damage near the well. That 
didn’t help much either.

“They ended up with parent wells that were 
reduced in their production. They tried small 
pre-loads. We’re talking one day pumping 
1,000 barrels or so and they found that the par-
ent wells generally recovered but, generally 

speaking, did not recover the full production 
rate that they were expecting.

“They tried larger loads. Not large enough to 
cause fracking but bringing it up to two-thirds 
or three-fourths of original reservoir pressure, 
and they found that actually worked pretty 
well. It kept the child treatment from imping-
ing on the parent most of time. They lost pro-
duction temporarily, but tended to recover and 
get back to their original production level.”

The issues with all of these active solutions 
to mitigate well interference impact field eco-
nomics. The added cost to minimize FDIs, 
which in some cases can be substantial, may 
result in driving some smaller players out of 
the more tenacious shales once the full-field 
development phase is reached, and in extreme 
cases could result in financial stresses leading 
to insolvency. Given the current state of affairs 
between Wall Street and the oil patch, access 
to capital is not as robust as it once was.

Other methods implemented included re-
fracking, but that was found to create more 
frack communication and allowed more op-
portunity for well-to-well interaction. There 
was also the notion of co-development of the 
wells—completing all of the wells in a section 
at the same time using zipper fracks and off-
setting clusters. This is expensive, but also an 
encouraging solution. 

Pressuring up
What has revealed itself as being the most 

effective method thus far, however, has been 
building pressure barriers between those wells 
that have already been completed and those 
wells that are about to be treated—a method 
developed in Martin County, Texas, by produc-
er QEP Resources Inc., which it refers to as 
“tank development.”

For QEP, it is a systematic approach that 
optimizes both the subsurface and surface op-
erations—a holistic process to develop all of 
the formations from top to bottom as well as 
vertically at one time in a specific section, or 
“tank” of rock.

“We are completing wells at the same time, 
both vertically and horizontally, and bringing 
them on systematically so that the wells rare-
ly see any interaction with their offsets,” said 
Chris Buscemi, Permian reservoir engineering 
manager for QEP. “The goal is to essentially 
develop an entire section of rock in typewriter 
fashion and work through your leasehold sys-
tematically. This way we are able to optimize 
drilling/completion operations, facilities de-
sign and subsurface development at the opti-
mum density.”

A trial of the tank development approach con-
ducted in the Midland Basin in 2017 seemed to 
prove QEP’s theory—that this style of work-
ing within the subsurface using a “pressure 
wall” does minimize well interference while 
optimizing stimulation, production and opera-
tional efficiency. The pressure wall is achieved 
by having completed a lateral and vertical vol-
ume of the reservoir—and thus having “pres-
sured up” the system—but not having turned 
it online for flowback. The reservoir within 

Abraxas 
Petroleum pushed 
back against 
frack hits in the 
Bakken Shale by 
injecting water 
to pressure up 
its parent wells, 
according to CEO 
Peter Bommer.

A Unit Drilling worker cleans the shaker as it drills on QEP 
Resources’ University Land 1125 E11 08SC well in Andrews  
County, Texas.
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the pressure wall is above pore pressure, due 
to the completion energy, and acts as a barrier 
to frack hits for wells on either side that are 
completing or that have been recently been put 
on production.

A chief learning from field tests, according 
to QEP, was finding that the perfect recipe 
for tank development is spatially dependent. 
Since the first trial, the company has moved 
13 miles to the east in an area with a higher 
number of economic formations, and the well 
count has increased.

“Through development in different areas, our 
technical team has learned that we need to ad-
just our pressure wall size accordingly,” said Jill 
Thompson, senior staff geologist at QEP. “The 
more total wells in the DSU, the larger the pres-
sure wall needs to be to mitigate frack hits.

“Also, since the initial trials, we have in-
creased our understanding of the rock using 
seismic and earth models. The original pres-
sure wall on paper was sort of a perfect box. 
That is not the way we implement and think 
about it anymore. Some formations and their 
rock properties allow for frack hits to extend 
further than other zones, therefore the pressure 
walls in those locations need to be wider in a 
vertical sense.

“Our technical team has also highlighted 
vertical deformation zones from our seismic 

and microseismic that may influence commu-
nication while drilling and completing. We are 
now planning ahead when we are completing 
in zones that show these features, and we have 
implemented a set of rules for how to mitigate 
communication in the tank. To date, we have 
been successful with this method.”

The impact of infill wells on the primary 
well would commonly be a factor intra-field; 
however, there are times where primary wells 
on one piece of acreage can be negatively im-
pacted by a well fracked on an offset property, 
by a different operator. These instances are not 
a daily occurrence, but they do happen. In most 
cases, the nearby operator preparing to com-
plete a well will give its neighbors sufficient 
warning that their wellbore could be impacted 
by the adjacent completion activity. The poten-
tially affected operator can opt to pressure up 
its well to defend it against potential FDI from 
the neighbor’s well. 

Communication is the name of the game for 
these instances, and while the effect on defended 
wells can be nominal, the fate of nondefended 
wells can be disastrous, ranging from temporary 
water production to loss of the bore altogether.

“Communicating with each other—compa-
ny to company—and creating ways to ensure 

QEP Resources’ 
goal with its tank 
development scheme 
is to develop an 
entire section of 
rock in “typewriter 
fashion” and work 
through its leasehold 
systematically, said 
reservoir engineering 
manager Chris 
Buscemi.

Unit Drilling workers clean the shaker as they drill on the QEP Resources University Land 1125 E11 08SC well.
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A waning 
crescent moon 
rises behind a 
drilling rig inside 
the Midland, 
Texas, city limits.
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everybody knows what everybody 
is doing is important,” said Peter 
Bommer, CEO at Abraxas Petro-
leum Corp. “We did have a couple 
of examples early on where we 
got kind of ambushed by offset 
fracks. It wasn’t anything inten-
tional by the offset operator, but 
both of those wells suffered some 
interactions that were very nega-
tive. Via email or online, anything 
we can do to communicate and 
give the opportunity to rig up and 
defend is desired.”

Abraxas’ active well defense 
morphed in 2010 when it initially 
did nothing and quickly learned 
it couldn’t stand on the sidelines. 
First, the company changed to just 
pulling the pumping equipment and 
shutting wells in or setting a bridge 
plug. In the Bakken, that method 
didn’t seem to work, and the oper-
ator still had wellbore invasion. Use of diverter 
material to block perforations worked better. 
The company found that indeed it could screen 
out 10,000-foot laterals, but it wasn’t consistent. 
The PLA (polylactic acid) would melt or dis-
solve, and the operator would lose its block.

“We finally settled on pushing back against 
hits by injecting water,” confirmed Bommer. 
“We pull our legacy wells and install pressure 
transducers that feed us one-second data in 
real time so we can watch these primary wells. 

We rig up horsepower so we can pump in and 
we monitor. 

“When we start to see these interactions, es-
pecially the big ones, we pump against them 
so at least we can get fluid moving in the right 
direction. This is low rate treatment. We’re 
talking one to two barrels per minute perhaps. 
Rarely do we inject more than 20,000 barrels 
in an individually defended well. That has 
been successful for us. We’ve defended about 
40 wells this way.”

A graphic from a recent QEP Resources paper highlights the “pressure sink” 
caused by a parent well and its potential effect on offset wells.

Truck traffic is nothing new in the oil fields of West Texas. Many smaller towns had their infrastructures pushed to the 
limits by the heightened activity levels of recent years.
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Abraxas went from almost always having 
the wellbore fill to almost 100% in effectively 
defending. Of course, defending does come at 
a cost—about $262,000 on a six-well pad de-
fense in the Bakken. Much of that cost is driv-
en by horsepower. If you’ve got wells scattered 
across a field on one to two well pads, the cost 
goes up. 

“We were happy to spend that money and 
avoid multi-hundred thousand dollar clean-
outs on these legacy wells,” said Bommer.

ConocoPhillips Co. has successfully used 
refracks in the Eagle Ford Shale to defend its 
primary wells from possible infill intrusion.

“When we go in to drill infill wells, those 
closest to that parent well—if we don’t do 
anything about it—we distort our frack toward 
that pressure sink,” explained Erec Issacson, 
vice president of ConocoPhillips’ Gulf Coast 
Business Unit. “So we don’t get an effective 
frack on those nearby wells. What we’re doing, 
in that parent well, is a defensive refrack. Nor-
malizing that pressure field when we go in and 
drill those infill wells and we stimulate those, 
we don’t have as much of an impact.”

Small players
The potential financial stresses have begged 

the question whether full participation in the 
development of the nation’s shale plays is a 
game best played by the largest companies 
with the deepest pockets. On the surface it 
would seem so.

Big operators like ExxonMobil Corp., Chev-
ron Corp., Royal Dutch Shell Plc, and BP Plc 
have all made substantial moves into Lower 48 
unconventionals during the past few years via 
splashy acquisitions or more stealthy means. 
ExxonMobil alone is running more than 50 rigs 
across the Permian Basin. Chevron is one of the 
region’s largest leaseholders with over 2.2 mil-
lion net acres. Smaller players were instrumen-
tal in cracking the shale code and innovating to 
produce the volumes that have vaulted U.S. dai-
ly oil production from around 6 million barrels 
per day (MMbbl/d) in 2012 to over 12 MMbbl/d 
in 2019. Yet, all but those with the firmest foot-
ing and a solid grasp of the FDI issue may be 
excluded from the next phase.

“The ones that are going to get damaged are 
the ones that have run too far down the road 
without realizing the problem was going to hap-
pen and maybe have drilled a whole bunch of 
wells that they will now have to go back and 
remediate,” said Duncan. 

“Then there are those who have made certain 
commitments to the market about their reserves 
that are now going to have to be revised. Those 
that have done that and put themselves into a sit-
uation where they have a large amount of debt 
that they can’t service, those guys are going to 
go away or be bought. 

“However, I think small start-up players  
that truly appreciate the problem and act ac-
cordingly can afford to play in this market. 
Absolutely.” M

Schlumberger 
Ltd.’s commercial 
and risk manager 
Jason Baihly said 
the company’s 
goal with its 
Broadband Shield 
diverter service 
is to “create 
more complexity” 
downhole.

Good News, Bad News And Silver Linings
Simultaneously completing wells on a pad is one of the most effec-

tive ways to minimize FDIs between parent and child wells, but 
this approach is not always economically feasible. Today, opera-

tors have more options than ever before to minimize FDIs because of 
recently released and emerging technological solutions. 

Oilfield service giant Schlumberger Ltd. has introduced a pair of 
technologies in the Eagle Ford and other shale plays to help opera-
tors construct better wells and mitigate possible well interactions: 
Fulcrum cement-conveyed performance technology and BroadBand 
Shield fracture geometry control service.

Fulcrum technology enables better annular coverage and a better 
pressure delta across the cement sheath along the lateral section of 
the wellbore. The Fulcrum technology formula overcomes issues with 
mud debris that can weaken the bond across the lateral.

“The Fulcrum technology is not adversely affected by remnant drill-
ing mud and is formulated to work with the mud to create a stronger 
barrier across the mud zone than a standard cement job, creating a 
stronger overall lateral isolation across that section,” said Jason Bai-
hly, commercial and risk manager, integrated services management, 
at Schlumberger. 

“As you perforate and fracture the wells in stages you see more 
equal flow across all perforation clusters within a stage and do not 
observe the channeling annulus effect where the fracture grows 
down the lateral toward the heel or grows to a previously activated 
toe stage, resulting in multiple fracture stages ‘training’ into the 
same zone.”

Baihly further explained that you tend to see the fractures stay 
more in its perforated stage annular area where it exits the wellbore 

and goes into the formation. Fulcrum technology creates higher 
breakdown pressures initially in the child wells compared to offset 
wells with standard blends.

“We’re actually stimulating some new reservoir rock, potentially 
seeing that breakdown pressure increase,” he said. “We’re also 
seeing about a 30% productivity increase in some cases in the child 
wells compared to sibling child wells that were cemented with con-
ventional blends. There are really improvements in two areas with 
this technology as we’re experiencing some benefits on the treatment 
side via the pressure and on the production side.”

Schlumberger also offers the BroadBand Shield fracture-geome-
try control service. The BroadBand Shield service diverter goes in a 
well at the beginning of the fracture stage when the pad is being 
pumped. It pushes the diverter far afield to screen out the fracture 
tips, assisting in keeping the fracture in the fairway it is targeting 
and not having that fracture energy wasted into another nearby well.

“Our goal is to create more complexity down hole,” explained 
Baihly. “We’re seeing that being achieved via real-time monitoring. 
Results show a significant reduction in the overall pressure increase 
in the parent well as we’re observing pressure increases of less than 
100 psi per stage, whereas without the BroadBand Shield service 
we would normally expect 1,000 psi plus pressure increases due to 
fracture-driven interactions.

“In addition, we’re seeing many offset parent wells experiencing 
just a fractional uptick of water production in the offset wells com-
pared to as much as a fivefold increase in the production streams of 
parent wells after the child well is hydraulically fractured and frack 
hits occurred,” said Baihly.
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The QEP Resources J C 
Epley Well #3 sits behind 
a cotton field in Martin 
County near Tarzan, Texas.



John Jacobi launched Covey Park 
Resources in 2013 alongside co-CEO Alan 
Levande and backed by private-equity 

firm Denham Capital Management. The Dal-
las E&P quickly amassed acreage, scale and 
cash flow in the Haynesville Shale, becoming 
one of the largest private operators in the 
play. But the industry downturn in 2015 and 
subsequent capital flight by the investment 
community scuttled early exit models for the 
maturing start-up, requiring alternative solu-
tions to a persistent problem.

Covey Park found its exit in a $2.2 billion 
sale to Comstock Resources Inc. in July. Com-
stock itself had been recapitalized within the 
past year by iconic oilman and Dallas Cow-
boys owner Jerry Jones, now a majority owner, 
putting it in a unique position to consolidate its 
existing position in the Haynesville with Covey 
Park’s. This at a time when public companies 
are eschewing acreage additions.

Jacobi spoke at Oil and Gas Investor’s A&D 
Strategies and Opportunities conference in 
Dallas in October in a Q&A format with In-
vestor editor-at-large Nissa Darbonne. These 
comments were excerpted and edited from his 
public remarks.
Investor Is the “pump and dump” model bro-
ken?
Jacobi We coined the “pump and dump” 
[phrase] many years ago. I liked the model; 
I was just never very good at it. That was to 
buy 50,000 acres, drill two wells and sell it to 
somebody else. That model worked right up 
until it didn’t. It’s going to be awhile before 
we see many billion dollar deals where it’s just 
acreage plays. I think that is dead for a while.

The model that I grew up in, was taught the 
most about and still understand and love today, 
is one that the industry talks a lot about today, 
but it’s all that I’ve ever known. That is to buy 
things, exploit it—hold and produce for a lon-
ger period of time—and hopefully find a buyer 
for it to create value. It’s been a good model 
for me.
Investor Is there too much competition for 
public or private equity, or capital from all 
sources? Maybe there are too many companies 
competing for that?

Jacobi We’re in a mode of consolidation, 
there’s no doubt about that. While we [Covey 
Park] were going through the potential go-
ing-public phase, we found out real quickly 
that timing was a little bit off. We met every 
model and every goal that a future equity 
partner would want to invest in. When others 
were talking about it we were doing it, which 
essentially was making money in all aspects 
of it. But then all of a sudden the goalpost 
was moved. You had to be bigger with more 
consolidation. It’s just the way equity invests 
today; that’s how they’re feeling. They want us 
to approach it that way.

Last year, before we actually did our deal with 
Comstock, I was scolding these [investment 
bankers] that I had been visiting with for two 
years. “You want me to be cash-flow positive? 
You want me to grow? I’ve done all that. There 
are less than five [E&Ps] in the entire country 
that have actually done what you said. What’s 
the problem? Why do you not want me to go 
public?” And same old answer, “Well, you’re 
not big enough.” Before it was about being free-
cash-flow positive. Then it became bigger.

So when I left there, I got to thinking that it’s 
really not their [the equity investor’s] problem. 
It’s our problem. We created this entity of these 
exit strategies from an acquisition or going pub-
lic as the only way we can exit. And by doing 
that I do feel like there are probably too many 
choices for them to invest in. We haven’t done 
what we said we would do, which causes a lot 
of problems and angst by them. I do tell them 
that they’re culpable for this as well. They forced 
a growth mode, in my opinion, by giving you 
a bunch of money. But that being said, I think 
we’re in a phase where we have to be the respon-
sible party if we’re going to solve these things.
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EXECUTIVE Q&A

DO THE RIGHT 
THING
Former Covey Park Resources co-CEO John Jacobi shares his views 
on challenges facing the industry today, how the deal went down with 
Comstock Resources and why industry stakeholders need to take 
ownership of righting the ship.

“We met every model and every goal 

that a future equity partner would 

want to invest in. … But then all of a 

sudden the goalpost was moved.”

After a successful 
sale of Covey 
Park, John Jacobi 
is looking to 
return, but in a 
much different 
environment than 
when he last 
started. “When 
I think about 
when and where 
I start over and 
that I have to deal 
with the lack of 
reputation that 
we’ve caused in 
our industry, you 
bet I get emotional 
about it.”
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“When you run these companies, you 
should run them as if they are going 

concerns. Investors come and go, 
but you have the responsibility to run 

these companies.”
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And for those who are public, I would tell 
you to figure it out because, ultimately, you’re 
going to have to be the person in the room that 
does this. They’re not going do it for you. It’s 
become a realization that we’re responsible for 
this. We should take the responsibility. It’s up 
to you and me to make sure we get that done. 
And hard decisions are going to have to be 
made, and you’re going to have to do it.
Investor Regarding mergers and mergers of 
equals, should there be more than just one 
merger, that maybe eight companies should 
get together?
Jacobi There needs to be fewer companies. 
When I started in the Haynesville, there were 
maybe 10 companies altogether. It could be as 
few as two, in my opinion, possibly three.

In the Permian? I don’t know. A lot of it has 
to continue to consolidate. I do think the ma-
jors like Exxon are sitting around and letting 
us drown in our sins and then they’ll take over.
Investor What about Oxy? Are they taking 
over?
Jacobi When you do something like they did, 
you do have to digest these things. It will take 
a while to do that. And they may be more the 
target as it contin-
ues to consolidate. 
She [Occidental Pe-
troleum Corp. CEO 
Vicki Hollub] would 
say differently, but I 
think all of those com-
panies that get that 
size ultimately have 
the responsibility to 
consider that.
Investor In the Haynesville, at what point have 
we reached too much consolidation where it’s 
actually bad for the basin, considering the 
sharing of new ideas for best practices?
Jacobi Being an acquirer and builder through 
acquisitions, I wanted it all. So, in my personal 
opinion, one’s enough, but for selfish reasons 
and not necessarily technological reasons. Our 
commodity is bloated, both on the gas side and 
the oil side; obviously that’s the reason it’s 
low. So producing less means higher prices. 
We haven’t learned that yet.

But as a whole, you’re going to see this con-
solidated even more. You have Comstock now 
looking to grow in the basin—very bullish on 
gas with their primary owner who wants to 
continue to consolidate that. Then you have the 
Osakas of the world that have their own specif-
ic business models. The reason they’re there is 
to hedge their position as they buy gas across 
the world and move it into their country.

Ultimately, I think there’ll be three or so, ex-
cept for the smaller companies that are continu-
ing to exploit the new technology, longer later-
als, better frack techniques and more efficient 
drilling. They’re beginning to get it on the outer 
edges of those positions and take advantage of 
the lease costs, the infrastructure that’s already 
in place to move their gas efficiently. And being 
close to the market, they can make a living there.

Investor You mentioned Osaka, which is basi-
cally using the Haynesville as a hedge on what 
they’re paying for LNG overseas by owning 
this super low-cost feedstock, but meanwhile 
paying multiples of 10 or 15 once that’s deliv-
ered across the Pacific. So is Osaka potentially 
the ultimate owner of the whole Haynesville?
Jacobi Wow, I guess. They have the money if 
that’s what they want to do. Right now they’ve 
put their toe in it. They’ve been around quite a 
while. We’ve dealt with them as well as others in 
the basin, and they’ve been very interested in gas 
for a long, long time. They finally found a posi-
tion that met their goals economically. I would 
call that investment an experiment. It is an actual 
hedge to them in the future. That’s the way they 
see it and the way they run their business.

If demand goes up, the Haynesville could 
very well be owned by an international orga-
nization.
Investor Going back to consolidation and this 
idea of yours of “getting less big when you get 
bigger.” What more can be done on G&A?
Jacobi In this case specifically, Comstock’s 
G&A was about $30 million a year, and our 
G&A was about $30 million a year. We were 
almost twice as big as they were, with a lot less 
wells but a lot more NAV. They were able to 

find the very best of 
those two companies 
and put it together, and 
now they have a G&A 
of about $30 million.

We were going to 
generate close to $100 
million of free cash 
flow this year. The 
merging of these two 
companies essentially 

made their debt-to-cash-flow ratio go down 
tremendously. So it helped in that respect, but 
also added another $30 million a year of posi-
tive cash flow to their balance sheet when you 
combined these two companies. So it was a 
win for their investors.
Investor What was the pitch?
Jacobi If you looked at Comstock around July 
of this year, they had EBITDA of about $395 
million while ours was $575 going to $625 by 
end of this year. The two combined companies 
create $1 billion of EBITDA for the year. Net 
production: theirs was 446 (Mcf/d); ours was 
750 and growing, adding up to a net produc-
tion of 1.2 Bcf a day.

Total acreage in this particular play is now 
300,000—we had 250, they had 50. They have 
an additional 100,000 in the Eagle Ford and in 
the Bakken. But in the Haynesville only they 
became the biggest acreage holder as well as 
the largest producer. Nearly 7 Tcf [trillion cu-
bic feet] of proved reserves. Proved locations 
are now approximately 2,000.

The cool thing about this deal is it helped 
them reduce their debt tremendously. It helped 
their free cash flow. It was a great merger. I 
would disagree with whoever said that PDC 
[Energy] and their merger was the best per-
forming stock of the year. It’s by far Comstock. 
With Jerry’s promotion of it, it is even better.

“Plan A is easy. That’s just a model on 
a spreadsheet. … But what’s going 
to define you is Plan B, Plan C and 

Plan E—how you handle the situation 
you’re in today.”
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And it was a fantastic exit for my partner 
Alan and me. We got a big cash payment; we 
got a preferred interest loan from them that 
paid off in June, and then we took additional 
stock. For us and our partners, what was ini-
tially a little over 2x deal, now as the stock can 
begin to trade at higher levels, the value of our 
return to our investors continues to increase.

So it was a great deal in this environment, 
and I would advise all of you to be mature 
enough to consider more of it depending on 
which end of it you’re on. It’s important to our 
industry.
Investor When you founded Covey Park in 
2013, your intention was to sell it to an MLP 
and then that went away. Then you filed your 
S-1 to go public, but started looking at reverse 
mergers instead when that went away. What 
would you advise anyone in the industry today 
looking to start or exit a company?
Jacobi “Plan A” is easy. That’s just a model on 
a spreadsheet trying to show yourself you’re 
full of yourself. “I’m the best ever, and I’m 
the smartest ever.” Our Plan A was the perfect 
world. This is what I’m going to do; this is how 
I’m going to handle it.” It’s the same way all of 
you have approached your investors.

But what’s going to define you is Plan B, 
Plan C and Plan E—how you handle the situa-
tion you’re in today.

In our case, we were in the process of getting 
too big. We were in the private-equity world 
with a very good partner. We accumulated the 
very best assets in our particular basin. The 
best assets are not necessarily in resource, but 
were by far the best money-making assets in 

the basin. We did the math, and we bought 
them for specific reasons. That part wasn’t 
luck. And we had cash when others didn’t. But 
as we got bigger, we became one of those that 
got caught in that situation where, who in the 
heck was going to buy us?

Our plan was to sell it to MLPs at the time. 
They were the hottest thing going. Our model 
at the time was to get into a position where it’s 
making a whole lot of cash flow and give it to 
them for a whole lot of money. Well, 2015 came 
along. One day they were kicking our heads in, 
and the next day they were out of business and 
it happened that fast. So we had to go to Plan B.

The new idea was for all these private-equi-
ty companies to be public exits. They couldn’t 
sell to each other, and there were no people 
that could buy deals that big, so they had to go 
public. We missed that window by just about 
six weeks.

We bridged it with a financial acquisition 
and then went to the public market and essen-
tially became partly public when we took on 
public debt. Our intention was to go public six 
weeks later. Well, the market fell against us, so 
there went Plan C.

Then we were going to do reverse mergers, 
but that became harder. What we kept running 
up against was, “John, I’ve got all these em-
ployees and, by the way, I need a job too. I just 
can’t do the responsible thing for my partners.” 
It was a people problem and still is today. They 
know they’re in a bind, but they’ll run these 
companies into the ground instead of figuring 

Covey Park 
Resources built 
a Haynesville 
Shale business 
with earnings 
approaching $625 
million a year by 
the time it sold 
to Comstock 
Resources in July 
2019.
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out how to solve these problems.
That’s just the way it is. We ran into that 

issue.
So Plan E took about a year to accomplish. 

It started out as a reverse merger. Allen went 
to play golf at Pebble Beach [with Comstock 
CEO Jay Allison], and I give him all the credit 
for getting that communication started. Jay had 
not quite found Jerry yet, but the process began 
in discussing that. Ultimately, it became a sale 
and a quite good one. Jay and his team were 
great to deal with.

All I would say about all of that is that you’ve 
got to keep grinding. And even as you’re build-
ing a company, and you’re running it daily you 
always have to solve problems. They’ll always 
come up when you least expect them. You’re 
going to be judged on Plan B, C, D and E, and 
not on what you create in a model the first day 
you sell yourself. So good luck and do a good 
job of it.
Investor You said the industry has a respon-
sibility to take ownership of its current plight. 
What did you mean by that?
Jacobi Not only was the market going against 
us, those of you that were going through all 
this knew that you were getting beat up by 
hedge funds because you weren’t doing what 
you were “supposed” to do. The only mistake 
you made was doing what they said you should 
do. I hope all of you remember that. When you 
run these companies, you should run them as 
if they are going concerns. Investors come and 
go, but you have the responsibility to run these 
companies. Run your company the way you 

should and do not let any particular individual 
tell you what to do.

There’s a lot of inexperience in the public are-
na. I was in it a long time, and a lot of us went 
public for an exit strategy. But I do want you 
to know that you have a responsibility to run 
these companies. You know what they’re like, 
and you do have to make hard decisions. Some 
hedge fund doesn’t really know. And I’ve heard 
the story, “Well, my stock may go down.” Well, 
your stock’s going down. They hate you any-
way. Run your company for better times. Build 
your NAV, get your debt down, do all the things 
you’re supposed to do.

You know what’s amazing to me? It’s always 
been about making money. Who ever thought 
that growth was the only metric to making mon-
ey? We lost billions of dollars for these people. 
Do the math. They’re culpable, but you share 
responsibility. This is not an equity investor’s 
problem to solve. We need to solve it and then 
go back to the equity investor, and I do believe 
the money will come back into responsible 
companies.

It’s this simple in my world, and it should be 
this simple in yours: In our company, we al-
ways focus on having more money at the end 
of the month than we do at the beginning of the 
month. And that’s how it starts. This is about a 
team, an organization. It’s about an industry that 
I love very much.

