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This is an example of the type of research for TST Oil 
Prices.  The research is organized based upon the Oil 
Price Drivers Taxonomy.  We are in the process of 
editing it to conform to the standards for research that is 
part of the system. 

 



 
 

Drivers of US Production 

 

NO. CATEGORY DESCRIPTION

1 Rig Count Number of rigs employed (raw rig count).

2 Drilling Speed
Speed  rigs drill wells on average (affected by time 
lost moving location+ setting up, incidents causing 
stoppages and type of rock drilled through).

3 Rig Productivity Rig efficiency & capability (maximum operating 
depth and available horsepower).

4 Well Dimensions  Average vertical depth of wells drilled and length 
of horizontal sections.

5 Completion Speed
Speed with which wells, once drilled, are pressure 
pumped and completed, so they can start 
producing.

6 Rock Quality Quality of  rock in neighbourhood of newly drilled 
& completed wells, affecting production rates.

7 Stages Average number of stages fractured in each well 
(which can range from 10 to 30 or more).

8 Production & 
Decline Rates

Average production from wells during first 30 or 60 
days & decline rates thereafter as natural energy 
in reservoir falls.

9 Old Wells

Decline rates on production from old wells 
(average age and decline rates on the stock of 
existing wells drilled in both shale plays and 
conventional oil fields).

10 Wellhead Prices Wellhead oil prices relative to the full life-cycle 
breakeven costs of drilling new wells



 
  



LTO/Shale Q Peak 

Rank: 1 

Description: USA LTO/ Shale production will peak as delay in completions matches rig 
count, which has been reduced by 50% during past 5 months of declining oil prices. 

Impact: USA LTO/Shale oil and NGL liquids will peak in April/May 2015 with ensuing 
natural decline rate upwards of 70% for wells brought online within past year. Overall 
impact to USA production will be to establish a new base decline approaching 20% per 
annum for all USA production as producers constrict budgets going forward. This 
reduction in production will slowly erode away the Saudi’s swing capacity of 2.1 million 
bbl/d within one year. (April//May 2016) 

Probability: 90% if oil prices stay within $40-60 / WTI bbl range 

Drilling Treadmill Without Capital 

Rank: 2 

Description: With WTI oil prices projected to be fluctuating in the $40-60 range, most 
all operators have adjusted 2015 capital budgets downward. 2016 year budgets (and 3 
year plans) are currently being developed and most likely will continue to be adjusted 
downward to reflect current supply/demand conditions. 

Impact: Worldwide supply is expected to match increasing demand