And when I sit here thinking about when and 
where I start over and I have to deal with the 
lack of reputation that we’ve caused in our in-
dustry, you bet I get emotional about it. So do 
the right thing.
Investor You’re not retiring after this deal?
Jacobi No, it’s not in my nature. Now we’re 
getting back into an era I’m more comfort-
able with, where you really have to know what 
you’re doing. We have an industry of engineers 
and geologists that don’t know how to make 
money. I want to take a good group of young 
men and women and put them in a situation 
to teach them how to be responsible operators 
from cradle to grave. I’d say less than 5% of our 
industry knows how to operate those assets and 
make money.
Investor You mentioned to “not let any partic-
ular individual tell you what to do.” How does 
that work when Jerry Jones is the owner?
Jacobi What I learned immediately was it was 
a great deal as long as Jerry gets his way and it 
was his idea. [Laughs.] Now, in all seriousness, 
in all the deals I’ve done in my life—and I’ve 
dealt with interesting people, from the chairman 
of Exxon to the smallest of individuals and ev-
erybody in between—I can’t remember when it 
was just a handshake deal and it got done. Not 
that there was no paperwork, but I hadn’t done 
that in a long, long time, where you look each 
other in the eye, make a deal and know it’s going 
to get done regardless of the mistakes each of 
us made. So that experience was phenomenal. 
I can personally tell you it was a professional, 
gentleman’s agreement from beginning to end.

But he does own 75% of that deal, he has 
put $1 billion in it, and therefore I think he 
has a say. M
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“It’s always 
been about 

making 
money. Who 
ever thought 
that growth 

was the 
only metric 
to making 
money?“
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With few capital options, and 
external uncertainties ranging 
from OPEC actions to election 

outcomes, E&Ps are increasingly 
being asked to prove their prowess 

to generate free cash flow.
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If you were happy to have 2019 almost in 
the rearview mirror, don’t let your “lead 
foot” begin to press on the pedal in antic-

ipation of a smooth ride in 2020. It’s time to 
downshift, moderate your speed and try to 
avoid the many potholes you may encounter 
on the way. The good news is that the danger 
signs are already well-posted. And perhaps not 
all the predicted perils will prove to be true.

Simply put, E&Ps are being advised to plan 
for the worst and hope for the best, according 
to some analysts.

The number of variables on the horizon 
seems to be mounting by the minute. Of 
course, the supply/demand balance is of fore-
most concern, and here the start-up of several 
key offshore projects—notably in Norway and 
Brazil—has compounded projected growth in 
Lower 48 production and added newfound 
momentum to supply. This has many analysts 
projecting risk to crude prices in 2020.

Elsewhere, the range of issues is wide. Pub-
lic capital markets are largely shut, and there 
is uncertainty around redeterminations on re-
serve-based loans from commercial banks. 
Mergers, in theory a source of optimism, 
seem to leave stocks tying the knot suffocated 
by negative market sentiment. As one observ-
er said, investors are now prone to “default to 
pessimism” upon M&A announcements.

Regaining relevance—a relevance beyond en-
ergy’s recent meager weighting of about 4.5% 
in the S&P 500 Index—is also on the table. In-
vestors are adamant that free cash flow (FCF) 
is the key metric they want to see from E&Ps. 
If rising to levels competitive with the broader 
market, FCF is seen as the lure that attracts the 
generalist investor who otherwise says, “Why 
bother?” with a 4.5% energy position.

A shadow over energy
Adding to all this is the issue of electoral 

uncertainty. Almost a year away, the election 
has already cast a shadow over the energy sec-
tor, as some Democratic candidates this year 
have called for a hydraulic fracturing ban. This 
has caused some investors to project its possi-
ble implementation on federal lands in several 
states, with a particular focus on New Mexico, 
zeroing in on Eddy and Lea counties.

A comparison of global supply/demand 
estimates by three agencies—the Interna-
tional Energy Agency (IEA), the Energy In-
formation Administration (EIA) and OPEC—
showed the market to be oversupplied in 
2020 in all three cases. The lowest margin of 
surplus was roughly 200,000 barrels per day 
(bbl/d) (OPEC estimate, holding its output 
flat at August level), while the largest was an 
IEA estimate of 800,000 bbl/d.

As an example, the EIA in early October 
forecast global supply at 102.4 MMbbl/d 
in 2020, up 1.64 MMbbl/d year-over-year, 
spurred by U.S. production growth of 1.58 
MMbbl/d and more than offsetting a decline 
in OPEC volumes. Global demand is project-
ed to rise to 102.1 MMbbl/d, up 1.31 MM-
bbl/d year-over-year, driven largely by growth 
in non-OECD economies.

But several research firms have been quick 
to say global demand estimates are too op-
timistic, pointing to a slowdown in global 
growth and negative-leaning economic in-
dicators in key countries. At the same time, 
as the freezing up of public capital markets 
forces capital discipline on U.S. producers, 
analysts have taken an axe to their estimates 
of U.S. E&P capex and, in turn, projections of 
growth for 2020.

Tudor, Pickering, Holt & Co. (TPH) is 
among the earliest to ring an alarm bell on 
the risk of rising U.S. and international pro-
duction overwhelming a faltering outlook for 
demand. TPH forecasts an average price for 
West Texas Intermediate (WTI) in 2020 of 
$45 to $50/bbl, a range that will significant-
ly slow U.S. production growth, according to 
Matt Portillo, managing director of E&P re-
search for TPH.

The reality is that “another year of U.S. 
growth is just not needed in 2020,” said Por-
tillo. Growth in U.S. “black oil” vs. NGL was 
about 1.6 MMbbl/d in 2018 and is expected 
to be around 1.1 MMbbl/d in 2019. For 2020, 
at a WTI price of $50/bbl, black oil growth is 
projected to slow down to 650,000 bbl/d; and 
at $45/bbl, it would go “ex-growth” (i.e. zero 
growth), he predicted.

A confluence of new projects
A confluence of several major offshore oil 

projects starting up is a major factor in the 
outlook for 2020.
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“At $50 to $55/bbl, most of the 
industry is doing okay; they’re 
surviving, not thriving. But below $50/
bbl, a lot of business models really 
start to have pretty significant issues.”

 
—Matt Portillo,  

Tudor, Pickering, Holt & Co.

Source: Macquarie Capital, Bloomberg

The XOP (S&P 
Oil & Gas ETF) 
underperformed 
not only the S&P 
500, but also 
trailed the 2020 
WTI futures curve 
by a wide margin 
in 2019.
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“There are three key areas we’re watching 
that are likely to affect crude prices in 2020, 
and this is one of the reasons why we believe 
there’s further downside risk to the forward 
commodity curve,” observed Portillo. These 
involve projects in Norway, Brazil and Guy-
ana, he said, whose combined new capacity is 
expected to “far outpace” projected demand 
growth of 750,000 bbl/d for black oil in 2020.

One of the projects, the initial phase of 
the Johan Sverdrup project in Norway, start-
ed up in October. It is designed to ramp up 
from 200,000 bbl/d to 440,000 bbl/d over the 
summer. The crude market likely has priced 
in “part of, but not all” of the new produc-
tion, said Portillo. “We’ll have to monitor the 
field to see how it ramps up to full volumes. 
There’s often a variance in performance with 
offshore projects.”

In Brazil, a real surprise to the upside has 
come from the energy sector’s ability to “kick 
into high gear in terms of growing production,” 
according to Portillo. “In the last two months 
it’s added about 430,000 bbl/d of oil produc-
tion from a number of pre-salt fields. And in the 
next quarter or two, on a risked basis, we think 
there’s another 150,000 bbl/d of crude produc-
tion that is likely to come on from facilities just 
getting to average projected utilization rates.”

After underperforming expectations regular-
ly in the past, the recent track record in Brazil 
“has been a huge aberration from the trends 
we’ve seen of late,” he commented. “Brazil is 
coming on just as the market doesn’t need the 
incremental growth in oil supply.”

The final project is the Liza project in Guy-
ana, which is expected to start up in late first 
quarter/early second quarter with a first phase 
capacity of 120,000 bbl/d. In total, noted Porti-
llo, “we foresee up to 1 MMbbl/d of production 
coming onstream from those three key areas 
over the next six months on an unrisked basis. 
This eclipses our entire black oil demand fore-
cast of some 750,000 bbl/d in 2020.”

In addition to black oil demand of 750,000 
bbl/d, TPH forecasts about 500,000 bbl/d of 
demand for NGL, for total liquids demand of 
1.25 MMbbl/d day in 2020. But with up to 1 
MMbbl/d of demand already met by offshore 
projects, this leaves little room for growth in 
U.S. NGL supply, “until you get past some of 
these bigger projects and get into the latter part 
of 2020 and beyond,” said Portillo.

A silver lining?
If there is a silver lining to be found, accord-

ing to Portillo, it’s that “2021 is not set to repeat 
this huge ramp in non-OPEC volume growth,” 
he commented.

Importantly, these supply factors are viewed 
as approaching an inflection point where a ma-
terial slowdown in the deployment of drilling 
and completion capital is expected to occur in 
2020, according to Portillo. For example, if 
WTI prices drop to $50/bbl, capex cuts on the 
order of 12% from last year’s levels of drilling 
would follow, he predicted.

“At $55 to $60/bbl, everyone’s business looks 
great,” observed Portillo. “And at $50 to $55/
bbl, most of the industry is doing okay; they’re 
surviving, not thriving. But below $50/bbl, a 
lot of business models really start to have pret-
ty significant issues. We expect 2020 capex to 
fall 12% at a $50/bbl price deck. That’s for our 
research coverage, which accounts for about 
63% of U.S. oil production.”

If private operators are included, the decline 
in capex is likely to widen to closer to 15%,” 
he added.

A host of headwinds
What are the likely ramifications of lower 

commodity prices and markedly softer market 
conditions?

Portillo doesn’t hesitate in previewing the 
host of headwinds the industry may face.

“The punch line is that the industry is get-
ting hit from every side: No access to equity, 
the high-yield market seizing up, the credit 
market is tightening its standards and lowering 
its price decks materially; a lot of commercial 
banks’ oily decks are being set at $46 to $48/
bbl for WTI and at $2.10 to $2.20 per thousand 
cubic feet (Mcf) for natural gas. And that’s 
going to ultimately force the industry to live 
within its means.”

The fallout from the narrower netbacks 
earned in a lower commodity environment is 
that E&Ps will be facing “tightening credit and 
a lack of liquidity,” continued Portillo. As for 
public capital markets, “the equity market is 
all but frozen, and there’s little to no access 
to the high-yield market for most E&Ps that 
have over 2.5x debt/EBITDA leverage at this 
point.”

With the high-yield market having “seized 
up,” he continued, “as debt starts to come due, 
most of these operators don’t generate enough 
FCF to pay off the principal. They can make 
the interest payments on the debt, but they 
don’t really have a game plan to pay off the 
principal. And that is going to cause further 
and further distress in the high-yield market 
for energy.”

The unsettled outlook for energy is reflected 
in levels at which some high yield energy bonds 
are trading, noted Portillo. “A lot of the bonds 
are trading at bigger and bigger discounts to 
par. Some of the debt has traded down to 10% 
to 15% yield-to-maturities, which is usually a 
more distressed level versus some of the high-
er quality upstream names still able to access 
the debt market at a 4% to 5% yield.”

What’s happening at the commercial banks 
is “probably the most important factor for pri-
vate operators” in the energy sector in 2019, 
according to Portillo. 

Tightening loan standards
“The lending market is really beginning 

to tighten its standards for loans in RBL [re-
serve-based loan] facilities,” he said, “and the 
banks are lowering their price decks. Ultimate-
ly, that’s going to reduce the PUDs [proved un-
developed reserves] that banks are willing to 
lend against, so they won’t get credit for that 

“With equity 
valuations down, 
and crude prices 
around $55/
bbl, free-cash-
flow yields are 
pretty stout,” said 
Marshall Adkins, 
head of energy 
investment 
banking at 
Raymond James 
& Associates.

The reality is that 
“another year of 
U.S. growth is 
just not needed 
in 2020,” said 
Matt Portillo, 
managing 
director, E&P 
research, for TPH.
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in their facilities. And you’ll start to see the 
amount they’re willing to lend against PDP 
[proved developed production] also decline 
due to the lower price decks.”

In terms of prospects for further M&A, Por-
tillo outlined two likely paths.

One path would involve industry consolida-
tion among mainly private operators to gain 
scale, ultimately creating “super privates,” 
while another would involve a “significant 
number of mergers of equals,” according to 
Portillo. “What investors want to see are equi-
ty-for-equity swaps, where there are tangible 
synergies to reduce overhead and the potential 
for improvements to company balance sheets.”

Portillo foresees 2020 as being “a big year 
for industry consolidation.” But, he cautioned, 
it’s also going to be “a big year for industry 
distress, which may actually create further op-
portunities to consolidate assets, particularly 
if E&Ps are overlevered and are forced into a 
situation of having to sell themselves.”

Marshall Adkins, who heads up energy in-
vestment banking at Raymond James & Asso-
ciates, offered a markedly more upbeat view 
of prospects for 2020, citing reasons why U.S 
production growth is moderating from the rap-
id levels of prior years and why crude prices 
may not only stabilize, but move higher.

Factors cited by Adkins, until recently the 
director of energy research at Raymond James, 
include: a meaningful slowing in well pro-
ductivity gains in the U.S.; much lower than 
consensus growth in 2020 U.S. oil production; 
and expected drawdowns in global oil inven-
tories over the next 18 months—all of which 
is expected to combine to drive crude prices 
significantly above the commodity curve.

From a commodity perspective, the bottom 
line is that the Raymond James price deck calls 
for WTI and Brent to average $70/bbl and $75/
bbl, respectively, in 2020, some 30% to 40% 
above the commodity curve. For producers, a 
more moderate pace of growth coupled with 
higher crude prices may result in more FCF 
for some E&Ps, allowing them to make returns 
to investors as their output grows.

“With equity valuations down, and crude 
prices around $55/bbl, FCF yields are pretty 
stout,” said Adkins. “Producers are doing all 
the right things. They’ve slowed their drilling 
plans modestly due to slowing well produc-
tivity. Companies are buying back their stock. 
They’re giving cash back to their shareholders. 
We’ve never seen that in the E&P world.”

To be clear, the new Raymond James price 
deck is down substantially from its earlier 
deck ($92.50/bbl for WTI and $100/bbl for 
Brent). However, Adkins is no less bullish than 
before, attributing the lower deck to concerns 
over oil demand and poor sentiment. These are 
“so bearish that the overwhelmingly bullish 
supply side of the equation is essentially being 
ignored,” he commented.

Productivity gains slowing
What does he think could help alleviate  

concerns over loose supply/demand balances 
in 2020?

U.S. well productivity has been on an up-
ward trend, averaging over 30% per annum, 
for this first half of this decade, but productiv-
ity gains have slowed sharply of late. For ex-
ample, in the first half of 2019, EIA data show 
IP-30 rates to have risen just 2% vs. initial ex-
pectations by Raymond James of 10%. They 
may “even go negative,” commented Adkins.

A slowing pace of well productivity gains 
is attributed to several factors and has severe 
implications for future U.S. growth. Driving 
the productivity slowdown are stagnating lat-
eral lengths, sand volumes and frack stages; 
parent-child spacing issues; and accessing 
“lower-quality acreage” ahead of expecta-
tions due to the need to adopt wider spacing 
to avoid parent-child interference.

If well productivity levels “flatline” going 
forward, “we see far below consensus 2020 
U.S. supply growth even at our well-above 
consensus oil price expectations and activity 
assumptions,” said Raymond James. “More 
importantly, if the oil price strip stays near 
$50/bbl, U.S. oil supply growth will essen-
tially be nonexistent over the next five years. 
This is way below consensus expectations.”

The relative tightness or slackness of oil 
markets going into 2020 will also reflect ac-
tivity levels in the second half of 2019, when 
investors have emphasized capital discipline 
and not outspending cash flow. The sector had 
some 20% fewer active land rigs running on 
a year-to-date basis through the third quarter. 
(Exceptions to the trend included ExxonMo-
bil Corp. and Chevron Corp.)

For 2020, the Raymond James forecast 
calls for U.S. production growth of only 
300,000 bbl/d. Described as “meager,” the 
tepid growth figure is tacked on to project-
ed growth of just 60,000 bbl/d for the final 
five months of 2019. By contrast, the EIA 
model similarly projects 300,000 bbl/d of 
2020 growth, but this follows an increase of 
as much as 700,000 bbl/d in the same five-
month period of 2019.

Ultimately, those 
producers “with 
the optimal free 
cash flow and 
cash-per-share 
growth metrics 
are going to be 
the winners,” said 
Shawn Reynolds, 
portfolio manager 
at Van Eck 
Associates Corp. 
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Math changes ‘dramatically’
Given an assumption by the EIA of a much 

higher production base at the end of 2019, the 
math going into 2020 changes “dramatically,” 
noted Raymond James. “On a full-year basis, this 
difference between our forecast and the EIA’s 
forecast equates to nearly 1% of global supply.”

In terms of global oil supplies, the drone at-
tack on Saudi Arabia’s Abqaiq stabilization fa-
cilities and the Khurais oil field is expected to 
have a more lasting effect—measured in months 
vs. days—than that conveyed in initial official 
announcements. An early Raymond James es-
timate estimated the disruption would result in 
a production shortfall of about 150 MMbbl (1.5 
MMbbl/d for about 100 days).

As measured by days of OECD consumption, 
the norm for global inventories is about 30 days, 
while the attack on Saudi operations is expect-
ed to accelerate an inventory drawdown toward 
an unprecedented 25 days. However, historical 
patterns show crude prices tend to rise ahead of 
a drop to such a low level of days of consump-
tion—a major reason that Raymond James sees 
support for higher crude prices.

 According to Adkins, the disruption result-
ing from the attack on the Saudi infrastructure 
could effectively reverse part of the impact of 
an anomalous drop in second-quarter 2019 
demand for oil. The drop in crude and prod-
uct demand was precipitated by a number of 
factors, including the spring flooding of farm-
land in the Midwest and the drawdown of pet-
rochemical inventories in China.

If demand in the second quarter of 2019 
was pushed back by six months, “the Saudi 

attack may bring it back by six months” or so 
into early 2020, observed Adkins.

Of course, only time will tell. But if con-
firmed, a tightening commodity backdrop will 
be a welcome sign for a sector already headed 
in the right direction, according to Adkins.

“The opportunities are clear,” he said. “The 
sector is now return-focused. There’s a clear 
path on the E&P side to generate real FCF 
yield, to generate real return of capital to in-
vestors on top of growth. You get both growth 
and return of capital, which this industry 
hasn’t seen in my lifetime. That is a major 
structural shift.”

Shawn Reynolds, portfolio manager with 
Van Eck Associates Corp., pointed to four 
areas of uncertainty—two more macro in na-
ture, and two more operational—that may be 
clouding the outlook for 2020.

The two macro issues involve OPEC and 
the U.S. elections. For OPEC, the question 
centers on the extent to which excess capaci-
ty of certain key member countries represents 
an overhang on the market. As regards the 
U.S. elections in late 2020, this issue is 
straightforward: Wouldn’t it make sense to 
see the elections play out before investing in 
the energy space?

On the operations side, one issue at hand 
centers on the sustainability of an E&P strat-
egy to deliver returns to investors. Another 
focuses on the pace of productivity gains in 
energy. Some observers seem to automatical-
ly assume well productivity is dropping in 
absolute terms, when in fact the pace of gains 
may be slowing, but still “going up and to the 
right,” he said.

Sustainable free cash flow
“I believe the shale model works,” said 

Reynolds, responding to the latter issues 
where E&Ps have a degree of control. “In my 
view, it’s proven that it works. There are E&Ps 
that are generating FCF today. And once they 
can prove that to a broader group of inves-
tors, those investors are going to come back 
and start investing in E&Ps that can deliver  
FCF sustainably. And that’s a huge group of 
new investors.”

Over time, the energy sector should be 
viewed—and valued—in line with the indus-
trial sector, according to Reynolds.

“If E&Ps can stick to their discipline and 
deliver a FCF yield, I think there is significant 
fundamental upside to the group,” he argued. 
“You’re going to start seeing E&Ps that can 
achieve those goals being valued more in line 
with an industrial company, where investors 
place a much higher multiple on the FCF 
yield than they do on the growth component.”

Ultimately, those producers “with the opti-
mal FCF and cash-per-share growth metrics 
are going to be the winners,” he continued. 
“And once it’s been shown to be sustainable, 
potential investors that are on the sidelines 
are going to gravitate to those names. But in-
stead of investing in a large number of names, 
that dry powder is likely to be invested in a 
narrower group of, say, 10 to 12 names.”

“If E&Ps can stick to their discipline 
and deliver a FCF yield, I think there  
is significant fundamental upside  
to the group.”

—Shawn Reynolds,  
Van Eck Associates Corp.
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For the energy sector to be competitive 
with the broader S&P 500, it needs to gener-
ate a FCF yield on the order of 4% to 5%, but 
not the growth rate it historically has target-
ed, said Reynolds.

Taking growth rates down
“That’s one thing E&P managements 

still need to recognize. They may generate  
4% to 5% FCF yield, but still think they need 
to grow at 10% to 15%. That’s not the case,” 
he said. “They need to take the growth rate 
down to 4% to 5% and generate a higher FCF 
yield. As I said earlier, the yield for the in-
dustrial sector is capitalized at a much high-
er multiple than the 2% to 3% growth rate 
that the industrials deliver. And 3% to 4% 
growth rate on a large industrial company is a  
big deal.”

On potential M&A activity, “I would hope 
there will be more M&A,” commented Reyn-
olds. “It makes long-term strategic sense to 
have combinations and to create companies 
with scale: first, from an operational perspec-
tive, and second, from a financial perspec-
tive. Anyone involved in this industry knows 
that scale matters. Scale even matters in the 
exploration world.”

As for 2020 elections, in the event of a 
Democratic party win, “one of the big win-
ners would be the Appalachian gas guys,” said 
Reynolds. A ban on fracking on federal lands, 
coupled with a possible tightening of flaring 
rules under the Clean Air Act, could have an 
impact on fedeal lands in several states, in-
cluding New Mexico, as well as on associated 
gas production at large.

“You’d see a huge pushback” in a num-
ber of states, including Texas, Oklahoma, 
North Dakota and others, he predicted, but 
any moves that would end up restricting gas- 
oriented drilling or associated gas produc-
tion would be “a positive for the Appalachian  
gas guys.”

A ‘singular focus’
The theme of FCF is one that has been in-

tegral to the E&P research at Macquarie Cap-
ital (USA) Inc. for some years, but not until 
recently has the point been driven home quite 
so emphatically.

 “Free Cash Flow Yield is the Singular Fo-
cus” read the headline of a recent Macquarie 
report. The authors went on to say that while 
investor focus previously emphasized a com-
bination of FCF and per-share production 
growth, this has now been “replaced with a 
nearly solitary focus on FCF yield.” What’s 
more, investors are “keenly looking for ways 
to verify compliance with the FCF mantra.”

Why focus solely on FCF? And what hap-
pened to such metrics as EV/EBITDA or 
NAV (net asset value)?

“For lack of a better term, it’s the metric of 
last resort,” said Paul Grigel, CFA, formerly 
with Macquarie. “What we mean by that is 
that other metrics vary depending on a host 
of underlying assumptions. A NAV metric for 
an E&P depends on its rig count, how much it 

grows, what commodity prices are, etc. There 
is a multitude of assumptions going into it, as 
is similarly the case with EV/EBITDA.”

By contrast, using FCF as a metric offers a 
degree of certainty needed by a sector deeply 
out of favor.

“We have to go back to basics,” said Gri-
gel. “Any sector that is viewed as having de-
stroyed a large amount of capital has to prove 
it can create value, and that’s what this does. 
If an E&P is able to hold production flat year-
over-year and—all other things being equal—
generate a certain amount of operating FCF, 
then a generalist investor can say the E&P 
created value.”

While this may represent a going concern 
in its simplest form, if an E&P can go to gen-
eralist investors and put FCF numbers on the 
table and prove that it has created value, “they 
can’t ignore you,” he said. “That’s what gen-
eralist investors are looking at. They still may 
not want to invest with you. But at the very 
least, the main point where you’re under at-
tack goes away.”

‘Verifiable outcome’
Macquarie’s energy team has been recog-

nized for its role in examining management 
incentives at E&Ps.

 As one of a number of such incentives, FCF 
continues to be of “paramount importance to 
generalist investors,” according to Grigel. “It 
absolutely ties management compensation 
to the verifiable outcome of FCF,” he not-
ed. “And once you’ve put it in there, and the 
market has seen that focus, it becomes very 
sticky in terms of a metric. It becomes very 
difficult to remove or alter that metric.”

The commodity team at Macquarie cur-
rently has a $55/bbl price deck for 2020 and 
views $50/bbl as the likely benchmark on 
which budgets will generally be set. Howev-
er, at $55/bbl, many players in the E&P sec-
tor are still struggling to generate a level of 
FCF that competes with the broader market, 
according to Grigel. “We need to continue to 
push for additional FCF generation.”

As E&Ps look to enhance FCF, Grigel en-
courages them to wage “a two-front war.” On 
one front are measures to lower general and 
administrative expense and operating expens-
es, which are “more easily controlled” short 
term, but have more limited impact. The oth-
er includes mitigating corporate decline rates 
and raising capital efficiency, which offer 
greater scope but take longer to implement.

Pending further FCF being generated by 
the energy sector, how scarce are generalist 
investors venturing into energy?

“Investors have touched the stove many 
times, and they’ve learned that the stove is 
hot. And they don’t like touching the stove 
anymore,” commented Grigel to a generalist 
investor.

“Touch the stove?” questioned the general-
ist investor in reply. “Most won’t even enter 
the kitchen.” M

As one of a 
number of 
management 
incentives, FCF 
continues to be 
of “paramount 
importance 
to generalist 
investors,” 
according to 
Paul Grigel, CFA, 
formerly with 
Macquarie Capital 
(USA) Inc.
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START THEM UP
In an unpredictable market, newly minted E&Ps have abandoned the old 
models of building ready-to-drill assets and instead are forging ahead with new 
models, operating strategies and leaders.

YOUNG ENTREPRENEURS

Like a kind of corporate camouflage,  
Birch Resources LLC’s pristine white 
foyer, drawn with angular lines and a sug-

gestion of marble, greets visitors high above 
downtown Houston. 

But just a few steps past the receptionist 
desk, the 14th floor suite transforms, jarringly, 
into what looks like a Texas ice house.

 A few employees dressed in office casual are 
gathered around a big screen television, watch-
ing the Houston Astros play the New York Yan-
kees on a late Tuesday afternoon in October. 

The décor is partly Cheers with a few quirky 
touches: a yellow sign warning of “High Pres-
sure,” an arcade-style Big Buck Hunter video 

game, a foosball table and an automatic cof-
fee machine that reluctantly administers lattes. 
The room is mostly the result of raiding junk 
shops for faded interstate signs, and it seems to 
fit perfectly.

For the past couple of years, the challenge 
for E&P companies has been existing in the 
oil and gas industry in the first place. Inves-
tors have demanded increased free cash flow 
with just enough capital to keep up production. 
Even a rumor of overspending or, worse, an ac-
quisition, causes Wall Street energy traders to 
have a collective panic attack. 

So it’s with a certain stubbornness—and op-
timism—that start-ups and entrepreneurs en-

ARTICLE BY
DARREN BARBEE

Fog surrounds 
operations in 
Sho-Vel-Tum 
Field in Garvin 
County, Okla., 
where various 
companies 
are drilling 
again. Ventana 
Exploration 
& Production 
has scattered 
interests there 
and is studying 
the area. 
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dure. In the Permian, Anadarko and Williston 
basins, a new wave of young companies head-
ed by savvy CEOs has emerged. Private-eq-
uity-backed teams, such as Birch Resources, 
continue to push through the brambles of a 
prickly market in search of the improbable: a 
way to consistently make money.

Common among many of them is the reali-
zation that the drill and flip model is over. In-
stead, the companies are in it for the long haul. 

Investor interviewed the CEOs of three com-
panies, each focused on different models in 
different basins. 

Birch president and CEO Jason Cansler, 
leaning close, said the company’s success isn’t 
about his “grand vision” or a company pulled 
together by his “blood, sweat and tears.”

“This is really a story about a group of cross 
functionally complete partners who have been 
together for over five years, and we’ve worked 
the strategy hard,” he said. “Everybody in that 
group, and on our team, is responsible for 
where we sit today and certainly in terms of 
what they execute in the field, they’re more re-
sponsible than I am because they’re actually, 
physically doing something.”

Cansler adds, self-effacingly, “I make Pow-
erPoint slides.”

‘Peel and eat’
For its size, Birch is running hotter than some 

midsized public companies. In mid-October, 

Birch’s operations in Howard and Martin coun-
ties, Texas, included a four-rig program comple-
mented by two frack fleets, Cansler said. The 
company has filed more than 100 drilling per-
mits in 2019, including 18 in October, accord-
ing to Texas Railroad Commission records.

The Birch culture revolves around rigorous 
and continuous examination of assumptions, an 
acceptance of some uncertainty and a great deal 
of humility. Birch’s short-term strategy relies on 
spending more cash than it can put back in the 
register.

“We’re moving aggressively toward fully har-
vesting our acreage,” he said. “We’re outspend-
ing cash flow on purpose to pursue attractive 
single well and pad economics.”

Clearly, Birch was not built for the public 
markets. The team behind the relatively new 
private company has a deep bench of experi-
enced shale architects and builders. The techni-
cal team has its roots in softball games played 
nearly 20 years ago between friends at Chev-
ron Corp. who dreamed of starting their own 
company. Along the way, they worked at Wells 
Fargo’s A&D shop and got to know oil and gas 
dealmakers, including their current partners at 
Rock Oil Co. and Birch Resources.

Despite past success, Cansler said the compa-
ny maintains a humble mentality—something 
his team picked up while they were still invest-

ment bankers doing a deal with George 
Solich’s team at FourPoint Energy LLC.

“We immediately recognized the 
strength of their positive culture and 
patterned ourselves after them,” he said. 
“There were eight or 10 of them, and they 
could not be more humble, gracious, col-
laborative with one another. They clearly 
knew more about the play than we did, 
but they were gracious about us exchang-
ing information, and they understood 
their business.”

Most of Birch’s team was formerly part 
of Rock Oil Holdings LLC, which in 2016 
sold its Howard County, Texas, position 
to SM Energy for $980 million. Rock Oil 
chairman and CEO Kyle R. Miller, who 
led the effort, went on to pursue other 
challenges. Cansler and what remained 
of the Rock Oil team went on to pursue 
a two-pronged strategy: the “toehold and 
go,” and the “peel and eat.”

“We felt like in ’16 that we were at the 
backend of the private-equity build and 
flip strategy where you’re going to drill 
two or three wells to prove the concept,” 
he said, noting that most companies by 
then had decades worth of inventory to 
drill through. “We felt very strongly that 
small private teams like Rock needed 
to focus on a different part of the value 
segment in our business, and our strategy 
should very deliberately target these new 
areas.”

The “toehold” strategy involved buying 
bits of nonop leasehold across the Scoop/
Stack/Merge with the self-awareness that PH
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“This is really 
a story about a 
group of cross 
functionally 
complete partners 
who have been 
together for over 
five years, and 
we’ve worked 
the strategy 
hard,” said Jason 
Cansler, CEO of 
Birch Resources 
LLC.
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Birch didn’t yet have enough information to 
compete successfully on a big acquisition.

Rock would instead “deepen our knowledge 
base alongside of being organically involved in 
the run-up of the play,” Cansler said. “Naturally, 
we maintained a more conservative posture as 
we evaluated large acquisitions in Oklahoma, as 
we didn’t fully understand the play as much as 
our home base, which was the Midland Basin,” 
he said.

The company put together small tracts of land 
while competing for larger assets in the $200 
million to $400 million range.

Rock worked on several larger deals but 
lacked enough technical and commercial clarity 
to bid down to a discount rate that would have 
been attractive. Cansler’s philosophy is that in 
an area thick with competition, the winning 
bidder should be the team that “knows the most 
about that area.”

Then, in April 2018, Cansler said the “stars 
aligned” and an opportunity emerged in the 
company’s former neighborhood in the Mid-
land Basin. Breitburn Energy Partners LP had 
exited a long and bitter bankruptcy. As part of 
the restructuring, Breitburn sold off 17,500 net 
Midland acres to newly created Birch Resourc-
es. The leasehold directly abutted the acreage 
that Rock Oil sold to SM Energy.

The Midland position fits into Cansler’s peel 
and eat strategy. The goal is to capture the right 
asset, build a high performing team and match 
it with a capital program to fully and efficiently 
harvest the asset. This business plan creates a 
cash-flowing asset without any designs on an 
exit or monetization event.

“We weren’t trying to go find an acreage po-
sition to flip. We were trying to find an acreage 
position to drill,” he said. “And this one landed 
in such a way for us that we felt pretty strongly 
about the plan pretty quickly.”

While Birch was taking its time in Okla-
homa, the team’s deep understanding of the 
Midland acreage allowed it to move into the 
company’s “pure acceleration” phase. “In this 
case, since we’ve been staring at this part of the 
earth for so long, there is so much comfort and 
competence as to what data underpinned our 
assumptions,” he said. “We fully recognize this 
is a very rare thing for us because it wouldn’t 
have happened in the same way in any other 
part of the world.”

In about 18 months, the company has built 
up production to more than 20,000 barrels of 
oil equivalent per day (boe/d). Birch intends to 
drill continuously for four or five years. “The 
end result will be a cash-flowing asset that you 
can sort of financially structure to the benefit of 
the shareholders and manage with a customized 
operational team after the rig program stops,” 
Cansler said.

Roughly 20 years ago, Cansler started his 
career as a geologist at Chevron Corp., which 
he credits for widening his perspective on the 
oil and gas business. During his time there, 
he worked as a decision analyst, interpreting 
streams of information—from geology to pro-

duction profiles to facility alternatives—that 
would eventually be tied into a tight economic 
story and presented to company decision-mak-
ers. The work called for collecting a range of 
assumptions across all functions, including 
midpoint assumptions as well as worst- and 
best-case scenarios.

“You would go, ‘jeez this investment is either 
the best thing in the world, the worst thing in the 
world, depending upon which one I use and the 
answers,’” he said. 

But the real world is uncertain. Cansler quotes 
Voltaire—“Doubt is not a pleasant condition, 
but certainty is absurd.”—to underscore his 
point.

“You have to build a creative and flexible plan 
that identifies and manages key uncertainties so 
that downside cases can be averted and upside 
cases realized. Importantly, we must continu-
ously and ruthlessly test our assumptions.”

Change to: Quiet strength 
The map, spotlighting some of Oklahoma’s 

productive counties—Grady, McClain, Cana-
dian, Kingfisher—is a little weathered, more 
a keepsake now that Ventana Exploration and 
Production LLC has far superior color maps. 
But Heather Powell, Ventana’s president and 
CEO, refuses to part with it.

“It’s extremely sophisticated,” Powell jokes in 
her Oklahoma City office. She gestures toward 
the circles on the map that were drawn using the 
bottom of a coffee cup and other bits that were 
cut and pasted using a glue stick. “It was a big 
arts and crafts project.”

The map includes stars that represent 
high-producing wells and a not-so-subtle refer-
ence to private-equity provider Starwood Cap-
ital Group, which Ventana was then trying to 
woo. The circles represent areas that Ventana 
wanted to stay near to as it continued to pur-
chase nonop acreage.

Ventana eventually won backing from a trio 
of investors: Starwood, Equity Group Invest-
ments (EGI) and the Virginia Tech Foundation.

In April, Ventana’s investors raised about 
$100 million for Ventana II. In June of 2018, as 
the company became more A&D-focused, Pow-
ell took over as president and CEO. 

Above Powell’s desk, painted onto the wall, is 
a quote by EGI founder and real estate tycoon 
Sam Zell. “If you’re really good at what you 
do,” it says, “you have the freedom to be who 
you really are.”

It’s a role she never planned to pursue though 
her career path gave her a close-up view of sto-
ried oil and gas CEOs. At Chesapeake Energy 
Corp., Aubrey McClendon ran the company 
with a familial touch; at Sand-Ridge Energy, 
Tom Ward gathered his small staff together in 
intimate weekly meetings; and at RKI Explo-
ration & Production, she took note of founder 
Ronnie Irani’s subtle, democratic approach.

“Each place was smaller,” Powell said. “So 
there were some stepping stones. In a small-
er-sized company, there are fewer people to 
share in the workload. But, also, your work each 
day really is impactful to the company and bot-
tom line.”

Heather Powell, 
CEO of Ventana 
Exploration and 
Production LLC, 
initially declined 
invitations to 
be a manager, 
saying “I want to 
be responsible 
for me.” That 
changed after 
years of working 
for Chesapeake 
Energy Corp. 
founders Aubrey 
McClendon 
and Tom Ward 
and, later, RKI 
Exploration & 
Production’s 
founder, Ronnie 
Irani. 



Initially, Ventana had to overcome doubts that 
the company could efficiently purchase nonop-
erated acreage in Oklahoma. Potential backers 
didn’t see how acreage could be grabbed up 
with industry giants such as Continental Re-
sources Inc. and Devon Energy Corp. leasing up 
large tracts. But Oklahoma law works to smaller 
companies’ advantage, Powell said.

“Once the big companies have the lion’s share 
to operate, say 60% or 70% working interest, 
then the low-hanging fruit is gone,” Powell said. 
“But the smaller landowners still haven’t been 
leased up.”

Oklahoma’s forced-pooling laws set mini-
mum bonus terms to protect the landowners 
who haven’t leased for various reasons. If a 
company offers, for instance, $3,000 per acre 
with a take it or leave it note, Ventana comes in 
to offer a little more: $4,000 or $5,000 per acre.

Large companies also aren’t “willing to go 
and lease 30 people to get five acres” signed, 
Powell said. “They’re focused on operations 
and keeping rigs busy while we’re focused on 
the bottom position that hasn’t been leased up.”

After Ventana I was funded with a $65 million 
commitment, the company built a position in 18 
months that included 5,000 acres and more than 
500 wells. Ventana ended its A&D ventures, 
reserving about 20% of its capital for drilling 
costs. At that point, the company could have 
gone into what Powell calls “sleepy mode,” 
harvesting proceeds or selling. But investors 
were impressed by Ventana’s ability to do ex-
actly what it had said. Ventana II began to be 
sketched out.

“We were all in agreement,” she said. “Grow-
ing the company was the right thing to do.”

The company is now a de facto A&D shop, 
buying and trading nonoperated oil and gas 
interests and, on occasion, mineral interests in 
Oklahoma’s Stack, Scoop and Merge plays in 
the eastern Anadarko Basin and Central Okla-
homa.

Powell said that while drilling activity has 
fallen—the Stack’s rigs have dipped—interest 
in purchasing, leasing and trading acreage con-
tinues to trend either up or flat. Even as the mar-
ket has continued to perform broadly, Powell 
said, deal opportunities are there for those will-
ing to work for them and those willing to think 
creatively to build value. The company’s port-
folio includes roughly 45 companies, including 
EOG Resources Inc. and Continental Resourc-
es, which Powell said are “very committed to 
Oklahoma and continued development in the 
state.”

Even without the hardships of the current 
market, Ventana is able to acquire acreage—
particularly in the last quarter of the year.

“It never fails,” she said. “The public compa-
nies … have a tight budget and need to allocate 
remaining capital to their own drill programs. 
So nonop is always secondary at the large com-
panies.”

Ventana also swings trades when possible to 
get out of stranded acreage. When the compa-
ny sees acreage with good rock but no operator, 
it’s likely because no single operator has bought 
enough interest that they can operate. Powell 

uses her relationships with producers to find the 
best driller and offer trades: Ventana’s acreage 
in one promising field for a piece of acreage be-
ing actively worked elsewhere.

Such deals also strengthen relationships with 
operators, which can sometimes pay off with a 
company willing to do “more deals with a small 
company because we’re constantly trying to 
help them as well.”

Now with the responsibilities of being CEO—
it’s a small company, so she also handles human 
resources—Powell said she initially set out to 
be a family attorney. In the past she had delib-
erately steered clear of taking on management 
duties. While working for RKI, Powell recalled 
being approached for a management position 
at Chesapeake. She was happy working in the 
Powder River Basin and recalled telling the 
friend who offered her the job, “I don’t want 
to manage people. I want to be responsible for 
me.”

Powell is a first-generation oil and gas emi-
grant. Neither her grandfather nor father, who 
served in the Air Force, worked the oil fields 
or managed drilling operations. She grew up in 
Germany and Utah before settling in Oklaho-
ma. After graduating with a degree in finance, 
she took a job at Chesapeake Energy in 2004. 
The extent of her industry knowledge, she said, 
came from watching Oklahoma Energy Re-
sources Board commercials warning viewers 
not to play on oil and gas equipment. She also 
knew, she says, “that you put gas in your car.”

In 2004, Chesapeake was exhilarating and 
peculiar. With parties at the pond and intramu-
ral sports, “it just seemed like a dream place to 
work where we weren’t just building a company 
but a community,” she said.

Powell had arrived at the company in the twi-
light between vertical wells and the shift toward 
horizontal drilling and hydraulic fracturing. 
Chesapeake was then starting its southern divi-
sion, which included parts of Arkansas, Texas 
and North Louisiana. She soon began working 
on transactions, a job that involved long road 
trips and examining title opinions. With online 
data rooms not yet available, due diligence was 
worked out on conference tables. 

“We would literally pack up the files and 
bring them back once we closed the deal,” she 
said. “It was an amazing hands-on experience.”

McClendon was an outgoing, personable 
leader. He called employees, such as Powell, on 
her birthday. She still has bottles of champagne 
at home—never to be opened—with handwrit-
ten notes from McClendon. 

“Great job on closing” a deal, one said. “You 
knocked it out of the park.” She found it cool, 
in her early 20s, that the leader of a major com-
pany would take the time to write her a note on 
relatively small transactions.

Around the beginning of 2007, she moved to 
SandRidge, at the time, a small, private com-
pany with about 30 employees. Every Monday, 
the company had a management meeting.

“I was able to sit and hear the vision of the 
company from the CEO and his team, and you 

“We felt very 
strongly that 
small private 

teams like 
Rock needed 
to focus on a 
different part 
of the value 

segment in our 
business, and 

our strategy 
should very 
deliberately 

target these 
new areas.”

 
—Jason 
Cansler,

Birch 
Resources 

LLC
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just can’t get that many places at 25, 26 years 
old,” she said.

After some deliberation, in 2013 Powell 
started work for RKI Exploration & Produc-
tion, managing the company’s relationships 
with federal and state authorities in Wyoming’s 
Powder River Basin.

The company was an even smaller opera-
tion—the supply closet also served as the mail-
room—than what she had started at SandRidge. 
“The addictive part of RKI was getting to do a 
lot of regulatory work, which I really enjoyed,” 
she said. Powell was also learning the less fun 
but important administrative duties from start 
to finish.

In 2016, RKI sold its Permian Basin assets 
to WPX Energy Inc. for $2.35 billion. Devon 
purchased RKI’s Rockies assets for another 
$600 million.

After McClendon’s personal style and 
Ward’s planning sessions, RKI founder 
Ronnie Irani was something new. Irani was 
quiet, reserved and offered a thought-pro-
voking leadership style. Yet in Powell’s ex-
perience, he would make time to have break-
fast or lunch with an employee or colleague 
thinking of making a move or considering  
starting their own company and offer his 
thoughts and wisdom.

“Now in this role, at a somewhat young age 
for this position, I think back to how Ronnie 
[Irani] led,” she said. She saw strength in his 
management style—not leading with emotions 
and maintaining an ever-changing, fluid com-
pany strategy in an ever-changing industry.

“I appreciate the way he led the company, 
his passion for the industry, and his personal 
support of the next generation through educa-
tion,” she said. Mostly what Irani showed her, 
she said, is that “sometimes you just need to 
be quiet.”

The hunting party 
Western Natural Resources (WNR), a KKR-

backed management team hunting for large-
scale assets in the Bakken, features a lean ros-
ter by most standards. The small crew—CEO 
Heath Mireles calls them “the Hunting Par-
ty”—started early, looking at its first potential 
deal on personal laptops, sending messages 
back and forth over Gmail, before starting up 
their robust internal data systems.

“We’ve come a long way in a short amount 
of time, and we’ve been able to augment our 
talented team with a focus on our digital strat-
egy, which allows us to stay lean in these early 
stages” Mireles said.

The team’s digital platform allows it to scout 
at what Mireles calls the “speed and velocity 
of data.” The team can see wells coming online 
or spot areas where WNR may want to hone its 
economic models.

“While the basin and the rock aren’t moving 
or changing, the play is dynamic and things are 
changing there,” he said. “So, we have to stay 
on top of it and, you know, be able to react 
quickly with a high degree of accuracy.”

In October, Mireles sat in his modest Oklaho-
ma City office, adorned only with color-coded 
maps of North Dakota counties, and said he pre-
fers to keep the office undecorated. “We don’t 
want to get too comfortable here, in this spot,” 
he said.

The company, formed earlier this summer, 
continues to thoughtfully evaluate opportunities 
in this particularly dynamic time in the industry, 
and continues to push the theme of opportunis-
tic patience; which Mireles admits is tough for 
“a guy who is fairly impatient, in general.”

“We would love to have already announced 
a couple of big blockbuster acquisitions,” he 
said. “But, you know, this game is on the large-
scale side of PE vs. some companies. It’s going 
to take time to find the right deal, find the right 
fit. And it’s got to make sense for the buyer and 
the seller.”

Mireles has been down this road before, with 
another private-equity company he co-founded, 
Valorem Energy, which began with a Bakken 
focus, acquiring Linn Energy Inc.’s Bakken 
nonop position in 2017 (which it sold to North-
ern this year). In 2018, the company, now called 
Flywheel Energy, bought Southwestern Ener-
gy’s Fayetteville Shale businesses in Arkansas 
for about $1.9 billion.

While the Fayetteville deal was a great invest-
ment, he couldn’t shake his conviction for the 
Bakken and, prior to closing the Southwestern 
transaction, he left Flywheel to ultimately form 
WNR.

The Williston remains the company’s pre-
ferred destination. While WNR’s interest is in 
core acreage, Mireles said the company is also 
looking for what he calls Tier 1.5 rock—areas 
that slide from core to fringe areas.

With no shortage of good rock in the basin, 
he notes that at a higher price environment, the 
Bakken’s drillable inventory “lights up like a 
Christmas tree.”

“The difference of a couple of bucks on the 
oil price can really swing that,” he said.

Still, WNR is one of perhaps a handful of 
private-equity teams seriously trying to enter 
the Bakken. To some extent, Mireles said he 
prefers that.

“We see the same trend, and that’s part of what 
makes us so bullish about it,” he said. “We’re 
not going out and having to compete with 200 
other private-equity teams all in the same basin. 
That makes life pretty hard.”

Beginning in 2010, Mireles worked for Con-
tinental Resources in various engineering and 
leadership roles, rising to vice president of re-
source development before leaving in 2017. 
With Continental he developed his deep appre-
ciation of the Bakken. “I’ve spent a lot of time 
in a frack van in North Dakota,” he said. “We 
feel like we know it pretty well.”

WNR has looked at several opportunities and 
continues to evaluate ways to be a creative Bak-
ken counterparty or partner for operators cur-
rently in the basin.

“Our team has the basin expertise combined 
with a world-class financial partner in KKR,” 
he said, “and a shared vision to build a premier 
E&P company focused on long-term value.” M

Western Natural 
Resources CEO 
Heath Mireles 
is still waiting 
to make the 
company’s 
first deal in the 
Bakken. “We 
would love to 
have already 
announced a 
couple of big 
blockbuster 
acquisitions ... 
[but] it’s going to 
take time to find 
the right deal, 
find the right fit.”
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FOUND OIL
Tight-rock operators are testing EOR ideas to produce more oil where they’ve 
already made hole. Here are some of their findings.

SHALE EOR

ARTICLE BY
NISSA DARBONNE Maybe give that bacteria that’s downhole 

some vitamins. Or pump that field gas back 
into the well. Soak the hole with CO2? 

Soak it in water? Give it some water with a field-
gas chaser?

The right recipe for unconventional-rock en-
hanced oil recovery (EOR) remains elusive. But 
operators—from the Bakken to the Eagle Ford to 
the Permian Basin—are looking at all the formulae 
yet imaginable. They’ve started with what conven-
tional-rock formations seem to like.

Most of it works at least a bit; some of it doesn’t 
work for very long. And, then, there’s the cost of 
this method vs. that method—and in contrast to 
what additional oil it nets. In addition, the math has 
to factor for production lost while the well is offline 
during treatment.

Ultimately, though, the perfect cocktail will boost 
wells’ EUR by a worthwhile fraction—without an 
operator paying for another hole at a cost of another 
640 acres, 20,000 feet of pipe, dozens of frack stag-
es, thousands of barrels (bbl) of water and hundreds 
of tons of sand.

Field-gas injection, Bakken
In the Bakken, Liberty Resources LLC did a 

rich-gas huff-n-puff (HnP) pilot, Stomping Horse, 
in 2018 through this past May. It anticipates a sec-
ond trial next year that will be larger.

The test involved injection in five wells of 11 in 
a two-section Liberty unit in McGregor Field in 
eastern Williams County, along the Nesson Anti-
cline. Offset wells were monitored for whether the 
injected gas was leaving the targeted unit.

The gas was wellhead—primarily 60% meth-
ane, 20% ethane and 10% propane—with British 
thermal unit content of about 1,500.

A great deal was learned, according to Liberty’s 
follow-up report to the North Dakota Industrial 
Commission in September. Among the findings: 
This is going to need a lot more gas.

In the target area, Liberty operates adjacent 
sections except one north. That one is operated 
by Murex Petroleum Corp., which provided op-
erational intel about the four wells in its unit as 
Liberty conducted the tests. The four Murex hor-
izontals came online in 2010 through 2012 and 
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have produced a combined 958,000 bbl of oil and 
1.2 billion cubic feet (Bcf) of gas.

Overall, pilot results indicated a “demonstrated 
ability to inject gas within [an HnP] scheme, build 
pressure, contain gas within the Bakken/Three Forks 
intervals of the [unit] and recover injected gas,” said 
Gordon Pospisil, Liberty vice president, business de-
velopment, and lead on the EOR projects.

The injected gas stayed within the Liberty unit. 
August 2019 production from the Murex wells 
averaged 43 barrels per day (bbl/d) and 121,000 
cubic feet per day (cf/d), according to state files. 
June 2018 production, prior to the Liberty pilot, 
averaged 40 bbl/d and 111,000 cf/d.

Liberty injected a total of 158 MMcf in its wells; 
into this past August it had recovered 143 MMcf.

The scope was limited by the amount of gas 
produced from the unit and available for injection, 
Pospisil said, “which restricted the impact—the 
pressure build—within the depleted intervals and, 
thus, the magnitude of the oil response.”

Reservoir pressure in the unit had been more 
than 6,000 psi when the wells were completed; at 
the time of injection, pressure was less than 1,000 
psi except for one well at about 1,100. Bubble 
point is approximately 2,500 psi.

The second pilot will involve injecting a larger 
amount of gas “and target wells with less deple-
tion and higher initial bottomhole pressures,” Po-
spisil said.

The results from each of the five injection wells:
Leon 2MBH had been brought online in 

March of 2016 with a 24-hour IP of 428 bbl. 
Cumulative production through this past Au-
gust was 75,842 bbl and 300 MMcf. Injected 
was 13.8 MMcf during 18 days in August of 
2018. Pressure pre-injection was about 1,100 psi. 
Oil the month prior averaged 48.5 bbl/d; the 
month after injection, 55.6 bbl/d.

Leon 3TFH had been brought online in 
March of 2016 with an IP of 272 bbl/d. Cu-
mulative through this past August was 92,564 
bbl and 330 MMcf. Injected was a total of 10.8 
MMcf in two sets: 12 days in July of 2018 and 
six days in September of 2018.

Pressure at the time was about 900 psi. Oil the 
month prior to the first injection was 33.4 bbl/d; 
during the month between injections, 43.3 bbl/d; 
the month after the second injection, 35 bbl/d.

Gohrick 5MBH had IPed 1,032 bbl/d in 
December of 2014. Cumulative through this 
past August was 240,507 bbl and 608 MMcf. 
Injected was a total of 42 MMcf in two sets in 
the fourth quarter of 2018: one for 11 days; the 
other, 33 days.

Pressure at the time of injection was less than 
600 psi. Oil the full month prior to treatment was 
21.4 bbl/d; the first full month after the set of in-
jections, 45.1 bbl/d.

Gohrick 4MBH IPed 1,191 bbl/d in No-
vember of 2014. Cumulative through this past 
August was 229,557 bbl and 563 MMcf. In-
jected was a total of 75 MMcf over 29 days 
during this past January into May. Psi at the 
time was less than 1,000.

Production the full month prior to the first injec-
tion was 17.5 bbl/d; the first full month after the 
last injection, 17.9 bbl/d.

Gohrick 6TFH IPed 1,067 bbl/d in January 
of 2015. Cumulative through this past August 
was 141,367 bbl and 455 MMcf. Injected was 
17.4 MMcf during 15 days in May. Psi at the 
time was 713. Production in the month prior 
to injection was 17.8 bbl/d; in the month after 
injection, 33.5 bbl/d.

All five of the wells were returned to production 
in August. Liberty cited several issues in the fol-
low-up report:

	■ The pilot-project gas supply was limited to 
what the unit had been producing;

	■ The wells used were fairly depleted; static bot-
tomhole pressure was well below MMP (mini-
mum miscibility pressure) of about 2,450; and

	■ The oil the wells didn’t make—while shut-in 
during injection—was cumulatively more than 
what additional oil Liberty got post-injection.

However, Liberty added, the project demonstrat-
ed:

	■ Injection is possible and can be done as part of 
routine operations;

	■ The injected gas can be contained within the 
Bakken and Three Forks and within the unit 
itself. Also, it can be recovered—for sale or 
for re-use in EOR;

	■ Pressure was building, thus MMP is likely 
achievable with more intense injection;

	■ A substantial amount of gas is needed to 
restore pressure to at least 2,450 psi in Bakken 
and Three Forks wells. But it would be better 
to start with wells with at least 2,450 psi in the 
first place; and

	■ It’s probably best to inject more gas than just 
what the lease is producing.

Liberty’s next pilot will use a less-depleted unit, 
thus having a higher psi at the time of commencing 
injection. It expects this will reduce how much gas 
is needed and how long the wells will be shut in.

Bakken west to east
James Sorenson, an assistant director with North 

Dakota’s Energy & Environmental Research Center 
(EERC), and James Hamling, EERC principal en-
gineer and oilfield operations group lead, reviewed 
Bakken EOR projects in 2016, reporting the find-
ings in American Oil & Gas Reporter.

Liberty Resources 
LLC’s Bakken 
EOR pilot 
demonstrated 
that injected gas 
can be contained 
within the lease 
and it can be 
recovered, said 
Gordon Pospisil, 
vice president, 
business 
development  
and EOR lead.

Eagle Ford Economics And Cash Flow:  
Produced-Gas EOR Project

EOR Project Cases Input Variables

Capex Cash Flow NPV10 PV/I Oil Price Gas Price 

Low Case $9,906 $25,702 $9,065 0.92 $50 $3.00

Expected Case $9,906 $38,082 $18,488 1.87 $60 $2.75

High Case $9,906 $48,711 $26,727 2.70 $70 $2.50 

Source: Shale IOR LLC, September 2019

The right recipe for unconventional-
rock enhanced oil recovery (EOR) 

remains elusive. But operators—from 
the Bakken to the Eagle Ford to the 

Permian Basin—are looking at all the 
formulae yet imaginable. 
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The projects ranged from CO2 to field-gas injec-
tion to waterflood and looked at the Bakken from 
the play’s far western boundary to the far east.

Far western Bakken, CO2, 2009. Over in Elm 
Coulee Field, where the fracked, horizontal Bak-
ken play began in 2000, three operators signed on 
to see what would happen if doing a CO2 HnP in 
the play-maker well, Burning Tree State 36-2H, in 
Richland County, Mont.

The well had been brought online in May of 2000 
by operator Lyco Energy Corp. with Halliburton 
Co. as a partner. In 2009, Continental Resources 
Inc., Enerplus Corp. and XTO Energy Inc. began 
injecting gas into it, Sorensen reported.

Prior, the well was producing some 35 bbl/d. 
Some 45 MMcf of CO2 was injected in 45 days; the 
wells were capped for 64 days to let the CO2 soak 
in. Production peaked at 160 bbl/d eight days after 
brought back online and returned to 30 bbl/d before 
the month’s end. 

In a few months, it wasn’t flowing at all. Put 
on pumpjack, the pre-injection rate of production 
resumed, according to Sorensen. It was a year  
since the well had been taken offline to start CO2 
injection.

Sorensen added that offset wells weren’t moni-
tored for CO2 migration off-lease; it’s also unknown 
whether there was CO2 migration intra-lease.

Elm Coulee made 168 MMbbl of oil through 
2016, the last year for which Montana published  
an annual oil and gas review. In that year, it re-
mained the No. 1 oil-producing field in the state 
with 8.4 MMbbl.

Far eastern Bakken, CO2, 2008. Meanwhile, 
EOG Resources Inc. did a CO2 test on Austin 
1-02H in Parshall Field, Mountrail County, N.D., 
beginning in late 2008, Sorensen wrote. The well 
had been brought online in December of 2007 and 
had been a part of the “east of the Nesson (Anti-
cline)” play-opener, taking fracked horizontal suc-
cess to the eastern boundary of the Williston Basin.

The different aspect of what EOG was doing east 
of the Nesson was its use of staged fracturing; the 
play-opener Burning Tree State in Montana had 
been openhole.

Austin 1-02H had IPed 781 bbl on Dec. 13, 2007, 
according to state files. Cumulative was 602,769 
bbl through this past August.

Sorensen wrote that 30 MMcf of CO2 was used in 
the 2008 EOR pilot, but data were not available on 
pre- or post-test reservoir conditions. “However, af-

ter 11 days of injection, CO2 breakthrough was ob-
served in offset well [Austin 2-03H] 1 mile west.” 
(Austin 2-03H’s cumulative through this August 
was 667,943 bbl.)

Meanwhile, three other wells within a mile of 
Austin 1-02H “did not see CO2 breakthrough, sug-
gesting that understanding the local natural fracture 
system is key to EOR planning,” Sorensen wrote.

Far eastern Bakken, waterflood, 2012. Also in 
Parshall Field, EOG tested waterflooding Wayzetta 
4-16H in 2012, injecting 39,177 bbl of produced 
water that April through May and another 45,171 
bbl in October through November, totaling 84,348 
bbl, according to state data.

Wayzetta had IPed 667 bbl of oil in July of 2008, 
according to the well file. Cumulative through this 
past August was 499,957 bbl. Cumulative water—
deducting for what was injected—through August 
was 89,219 bbl.

Sorensen wrote, “Again, no data on pre-test or 
post-test reservoir conditions are publicly available. 
There was no observable incremental improvement 
in oil production attributable to water injection.”

State data show the well made 135 bbl/d of oil in 
the month prior to injection. In the first full month 
post-treatment, it made 59 bbl/d. That improved to 
83 bbl/d before the second treatment began.

When brought back on the second time, it was 
making 50 bbl/d. That improved to 82 bbl/d in 
subsequent months.

After taking the well offline for work that EOG 
didn’t describe in the well file, it came back on 
with 227 bbl/d in January of 2014. This past Au-
gust, it was making 18 bbl/d.

Far eastern Bakken, water with a gas chaser, 
2012-2014. Sorenson wrote of a third EOG pilot 
in Parshall Field. In this, 447,471 bbl were inject-
ed into Parshall 20-03H beginning in April 2012 
and through February 2014.

The well had IPed 1,347 bbl in May of 2008, ac-
cording to state data. Production prior to treatment 
was 60 bbl/d. Output when brought back online in 
2014 was less.

EOG followed with field-gas injection that sum-
mer, totaling 89 MMcf, according to state data. 
The well came back on with 95 bbl/d.

Altogether, the well was offline for 26 months. 
Production this past August was 30 bbl/d.

Sorensen wrote, “No data on pre- or post-test res-
ervoir conditions are available, and there is nothing 
in the well file to suggest that the testing activities 
were considered successful by the operator.”

He added that “changes in fluid production rates 
were observed in two offset wells, demonstrating that 
communication between wells can occur rapidly.” 

Hess, Bakken
Sorensen added in his report that “it is important 

to keep in mind that the Bakken is an unconvention-
al tight oil play.

“When viewed through a ‘conventional’ lens, a 
reservoir that is highly fractured with a tight matrix 
is not a good candidate for any conventional CO2 
EOR approach,” he wrote. “That is why these early 
[tight-rock EOR] tests should be viewed in the con-
text of pioneering efforts and judged accordingly.

“The findings strongly suggest that a convention-
al [HnP] approach will not be effective in uncon-
ventional formations.”

In the volatile-oil 
window of the 
Eagle Ford, pilot 
EOR projects 
have already 
proven they work, 
said George 
Grinestaff, CEO, 
Shale IOR LLC. 

EOR Potential*

Play # Vertical Wells** # Horizontal Wells EOR Potential 
(MMbbl)

Permian Basin 30,378 6,039 176

Eagle Ford 0 14,973 159

D-J Basin 8,046 7,815 103

Bakken 0 11,358 91

Scoop/Stack 0 2,535 20

Total 38,424 42,747 549***

* Based on data available pre-2019. ** In unconventional-pay zones in unconventional oil fields. *** EOR potential may be greater if 
implementing larger treatment by more cycles. Source: “Field Pilots of Unconventional Shale EOR in the Permian Basin,” July 2019, 
Unconventional Resources Technology Conference (URTeC): 506

The EOR potential 
of existing 
wells in the 
five major U.S. 
tight-oil plays 
is 549 MMbbl 
as the low case, 
estimates Jacob 
Jin, ULTRecovery 
Corp. chairman 
and CEO.
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Hess Corp. is looking at where in its Wil-
liston Basin leasehold EOR will work, Dou-
gie McMichael, Hess director, Bakken well 
factory, told E&P magazine. Hess operated 
conventional-rock CO2 EOR in the Permian, 
selling it to Occidental Petroleum Corp. for 
$600 million in 2017.

McMichael said that, while the Bakken “is 
complex with a dense rock matrix,” the for-
mation “is variable across the basin.”

A Hess predecessor, Amerada Petroleum 
Corp., made the North Dakota oil discovery 
well, C. Iverson 1, in 1951. Hess’ name is 
on thousands of the state’s well files. With 
its large Bakken leasehold, it “can look at 
the characteristics of the rock across the 
formation to decide on where we think the 
application has the best chance of success,” 
McMichael said.

Challenges include whether the EOR ef-
fort will make enough additional oil, what 
injectant works best without requiring a lot 
of it—that is, being too costly—and how to 
keep it on lease.

Other tight-rock operators across U.S. shale 
plays are keeping their EOR intel tight—“as you 
can imagine for a technique that might have a 
competitive advantage,” McMichael added.

But, from what is public, it looks like the EOR 
challenges in other shales are similar to those of 
Bakken operators, he said.

EOG, Eagle Ford EOR
Operators tight-hole as much as they can for 

as long as they can. For example, when EOG de-
ployed staged fracturing in the eastern Williston 
Basin, it asked the state to change the confiden-
tial-status policy to begin at IP rather than after 
spud.

Fracked horizontals take a long time, so the six-
month-since-spud rule wasn’t fair, EOG had peti-
tioned. The rule was changed to tight-hole results 
through up to six months after completion.

Over in Texas, operators have to file an H-13 
form with the Railroad Commission (RRC) if 
wanting a 50% discount on severance taxes when 
an EOR project indicates “positive response.” 
Seven of the H-13 applications to date have been 
approved, according to Shale IOR LLC.

The firm has put together all publicly available 
data for 30 Eagle Ford EOR pilots and projects 
to date. Something certainly learned from EOG’s 
and others’ EOR pilots is to not do a “pilot” in 
the volatile-oil fairway, George Grinestaff, CEO, 
told attendees at Hart Energy’s DUG Eagle Ford 
conference in September.

Rather, the “piloting has already been done for 
you,” he said. So, instead, “you may want to go 
with a full project.”

If looking at “the low-API black-oil window, 
now we need to talk,” he said. EOR work there is 
too nascent. “We have to really start doing some 
design. But I would never say the black-oil win-
dow is a no-go because we [in the industry] al-
ways surprise ourselves with what we can do.”

Shale IOR looked at well, pad/unit and other de-
tails among the 30 EOR targets. “It’s not so easy to 
get, but we’ve gone through all of the [locations],” 
he said.

In the Bakken, a challenge has been to get 
the reservoir back up to bubble point or higher,  
due to natural fractures. The Eagle Ford, though, 
“can achieve surface injection pressures up to 
8,000 psi, and that’s really what you need to 
achieve high recovery with lease gas,” he told In-
vestor in October.

Grinestaff estimates 2,500 Eagle Ford wells per 
year are approaching their economic limits. “There 
are areas where EOR will not be a candidate because 
of oil quality and/or gas availability,” he added.

Meanwhile, EOR should be anticipated when de-
veloping the leasehold, he said, but operators have 
minimal resources and drilling and completion “has 
been the name of the game.” Still, some EOR infra-
structure can be installed as part of the unit’s devel-
opment and “it’s not terribly expensive.”

The best time to start gas injection is at least be-
fore putting a well on pump. In the Permian, for 
example, where operators aren’t getting much, if 
anything, for their associated gas, reinjection may 
be worthwhile.

“One of the largest expenses in a gas-injection 
project is buying the gas to fill up depleted wells. 
Once fill-up is achieved, 90% of the gas is recy-
cled,” he said. “But the earlier you start, the less 
expensive gas fill-up will be.”

Patience is essential. “It typically takes two to 
four years to start doing a process like this. It moves 
very slowly.”

Chris Barden, Shale IOR COO, said, “The bot-
tom line is it works. It’s been proven now.” Losing 
the gas to neighbors’ wells, if not owning all of the 
offset wells, “is really the biggest risk.”

Most important is to understand the hydrocar-
bon-phase behavior in gas-injection EOR, Grine-
staff said at DUG Eagle Ford. In the Eagle Ford 
pilots, “it’s really vaporizing. The gas itself is mo-
bilizing a lot of oil, and you’re producing the well 
just like you would a gas-condensate well, so you 
really have to focus on the phase behavior.”

Start-up may cost $10 million; meanwhile, cash 
flow declines during refill. “If you can use your 
own gas and processing, the economics change. But 
it is a robust process.
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Prior to EOR, 
the forecast for 
EOG Resources 
Inc.'s Vincent 
eight-well 
pilot in Karnes 
County, Texas, 
was of eventual 
production of 
1.4 MMbbl per 
well based on 
the decline at the 
time. Post-EOR 
results suggest 
2.4 MMbbl.
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“The oil is there, and we believe you can get 
a consistent, robust result—an incremental 200 
bbl/d.”

Eagle Ford EOR, ConocoPhillips
Among the Eagle Ford projects Shale IOR has 

studied are some by ConocoPhillips, which has 
more than 1,200 wells in the play to date. Cumu-
lative production is more than 375 million barrels 
of oil equivalent (MMboe), net, beginning in 2009.

Current projects are three gas-injection HnPs, all 
in the black-oil window where there is lower gas 
drive, Erec Isaacson, ConocoPhillips vice president, 
Gulf Coast business unit, said at DUG Eagle Ford.

“One of the key things we’re doing during our 
EOR pilots, again, is gathering data—data that we 
can use to advance the technology, to innovate as 
we’re going through our EOR processes, so we 
can understand what mechanisms are impacting 
EUR most for us in the various areas of our Eagle 
Ford field.”

A legacy asset, “it’s one of our crown jewels. 
We have [3] billion bbl yet to produce in front of 
us. We have thousands of wells yet to drill,” he 
said.

Marty Thalken, chairman and CEO of Protégé 
Energy III LLC, told conference attendees that the 
EOR projects he has seen to date involve some 
400 wells. “The results have to be reported to the 

Texas RRC [in an H-13 positive-response certifi-
cate] if they’re getting incremental recovery.”

He pointed to EOG’s Vincent eight-well EOR 
pilot in Karnes County, Texas. Pre-EOR, the fore-
cast was of eventual production of 1.4 MMbbl per 
well based on the decline at the time. Post-EOR 
results suggest 2.4 MMbbl.

He estimates Eagle Ford gas-injection EOR at 
$55 oil has an 80% or higher ROR; at $40 West 
Texas Intermediate, the IRR is more than 40%.

“Those that have reported to the Texas RRC to 
date remain in various stages; however, the range 
of incremental oil recovery they are indicating 
varies from about 120,000 to 520,000 bbl during 
between 15 and 31 months,” he said.

CO2 treatment, Permian
A longtime CO2-in-conventional-rock operator, 

Oxy has EOR pilots underway in tight rock in the 
Midland and Delaware basins, according to an E&P 
report. It aims to integrate EOR at the well-develop-
ment level eventually.

Permian shale production is largely due to “a solu-
tion-gas-drive recovery mechanism” and has “steep 
production declines and low expected ultimate re-
coveries,” Shunhua Liu, an Oxy reservoir engineer, 
reported as lead author of a paper presented at the 
Unconventional Resources Technology Conference 
(URTeC) in 2018.

HESS EXPLORES EOR ADVANCES
In the ongoing effort to extract ever more stranded hydrocarbons from reservoirs, Hess Corp., Dow and the U.S. 

Department of Energy (DOE) have partnered in a joint program to fund research at the University of Wyoming (UW) 
into foam-assisted EOR technologies.
In August, the DOE contributed $8 million as part of a grant research and field pilot test program for which Dow, UW 

and Hess also contributed a combined $2 million. Researchers at UW believe foam-assisted hydrocarbon gas injection 
technology could help recover 3% to 5% more of the oil in place from unconventional reservoirs.

“The main driver for us is really to have the ability to recover more crude oil from unconventional reservoirs,” said 
Khalid Shaarawi, senior manager for Bakken technology at Hess.

“Right now, a significant portion of oil is left behind during primary depletion. So we want to find a way to get more 
oil out of the ground, unlocking those billions of barrels left behind.”

Shaarawi said that if an eventual test pilot for the technology is successful, it would be a “game-changer” for 
recovering stranded reserves.

Srini Prasad, head of reservoir engineering for Hess, said the research being conducted at UW builds upon previous 
efforts that initially focused on applying gas injection as an EOR process.

“What we have found is that the gas injection works in the lab,” he said. “It can extract oil, but one of the problems 
we have is breakthrough issues because of the natural and hydraulic fractures in the reservoir. 

“That’s the reason we are embarking on this next stage of EOR where we are going to be using foam, using chem-
icals developed by Dow, where we test it in the lab and then field test it to be able to do a better job of enhancing 
the recovery than just using gas injection.”

Prasad said that field testing on Bakken EOR has been conducted on a smaller scale, but this venture will be the 
first large-scale pilot for Hess.

UW researcher and Wyoming excellence chair in petroleum engineering Mohammed Piri said that the knowledge 
gained throughout the course of the research project will be used to calibrate computational simulations to better 
predict field performance, assess and mitigate potential risks and ensure successful implementation in the field.

According to Hess, the EOR research will be conducted at an advanced experimental oil and gas research facility 
housed at the university’s High Bay Research Facility, which was established in partnership with Hess. During the 
past six years, Hess has contributed $25 million to UW’s College of Engineering and Applied Science to improve the 
understanding of complex rock-fluid interactions in plays such as the Bakken.

“Hess has a strategic collaboration with [UW] that does deliver a lot of value at Hess, and that helps us provide 
solutions to meet the world’s growing energy needs,” Shaarawi said. “We rely on [UW] for its groundbreaking research 
capabilities as well as their high-end technical services they give us.”

—Brian Walzel
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Oxy team members, along with Core Laborato-
ries NV, did a lab-level experiment on Wolfcamp 
core samples taken from a new well. The samples 
were introduced to CO2, methane and unfiltered 
field-produced gas. The average sample had poros-
ity of 7%.

In the PVT (pressure, volume, temperature) test, 
injection of each of the three gases demonstrated 
“miscibility at initial reservoir pressure condi-
tions, but CO2 was the most efficient solvent, with 
first-contact miscibility at the lowest tested pres-
sure,” Lui reported.

The team then tested what would happen if us-
ing shale core plugs—each 1 inch in diameter and 2 
inches in length—with CO2 at reservoir conditions. 
These “showed favorable results, including good 
oil recovery and CO2 utilization in up to seven con-
secutive [HnP] cycles.”

The oil changed during the cycles as well. A nu-
clear magnetic resonance test showed “significant 
oil-saturation reduction,” thus “the extraction effi-
ciency of this process.”

The greatest oil recovery—0.25 gram—was from 
the first HnP cycle “as expected,” but subsequent 
HnP cycles collected additional oil with 0.035 gram 
coming “even in Cycle 6.” The oil produced from 
the seventh cycle wasn’t enough to measure.

“The multicycle incremental recovery—even at 
the small core-plug scale—suggests the significant 
potential for multiple HnP EOR cycles for a future 
[Wolfcamp] unconventional EOR project design,” 
Lui wrote.

The lightest oil—less than C16—was produced in 
the first cycle; the heavier oil came later.

EOR tests in the Bakken and Eagle Ford—using 
CO2- and produced-gas injection as well as trying 
chemical injection—have been tried by operators. 
But the rock and fluid properties of these systems 
are different than in the Permian, Lui added.

Bio-stimulation, Permian Basin
Using two Permian wells, researchers looked 

into whether some—or maybe even a lot—of steep 
shale-well decline is because of contamination in-
duced during completion. The test fed bacteria that 
are naturally occurring downhole, activating them 
to eat up materials clogging the induced fractures, 
including each of the nearly invisible grains of 
proppant. 

The findings of the field-level, Permian shale 
“microbial HnP” EOR test were reported at URTeC 
this summer by lead author Jacob Jin, ULTRecov-
ery Corp. chairman and CEO. Participating in the 
study was the University of Oklahoma.

The reasons for rapid decline and low EUR 
from unconventional rock are myriad, Jin wrote. 
But among them is contamination—such as from 
gellants and partially hydrolyzed polyacrylamide 
(HPAM) that “is the main component of slickwa-
ter.”

The group unclogged the pores by “injecting mi-
crobial nutrients to the stimulated reservoir volume 
(SRV) to grow the indigenous beneficial microbes 
to degrade the residual fracturing-fluid chemicals.” 
What happened was “the otherwise-blocked flow 
paths are reopened.”

The field tests were done in July of 2018 in a ver-
tical and in a horizontal. The wells’ owners weren’t 
identified in the report.

The vertical—in the northern Midland Ba-
sin—was completed in 2015 in lower Spraberry 
and Wolfcamp A at about 9,000 feet with cross-
linked, guar-based fluid. Its IP was about 110 bbl/d; 
cumulative by June of 2018 was about 13,200 bbl.

“This well pump could not run 24 hours per day 
due to [the] low liquid-production rate,” Jin wrote. 
Wellhead pressure at the time of the EOR trial, 
which pumped 500 bbl of vitamins for the indige-
nous bacteria into the hole, was about 48 psi.

Pre-treatment production was 274 bbl per month; 
post-treatment peak was 662 bbl per month a few 
months later. Average daily production in March 
2019 was 113% more than in June 2018. “The proj-
ect payout is about four months, and the ROR is far 
more than 100%,” Jin wrote.

The tested horizontal is in the northern Del-
aware Basin west of the Pecos River. The 4,500-
foot lateral was completed with 20 stages in 2014 
at about 9,900 feet in Wolfcamp A with slickwater. 
Initial pressure was about 7,000 psi, and IP was 
about 630 bbl/d.

By June of 2018, it had produced about 174,000 
bbl. Wellhead pressure was some 300 psi. In this 
one, 500 bbl of vitamins were injected as well.

Pre-treatment production was 138.5 bbl/d; 
post-treatment peak was 303 bbl/d in September 
2018. In January 2019, six months after treatment, 
average daily production was 122% more than 
pre-treatment, suggesting to the research team that 
the bacteria were continuing to work downhole.

The additional EUR is about 25,000 bbl or about 
9% from one treatment. Payout was about 2.5 
months; the ROR, “far more” than 100%, Jin re-
ported.

Overall, among the two trials, liquid production 
improved between 40% and 127% in 180 days, 
“which means the otherwise-polluted SRV was un-
blocked by the stimulated, beneficial microbes.”

In eight months after treatment, the vertical made 
1,500 bbl more than the pre-treatment decline rate 
suggested it should; the horizontal, after eight 
months, about 12,000 bbl more.

“The incremental of EUR of the fractured verti-
cal and horizontal wells was 2,100 bbl and 25,000 
bbl, respectively,” Jin wrote. “And the EUR after the 
treatment is increased by [between] 9% and 12%.

“The payouts for both treatments were [in] two 
to four months. The ROR for both pilots is more 
than 100%.”

In both cases, “considering only 500 bbl [of] mi-
crobial nutrients were injected and not all the frac-
tures were contacted by the nutrients, a larger treat-
ment in future might incur more incremental EUR.”

As the bacteria-based tests suggest vertical-well 
EUR may improve by about 12% and horizontal by 
9%, “the total EOR potential of the current existing 
wells in the five major U.S. shale oil plays is 549 
MMbbl” of oil as the low case.

“If the [HnP] treatment is repeated several times, 
more additional oil might be recovered.”

He noted that producers are reluctant to perturb 
bacteria downhole, though, with concern that it 
could result in “souring, biocorrosion, hydrogen 
sulfide, plugging the reservoir, etc.”

The ULTRecovery process doesn’t contain sul-
fate, though, Jin wrote. M

George 
Grinestaff, 

CEO of Shale 
IOR LLC, 

estimates 
2,500 Eagle 

Ford wells 
per year are 
approaching 

their 
economic 

limits. 
Meanwhile, 
EOR should 

be anticipated 
when 

developing the 
leasehold.



A LIGHT AT THE END 
OF THE TUNNEL?
Macro trends show NGL production growth slowing down, allowing higher 
U.S. LPG exports in the year ahead.

NGL OUTLOOK

There’s no sugar coating it: The U.S. LPG 
market is oversupplied. With nationwide 
propane inventories sitting just below 

record highs, prices at Mont Belvieu are sea-
sonally at some of their lowest levels since 
2015. But with gas plant NGL production 
growth slowing and LPG export capacity slated 
for another round of expansions next year, an 
easing of domestic oversupply conditions may 
soon be in the offing. 

Enverus (formerly Drillinginfo Inc.) an-
alyzed the causes of the slowing pace of gas 
plant NGL production growth as well as the 
midstream and downstream changes that will 
allow for higher U.S. exports of LPG in the 
year ahead. Enverus believes these trends point 

to a more constructive outlook for the domes-
tic LPG market next year.

Slowdown in production growth
With oil and gas prices under pressure, E&P 

companies throughout the U.S. have been dial-
ing back capex in order to focus on generating 
free cash flow. This trend is likely to continue 
into 2020. Since NGL is produced alongside 
crude oil and natural gas, any slowdown in 
drilling plans will certainly impact NGL pro-
duction as well. 

Approximately 30% to 35% of gross gas 
produced in the U.S. is associated gas, and the 
bulk of that associated gas is being produced 
in a handful of tight oil plays in the Perm-
ian, Williston, Anadarko and Denver-Jules-
burg basins, as well as the Eagle Ford play in 
southern Texas. As such, it should come as no 
surprise that the majority of NGL production 
growth in recent years has also been sourced 
from these locations.

The Permian Basin stands out as a major 
growth driver, making up nearly 40% of the 
expansion in total NGL production in the U.S. 
during the past 10 years. Superior economics 
are the main reason for this, with West Tex-
as Intermediate (WTI)-equivalent half-cycle 
breakeven thresholds clustering in a range 
from the low $30s to high $40s per barrel 

ARTICLE BY
JESSE MERCER,
ENVERUS

U.S. Gas Plant LPG Production  
Growth In 2020 At Various Price  
Levels For WTI Crude

Annual average production vs. 2019, Mbbl/d

Product $45/bbl $50/bbl $55/bbl $60/bbl $65/bbl

Propane 8 34 42 48 49

Butane 6 15 18 20 20

Isobutane 3 8 10 11 11

Total LPG 17 58 69 79 80

Source: Enverus ProdCast
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(bbl) for the Delaware Basin and between $40 
and $55 in the Midland Basin. Even as glob-
al crude prices soften due to a cooling global 
economic growth outlook, these low breakev-
en thresholds should keep upstream activity 
in the Permian moving forward. Although 
one can find a few exceptions, production 
economics are generally less advantageous in 
nearly every other tight oil play in the U.S., 
and rig counts have been trending downward.

This brings us to the topic of gas plant 
LPG production. Compared to 2017, growth 
was strong in 2018, clocking in at just under 
250,000 bbl/d. This was roughly on par with 
the surge in production seen in 2015. It is 
worth noting that the average price of front-
month WTI futures in 2018 was just under 
$65/bbl and touched intra-day highs of near-
ly $77/bbl. In short, the economics for drill-
ing were good last year, at least until prices 
dropped into the low $40s in the fourth quar-
ter. The price of WTI crude has since recov-
ered to the mid-$50s but has struggled to gain 
much traction beyond that.

Thanks to the prior year’s drilling momen-
tum, gas plant LPG production for the full 
year of 2019 is still expected to be up on av-
erage by 225,000 bbl/d vs. 2018. That mo-
mentum has since been spent though, lead-
ing to a slowing of production growth in the 
second half of the year. Total U.S. gas plant 
production of propane, normal butane and 
isobutane totaled 2.26 MMbbl/d in January 
2019, up 330,000 bbl/d when compared to 
January 2018. In September, that annual rate 
of growth slipped to 139,000 bbl/d, according 
to preliminary data collected by Enverus.

That growth rate is likely to slow even more 
in the months ahead. Figure 3 shows annual 
average increases in U.S. gas plant produc-
tion of propane, normal butane and isobutane 
under various price scenarios for WTI crude 
in 2020. Front-month WTI futures have been 
trading between $51/bbl and $56/bbl in Oc-
tober, and market bias has been mostly to the 
downside. Even the surprise attack on Saudi 
oil facilities on Sept. 14 did not leave a last-
ing mark on oil prices. Since then, the market  
has shrugged off other geopolitical events as 
well, such as the purported missile attack on 
an Iranian oil tanker and the uprising in Ecua-
dor that temporarily shut the Trans-Ecuador-
ean Pipeline.

All macro indicators point to a softening 
oil market, and that spells slower production 
growth for NGL in the U.S. tight oil patch as 
upstream capex is crimped.

LPG export capacity additions
Given domestic LPG demand averaging 1.4 

MMbbl/d, the U.S. is on track for a 2019 av-
erage surplus of just over 1.6 MMbbl/d. With 
domestic markets well-supplied, these sur-
plus barrels need to find a home in the inter-
national cargo market or else they will end up 
getting parked in storage.

Such is the rate of U.S. production growth 
during the past two years that both inventories 
and exports are trending up. Indeed, weekly 

propane inventories reported by the Energy 
Information Administration (EIA) are close 
to levels not seen since the record highs set  
in November 2015. According to the EIA, 
LPG exports hit a record 1.47 MMbbl/d in 
June. Arguably, LPG exports would have con-
tinued at or near those levels through the sum-
mer if not for Hurricane Barry and Tropical 
Storm Imelda. 

Vessel tracking indicates total LPG exports 
averaged just under 1.3 MMbbl/d from July 
through September, and have averaged just 
more than 1.4 MMbbl/d in the first three 
weeks of October.

The October start-up of Enterprise Products 
Partners’ 175,000 bbl/d Houston Ship Chan-
nel expansion project helps explain part of the 
recent increase in export volumes. The facil-
ity, the largest in the U.S., already boasted a 
nameplate capacity of 660,000 bbl/d before 
the expansion. Enterprise’s LPG exports aver-
aged just under 465,000 bbl/d out of the facil-
ity in September, ticking up to 580 MMbbl/d 
in the first three weeks of October this year. 

Targa’s Galena Park export terminal may 
also see a boost in its effective capacity with 
the recent completion of the Dock 2 rebuild. 
Galena Park’s capacity was just over 230,000 
bbl/d at the end of September, but Targa’s 
management believes that it could increase 
by 70,000 to 100,000 bbl/d before the end of 
the fourth quarter.
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Further expansions are planned at Enter-
prise, bringing online another 260,000 bbl/d 
of export capacity in late 2020. This would 
boost total capacity at the facility to just un-
der 1.1 MMbbl/d. Targa also aims to boost 
export capacity at Galena Park late in the 
third quarter of next year, with capacity po-
tentially reaching 500,000 bbl/d, according 
to recent company statements. Not to be left 
out, Energy Transfer plans to increase capaci-
ty at its Port Arthur export terminal by around 
200,000 bbl/d in the fourth quarter of 2020. 
Energy Transfer also aims to expand Marcus 
Hook by 40,000 bbl/d around the same time.

If all these projects are finished on time 
next year, total U.S. LPG export capacity 
could exit 2020 at just over 2.6 MMbbl/d, up 
from nearly 1.7 MMbbl/d at the end of Sep-
tember. Of course, none of this would amount 

to a hill of beans if fractionation ca-
pacity remains as tight as it is today. 
That, however, is set to change next 
year as well; indeed, 10 projects to-
taling 1.35 MMbbl/d of incremental 
fractionation capacity are planned to 
come online between March and De-
cember. 

With export and fractionation ca-
pacity both looking unconstrained 
next year, inventories should end 
next year in a better place than they 
are today.

A tighter domestic  
supply/demand balance

From a purely market fundamen-
tals standpoint, the combined effect 
of slowing production and increased 
export capacity should be construc-
tive for markets. 

Indeed, a significant amount of 
newly constructed export and frac-
tionation capacity could even go un-
used in the first year of operation if 
production growth stagnates. This 
is a recipe for a tighter Gulf Coast 
spot market as larger volumes move 
across the dock inside of committed 
economic tranches. 

However, this potential tightening 
in U.S. market fundamentals should 
be taken with some amount of cau-
tion amid worrying signs of a global 
macroeconomic slowdown. If global 
manufacturing slips into recession, 
petrochemical feedstock demand 
may come under additional pressure. 
If this happens, the increase in U.S. 
LPG export capacity risks transfer-
ring the domestic glut to the global 
cargo market. M

Jesse Mercer is senior director of 
crude market analytics for Enverus’ 
strategy and analytics group. Prior 
to joining Enverus (formerly called 
Drillinginfo Inc.), Mercer was the 
crude oil trading strategist for the 
Americas at Phillips 66 Co.

U.S. LPG Exports And Future Export Capacity

Source: EIA, company reports
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Enterprise Products 
Partners ships one 
of its first loads of 
refrigerated ethane 
from its Morgan’s 
Point terminal on 
the Houston Ship 
Channel.
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Privately held 
Venado Oil & 
Gas CFO Branden 
Kennedy said, 
“We’re in a 
position where 
we are growing 
production 
and paying 
distributions, and 
all of that within 
cash flow. We 
were purposefully 
built for this 
environment.”

BUILT  
TO THRIVE
In three short years, Venado Oil & Gas built a formidable position in the  
Eagle Ford Shale with a staggering sum of private-equity capital. And it has  
no intention of selling anytime soon.

OPERATOR STRATEGY

Since inception in September 2016, Venado 
Oil & Gas LLC has deployed some $2 
billion in capital from New York pri-

vate-equity firm KKR. The E&P is not, how-
ever, counting on a quick sale to capture return 
on investment, and never intended to. In fact, 
Venado is one of the earlier and more mature 
examples of how private equity is changing 
strategy in the E&P space.

“The biggest industry trend that we see and 
feel somewhat like we are leading is the tran-
sition on the business model,” said Branden 
Kennedy, Venado CFO. He joined the Austin, 
Texas, company a year ago.

Kennedy spoke at Hart Energy’s DUG Eagle 
Ford conference in September in San Antonio 
about how the company was constructed with 
the long view in mind.

“There have been so many private-equity 
portfolio companies that were built for a three, 
four or five-year exit, and that just hasn’t hap-
pened,” said Kennedy. “We’re hearing about 
the various capital providers pulling assets 
out from underneath teams; they’re having to 
combine teams to get synergies and scale. At 
Venado, we pride ourselves on being ahead of 
that. We took the fork in the road years ago 
when we decided we wanted to build a real 
business—cash-flow based and paying out dis-
tributions.”

The industry’s ability to “shift on a dime” 
away from a lease-and-sell model to an ac-
quire-and-develop model is near impossible, 
he said, akin to trying to turn a large ship. 
“That’s what the industry has dealt with the 
last two or three years. There are significant as-
sets, people and volume being moved straight 
ahead. We’re busy turning. We’re pivoting with 
this new model.”

The Venado Model is based on four distinct 
premises.

Built for duration. “It starts with align-
ment,” said Kennedy, referring to alignment 
of vision between the capital provider and the 
management team.

“We wanted something built for duration. 
We no longer want to hope for higher prices, 
and we don’t want to count on somebody else 
coming along to take us out.”

Venado’s founders, led by CEO Scott Garrick, 
hammered out an agreement in 2016 that does 
not include an exit window target and adjusts the 
method in which management is incentivized.

“We don’t have a clock. Everybody else, when 
they deploy their equity capital, they have a paid-
in-kind dividend running in the background. 
It incentivizes a quick flip in four or five years 
because it’s eroding management’s equity inter-
ests. It presents the possibility for very bad deci-
sions when you’re focusing on timing and exit.”

Instead, he said, Venado is a cash-on-cash 
machine.

“We pay back distributions, and when we ac-
tually pay that cash back, we’re reducing our eq-
uity cost basis. There’s no pressure to transact. In 
our partnership between KKR and Venado, we 
have to be aligned to want to hold it long term 
and not cause the management team to make 
poor decisions aimed at an early exit.”

Acquire and develop. Venado touts that it fo-
cuses on liquids-rich PDP assets with develop-
mental upside and built its South Texas portfolio 
via three primary asset acquisitions that included 
significant existing production, i.e., cash flow.

In 2017, Venado acquired nonoperated as-
sets from SM Energy Co. for $800 million that 
were producing 27,000 barrels of oil equiva-
lent per day (boe/d) with a one-third mix of 
oil, gas and NGL. In early 2018, it added an 
additional 15,600 net boe/d in a $765 million 
combo deal for operated and nonoperated as-
sets from Cabot Oil & Gas Corp. It tacked on 
another 4,500 boe/d of existing operated pro-
duction in mid-2018.

Today, Venado holds some 145,000 net acres 
in the Eagle Ford, with its largest positions in 
Dimmit, Frio and Atascosa counties. Net pro-
duction stands at 33,000 boe/d (60% oil).

“One of the things that attracted me to Vena-
do was how it targeted and located the assets 
it acquired,” Kennedy said. With some 21,000 
horizontal wells drilled by industry in the Ea-
gle Ford, and 2,900 with modern completions, 
Venado grappled with the question, “How do 
we create alpha?”

“We don’t want to hope for higher prices. 
How do we actually do something in our control 
to create that alpha and those excess returns?”
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The answer was data—using data analysis 
to come back into previously drilled areas that 
had not been completed properly. On its oper-
ated assets, the company was able to yield 40% 
to 70% performance improvements to a legacy 
type curve by adjusting proppant, sand and wa-
ter concentrations in its completions based on its 
data-driven approach.

Business and process driven. The new busi-
ness model needs a long duration view with 
multidisciplinary and system integration, Ken-
nedy said. “Every single responsibility and dis-
cipline has a seat at the table, they have a voice, 
and that’s how we’re going to yield profitability.”

He further delineated the characteristics and 
disciplines needed in a long-duration business 
model.

Predictability—geologists, geophysicists and 
reservoir engineers. These disciplines are able to 
predict what’s going to come out of the ground 
2 miles down and 3 miles out, he noted. “That’s 
absolutely impressive to me, but it’s that predict-
able nature that allows us to plan the organiza-
tion. It creates actionable decision support.”

Repeatability—operations engineers. Their 
value resides in their ability to compress cycle 
times, do things faster with less and do it safely. 
“I would be remiss if I didn’t comment on safe-
ty here. If we don’t send our people home the 
same way they get to work, we have failed. So 
the expectation on the repeatability is doing this 
efficiently and safely.”

Dependability—marketing. “I don’t care how 
good the wells are, I don’t care how good that 
break in nature is, if we don’t have the appro-
priate midstream and marketing framework to 
provide product flow assurance and cash flow 
assurance, we will fail.”

Scalability—land. “I need them blocking and 
tackling on the acreage, increasing our working 
interest, giving us that scale so we can continue 
to drive down unit costs,” he said. “You’ve seen a 
lot of the operators talk about unit costs and how 
that drives margin, because that’s one of the few 
things they can control. So land has a seat at the 
table and a role in helping preserve that margin.”

Profitability—everyone. While Venado’s 
founders have backgrounds in engineering, 
geology and land, they are all business profes-
sionals first, he said. “The goal of any orga-
nization is to make money, so we need all the 
disciplines. It’s not going to be just a land-driv-
en shop or an engineering-driven shop. I want 
them all. I’m going to give them all a voice.”

Capital steward focus. Once the process is 
working, Venado focuses on two goals. The first: 
create and preserve the cash margin.

Venado expends about $18/boe on its oper-
ated assets, including interest expenses, LOE, 
G&A and production taxes. At $56 West Texas 
Intermediate, it reaps some 67% cash margin, 
or $38/boe.

“So for every boe that’s generated, this is 
how much cash margin we have to make a de-
cision with.”

Which leads to the second goal: capital al-
location.

“With every single dollar of cash margin 
thrown off, we have an option. We consider all 

of them. We can lease acreage, we can build 
additional infrastructure, we can make acqui-
sitions, we can pay down debt or we can pay 
distributions. All those items are on the table 
for us.”

And while the company does pay distribu-
tions back to KKR and to the limited partners, 
Kennedy emphasized that Venado is not an 
MLP and compared it instead to a variable 
rate MLP. “We have the option, on any given 
quarter, given a macro environment or capital 
opportunities, to turn it up, turn it down or turn 
it off.”

Thus the Venado Model is not just a return 
on capital, but a return of capital.

Is there any pressure to sell? No, said Ken-
nedy.

“Everybody wants to transact at some point, 
because that’s how you get the fast payday. But 
by paying distributions, we continue to pay 
down and reduce our equity cost basis. If you 
want to build a long-term model focused on 
being here for 20 years, it’s all about making 
sure you have alignment up top.”

Further acquisitions are still on the table, but 
Kennedy said seller expectations remain too 
high for now. “We have to buy right. We’re not 
in a position where we have to act, but we’re 
actively still looking.”

The plan coming into the year was to operate 
one rig for the first six months and then lay it 
down, he said, but cash flow has been robust. 
“Given our ability to fund that rig out of cash 
flow and pay distributions, we’ve chosen to 
keep the rig and are looking at adding a second 
next year.”

The private operator estimates $300- to $350 
million EBITDAX in 2019 with less than 2x 
debt-to-EBITDA, and it is on pace to grow pro-
duction by 10% to 12%. Of that $2 billion of 
KKR capital previously deployed, “by year-end 
we will have returned approximately 10% of 
that back to equity holders,” Kennedy revealed.

“We’re in a position where we are growing 
production and paying distributions, and all of 
that within cash flow. We were purposefully 
built for this environment.” M

With some $2 
billion invested 
in Eagle Ford 
acquisitions and 
capex in the 
past three years, 
Venado uses 
data analytics 
to target and 
develop assets, 
realizing thus 
far a 40% to 
70% uplift in 
performance.
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THE PHYSICS LIMITS 
OF GREEN DREAMS 
A scientific “miracle” will have to happen in order for the world to achieve a 
new energy economy.

SPECIAL REPORT: DEBUNKING THE NEW ENERGY ECONOMY

Forecasts are now commonly made, often 
rhetorically and without evidence, that 
we should expect to see a rapid decline in 

future costs for wind/solar/battery technologies 
that continue the gains already achieved. The 
first two decades of commercialization, after the 
1980s, saw a greater than tenfold reduction in 
cost of solar and wind hardware. But the path 
for further improvements won’t emulate the 
past. Instead, it now follows what mathematics 
call an asymptote; or, put in economic terms, 
improvements are subject to a law of diminish-
ing returns where every incremental gain yields 
less progress than in the past (Figure 1).

This is a normal phenomenon in all physical 
systems. Throughout history, engineers have 
achieved big gains in the early years of a tech-
nology’s development, whether wind or gas tur-
bines, steam or sailing ships, internal combus-
tion or photovoltaic cells. Over time, engineers 
manage to approach nature’s limits. Bragging 
rights for gains in efficiency—or speed, or oth-
er equivalent metrics such as energy density 

(power per unit of weight or volume)—then 
shrink from double-digit percentages to frac-
tional percentage changes. Whether it’s solar, 
wind tech or aircraft turbines, the gains in per-
formance are now all measured in single-digit 
percentage gains. Such progress is economical-
ly meaningful but is not revolutionary.

The physics-constrained limits of energy sys-
tems are unequivocal. Solar arrays can’t convert 
more photons than those that arrive from the 
sun. Wind turbines can’t extract more energy 
than exists in the kinetic flows of moving air. 
Batteries are bound by the physical chemistry of 
the molecules chosen. Similarly, no matter how 
much better jet engines become, an A380 will 
never fly to the moon. An oil-burning engine 
can’t produce more energy than contained in the 
physical chemistry of hydrocarbons.

Combustion engines have what’s called a 
Carnot Efficiency Limit, which is anchored 
in the temperature of combustion and the en-
ergy available in the fuel. The limits are long 
established and well understood. In theory, at 
a high-enough temperature, 80% of the chem-
ical energy that exists in the fuel can be turned 
into power. Using today’s high-temperature 
materials, the best hydrocarbon engines con-
vert about 50% to 60% to power. There’s still 
room to improve, but it’s nothing like the ten-
fold to nearly hundredfold revolutionary ad-
vances achieved in the first couple of decades 
after their invention. Wind/solar technologies 
are now on the same place of that asymptotic 
technology curve.

For wind, the boundary is called the Betz 
Limit, which dictates how much of the kinet-
ic energy in air a blade can capture; that limit 
is about 60%. Capturing all the kinetic energy 
would mean, by definition, no air movement 
and thus nothing to capture. There needs to be 
wind for the turbine to turn. Modern turbines 
already exceed 45% conversion. That leaves 
some real gains to be made but, as with com-
bustion engines, nothing revolutionary. Anoth-
er tenfold improvement is not possible.

For silicon photovoltaic (PV) cells, the phys-
ics boundary is called the Shockley-Queisser 
Limit: A maximum of about 33% of incoming 
photons are converted into electrons. State-of-

ARTICLE BY
MARK P. MILLS

ILLUSTRATION BY
ROBERT D. AVILA

PART 3 OF A  
THREE-PART SERIES

1980          1990          2000          2010          2020        2030

  

Figure 1: Cost Reductions For Wind And Solar Power, 
1980-2030

Source: Mark P. Mills, Manhattan Institute
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the-art commercial PVs achieve just over 26% 
conversion efficiency—in other words, near 
the boundary. While researchers keep unearth-
ing new non-silicon options that offer tantaliz-
ing performance improvements, all have sim-
ilar physics boundaries and none is remotely 
close to manufacturability at all—never mind 
at low costs. There are no tenfold gains left.

Future advances in wind turbine and solar 
economics are now centered on incremental 
engineering improvements: economies of scale 
in making turbines enormous, taller than the 
Washington Monument, and similarly massive, 
square-mile utility-scale solar arrays. For both 
technologies, all the underlying key compo-
nents—concrete, steel and fiberglass for wind; 
and silicon, copper and glass for solar—are all 
already in mass production and well down as-
ymptotic cost curves in their own domains.

While there are no surprising gains in econo-
mies of scale available in the supply chain, that 
doesn’t mean that costs are immune to improve-
ments. In fact, all manufacturing processes ex-
perience continual improvements in production 

efficiency as volumes rise. This ex-
perience curve is called Wright’s 
Law. (That “law” was first docu-
mented in 1936, as it related then 
to the challenge of manufacturing 
aircraft at costs that markets could 
tolerate. Analogously, while avi-
ation took off and created a big, 
worldwide transportation industry, 
it didn’t eliminate automobiles  or 
the need for ships.) Experience 
leading to lower incremental costs 
is to be expected; again, that’s not 
the kind of revolutionary improve-
ment that could make a new energy 
economy even remotely plausible.

As for modern batteries, there 
are still promising options for 
significant improvements in 
their underlying physical chem-
istry. New non-lithium materials 
in research labs offer as much 

as a 200% and even 300% gain in inherent 
performance. Such gains nevertheless don’t 
constitute the kinds of tenfold or hundred-
fold advances in the early days of combustion 
chemistry. Prospective improvements will 
still leave batteries miles away from the real 
competition: petroleum.

There are no subsidies and no engineering 
from Silicon Valley or elsewhere that can close 
the physics-centric gap in energy densities be-
tween batteries and oil (Figure 2). The energy 
stored per pound is the critical metric for ve-
hicles and, especially, aircraft. The maximum 
potential energy contained in oil molecules is 
about 1,500% greater, pound for pound, than 
the maximum in lithium chemistry. That’s why 
aircraft and rockets are powered by hydrocar-
bons. And that’s why a 20% improvement in 
oil propulsion (eminently feasible) is more 
valuable than a 200% improvement in batter-
ies (still difficult).

Finally, when it comes to limits, it is rele-
vant to note that the technologies that unlocked 
shale oil and gas are still in the early days of 

Figure 2: Battery Vs. Hydrocarbon Energy Density For Propulsion
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Figure 3: Peak Vs. Average Demand: Data Traffic And Electricity
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engineering development, un-
like the older technologies of 
wind, solar and batteries. Ten-
fold gains are still possible in 
terms of how much energy 
can be extracted by a rig from 
shale rock before approaching 
physics limits. That fact helps 
explain why shale oil and gas 
have added 2,000% more to 
U.S. energy production over 
the past decade than have wind 
and solar combined.

Digitalization won’t uberize  
the energy sector

While there are no new 
physics on the horizon to 
offer 10x gains in any ener-
gy technology, a lot of hope 
and hype have been afforded 
to what analytics and artificial intelligence 
could do to optimize things. Digital tools are 
already improving and can further improve 
all manner of efficiencies across entire swaths 
of the economy, and it is reasonable to expect 
that software will yet bring significant im-
provements in both the underlying efficien-
cy in both fabricating and using wind/solar/
battery machines and in the efficiency of how 
such machines are integrated into infrastruc-
tures. Silicon logic has improved, for exam-
ple, the control and thus the fuel efficiency of 
combustion engines, and it is doing the same 
for wind turbines. Similarly, software epito-
mized by Uber has shown that optimizing the 
efficiency of using expensive physical assets 
lowers costs. Uberizing all manner of capital 
assets is inevitable.

Uberizing the electric grid without hydro-
carbons is another matter entirely.

The peak demand problem that  
software can’t fix

In the energy world, one of the most vexing 
problems is in optimally matching electricity 
supply and demand (Figure 3). Here the data 
show that society and the electricity-consum-
ing services that people like are generating a 
growing gap between peaks and valleys of de-
mand. The net effect for a hydrocarbon-free 
grid will be to increase the need for batteries 
to meet those peaks.

All this has relevance for encouraging elec-
tric vehicles (EVs). In terms of managing 
the inconvenient cyclical nature of demand, 
shifting transportation fuel use from oil to the 
grid will make peak management far more 
challenging. People tend to refuel when it’s 
convenient; that’s easy to accommodate with 
oil, given the ease of storage. EV refueling 
will exacerbate the already-episodic nature of 
grid demand.

To ameliorate this problem, one proposal is 
to encourage or even require off-peak EV fu-
eling. The jury is out on just how popular that 
will be or whether it will even be tolerated.

Although kilowatt-hours and cars—key 
targets in the new energy economy prescrip-

tions—constitute only 60% of the energy 
economy, global demand for both is centu-
ries away from saturation. Green enthusiasts 
make extravagant claims about the effect of 
Uber-like options and self-driving cars. How-
ever, data show that the economic efficiencies 
from uberizing have so far increased the use 
of cars and urban congestion. Similarly, many 
analysts now see autonomous vehicles ampli-
fying, not dampening, that effect.

That’s because people, and thus markets, 
are focused on economic efficiency and not on 
energy efficiency. The former can be associat-
ed with reducing energy use; but it is also, and 
more often, associated with increased energy 
demand. Cars use more energy per mile than 
a horse, but the former offers enormous gains 
in economic efficiency. Computers, similarly, 
use far more energy than pencil-and-paper.

Uberizing improves energy efficiencies 
but increases demand

Every energy conversion in our universe 
entails built-in inefficiencies—converting 
heat to propulsion, carbohydrates to motion, 
photons to electrons, electrons to data and 
so forth. All entail a certain energy cost, or 
waste, that can be reduced but never eliminat-
ed. But, in no small irony, history shows—as 
economists have often noted—that improve-
ments in efficiency lead to increased, not de-
creased, energy consumption.

If at the dawn of the modern era, affordable 
steam engines had remained as inefficient as 
those first invented, they would have never 
proliferated, nor would the attendant econom-
ic gains and the associated rise in coal de-
mand have happened. We see the same thing 
with modern combustion engines. Today’s 
aircraft, for example, are three times as ener-
gy-efficient as the first commercial passenger 
jets in the 1950s. That didn’t reduce fuel use 
but propelled air traffic to soar and, with it, a 
fourfold rise in jet fuel burned.

Similarly, it was the astounding gains in 
computing’s energy efficiency that drove the 
meteoric rise in data traffic on the internet—
which resulted in far more energy used by 

Figure 4: Increasing Energy Efficiency Increases Demand
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computing. Global computing and commu-
nications, all told, now consumes the energy 
equivalent of 3 billion barrels of oil per year, 
more energy than global aviation.

The purpose of improving efficiency in the 
real world, as opposed to the policy world, is 
to reduce the cost of enjoying the benefits from 
an energy-consuming engine or machine. So as 
long as people and businesses want more of the 
benefits, declining cost leads to increased de-
mand that, on average, outstrips any “savings” 
from the efficiency gains. Figure 4 shows how 
this efficiency effect has played out for com-
puting and air travel.

Of course, the growth in demand for a specif-
ic product or service can subside in a (wealthy) 
society when limits are hit: the amount of food 
a person can eat, the miles per day an individ-
ual is willing to drive, the number of refrig-
erators or lightbulbs per household, etc. But a 
world of 8 billion people is a long way from 
reaching any such limits.

The macro picture of the relationship be-
tween efficiency and world energy demand is 
clear (Figure 5). Technology has continually 
improved society’s energy efficiency. But far 
from ending global energy growth, efficiency 
has enabled it. The improvements in cost and 
efficiency brought about through digital tech-
nologies will accelerate, not end, that trend.

Energy revolutions are still  
beyond the horizon

When the world’s poorest 4 billion people 
increase their energy use to just 15% of the 
per-capita level of developed economies, glob-
al energy consumption will rise by the equiv-
alent of adding an entire United States’ worth 
of demand. In the face of such projections, 
there are proposals that governments should 
constrain demand, and even ban certain ener-
gy-consuming behaviors. One academic arti-
cle proposed that the “sale of energy-hungry 
versions of a device or an application could be 
forbidden on the market, and the limitations 
could become gradually stricter from year to 
year, to stimulate energy-saving product lines.” 
Others have offered proposals to “reduce de-
pendency on energy” by restricting the sizes 
of infrastructures or requiring the use of mass 
transit or car pools.

The issue here is not only that poorer people 
will inevitably want to—and will be able to—
live more like wealthier people but that new 
inventions continually create new demands for 
energy. The invention of the aircraft means that 
every $1 billion in new jets produced leads to 
some $5 billion in aviation fuel consumed over 
two decades to operate them. Similarly, every 
$1 billion in data centers built will consume $7 
billion in electricity over the same period. The 
world is buying both at the rate of about $100 
billion a year.

The inexorable march of technology prog-
ress for things that use energy creates the se-
ductive idea that something radically new is 
also inevitable in ways to produce energy. But 
sometimes, the old or established technology 
is the optimal solution and nearly immune to 
disruption. We still use stone, bricks and con-
crete, all of which date to antiquity. We do so 
because they’re optimal, not “old.” So are the 
wheel, water pipes, electric wires … the list is 
long. Hydrocarbons are, so far, optimal ways to 
power most of what society needs and wants.

More than a decade ago, Google focused its 
vaunted engineering talent on a project called 
“RE<C,” seeking to develop renewable ener-
gy cheaper than coal. After the project was 
canceled in 2014, Google’s lead engineers 
wrote: “Incremental improvements to exist-
ing [energy] technologies aren’t enough; we 
need something truly disruptive. … We don’t 
have the answers.” Those engineers rediscov-
ered the physics and scale realities of energy 
systems.

An energy revolution will come only from 
the pursuit of basic sciences. Or, as Bill Gates 
has phrased it, the challenge calls for scientif-
ic “miracles.” These will emerge from basic 
research, not from subsidies for yesterday’s 
technologies. The internet didn’t emerge from 
subsidizing the dial-up phone, or the transistor 
from subsidizing vacuum tubes, or the auto-
mobile from subsidizing railroads.

However, 95% of private-sector R&D spend-
ing and the majority of government R&D are 
directed at “development” and not basic re-
search. If policymakers want a revolution in 
energy tech, the single most important action 
would be to radically refocus and expand sup-
port for basic scientific research.

Hydrocarbons—oil, natural gas and coal—
are the world’s principal energy resource today 
and will continue to be so in the foreseeable 
future. Wind turbines, solar arrays and bat-
teries, meanwhile, constitute a small source 
of energy, and physics dictates that they will 
remain so. Meanwhile, there is simply no pos-
sibility that the world is undergoing—or can 
undergo—a near-term transition to an entirely 
“new energy economy.” M

Mark P. Mills is a senior fellow at the Man-
hattan Institute and a faculty fellow at North-
western University’s School of Engineering and 
Applied Science. He is also a strategic partner 
with Cottonwood Venture Partners, an energy 
tech venture fund. He holds a degree in physics 
from Queen’s University in Ontario, Canada.

Figure 5: As Global Efficiency Improves, Energy Demand Rises

Source: Mark P. Mills, Manhattan Institute
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A&D Watch EDITED BY 
DARREN BARBEE

Spur’s Jay Graham: Take Our Money, Please

SPUR ENERGY PARTNERS CEO 
Jay Graham expects to spend as much as 
$1 billion more as the company pursues 
a consolidation strategy following its 
recent acquisitions in the Permian Basin.

Spur, led by Graham and other 
expats from WildHorse Resource 
Development Corp., has already 
spent about $1.3 billion in Permian 
acquisitions. WildHorse sold its assets 
to Chesapeake Energy Corp. in Feb-
ruary for about $4 billion.

However, Graham said Spur—
backed by KKR & Co. Inc. and The 
Energy & Minerals Group—isn’t 
reliant on an A&D exit to make money, 
adding that the “prove-up and sell” 
model that typified the early days of 
the shale revolution has largely passed.

“We’re getting out of the build and 
flip. It’s been a good 12-year run of 
doing that,” he said.

Graham, who recently spoke at Oil 
and Gas Investor’s A&D Strategies  
and Opportunities conference in Dallas, 
said that Spur is managing its portfolio 
“as if we will hold [it] forever.”

As with public companies, Gra-
ham’s private venture will focus on 
cash flow. The company is not look-
ing toward a three- to five-year exit, 
including an IPO.

“Our business plan long term, we 
plan to sell this company every day,” 
he said. “We’re selling this company 

every day, barrel by barrel.”
So far, Spur had struck deals in the 

Permian hinterlands of the Northwest 
Shelf with plans to return dividends in 
the fourth quarter. Graham chose to stay 
out of areas being heavily focused by 
E&Ps and “put our technical expertise in 
an area [where] we know we can excel. 
We know we can do a good job, and we 
can consolidate a lot of things together.

“I really expect over the next year 
to two or three years we can put as 
much as $2 billion to $3 billion [total] 
to work up here as far as consolidation 
is concerned,” he said.

Still, the company’s first two deals 
turned out to be more difficult than 
Graham had imagined. “Right now, 
the industry, the way it is, it’s tough 
sledding,” he said.

In September, Spur signed an 
agreement to buy Concho Resources 
Inc.’s New Mexico Shelf assets for 
$925 million. The divestiture included 
roughly 100,000 gross acres and aver-
age production of 25,000 barrels of oil 
equivalent per day (boe/d). The deal 
was set to close in November.

In its first deal, Spur closed an 
acquisition of Percussion Petroleum 
LLC’s New Mexico assets. Percus-
sion, a Houston-based independent 
producer, was backed by private-eq-
uity firm Carnelian Energy Capital 
Management LP. The terms of the 

transaction were not disclosed, though 
the cost was roughly about $300 mil-
lion based on Graham’s comments.

“Concho’s Northwest Shelf assets 
provide a perfect complement to Spur’s 
existing” position, Graham said.

After closing, Spur’s net production 
is expected to be about 34,000 boe/d 
with estimated 2020 EBITDA of $240 
million. Production is 80% liquids, 
including 54% oil. The company is 
running a single-rig program.

Still, Graham described hard-knuck-
led negotiations in putting the Per-
cussion and Concho deals together. 
During discussions with Concho, the 
company “as a negotiating ploy, they 
put it in a data room.” Spur pushed 
hard to sign the deal and get it pulled 
from the data room.

“Taking two public companies public 
and selling them was a hell of a lot eas-
ier than trying to get this deal over the 
finish line and getting it closed,” he said. 
“Investors are just skittish right now.”

—Darren Barbee

Spur Asset Overview

Net Acres 94,000

Producing wells 3,000

Operated horizontal wells 407

Oil breakeven ($/bbl) $25

Net production 34 Mboe/d
Source: Spur Energy Partners LLC
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Marathon Gains Ground In Eagle Ford, Delaware Basin 

MARATHON OIL CORP. revealed on 
Nov. 6 acquisitions in the Eagle Ford 
and the northern Delaware Basin in 
West Texas totaling $291 million and 
collectively adding 58,000 net acres.

In the Eagle Ford, Marathon signed 
a $185 million agreement in the fourth 
quarter to acquire 18,000 contiguous 
and largely undeveloped net acres 
adjacent its existing leasehold. The 
seller was not disclosed. BMO Cap-
ital Markets identified the sellers as 
Rocky Creek Resources and Delago 
Resources, both of which are affiliated 
with Juniper Capital Advisors and 
Boomtown Oil LLC.

Marathon’s Eagle Ford bolt-on 
includes about 7,000 net boe/d of cur-
rent production, associated midstream 
infrastructure, and cores up a 70-well, 
long-lateral development with potential 
upside. Laterals are greater than 8,000 
feet, according to the company’s inves-
tor presentation.

“The bolt-on deal includes about 
7,000 boe/d of current production, but 
the low 36% oil cut will likely raise 
some eyebrows, as it is well below 
[Marathon’s] current about 55% to 60% 
oil cut in the play,” said Capital One 
Securities Inc. analyst Phillips John-
ston in a Nov. 7 research note.

The acquisition, which Marathon 
called “synergistic” and “targeted” in 
the company’s investor presentation, 
is a bolt-on to its Shiner development 
area primarily in Lavaca County, Texas. 
Current production from the assets is 
comprised of 36% oil and 67% liquids. 
Marathon also added that the acquired 
acreage is “responding well to modern 

completion designs.”
The transaction had an effective date 

of Nov. 1, and Marathon expects it to 
close by Jan. 31, according to the com-
pany release.

Marathon also unveiled a new Del-
aware Basin oil play on Nov. 6 with 
over 60,000 acres acquired at about 
$2,400 per acre. Two initial wells 
have shown strong oil production with 
a low water cut and shallow decline, 
the company said.

Marathon said it entered agreements 
in the fourth quarter to buy about 40,000 
net acres in Ward and Winkler counties, 
Texas, for $106 million. The transac-
tions are expected to close in 2019.

The new oil play has the potential 
for over 400 extended lateral locations 
and is located on the edge of the Cen-
tral Basin Platform. The leasehold is 

prospective for stacked Woodford and 
Meramec oil targets, which Capital 
One’s Johnston called “interesting” 
target formations.

“We think investors will take a skep-
tical view of the effort, but management 
notes that two wells on the new acreage 
have demonstrated strong production, 
low water cuts and shallow decline 
profiles,” he said in the Capital One 
research note.

In the investor presentation, Mar-
athon also noted the results support a 
full rig-line for appraisal and delinea-
tion in 2020. Source rocks include the 
Woodford and Barnett.

Marathon also updated its A&D 
activities in other plays, including its 
July sale of its U.K. business and the 
sale of a quarter of its nonoperating 
working interest in the Louisiana Aus-
tin Chalk to Equinor ASA.

The company also said it added shale 
drilling inventory in the Bakken and 
Eagle Ford through what the company 
calls “organic enhancement.”

Marathon said its efforts have added 
more than 1,000 resource play locations 
since the beginning of 2018, or about 
three years of drilling inventory.

In particular, the company has 
boosted its inventory in the Bakken 
and Eagle Ford alone by more than 500 
new drilling locations. Marathon CEO 
Lee Tillman said this is equivalent to 
replacing the past two years of inven-
tory consumption for both the compa-
ny’s Bakken and Eagle Ford assets.

“Our success starts with what we call 
organic enhancement or core extension 
through productivity uplift, enhanced 
recovery, cost reduction and efficiency 
improvement,” Tillman said on the 
company’s Nov. 7 earnings call.

—Emily Patsy and Darren Barbee

MRO Acreage
Acquisition Acreage

Marathon Oil Eagle Ford Bolt-On Acquisition

Source: Marathon Oil Corp.
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Range’s Royalties Receive King’s Ransom
RANGE RESOURCES CORP. eclipsed 
more than $1 billion in asset sales in 
less than two years in October follow-
ing a multimillion-dollar royalty sale in 
the Appalachian Basin.

Range sold an additional overriding 
royalty interest (ORRI) in its southwest 
Appalachia acreage to an undisclosed 
buyer for $150 million. Range sold a 
0.5% proportionately reduced ORRI 
in a portion of its one 500,000-net- 
acre position.

Range has executed on about $1.1 
billion in asset sales since the start of 
2018, the company said Oct. 21.

Hit by low commodity prices, the 
Fort Worth, Texas-based company 
began divesting overriding royalties in 
its prized Appalachia leases roughly a 
year ago to strengthen its business.

Range CEO Jeff Ventura said the 
company had made “substantial 
progress” in reinforcing its financial 
strength. In addition to another sale 
of overriding royalty interest (ORRI), 
Range increased the committed level of 
its credit facility and launched a $100 
million share buyback program.

“The increase in lender commitments 
enhances liquidity and demonstrates the 
resiliency of Range’s assets and business 
in the current commodity environment,” 
Ventura said in a statement.

Range’s first royalty transaction in 
October 2018  included a proportion-
ately reduced 1% ORRI in Washington 
County, Pa., for $300 million.

In July, Range revealed two addi-
tional royalty assets sales for com-
bined gross proceeds of $600 million. 
The buyers,  Lime Rock Resources 
and Franco-Nevada Corp., separately 
agreed to purchase a 2% proportion-
ately reduced ORRI in Range leases. 
The royalties applied to 350,000 net 

surface acres in southwest Appalachia.
In addition, Range closed a $34 mil-

lion sale of certain nonproducing acre-
age in Pennsylvania in June.

Similar to the company’s previ-
ous royalty sales, the sale of ORRI 
announced on Oct. 21 applies to 
350,000 net surface acres in south-
west Appalachia. Range has about one 
half million net acres and about 3,700 
undrilled core Marcellus wells in south-
west Appalachia.

Annualized cash flow associated 
with this ORRI sale is about $12 mil-
lion, based on first-half 2019 pricing. 

Range said its annualized interest 
expense is expected to decline by about 
$7 million, offsetting a “significant 
amount” of the cash flow associated 
with the royalty sale.

According to the company release, 
the transaction closed in September and 
is effective as of March 1.

Analysts with Capital One Secu-
rities Inc. said the deal reduced the 
firm’s net debt to EBITDA multiple for 
year-end 2019 to 3.2 times from the 
prior 3.4 times.

The committed level of the Range 
credit facility increased to $2.4 billion 
from $2 billion. The credit facility’s 
borrowing base of $3 billion and its 
maximum facility amount of $4 billion 
were both unchanged in the fall rede-
termination.

The company’s $100 million share 
buyback program was approved by 
the Range board to begin in October 
and will be executed “at times deemed 
appropriate by Range management.” 
Share repurchases will be funded by 
asset sale proceeds, free cash flow gen-
eration and potential financial transac-
tions, the company release said.

—Emily Patsy

Range Resources Asset Sales (Since October 2018)

Month Announced Asset Buyer Value ($MM)

October 2018 1% ORRI in Washington 
County, PA Undisclosed $300

July 2019 2% ORRI in  
SW Appalachia Franco-Nevada Corp. $300

July 2019 2% ORRI in  
SW Appalachia Lime Rock Resources $300

July 2019 Certain nonproducing  
PA acreage Undisclosed $34

October 2019 0.5% ORRI in SW 
Appalachia Undisclosed $150

Total $1,084

Source: Oil and Gas Investor

Gravity Acquires 
On Point Oilfield 
GRAVITY, A LEADING water and 
energy infrastructure company backed 
by affil iates of Clearlake Capital 
Group LP, had signed a definitive 
agreement on Nov. 6 to acquire On 
Point Oilfield Holdings LLC from 
White Deer Energy. 

On Point is a contracted produced 
water midstream company focused on 
gathering and disposal operations in 
the Midland Basin. Gravity’s acquisi-
tion of On Point will create the largest 
commercial produced water disposal 
company by injection volumes in the 
Midland Basin. 

On Point’s water infrastructure asset 
base adds 17 new saltwater disposal 
wells and more than 432,500 barrels 
per day (bbl/d) of permitted disposal 
capacity to Gravity’s existing water 
midstream business. On Point has 
obtained saltwater disposal permits 
for 120,000 bbl/d of additional per-
mitted disposal capacity and the right 
to develop disposal permits for an 
additional 305,000 bbl/d of capacity 
targeting the Ellenburger Formation. 
Financial terms of the transaction are 
not being disclosed. 

Pro forma for the acquisition, Grav-
ity will own and manage more than 50 
active saltwater disposal wells with 
more than 1 MMbbl/d of permitted dis-
posal capacity. In connection with the 
closing of the acquisition, Trace Hight, 
founder and CEO of On Point, will join 
Gravity as its chief commercial officer 
of water infrastructure. 

“This acquisition is transformational 
for Gravity and enables the company 
to offer expanded water handling infra-
structure for producers operating in the 
core of the Midland Basin. Gravity con-
tinues to focus on providing the most 
reliable and efficient produced water 
gathering and disposal infrastructure 
for its customers. We are excited to 
expand our platform and welcome On 
Point and its proven management team 
to Gravity,” said Rob Rice, Gravity’s 
president and CEO.

The acquisition will 
create the largest 

commercial produced 
water disposal 
company in the 
Midland Basin.
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Equinor Exits Eagle Ford
EQUINOR ASA AGREED on Nov. 7 
to exit its Eagle Ford Shale asset in 
a multimillion-dollar sale to its joint 
venture (JV) partner, Spanish energy 
giant Repsol SA.

The transaction covers all of 
Equinor’s interests in the Eagle Ford 
JV, covering 69,000 net acres in South 
Texas. The sale is a part of Equinor’s 
strategy to optimize its onshore U.S. 
portfolio, which still remains a core 
area to the Norwegian oil major, said 
Torgrim Reitan, executive vice presi-
dent for development and production 
international in Equinor.

Equinor entered the Eagle Ford asset 
at the height of the U.S. shale boom in 
2010 through a 50:50 JV acquisition 
with Talisman Energy Inc. (now 
owned by Repsol) from Enduring 
Resources LLC. Concurrently with 
the transaction, Equinor, at the time 
doing business as Statoil, also agreed 
to acquire 50% of Talisman’s existing 
Eagle Ford acreage.

As a result of the two transactions, 
Statoil and Talisman together held 
134,000 net Eagle Ford acres and 
associated assets and production in the 
JV. Statoil’s total consideration for the 

two transactions was valued at $843 
million.

Initially, Talisman took the lead as 
operator for the total acreage. Though, 
following the acquisition of Talisman 
by Repsol, Equinor increased its inter-
est in the joint asset to 63% from 50% 
and assumed full operatorship in 2015.

Following completion of the sale, 

Repsol will have a 100% interest and 
operatorship of the Eagle Ford asset. 
The effective date of the transaction 
was Oct. 1.

In a separate agreement, Repsol will 
also acquire a 20% nonoperated interest 
in the Monument prospect that Equinor 
is drilling in the Northwest Walker 
Ridge area in the U.S. Gulf of Mexico 
(GoM). Equinor plans to commence 
drilling the well before year-end. The 
terms of the GoM transaction were not 
disclosed.

Headquartered in Austin, Texas, 
Equinor’s U.S. onshore business began 
in the Appalachian Basin and spans 
several states. The company’s remain-
ing shale assets are located in the Loui-
siana Austin Chalk and North Dakota’s 
Bakken play.

In his statement on Nov. 7, Reitan 
said Equinor is focusing its capital on 
its core activities in the U.S.

“The U.S. is a core area for Equinor, 
demonstrated by recent acquisitions 
including assets in the Gulf of Mexico, 
onshore acreage in the Austin Chalk 
and the Empire Wind project offshore 
New York,” he said.

—Emily Patsy

Canadian Producer Pengrowth Takes Buyout
PENGROWTH ENERGY CORP. 
agreed on Nov. 1 to be bought out 
by privately backed Cona Resources 
Ltd. after the company struggled for 
years to regain its footing after the 
2014 oil crash and growing volatility 
in the Canadian energy market.

The transaction, valued at about 
C$740 million including the assump-
tion of debt, is the “best available alter-
native” for the Calgary, Alberta-based 
oil and gas producer, the company’s 
president and CEO, Pete Sametz, said 
in a statement.

Following the oil market crash of 
2014, Pengrowth took immediate action 
to shore up the company’s balance 
sheet by selling assets to pay down 
C$1.2 billion of debt, according to Ken 
Johnston, chairman of Pengrowth’s 
board of directors.

Johnston added that further efforts 
were undertaken in 2018 by market-
ing an additional overriding royalty on 
its Lindbergh asset, the largest capital 
project in Pengrowth history. The com-
pany also aimed to secure high-yield 
debt to replace its currently outstanding 
secured debt.

“Both funding initiatives proved 

unsuccessful,” he said in a statement. 
“The extreme volatility in the price 
of Western Canadian oil in the fall 
of 2018, coupled with an uncertain 
political and regulatory environment, 
has led to a severe funding crisis in 
the Canadian energy capital markets 
which impeded the company’s ability 
to achieve a funding solution.”

As part of the transaction agree-
ment, Cona Resources, a portfolio 
company of Waterous Energy Fund, 

will acquire all outstanding Pengrowth 
shares in a cash offer of 5 Canadian 
cents per share, which equates to a 75% 
discount to Pengrowth’s stock close on 
Oct. 31.

“Despite the discount this transac-
tion represents to Pengrowth’s recent 
trading price, we strongly recommend 
our stakeholders support the arrange-
ment agreement as it represents the 
most attractive alternative for all stake-
holders given the current environment 
where there is essentially no access to 
capital for the company or participants 
in the Canadian oil and gas industry, in 
general,” Sametz said in the statement.

Per Sametz, in addition to repaying 
the company’s looming secured debt 
bill, the deal will also provide some 
measure of value for Pengrowth share-
holders and other stakeholders.

Pengrowth said in the release it 
expects to close the transaction in late 
December. Tudor, Pickering, Holt & 
Co. and Perella Weinberg Partners 
LP were financial advisers to Pen-
growth in connection to the transaction 
as well as a strategic review the com-
pany launched in March 2019.

—Emily Patsy
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Chevron Sells 
Stake In Giant 
Azeri Oil Field For 
About $1.6 Billion
HUNGARIAN ENERGY FIRM 
MOL Plc is buying Chevron Corp.’s 
stake in a giant oil field in Azerbai-
jan for $1.57 billion, as U.S. majors 
retreat from the central Asian state 
after 25 years to refocus on production 
at home.

On Nov. 4, MOL said the agreement 
with Chevron includes a 9.57% stake in 
the BP Plc-operated Azeri-Chirag-Gu-
nashli (ACG) field in the Caspian Sea 
and an 8.9% stake in the Baku-Tbili-
si-Ceyhan Pipeline that transports the 
crude to the Mediterranean.

Reuters first reported on the talks 
between MOL and Chevron in October.

“What this deal gives us is longevity 
and stability,” Berislav Gaso, MOL’s 
executive upstream vice president, told 
Reuters by telephone after the company 
announced the transaction in a filing.

He said MOL will keep looking for 
acquisitions but is “not in a rush,” and 

any further steps will not be as big, 
with the aim on maintaining the ability 
to generate cash. “I like barrels, but I 
love dollars even more than that.”

He said the Azeri purchase will add 
about 20,000 barrels per day (bbl/d) to 
MOL’s production guidance, which will 
rise to 120,000 to 130,000 bbl/d.

MOL said in a presentation last 
month that it was seeking to add 350 
MMbbl of oil and gas reserves by 2023.

The company also said the largest 
potential for organic reserve replace-
ment was in Norway, but opportunities 
other than organic growth would be 

required to achieve this.
MOL is focused on Croatia and Hun-

gary, which account for 64% of its total 
upstream oil and gas production, while 
it also produces in the North Sea, Iraq 
and Russia.

Discovered in the early 1970s when 
Azerbaijan was part of the Soviet 
Union, ACG is the largest oil field in 
the Azerbaijan sector of the Caspian 
Basin. In 2018, ACG’s total produc-
tion for the full year was on average 
584,000 bbl/d.

Investment bank Jefferies advised 
Chevron on the deal.
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DELAWARE BASIN
n Felix Energy LLC, a closely held 
Denver-based oil producer with opera-
tions in the Delaware Basin, is explor-
ing a sale that could value the company 
at more than $3.5 billion, two people 
familiar with the matter said Oct. 25.

The U.S. oil producer with assets in 
the Permian Basin has hired investment 
bank Jefferies to solicit buyers, the 
sources said.

Felix Energy did not respond to 
requests for comment. The company’s 
acreage is concentrated in Loving, Win-
kler and Ward counties, Texas. Felix 
has more than 70,000 net acres in the 
Permian, one of the people familiar 
with the matter said.

Premium prices paid this year for 
acreage in the Permian Basin of West 
Texas and New Mexico, the largest and 
fastest growing oil field, have smaller 
companies looking to cash in on their 
holdings. At the same time, higher 
crude oil prices have allowed bigger 
oil producers to acquire new holdings.

Endeavor Energy Resources LP, an 
oil producer based in Midland, Texas, is 
also exploring a sale that could value 
the company at more than $10 billion, 
according to unnamed sources.

NORTH DAKOTA
n Whiting Petroleum Corp., an oil 
and gas producer with operations 
in North Dakota and Colorado, is 
reportedly in deal talks with San Anto-
nio-based Abraxas Petroleum Corp., 
two people familiar with the matter told 
Reuters.

A deal would increase Whiting’s 
acreage in the Bakken, according to 
one of the people who spoke on the 
condition of anonymity as the talks are 
not yet public.

In early October, Abraxas sold non-
core assets in Reeves County, Texas, 
for $7.9 million.

MIDSTREAM
n Cabot Oil & Gas Corp. has reached 
an agreement on Sept. 30 to sell its 
20% ownership interest in Meade 
Pipeline Co. LLC to a subsidiary of 
NextEra Energy Partners LP for 
$256 million, or over 13 times expected 
2019 EBITDAX (non-GAAP).

Meade owns approximately 39% 
of the Central Penn Line, the green-
field pipeline segment of the Atlantic 
Sunrise project. This transaction was 
expected to close during the fourth 
quarter of 2019, subject to customary 
closing conditions and adjustments.

Proceeds from this transaction, in 
addition to the company’s ongoing 
operating free cash flow, will allow 
Cabot to continue to enhance share-
holder value by returning capital to 
shareholders through a combination of 
a growing dividend and an opportunis-
tic share repurchase program.

BMO Capital Markets served as 
financial advisor to Cabot Oil & Gas 
on this transaction.

BRUNEI
n French oil major Total SA said it 
signed an agreement to sell the com-
pany’s wholly owned subsidiary Total 
E&P Deep Offshore Borneo BV—
which holds an 86.95% interest in 
Block CA1, located 100 kilometers off 
the coast of Brunei—to Shell for $300 
million.

Total said the transaction fits its plan 
to dispose of $5 billion of noncore 
assets during the period 2019-2020.

The transaction is subject to approval 
by the competent authorities and is 
expected to close by December.

Block CA1 covers 5,850 square kilo-
meters, with water depths ranging from 
1,000 to 2,500 meters.

Total currently operates the block 
alongside partners Murphy Oil Corp. 
(8.05%) and Petronas (5%).

HAYNESVILLE
n An affiliate of DTE Energy Co. said 
Oct. 18 it is buying a Haynesville Shale 
pipeline in a multibillion-dollar transac-
tion as the U.S. power utility expands 
its natural gas pipelines and storage 
business.

The Detroit-headquartered compa-
ny’s nonutility business, DTE Mid-
stream, entered into an agreement to 
acquire the assets from Momentum 
Midstream LLC and Indigo Natural 
Resources LLC for about $2.7 billion 
in cash, including a multimillion-dollar 
contingency payment due in late 2020.

As a result, DTE Midstream will 
acquire 100% of M5 Louisiana Gath-
ering LLC. Momentum and Indigo 
each hold a 50% stake in M5 Mid-
stream.

M5 Midstream operates an existing 
gathering system serving natural gas 
producing in the Haynesville Shale, of 
which Indigo Natural Resources, one 
of the largest private natural gas pro-
ducers in the U.S., is the main supplier, 
according to the company release.

The deal also includes a 150-mile 
gathering pipeline under construction, 
in which the contingency payment is 

tied to the completion expected in sec-
ond-half 2020. Both of the systems are 
supported by long-term contracts.

PERMIAN
n Apache Corp., one of the largest 
operators in the Permian, is looking to 
narrow its portfolio in the prolific basin.

The E&P is offering for sale produc-
ing properties, leasehold and related 
assets located in the Eastern Shelf of the 
Permian Basin. The transaction will rep-
resent a full exit from the Eastern Shelf 
for Apache, according to Houston-based 
Detring Energy Advisors,  which is 
marketing the assets for the company.

So far in 2019, Apache has already 
completed roughly $560 million worth 
of asset sales through its exit from the 
Midcontinent region. Proceeds from the 
asset sales were used to reduce debt as 
the company’s focus this year is on cap-
ital discipline and shareholder returns.

When asked during the company’s 
earnings call in early August whether 
Apache had plans for any future asset 
sales, CEO John Christmann answered 
that the company is always looking to 
trim its portfolio.

“If there are things we’re not going 
to invest in, if there are areas that oth-
ers would put, what we would view 
as, good value on our premium value,” 
Christmann said, “we’re not afraid to 
turn [those] things loose.”

Though, he characterized any poten-
tial asset sale at the time as nothing 
“major.”

The Eastern Shelf sale includes 
assets in Borden, Cottle, Crosby, 
Fisher, Garza, Kent and Scurry coun-
ties, Texas. 

In total, Apache is offering working 
and net revenue interests in 35,826 net 
acres with about 1,410 barrels of oil 
equivalent per day (boe/d) of produc-
tion, roughly 89% of which is oil. A 
majority of the production is on artifi-
cial lift with the opportunity for opera-
tional value-add projects, Detring said 
in a teaser of the package.

EGYPT 
n Royal Dutch Shell plans to sell its 
onshore upstream assets in Egypt’s 
Western Desert to focus on expanding 
its Egyptian offshore gas exploration, 
Shell Egypt said on Oct. 20. 

Having won three oil and two gas 
concessions in Egypt last February, 
senior executive told Reuters that the 
company would start operating the 
new areas in the second half of next 
year.

TRANSACTION HIGHLIGHTS
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With tens of thousands of locations 
populating the well inventory for 
E&Ps, it seems at first glance to 

be a little early discussing EOR in shale.
However, a program to inject natural 

gas in the volatile oil window of the Eagle 
Ford demonstrates that cyclic gas injec-
tion (CGI) or, as more colloquially known, 
huff and puff, has moved beyond the ex-
perimental stage and is a proven method 
to economically increase incremental oil 
recovery in shale.

Furthermore, the Eagle Ford process is 
undergoing experiments in both the Den-
ver-Julesburg Basin and the Bakken Shale. 
The big prize, of course, is the Permian 
Basin, where excess natural gas earns 
zero revenue and is flared away, creating 
economic waste and bad optics for the in-
dustry just as environmental, social and 
governance is becoming a major issue in 
interactions with the public.

EOR has been overlooked as a source of 
new tight formation oil in an era dominat-
ed by hydraulic fracturing. However, EOR 
doubled Permian Basin production from 
conventional fields during the past 100 
years. Early efforts involved re-injecting 
field gas into San Andres oil fields. During 
ensuing decades, the Permian witnessed 
significant efforts involving waterfloods. 
By the 1970s, EOR evolved to carbon-di-
oxide miscible floods which have sustained 
conventional mega-fields for decades in 
the Horseshoe Atoll, the legendary Yates 
Field, and in multiple San Andres plays 
along the Central Basin Platform. Cumula-
tive yield is measured in billions of barrels.

Yet, shale plays, the latest iteration in 
160 years of American oil production, 
have unfolded with little interest in sec-
ondary or EOR other than attempts to re-
fracture wells that were stimulated with 
earlier generation completion techniques.

Tight formation oil plays currently yield 
6% to 9% of original oil in place. Consid-
ering EOR moved Permian Basin conven-
tional oil recovery from 18% to 20% up 
to 40%, maybe contemplating methods to 
extend the life of tight formation plays de-
cades into the future is time well spent.

To date, six operators have employed cy-
clic gas injection on 30 well pads across 
the Eagle Ford. The most active of these, 
EOG Resources Inc., has not formally 
shared results with the industry. Howev-

er, Houston-based engineering firm Shale 
IOR LLC conducted detailed detective and 
engineering work on Eagle Ford EOR and 
presented findings during the September 
2019 DUG Eagle Ford conference in San 
Antonio.

Using public data sources, coupled with 
field work and enhanced via reservoir sim-
ulation models, Shale IOR determined 
cyclic gas injection efforts in the Eagle 
Ford volatile oil window deliver consis-
tent, robust results with average first cycle 
EOR adding 200 barrels per day per well 
and an increased incremental oil recovery 
between 80% and 100% during a 10-year 
project life.

Shale IOR’s review of six years of EOR 
effort in the Eagle Ford found at the sim-
plest level that new oil production volume 
is proportional to gas injection volume on 
a cycle that includes 30 to 40 days of injec-
tion followed by 30 days of harvest. This re-
sponse is predictable, consistent and imme-
diate, unlike the lagged production increase 
found in conventional EOR projects.

This is a repressuring process and not a 
displacement process as is found on misci-
ble gas floods. If an operator reaches target 
pressure on the very first gas injection cy-
cle, it is possible to generate a 100% in-
crease in incremental oil.

In the Eagle Ford, the process involves 
capital spending of about $1 million per 
well for compressors and infrastructure 
and additional spending to purchase natu-
ral gas. In the end, purchased gas is zeroed 
out by gas sold in the future, but it can en-
tail an upfront cost of $12- to $18 million 
before the yield turns cash-flow positive.

The Permian Basin is a natural labora-
tory for expanding the experiment in tight 
formation EOR and also adds the potential 
of finding ways to incorporate CO2 tech-
nology for enhanced recovery in tight for-
mation plays. Short term, a Permian oper-
ator that can recycle its own gas and has its 
own processing capability can achieve ro-
bust economics via the CGI methodology. 
Additionally, there was an unexpected side 
benefit discovered in the Eagle Ford. Re-
pressurizing primary wells (parent wells) 
for enhanced recovery can alleviate future 
well interference issues and address the 
increasingly vexatious parent/child well 
phenomenon.

Stay tuned.

DÉJÀ VU  
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1 West Bay Exploration 
Co.’s wildcat is underway in 
Sangamon County, Ill. The #1-28 
Meijer has a planned depth of 
2,000 ft and will be in Section 
28-16n-3w. The Dawson Field 
venture by the Traverse City-
based company is targeting oil 
pays in Silurian. The most recent 
field well was completed in 2006 
at #1 Cundiff in Section 30. It 
was tested pumping 6 bbl of 
crude and 50 bbl of water daily 
from Silurian at 1,652-56 ft. San-
gamon County’s Dawson Field 
was opened in 1971.

2 According to IHS Markit, RK 
Natural Resources LLC has 
staked three deeper pool Geneva 
tests in Sisson Consolidated 
Field. The wells will be in Sec-
tion 4-1n-10w in Knox County, 
Ind. The #1 Roy & Bernice 
Schenk has a proposed depth of 
3,305 ft. The #2 Roy & Bernice 
Schenk also has a planned depth 
of 3,305 ft and will be in Section 
4. The #3 Roy & Bernice Schenk 
will also be drilled in Section 4 
to a depth of 3,305 ft. RK’s head-
quarters are in Midland, Texas.

3 Sklar Exploration has 
staked a Smackover test in 
Escambia County, Ala., in an 
attempt to extend Kirkland Field 
to the east. The #1 Cedar Creek 
Land & Timber 18-16 will be 
vertically drilled to 13,530 ft 
in Section 18-3n-11e. Kirkland 
Field was opened by the Shreve-
port, La.-based company in 2014. 
The most recent activity in the 
field occurred in 2018, about 1 
mile west of the company’s new 
location at #1 Cedar Creek Land 
& Timber 18-13. The well was 
re-entered and was tested pump-
ing 95 bbl of crude per day from 
Smackover at 12,973-82 ft.

4 Traverse City-based Savoy 
Energy LP has made a vertical 
oil discovery in Calhoun County, 
Mich. According to IHS Markit, 
#1-19 Motz pumped 192 bbl 
of crude per day from Trenton 
perforations at 3,482-98 ft. The 
discovery was drilled to an esti-
mated total depth of 3,600 ft and 
is in Section 19-4s-7w. Savoy’s 
oil find is 7 miles west of Tren-
ton/Black River oil production 
in Tekonsha Field, a Calhoun 
County reservoir opened in 1959.

5 Oklahoma City-based Gulf-
port Energy announced results 
from three Utica Shale wells 
drilled from a pad in Section 
11-4n-5W in Ohio’s Monroe 
County. The #3B Paulus 210594 
was drilled to 19,762 ft with a 
true vertical depth of 9,683 ft, 
and it bottomed in Section 18 
flowing 17.422 MMcf of gas and 
399 bbl of water per day from an 
unreported zone. The #9B Paulus 
211267 was drilled to 18,124 ft, 
9,933 ft true vertical. It bottomed 
in Section 3 and was tested after 
acidizing and fracturing flowing 
15.217 MMcf of gas and 625 bbl 
of water per day from an unre-
ported interval. The #5B Paulus 
211268 was drilled to 18,868 
ft, 9,975 ft true vertical, and it 
bottomed in Section 4. It pro-
duced 14.093 MMcf of gas and 
305 bbl of water per day from 
an acidized and fractured zone at 
10,783-18,724 ft.

6 Three Stanley Field-Marcel-
lus Shale wells were completed 
at a pad in Clay Dist., Penns-
boro 7.5 Quad by Denver-based 
Antero Resources in West 
Virginia’s Ritchie County. The 
#3H Bill Unit was drilled to the 
north to 13,369 ft, 6,582 ft true 
vertical. It was tested flowing 89 
bbl of oil and 9.946 MMcf of 
gas per day. Production is from 
perforations at 6,949-13,251 ft 
after 32-stage fracturing. The 
#1H Buffalo Unit was drilled to 
the northwest to 13,610 ft, 6,579 
ft true vertical. It was tested after 
33-stage fracturing flowing 51 
bbl of oil and 9.041 MMcf of gas 
per day. The #2H Buffalo Unit 
was drilled to the north to 14,138 
ft, 6,603 ft true vertical, and 
flowed 54 bbl of oil and 10.033 
MMcf of gas per day from per-
forations at 7,516- 14,001 ft after 
33-stage fracturing.

7 Antero Resources Corp. 
announced results from two 
Ritchie County, W.Va., Marcellus 
discoveries in Clay Dist., Penns-
boro, 7.5 Quad, in Stanley Field. 
The #1H Graben Unit was tested 
flowing 85.1 bbl of oil, 10.986 
MMcf of gas and 782 bbl of 
water per day. Production is from 
Marcellus perforations at 6,988-
13,861 ft, and it was drilled to 
14,059 ft, with a true vertical 
depth of 6,684 ft. The #3 Gra-
ben Unit was drilled in a parallel 
lateral to 14,063 ft, 6,843 ft true 
vertical. It flowed 10.765 MMcf 
of gas, 756 bbl of water per day 
with a shut-in casing pressure 
of 3,000 psi. Production is from 
acidized and fractured perfora-
tions at 7,252-13,943 ft.
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8 A Jefferson County, Ohio, 
Utica Shale well by Ascent 
Resources produced 31.524 
MMcf of gas and 137 bbl of 
water per day. The #5H Hamilton 
Jack E SMF JF is in Section 28, 
Smithfield 7.5 Quad. The Jew-
ett Consolidated Field venture 
was drilled to 21,736 ft with a 
true vertical depth of 9,036 ft 
and bottomed in Section 36. It 
was acidized and fractured, and 
production is from 9,640-21,565 
ft. Ascent’s headquarters are in 
Oklahoma City.

9 A new field discovery was 
announced by Southwest-
ern Production Co. in Tioga 
County, Pa. The Marcellus Shale 
producer, #5H Connolly B, ini-
tially produced 28.8 MMcf of 
gas per day with a shut-in cas-
ing pressure of 3,507 psi. It is in 
Section 4 Liberty 7.5 Quad, Lib-
erty Township, and it bottomed 
to the west. Production is from 
fractured perforations at 7,556-
16,191 ft. Southwestern is based 
in Spring, Texas.

10 In Section 5, Auburn Cen-
ter 7.5 Quad, Auburn Township 
in Susquehanna County, Pa., 
Chesapeake Operating Inc. 
completed two high-volume 
Marcellus Shale-Jessup Field 
wells. The #6HC Angie was 
tested flowing 65.54 MMcf of 
gas from perforations at 7,546-
22,992 ft and was tested after 
62-stage fracturing with a shut-in 
casing pressure of 3,250 psi. It 
was drilled to 23,121 ft, 7,600 
ft true vertical. The #5H Claude 
produced 39.973 MMcf of gas 
from perforations at 7,481-
13,342 ft. It was tested on an 
unreported choke size with a 
shut-in casing pressure of 3,250 
psi. The 13,434-ft well has a true 
vertical depth of 7,432 ft and 
was acidized and fractured in 23 
stages. Chesapeake’s headquar-
ters are in Oklahoma City.

11 Chesapeake Operating 
Inc. announced results from 
two Marcellus Shale comple-
tions in Wyoming County, Pa. 
The Mehoopany Field wells 
are in Section 3 Meshoppen 7.5 
Quad, Meshoppen Township. 
The #23 H Slumber Valley pro-
duced 15.971 MMcf of gas from 
perforations at 7,308-14,020 ft. 
The well was drilled to 14,128 
ft, 7,201 ft true vertical, and it 
was tested after 44-stage frac-
turing. The #3H Slumber Valley 
produced 36.742 MMcf of gas 
per day with no water from per-
forations at 7,658-14,440 ft. It 
was drilled to 14,509 ft, 7,337 ft 
true vertical, and was fractured in 
28 stages.

12 Houston-based Cabot 
Oil & Gas announced results 
from three Lenox Field-Mar-
cellus completions at a drillpad 
in Section 8, Harford 7.5 Quad, 
Harford Township, in Pennsylva-
nia’s Susquehanna County. The 
#6 Payne was drilled to 15,192 
ft, 7,716 ft true vertical, and 
bottomed to the north. It flowed 
20.8 MMcf of gas per day with 
a shut-in casing pressure of 
1,025 psi after fracturing. Pro-
duction is from perforations at 
7,521-15,126 ft. The #4 Payne 
was drilled to 11,852 ft, 7,077 
ft true vertical, and flowed 11.8 
MMcf of gas per day with a 
shut-in casing pressure of 675 
psi. Production is from fractured 
perforations at 7,575-11,780 ft. 
The #10 Payne D was drilled to 
11,852 ft, 7,077 ft true vertical. It 
produced 21.1 MMcf of gas with 
a shut-in casing pressure of 900 
psi from fractured perforations at 
8,170-18,575 ft.
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1 In LaSalle County (RRC 
Dist. 1), Texas, Lewis Petro-
leum Properties Inc. reported 
a Hawkville Field-Eagle Ford 
completion that flowed 11.68 
MMcf of gas and 750 bbl of 
water per day. The #9HR Mar-
tin-Schubert-Craft PSA B is 
Section 8, GC&SF RR CO Sur-
vey, A-1715. It was drilled to 
17,591 ft, 10,935 ft true vertical, 
and bottomed in HE&WT RR 
CO Survey, A-1303. Gauged on 
a 22/64-in. choke, the flowing 
casing pressure was 5,640 psi, 
and the shut-in casing pressure 
was 6,342 psi. Production is from 
acidized and fractured perfora-
tions at 10,932-17,229 ft.

2 In Atascosa County (RRC 
Dist.1), Texas, EOG Resources 
Inc. completed three Eagle Ford 
Shale wells from a pad in Section 
6, J Poitevent Survey, A-1167, 
in Eagleville Field. The #2H 
Astros B flowed 2.055 Mbbl of 
oil, 659 Mcf of gas and 4.346 
Mbbl of water per day. The well 
was drilled to 20,467 ft, 9,981 
ft true vertical, and bottomed in 
Section 8, J R O’Neil Survey, 
A-1166. Production is from acid-
ized and fracture perforations at 
9,824-20,388 ft, and it was tested 
on a 42/64-in. choke with a flow-
ing tubing pressure of 1,283 psi. 
The #3H Astros C was drilled to 
20,788 ft, 9,972 ft true vertical. 
Production is from fractured per-
forations at 9,834-20,700 ft. It 
was tested on a 48/64-in. choke 
with a flowing tubing pressure of 
1,104 psi flowing 2.208 Mbbl of 
oil, 774 MMcf of gas and 4.657 
Mbbl of water per day from 
perforations at 9,834-20,700 ft. 
The #1H Astros A was drilled 
to 19,995 ft with a true vertical 
depth of 9,960 ft. It was tested 
flowing 2.089 Mbbl of oil, 727 
Mcf of gas and 4.628 Mbbl of 
water per day. It was tested on 
a 48/64-in. choke, and the flow-
ing tubing pressure was 978 psi. 
Production is from perforations 
at 9,793-19,874 ft. EOG’s head-
quarters are in Houston.

3 EOG Resources Inc. com-
pleted three horizontal Eagle 
Ford wells in Eagleville Field in 
Karnes County (RRC Dist. 2), 
Texas. The ventures were com-
pleted from a common drillpad 
in Section 30, Alberto Vaughn 
Survey, A-336. According to IHS 
Markit, #3H Galapagos C flowed 
at a daily rate of 1.827 Mbbl of 
32-degree-gravity crude, 685 
Mcf of gas and 3.613 Mbbl of 
water from perforations at 8,524-
18,211 ft. The #1H Galapagos 
A flowed 1.183 Mbbl of crude, 
and the #2H Galapagos B flowed 
1.641 Mbbl of crude—additional 
completion information is not 
currently available. All three 
wells bottomed 2 miles to the 
southeast in Karnes County in 
Section 45, J.W. Simpson Sur-
vey, A-269. 

4 Results from a Frio gas well 
in Goliad County (RRC Dist. 
2), Texas, were announced by 
Charro Operating. The #1 
Clarkson flowed 598 Mcf of 
gas per day from perforations at 
4,771-79 ft. Gauged on an 8/64-
in. choke, the flowing tubing 
pressure was 1,504 psi, and the 
shut-in tubing pressure was 1,745 
psi. The 5,650-ft Tejas Field well 
was drilled on a 150-acre Cen-
tral Texas Coast lease in Michael 
O’Donnell Survey, A-30. Charro 
is based in Refugio, Texas.

5 Chesapeake Operating 
Inc. completed a high-volume 
Haynesville Shale well flowing 
50.2 MMcf of gas per day. The 
#1-ALT JPIL22&15&10-16-
15HC is in Caddo Parish, La., 
and was tested on a 39/64-in. 
choke with a flowing tubing pres-
sure of 6,857 psi. The Metcalf 
Field discovery is in Section 
22-16n-15w. It was drilled to 
24,267 ft, and the true vertical 
depth is 11,434 ft. Production 
is from perforations at 11,815-
24,216 ft. Chesapeake’s head-
quarters are in Oklahoma City.

6 A Haynesville Shale com-
pletion in DeSoto Parish, La., 
by Aethon Energy Oper-
ating LLC, #2-Alt Peace J M 
24-13 HC, was tested flowing 
22.748 MMcf of gas with 289 
bbl of water per day. The Caspi-
ana Field venture is in Section 
24-15n-13w, and it was drilled 
to 21,700 ft, 12,000 ft true ver-
tical. It bottomed in Section 
13-15n-13w and production is 
from perforations at 11,630-21-
556 ft. Aethon Energy is based 
in Dallas.

7 Two Thorn Lake Field- 
H a y n e s v i l l e  S h a l e  p r o -
ducers were completed by 
Chesapeake Operating Inc. 
The wells were drilled from 
offsetting surface locations in 
Section 15-14n-12w of Red 
River Parish, La., and both ven-
tures bottomed to the north. The 
#1-Alt LDWF 15&10-14-12HC 
flowed 38.376 MMcf of gas and 
299 bbl of water per day from 
an acid- and fracture-treated 
zone at 12,340-21,802 ft. It 
was tested on a 32/64-in. choke 
with a flowing tubing pressure 
of 7,890 psi. Drilled to 21,841 
ft, the true vertical depth is 
11,878 ft. The offsetting #2-Alt 
LDWF 15&10-14-12HC pro-
duced 42.423 MMcf of gas and 
564 bbl of water per day from 

acid- and fracture-treated per-
forations at 12,462-21,730 ft. It 
was tested on a 34/64-in. choke, 
and the flowing tubing pressure 
was 8,023 psi. The well was 
drilled to 21,777 ft, 11,854 ft 
true vertical.

8 ConocoPhillips Co., based 
in Houston, has tested a third 
horizontal well in the compa-
ny’s Austin Chalk program in 
South Louisiana. In West Feli-
ciana Parish, #1 Erwin flowed 
29 bbl of 38-degree-gravity 
crude, 25 Mcf of gas and 2.845 
Mbbl of water per day from a 
fracture-treated zone at 13,447-
18,727 ft. The flowing casing 
pressure was 643 psi when 
tested on a 38/64-in. choke. 
The Mount Common Church 
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Southwest Field well was hori-
zontally drilled to a total depth 
of 18,895 ft (13,039 ft true ver-
tical) from a surface location in 
Section 47-1s-1w. The horizon-
tal lateral bottomed about 1 mile 
to the northeast in Section 40.

9 A Tahiti Field test has been 
scheduled by Houston-based 
Chevron Corp. The #11PS 
OCS G20082 will be drilled in 
the southeastern portion of Green 
Canyon Block 640. Water depth 
in the area is 4,200 ft. Tahiti 
Field, which is made up of Green 
Canyon blocks 596, 597, 640 and 
641, came online in 2009. Wells 
in the reservoir produce oil and 
gas through a range of Miocene 
perforations at 23,000-29,000 ft. 
Through June 2019, cumulative 

field recovery totals 408 MMbbl 
of crude/condensate and 270 Bcf 
of gas.

10 Walter Oil & Gas has 
completed another well in the 
Hous ton-based  company’s 
development program in South 
Timbalier Block 311 Field. IHS 
Markit reported that #3-A OCS 
G24990 was tested in an appar-
ent Miocene zone flowing 1.896 
Mbbl of crude and 3.624 MMcf 
of gas per day. The new producer 
was drilled from the existing A 
platform in the northern half of 
the block, and no total depth was 
reported. The Houston-based 
company’s discovery bottomed 
to the south in South Timbalier 
Block 320. Water depth in the 
area is 392 ft.  11 BP Plc has permitted a 

second development test as part 
of the company’s plan to boost 
production in Atlantis Field. 
The #215DC OCS G15607 will 
be in the eastern half of Green 
Canyon Block 743. The first per-
mit in BP’s expansion program, 
#213DC OCS G15607, was 
recently approved by the Bureau 
of Ocean Energy Management. 
Area water depth is 6,500 ft. 
The London-based company’s 
Atlantis Phase 3 will include 
the construction of a new sub-
sea production system with eight 
new wells that will be tied into 
the current platform on adjacent 
Green Canyon Block 787 to the 
south. Production is scheduled to 
be online in 2020.

12 Happy Jack Field has 
been reopened with a Miocene 
gas well in Plaquemines Parish, 
La., by LLOX LLC. According to 
IHS Markit, #1 Euseb Sylve was 
tested flowing 2.241 MMcf of 
gas and 80 bbl of water per day. 
Production is from perforations 
at 9,969-76 ft. The directional 
discovery was drilled to 11,200 
ft, 11,100 ft true vertical, and is 
in irregular Section 15-18s-27e 
near the banks of the Mississippi 
River. It was tested on a 42/64-
in. choke, and the flowing tubing 
pressure was 3,490 psi. LLOX is 
based in Covington, La.
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1 Anadarko Petroleum 
Corp. completed two horizon-
tal Wolfcamp wells in Phantom 
Field from a Delaware Basin pad 
in Reeves County (RRC Dist. 
8), Texas. The wells are in Sec-
tion 16, Block 57 T1S, T&P RR 
Co Survey, A-3725. The #1H 
Nutria 57-1-16 Unit produced 
2.171 MMcf of gas, 456 bbl of 
50.5-degree-gravity condensate 
and 2.652 Mbbl of water per day 
from acid- and fracture-treated 
perforations at 10,400-17,470 
ft. Tested on a 22/64-in. choke, 
the flowing tubing pressure was 
2,278 psi, and the shut-in tubing 
pressure was 2,295 psi. It was 
drilled to 17,590 ft, 9,913 ft true 
vertical, and bottomed to the 
south-southeast in Section 21. 
The offsetting and parallel #2H 
Nutria 57-1-16 Unit was drilled 
to 17,695 ft, 10,088 ft true ver-
tical and produced 688 bbl of 
50-degree-gravity oil and 1.903 
MMcf of gas per day. Production 
is from acid- and fractured per-
forations at 10,458-17,533 ft. It 
was tested on a 30/64-in. choke, 
and the flowing tubing pressure 
was 2,013 psi.

2 EOG Resources Inc. com-
pleted two Bobcat Draw discov-
eries in Section 19-25s-34e in 
Lea County, N.M. The #702H 
Javelina 30 Federal was drilled 
to the northwest to 20,129 ft, 
12,530 ft true vertical, and was 
tested flowing 4.4 Mbbl of oil, 
7.049 MMcf of gas and 6.884 
Mbbl of water per day from 
Wolfcamp at 13,121-20,796 ft. 
Tested on a 54/64-in. choke, the 
shut-in casing pressure was 2,427 
psi. From the same pad, #701H 
Javelina 30 Federal produced 
4.218 Mbbl of 42-degree-grav-
ity oil with 7.382 MMcf of gas 
and 8.43 Mbbl of water per day 
from Wolfcamp perforations at 
12,894-20,421 ft. It was drilled 
to 20,451 ft, 12,473 ft true ver-
tical, and tested on a 52/64-in. 
choke after fracturing. EOG’s 
headquarters are in Houston.

3 Two offsetting horizontal 
Midland Basin-Wolfcamp dis-
coveries in Martin County (RRC 
Dist. 8), Texas, were completed 
at a drillpad by Guidon Energy 
Management Services LLC. 
IHS Markit reported that #1LB 
Integrity was tested pumping 
1.301 Mbbl of 40-degree-grav-
ity oil, 466 MMcf of gas and 
2.103 Mbbl of water per day. 
Production is from acid- and 
fracture-treated Wolfcamp per-
forations at 10,104-16,618 ft. 
The Spraberry Trend well was 
drilled to 16,754 ft in Lot 16, 
Section 259, Borden CSL Sur-
vey, A-590. It bottomed within 
1.5 miles to the southeast in Lot 
5, Section 254, Ward CSL Sur-
vey, A-609, with a true vertical 
depth of 9,849 ft. The Irving, 
Texas-based company’s #2LA 
Integrity pumped 1.704 Mbbl 
of 40-degree-gravity crude, 608 
Mcf of gas and 1.729 Mbbl of 
water per day. Acid- and frac-
ture-treated perforations are at 
9,760-16,284 ft. It was drilled to 
16,403 ft (9,560 ft true vertical) 
and bottomed to the south in Lot 
5, Section 254.

4 A Red Fork discovery in 
Dewey County, Okla.,  was 
announced by Tulsa, Okla.-based 
Unit Petroleum Co. Located 
in Section 12-18n-16w, #1H-12 
Hayes Trust flowed 1.27 Mbbl 
of oil, with 1.29 MMcf of gas 
and 1.246 Mbbl of water daily. 
Gauged on a 42/64-in. choke, the 
flowing tubing pressure was 561 
psi. Production is from a treated 
interval at 9,089-12,717 ft. It was 
drilled to 12,717 ft, but addi-
tional details are not currently 
available.

5 Tulsa, Okla.-based Stag-
horn Petroleum announced 
results from two Mississippian 

completions in Blaine County, 
Okla. The #1H Sawtooth 19-12-
09 is in Section 4-19n-12w and 
produced 1.29 Mbbl of oil, 2.865 
Mcf of gas and 2.215 Mbbl of 
water per day from Mississippian 
perforations at 8,870-13,751 ft. 
Tested on a 49/64-in. choke, the 
flowing tubing pressure was 875 
psi. It was drilled to 13,838 ft, 
8,651 ft true vertical, and bot-
tomed in Section 9. In nearby 
Section 7-19n-12w, #1H Cluster 
19-12-07 produced 849 bbl of 
oil, 2.868 Mcf of gas and 1.472 
Mbbl of water per day from 
Mississippian at 9,360-13,866 ft. 
Gauged on a 44/64-in. choke, the 
flowing tubing pressure was 860 
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psi. It was drilled to 13,948 ft, 
8,857 ft true vertical, and bot-
tomed in the same section.

6 IHS Markit reported that 
Marathon Oil Corp. com-
pleted two horizontal Anadarko 
Basin-Meramec producers at a 
pad in Section 3-16n-11w Blaine 
County, Okla. The #1-3MH 
Roser 1611 flowed 1.128 Mbbl 
of 42-degree-gravity oil, 1.59 
MMcf of gas and 249 bbl of 
water during a 24-hour IP test 
run on an 18/64-in. choke. It was 
drilled to the north to 15,380 
ft with a true vertical depth of 
10,113 ft. Production is from a 
fractured zone at 10,627-15,279 

ft. About 20 ft west on the 
pad, #2-3-34MXH Roser 1611 
initially flowed 1.054 Mbbl of 
48-degree-gravity with 1.53 
MMcf of gas and 2.6 Mbbl of 
water per day. This two-section 
venture was perforated and frac-
ture-stimulated between 10,606 
and 19,966 ft. It was drilled to 
the north to 20,385 ft, 9,925 ft 
true vertical, and bottomed in 
Section 34-17n-11w. Marathon’s 
headquarters are in Houston.

7 Three Blaine County, Okla., 
Mississippian completions were 
announced by Marathon Oil 
Corp. The Watonga-Chickasha 
Trend wells were drilled from a 

pad in Section 23-15n-11w. The 
#3-23-26MXH Chapman 1511 
was drilled to 19,291 ft, 11,431 
ft true vertical, and produced 
1.802 Mbbl of oil, 6.36 MMcf of 
gas and 2.392 Mbbl of water per 
day. It was tested on an 18/64-
in. choke and production is from 
perforations at 11,429-19,170 
ft. The #4-23-26MXH Chap-
man 1511 was drilled to 19,578 
ft, 11,858 ft true vertical, and 
produced 764 bbl of oil, 3.331 
MMcf of gas and 3.413 Mbbl of 
water per day. It was tested on an 
18/64-in. choke, and production 
is from perforations at 11,720-
19,364 ft. The #5-23-26MXH 
Chapman 1511 was drilled to 
19,370 ft, 11,643 ft true verti-
cal, and produced 1.867 Mbbl of 
oil, 6.955 MMcf of gas and 2.17 
Mbbl of water per day. It was 
tested on a 20/64-in. choke, and 
production is from perforations 
at 11,642-19,173 ft.

8 Devon Energy Corp. 
has completed three Waton-
ga-Chickasha Trend-Meramec 
producers from an Anadarko 
Basin pad in Section 12-15n-
11w, Blaine County, Okla. The 
#3HX Everett 12_1-15N-11W 
initially produced 1.89 Mbbl 
of 47-degree-gravity oil, 4.07 
MMcf of gas and 887 bbl of 
water per day through perfora-
tions at 11,344-20,831 ft. It was 
drilled to the north to 21,208 
ft, 10,837 ft true vertical, and 
bottomed in Section 1-15n-
11w. About 30 ft to the north, 
#4HX Everett 12_1-15N-11W 
flowed 1.756 Mbbl of oil with 
3.82 MMcf of gas and 612 bbl 
of water per day. It was drilled 
to the north at 21,167 ft, 10,641 
ft true vertical, and production 
is from perforations at 11,180-
20,789 ft in a parallel lateral that 
bottomed in Section 1-15n-11w. 
The #2HX Everett 12_1-15N-
11w was tested flowing 1.578 
Mbbl of oil, 3.32 MMcf of gas 
and 633 bbl of water per day. It 
was drilled to 21,357 ft, 10,714 
ft true vertical, and bottomed in 
Section 1-15n-11w. Production 
is from perforations at 11,601-
20,978 ft. All wells were tested 

on a 26/64-in. choke and were 
fracture-stimulated.

9  In Denton County (RRC 
Dist. 9), Texas, Devon Energy 
Corp. reported results from a 
Barnett Shale discovery in New-
ark East Field. The #7H Mcrae 
Deussen L was tested flowing 
3.299 MMcf of gas, 23 bbl of 
condensate and 356 bbl of water 
per day from perforations at 
7,862-11,964 ft. It was drilled 
to 12,098 ft, 8,034 ft true verti-
cal, in Joseph Humphries Survey, 
A-513, and bottomed in Benja-
min Matthews Survey, A-848. It 
was acidized and fractured, and 
production is from perforations 
at 7,862-11,964 ft. Devon’s head-
quarters are in Oklahoma City.

10 A Haskell County, Okla., 
Woodford well by Trinity Oper-
ating produced 3.59 MMcf of 
gas and 1.939 Mbbl of water per 
day. The #2-6/7H Alyssa is in 
Section 6-7n-19e and was tested 
on an open choke. Production is 
from treated perforations at 7,680-
9,715 ft and 10,312-10,918 ft and 
Mississippian at 10,940-11,117 
ft. Total depth is 18,170 ft, and it 
bottomed to the south in Section 
7-7n-19e. Additional information 
on the Kinta Field well has not 
been released by the Tulsa, Okla.-
based company.
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1 Denver-based Enduring 
Resources LLC has com-
pleted two horizontal San Juan 
Basin-Gallup exploratory tests 
in Section 17-22n-7w, Sandoval 
County, N.M. The #304H West 
Escavada Unit produced 480 
bbl of oil, 412 Mcf of gas and 
528 bbl of water daily. Produc-
tion is from a lateral drilled to 
the northwest to 15,864 ft with 
a bottomhole location in Sec-
tion 7-22n-7w. The true vertical 
depth is 4,855 ft. It was tested on 
a 48/64-in. choke after 57-stage 
fracturing between 5,443 and 
15,608 ft, with a flowing casing 
pressure of 860 psi. The #303H 
West Escavada Unit flowed 432 
bbl of oil, 454 Mcf of gas and 
1.224 Mbbl of water per day. 
Production is from a Gallup 
lateral drilled northwestward 
to 15,588 ft (4,826 ft true ver-
tical) with a bottomhole loca-
tion in Section 7-22n-7w. It was 
tested on a 48/64-in. choke after 
57-stage fracturing between 
5,135 and 15,356 ft. They are the 
first two producers on the West 
Escavada Unit, and they are in an 
area of Fruitland and Chacra gas 
production in Basin Field.

2 Samson Resources LLC 
has completed two horizontal 
Turner producers in a south-
ern Powder River Basin area 
in Converse County, Wyo. The 
Tulsa, Okla.-based company 
announced it would launch a 
strategic alternative review for 
its Powder River Basin assets. 
The #3FH Reynolds Fed 3872-
3106 is in Section 30-38n-72w, 
and it flowed 2.227 Mboe per 
day from a 9,803-ft lateral. It was 
drilled to the southwest to 22,138 
ft with a bottomhole location 
in Section 6-37n-72w. The true 
vertical depth was estimated at 
11,644 ft. About 2 miles to the 
southwest, #1FH Brushy Creek 
Fed 3772-0631, Section 7-37n-
72w, initially flowed 2.26 Mbbl 
of oil equivalent per day from 
a 9,716-ft lateral. It was drilled 
northward to 22,138 ft and bot-
tomed in Section 31-38n-72w. 
The estimated true vertical depth 
was 11,818 ft.

3 A Niobrara discovery by 
Devon Energy Corp. in the 
Powder River initially flowed 
1.423 Mbbl of oil, 1.073 MMcf 
of gas and 1.11 Mbbl of water 
per day. The #18-193771-5XNH 
SDU Tillard-Federal is in Sec-
tion 18-37n-71w, Converse 
County, Wyo. The Scott Field 
well is producing from a Niobr-
ara lateral drilled to the south to 
20,672 ft, 11,191 ft true vertical, 
at a bottomhole location in Sec-
tion 19-37n-71w. It was tested 
on a 24/64-in. choke following 
30-stage fracturing between 
11,285 and 20,504 ft, and the 
flowing tubing pressure was 
1,850 psi. Devon’s headquarters 
are in Oklahoma City.

4 Oklahoma City-based Ches-
apeake Operating Inc. has 
completed a horizontal Turner 
producer that initially flowed 
2.518 Mbbl of 40.8-degree-grav-
ity oil, 1.536 MMcf of gas and 
1.318 Mbbl of water per day. The 
#21H BB 19-35-70 USA B TR 
is in Section 19-35n-70w, Con-
verse County, Wyo. Production is 
from a lateral in Turner that was 
drilled to the north-northeast to 
21,667 ft with a bottomhole loca-
tion in Section 18-35n-71w. The 
true vertical depth is 11,478 ft. It 
was tested on a 44/64-in. choke 
after 39-stage fracturing between 
11,948 and 21,549 ft.

5 Chesapeake Operating 
Inc. has completed a horizontal 
Turner producer in the southern 
Powder River Basin that initially 
flowed 1.763 Mbbl of oil, 1.585 
MMcf of gas and 2.918 Mbbl 
of water per day. The #20H BB 
19-35-70 USA B TR is in Sec-
tion 19-35n-70w in Converse 
County, Wyo. Production is 
from a lateral in Turner that was 
drilled to the south to 22,160 ft 
(11,478 ft true vertical) with a 
bottomhole location in Sec-
tion 31-35n-71w. It was tested 
on a 44/64-in. choke following 
30-stage fracturing between 
11,919 and 22,022 ft.

6 Whiting Oil & Gas Corp., 
based in Denver, completed an 
Upper Three Forks and a Middle 
Bakken well from a drillpad in 
the Truax Field portion of Wil-
liams County, N.D. The pad is 
in Section 17-154n-97w. The 
#11-17-4H Vance was drilled to 
22,449 ft, 10,950 ft true vertical, 
and bottomed in Section 6-154n-
97w. It was tested flowing 2.048 
Mbbl of oil, 4.33 MMcf of gas 
and 1.65 Mbbl of water per day 
from fractured Middle Bakken 
perforations at 11,510-22,252 
ft. The #11-17TFHU Vance 
was drilled to 21,749 ft, 11,031 

ft true vertical, and it bottomed 
in Section 5-154n-97w. It was 
completed in Upper Three Forks 
flowing 1.166 Mbbl of oil, 3.076 
Mcf of gas and 1.8 Mbbl of 
water per day. Production is from 
perforations at 11,740-21,408 ft.

7 Continental Resources 
Inc. completed a Middle Three 
Forks producer and a Middle 
Bakken producer from a Dim-
mick Lake Field pad in Section 
1-150n-97w in North Dakota’s 
McKenzie County. The #5-1H2 
Ravin was drilled to 21,475 ft, 
11,024 ft true vertical, and bot-
tomed in neighboring Section 

12-150n-97w. It produced 911 
bbl of oil, 1.824 MMcf of gas 
and 2.228 Mbbl of water per 
day. It was tested on a 20/64-in. 
choke, and the flowing casing 
pressure was 990 psi. Production 
is from perforations in Middle 
Three Forks at 11,354-21,475 ft, 
and it bottomed in Section 12. 
The #9-1H Ravin was drilled to 
21,405 ft, 10,912 ft true verti-
cal, and was tested flowing 2.178 
Mbbl of oil with 6.124 MMcf of 
gas and 1.687 Mbbl of water per 
day from Middle Bakken. The 
21,405-ft well has a true vertical 
depth of 10,912 ft, and it also 
bottomed in Section 12. It was 
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tested on a 30/64-in. choke, and 
production is from perforations 
at 11,254-21,420 ft. Continen-
tal’s headquarters are in Okla-
homa City.

8 In Section 4-15n-95w of 
McKenzie County, N.D., Hess 
Corp.  completed two Blue 
Buttes Field wells. The #151-95-
3328H-12 BB-Eide was drilled 
to 21,190 ft, 10,601 ft true ver-
tical. It produced 2.943 Mbbl of 
oil, 4.492 MMcf of gas and 1.587 
Mbbl of water per day from Mid-
dle Bakken at 10,820-21,005 
ft. It was tested on a 40/64-in. 
choke, and the flowing tubing 

pressure was 2,208 psi. About 
50 ft to the southwest on the pad, 
#151-95-3328H-13 BB-Eide was 
drilled to 21,190 ft, 19,606 ft true 
vertical, and flowed 3.49 Mbbl of 
oil, 3.871 MMcf of gas and 2.169 
Mbbl of water per day from 
Three Forks at 10,964-21,050 
ft. Gauged on a 42/64-in. choke, 
the flowing tubing pressure was 
1,673 psi. Hess is based in New 
York City.

9 Two Alkali Creek Field-Wil-
liston Basin completions in 
Mountrail County, N.D., were 
announced by Hess Corp. The 
wells were drilled from a pad 

in Section 18-154n-94w in. The 
#154-94-1930H-7 EN-Thomp-
son Trust produced 3.426 Mbbl 
of oil, 5.654 MMcf of gas and 
2.45 Mbbl of water per day from 
Three Forks. Drilled to 21,420 ft, 
the true vertical depth is 10,595 
ft. It was tested on a 30/64-in. 
choke, and the flowing tubing 
pressure was 2,347 psi. Produc-
tion is from fractured perfora-
tions at 11,007-21,420 ft. The 
#154-94-1930H-8 EN-Thomp-
son Trust initially flowed 3.581 
Mbbl of oil, 5.267 MMcf of gas 
and 1.849 Mbbl of water per 
day. Production is from Middle 
Bakken perforations at 10,925-
21,285 ft. It was drilled to 21,260 
ft, 10,590 ft true vertical.

10 ConocoPhillips has 
filed Notices of Staking with the 
Bureau of Land Management 
for nine exploratory delineation 
tests in the National Petroleum 
Reserve-Alaska on the North 
Slope. According to IHS Markit, 
four of the nine ventures are on 
the Houston-based company’s 
Harpoon prospect in Umiat 
Meridian: #1 Harpoon, Section 
33-8n-4w; #2 Harpoon, Section 
30-7n-3w; #3 Harpoon, Sec-
tion 7-6n-4w; and #4 Harpoon, 
Section 29-7n-4w. No wells 
have been drilled in townships 
6-8n, ranges 3-4w. Five of the 
nine ventures are delineation 
tests for the company’s Willow 
Field area: #18 Tinmiaq, Section 
10-8n-1w; #19 Tinmiaq, Section 
3-10n-2w; #20 Tinmiaq, Section 
6-9n-1e; #22 Tinmiaq, Section 
15-11n-1w; and #24 Tinmiaq, 
Section 35-11n-1w. The Har-
poon prospect is southwest of the 
company’s Willow accumulation, 
which lies about 28 miles west of 
the Alpine Central Facility and 
may contain 400-750 MMbbl of 
recoverable oil in Nanushuk. The 
Houston-based company opened 
Willow Field with #2 Tinmiaq 
in Section 34-10n-1w that had 
a sustained 12-hour rate of 3.2 
Mbbl of 44-degree-gravity oil, 
1.263 MMcf of gas and 443 bbl 
of water from Nanushuk.
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1 U.K.
Premier Oil announced results 
from an offshore U.K. well, 
#42/28d-14-Tolmount East in 
P1330, Block 42/28d. The ven-
ture is in the U.K. Southern Gas 
Basin and was targeting 220 
Bcf of P50 gross resources in an 
undrilled area 4 km east of the 
field. The well penetrated 241 
ft of gas-bearing, high-quality 
Leman Sands with a net-to-gross 
ratio of 71%, porosity of 16% 
and gas saturation of 82%. No 
gas/water contact was pene-
trated. Wireline logging included 
extensive pressure data and fluid 
sampling. The data will now be 
integrated with a recent 3-D seis-
mic data set as part of the devel-
opment planning for Tolmount 
East. According to the company, 
well results also have positive 
implications for other targets 
within the Greater Tolmount 
area, including Tolmount Far 
East and the Mongour discovery. 
London-based Premier holds a 
50% operated interest.

2 Norway
Equinor has reported that it and 
partners Aker BP and Welles-
ley Petroleum have discov-
ered gas with their exploration 
well, #6507/2-5S Orn, in Block 
6507/2, PL942, southwest of 
Marulk Field in the Norwe-
gian North Sea. According to 
the Stavanger-based company, 
the recoverable resources are 
estimated at 50-88 MMboe. 
The #6507/2-5S Orn is the first 
exploration well in PL942. It 
was drilled to 4,147 ft and bot-
tomed in early Jurassic Tilje. 
Water depth in the area is 332 
m. The well has been perma-
nently plugged and abandoned. 
Equinor is the operator with 
40% interest in partnership 
with Aker BP holding 30%, and 
Wellesley with 30%.

3 Gabon
BW Energy announced results 
from an oil discovery in the off-
shore Gabon’s Dussafu Marin 
Block and a sidetrack appraisal 
well, #1STS1 DHIBM. The dis-
covery well, #1-DHIBM was 
drilled in 116 m of water to 
3,538 m into the pre-salt Gamba 
reservoir. Both the original dis-
covery well and sidetrack have 
encountered oil columns with 
excellent reservoir properties, 
and the current estimate of gross 
recoverable oil at Hibiscus updip 
is 40-50 MMbbl of oil. The 
sidetrack was drilled to 3,500 
m and encountered a 33-m oil 
column with 26 m of oil pay in 
the Gamba reservoir with better 
reservoir characteristics and a 
similar fluid level to that encoun-
tered at #1-DHIBM. BW Energy, 
based in Libreville, is the opera-
tor of the Dussafu Marin Conces-
sion and #1-DHIBM with 66.6% 
interest in partnership with 
Panoro holding the remaining 
33.3%.

4 India
Oil India Ltd. announced a 
Kumchai Field oil discovery 
in India’s Arunachal Pradesh 
state. The company announced 
that #15-KMC-15, drilled in 
Ningru PML Block, Chang-
lang District, is producing 200 
bbl of oil per day. The well was 
drilled to 4,219 m. In addition, 
the Duliajan, India-based com-
pany reported results from a 
workover at #5-KMC that was 
tested flowing 270 bbl of oil 
per day. Oil India is planning a 
five-well exploration program 
in Rajasthan with two wells in 
its OALP-1 Block and three 
wells in the RJ/ONHP/2017/8 
(South  Baghewala)  Block 
and  the  3 ,012-sq-km RJ /
ONHP/2017/9 (Siyasar) Block 
at South Baghewala adjacent to 
the Indo-Pakistan border. The 
planned depth of the wells in 
the South Baghewala Block and 
Siyasar Block are 1,200 m.
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Ecuador, one of the smallest producing members 
at about 545,000 barrels of oil per day, plans to 
exit OPEC as of January 2020. The decision to 

withdraw from OPEC is based on the issues and internal 
challenges related to fiscal sustainability, the Ministry of 
Petroleum announced. This measure is in line with the 
national government’s plan to reduce public spending and 
generate new income.

In early 2019, the Ecuadorian government appealed 
to OPEC for permission to produce above its oil quota, 
which had been reduced in compliance with the OPEC 
agreement to cut output by 1.2 million barrels per day 
(bbl/d), but the request was not answered. A $4.2 billion 
agreement was reached with the International Monetary 
Fund that provided an immediate $652 million disburse-
ment and the possibility of another $6 billion in loans.

The country’s prospects are improving due to output 
from its Ishpingo-Tambococha-Tiputini Block, which 
is currently producing 82,658 bbl/d. The production is 
likely to provide approximately $603 million to the gov-
ernment in 2020. Other possible positive moves include 
incentives for foreign and domestic operators and the pro-
motion of private companies taking over state companies.

This will be Ecuador’s second departure from OPEC. 
It joined in 1973, then quit in 1992 and rejoined in 2007.

—Larry Prado
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5 Indonesia
West Natuna Exploration 
Ltd. has scheduled two offshore 
Indonesia wells to be drilled in 
the Duyung Block in the West 
Natuna Basin. One appraisal 
well will test the intra-Muda 
sandstone reservoir in the south-
ern area of the Mako Field and 
an exploration well to test the 
Tambak Prospect in the central 
area of the Mako gas field. West 
Natuna is the operator of the 
Duyung Block where the Mako 
gas field is located. West Natuna 
is based in Jakarta.

6 Indonesia
Interra Resources is under-
way at onshore exploration well 
#1-KP in Kalimantan, Indonesia. 
The well will be drilled to 1,100 
m to test a number of prospec-
tive oil reservoirs. According to 
the company, the initial interest 
began when examining contem-
poraneous drilling and produc-
tion reports, and that there were 
numerous, oil-producing wells 
in the area operated by Royal 
Dutch Shell before World War 
II. Based on the data obtained, 
there are three prospective oil 
reservoirs, a shallow clastic sand-
stone (Warukin) and two deeper 
limestones (Upper and Lower 
Berai). Interra has acquired 
high-quality, 2-D seismic data, 
which indicate potential oil res-
ervoirs at depths of 900-1,100 
m. Singapore–based Interra 
Resources is the operator of the 
Kuala Pambuang Block and well 
with 67.5% interest in the explo-
ration and operating rights, with 
the remaining interest held by 
local entities.

7 Australia
Buru Energy has spudded 
exploration well #1-Miani in 
Western Australia’s onshore Pro-
duction License L8. The well has 
a planned depth of 2,400 m and 
will be testing conventional oil in 
a stratigraphic trap. According to 
the West Perth-based company, 
the trap was interpreted to have 
been formed by a fault bounded 
collapse feature enhanced by 
hydrothermal dolomitization of 
Nullara reefal carbonates. The 
structure is well defined by 3-D 
seismic data and is analogous to 
features in major North Amer-
ica oil and gas accumulations. 
The feature being tested has 
the potential to hold significant 
resources of conventional oil in a 
new play type where in Australia 
where Devonian reefs have these 
features in a setting to be directly 
charged with oil. Buru Energy 
has 100% equity in the well and 
in L8.

8 Australia
Denver-based Falcon Oil & 
Gas has spud exploration well 
#1-N2 Kyalla 117 in the Bee-
taloo Sub-Basin in Australia’s 
Northwest Territory. It is the first 
well in the second stage of the 
company’s drilling program and 
is targeting Kyalla Shale, a liq-
uids-rich gas play. The venture 
is in Exploration Permit 117, 
and a vertical pilot hole will be 
drilled to approximately 1,750 m. 
A horizontal section is planned 
for approximately 1,000 m that 
will be stimulated and produc-
tion-tested to assess hydrocarbon 
maturity, saturation and reservoir 
quality. Origin Energy will be 
the operator with a participat-
ing interest of 70%, and Falcon  
Oil & Gas holds the other 30% 
participating interest in the Bee-
taloo Exploration Permits 76, 98 
and 117.

9 Australia
Opera tor  Beach Energy 
announced new gas discovery at 
#1DW1-Dombey in the Otway 
Basin in South Australia. The 
Penola Trough venture hit gas 
in the targeted Pretty Hill For-
mation with a 44.5-m gross gas 
column and an estimated net pay 
thickness of 25 m. The well was 
drilled to 3,384 m and formation 
evaluation is underway. Further 
testing and analysis are required 
to establish commerciality. Ade-
laide-based Beach holds a 70% 
interest with partner Cooper 
Energy a 30% interest holder in 
PEL 494.

10 Japan
Japan Petroleum Explora-
tion Co. has reported initial 
results from an exploration well 
in the offshore Hidaka area of 
Hokkaido. The well was drilled 
to 2,530 m and had a stable, but 
unreported gas flow. Area water 
depth is 1,070 m. The Tokyo-
based company obtained a vari-
ety of geological data and also 
performed a production test in 
a probable gas reservoir. Addi-
tional testing is planned. Japan 
Petroleum is the operator of the 
well and the exploration area 
with 100% interest.
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NEW FINANCINGS

Markets are sometimes largely inflexible. Unless 
one has the right product in the right place at 
the right time, it’s tough—if almost impossi-

ble—to make headway. But if you can meet certain cri-
teria, market momentum may move from slim pickings 
to something more meaningful.

Energy Spectrum Partners, in a regulatory filing 
with the SEC, said it raised just shy of $950 million 
in its eighth fund, Energy Spectrum Partners VIII LP. 
The midstream capital provider has a hard cap of $1.3 
billion on the fund. This compares to the $1.225 bil-
lion raised in its seventh midstream private-equity 
fund, which closed in November of 2014.

Energy Spectrum has made investments from its lat-
est fund in various midstream portfolio companies, in-
cluding affiliates of Frontier Energy Services, Taproot 
Energy Partners and Pinnacle Midstream II.

In the upper echelons of the oilfield sector, Schlum-
berger Ltd. turned to the Euro-denominated market for 
remarkably inexpensive financing. It issued EUR 500 
million of 0% notes due 2024, EUR 500 million of 
0.25% notes due 2027 and EUR 500 million of 0.50% 
notes due 2031. Subsequently swapped into U.S. dol-
lars, the notes have a weighted average interest rate of 
2.52%.

—Chris Sheehan

SLIM PICKINGS IF NOT  
THE RIGHT PRODUCT 

EQUITY
Company Exchange/

Symbol
Headquarters Amount Comments

Energy Spectrum Partners N/A Dallas $950 million Regulatory filing with the SEC indicates that Energy Spectrum Partners VIII has 
raised roughly $950 million. Hard cap on fund VIII is $1.225 billion.

DEBT

Royal Dutch Shell Plc NYSE: RDSA The Hague, 
Netherlands

$4 billion A subsidiary of Royal Dutch Shell Plc priced $4 billion worth of senior notes 
via a $1.5 billion offering and two $1.25 billion offerings. It expects to use the 
proceeds for general corporate purposes. It priced three tranches: $1.25 billion of 
2% senior notes due 2024 at 99.716 to yield 2.06%; $1.5 billion of 2.375% senior 
notes due 2029 at 99.294 to yield 2.455%; and $1.25 billion of AA-/Aa2 rated, 
3.125% senior notes due 2049 at 98.466 to yield 3.205%.

Schlumberger Ltd. NYSE: SLB Houston EUR 1.5 billion 
($1.65 billion)

Issued EUR 500 million of 0% notes due 2024, EUR 500 million of 0.25% notes 
due 2027 and EUR 500 million of 0.5% notes due 2031. These notes were sub-
sequently swapped into U.S. dollars with a weighted-average interest rate of 
2.52%.

Baker Hughes Co. NYSE: BKR Houston $525 million Priced $525 million of 3.138% senior notes due 2029 at par to yield 3.138%. 
Proceeds from the offering will be used to redeem the $520 million outstanding 
of its 3.2% notes due August 2021.

National Oilwell Varco Inc. NYSE: NOV Houston $500 million Priced $500 million of 3.6% senior notes due 2029 at 99.265 to yield 3.688%. 
Proceeds from the offering will be used to redeem a portion of its 2.6% notes 
due December 2022. Barclays Capital Inc., J.P. Morgan Securities and 
Wells Fargo Securities are joint book-running managers.

Patterson-UTI Energy Inc. NYSE: PTEN Houston $350 million Priced $350 million of 5.15% senior notes due 2029 at 99.794 to yield 5.178%. 
Proceeds from the offering will be used to repay the company’s Series B notes 
under a term loan agreement and for general corporate purposes. Goldman 
Sachs, RBC Capital Markets, Scotia Capital (USA) Inc. and Wells Fargo 
Securities are joint book-running managers.

Viper Energy Partners LP NASDAQ: 
VNOM

Midland, Texas $500 million Priced at par an offering of $500 million aggregate principal amount of its 
5.375% senior notes due 2027 representing a $100 million upsize from the 
previously announced size of the offering. The notes are being sold to qualified 
institutional buyers pursuant to Rule 144A under the Securities Act of 1933, 
as amended, and to certain non-U.S. persons outside the U.S. in accordance 
with Regulation S under the Securities Act. The notes will be issued under a 
new indenture and will rank equally with Viper’s other senior indebtedness. Net 
proceeds to Viper from the offering will be approximately $492 million. Viper 
intends to loan the proceeds from the offering to Viper Energy Partners LLC.

Bison Oil & Gas Partners 
II LLC

N/A Denver $155 million Closed a $155 million term loan facility with Varde Partners. The proceeds 
will be used to fund Bison’s ongoing drilling program and the expansion of 
Bison’s rural asset base in the Denver-Julesburg Basin to repay existing debt 
and to provide a distribution to Bison’s equity holders.
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The industry will be slowing down in 
2020, that’s plain to see. It’s probably 
a good thing, although not an exciting 

situation that will generate splashy headlines; 
it may not get investors’ hearts to beat faster 
and open their wallets yet either. Third-quar-
ter conference calls indicated prudence reigns 
among the E&Ps, and most people would say 
thank you and amen to that.

In most basins, the above-ground con-
straints of pipeline and gathering bottlenecks 
are coming to an end this year, so the E&P 
companies will have to rein in spending by 
their budget decisions as they plot their 2020 
strategy, instead of due to bottlenecks. The 
go-go years of the early shale days have giv-
en way to a slo-mo pace: Keep production 
flat, or at the least, keep growth subdued and 
within cash flow.

That’s happening.
A Seaport Global Securities report on the 

third quarter said it is using $50 per barrel 
(bbl) as the long-term price (down from $55/
bbl previously). “Spoiler alert: NAVs are 
dropping like they’re hot—but it’s needed. 
Investors are clearly viewing these compa-
nies with a more critical eye today than they 
did in years past.”

Bob Brackett, analyst at Bernstein Re-
search, advised in a note back in March 2018 
that U.S. shale growth players should “dis-
cipline your kids now, or the world will do 
it for you later.” Any parent of a preteen will 
relate to that one.

Brackett’s warning has come to pass. The 
banking and investment world has certainly 
imposed discipline, and it’s been painful. No 
one likes to be grounded. When a well-regard-
ed executive with a great track record, exhib-
ited by more than a $1 billion-plus exit and 
restart, cannot get his old bank to give him 
an RBL, you know the world has changed. 
Even private-equity-backed companies now 
speak about paying dividends to their inves-
tors while extending the exit timeline.

One CEO remarked to us that every time 
he raises his head above the foxhole, he gets 
shot at, so he is lying low and just trying to 
control whatever he can, such as G&A and 
other spending line items.

Can we look to executives who have seen 
it all and endured through all the cycles, and 
done so successfully? Yes. We like the mot-
to of Midland-based Henry Resources Inc. 
chairman Jim Henry, who says, “I would 
rather be around than rich.”

That reminds us of the old oilfield saying, 
“Do what you can to make sure your name is 
still listed in the phone book.”

Henry Resources has never operated by 
debt-fueled activity. It has always worked 
within cash flow. At our recent Executive 
Oil Conference in Midland, Henry Resourc-
es president David Bledsoe explained the 
private company’s philosophy. The care for 
employees and the community was evident. 
The production growth rate is done at a cash-
flow-neutral pace. Any increase in net wells 
drilled must be proportional to company 
revenues generated. Learnings from science 
wells concerning well spacing and comple-
tions are examined and applied to the next 
few wells, then rinse and repeat.

That’s worked out pretty well—Henry and 
his wife have donated some $30 million to 
Midland charities over the years. And in No-
vember, the company celebrated 50 years in 
business.

When Ben Franklin exited the Consti-
tutional Convention at Independence Hall 
in 1787, someone asked him what kind of 
government the representatives had created. 
“A republic, if you can keep it,” he replied. 
That’s turned out to be a big if that has re-
quired constant, dedicated work.

True, fomenting the revolution, whether 
political or shale, is exhilarating and daring 
and frightful. Keeping what you have won 
afterward is a different skill entirely. It’s like 
the genius at political debates and stump 
speeches, and full of charisma, who can win 
an election handily but then gets bogged 
down in the daily business of governing.

Lately we have seen a few rare hints of 
better things to come, although it may be 
more the outgrowth of wishful thinking. For 
example, here’s Tudor, Pickering, Holt & 
Co. in November: “Dare we say it? Our two-
day trip to the West Coast felt almost opti-
mistic, as the collapse in available liquidity 
for many upstream companies may finally 
draw to an end a decade-plus of uneconomic 
growth (that has been fueled by a seemingly 
endless pool of capital readily provided by 
the markets).

“Ultimately, this should lead to slow-
er U.S. growth for both oil and gas and, in 
our view, an acceleration of M&A over the 
next 12 months. While 2020 macro dynam-
ics remain challenging, given non-OPEC 
supply ramp for oil and current imbalances 
on gas, clients in this market are starting to 
look through next year and thinking about 
the upside potential in 2021-plus. [Italics are 
mine.] Names most often discussed included 
CVX, COP, EOG, CXO and COG.”

At this point, any whiff of optimism would 
seem like a breath of fresh air.

GO-GO BECOMES  
SLO-MO

LESLIE HAINES,
EXECUTIVE EDITOR-
AT-LARGE

AT CLOSING








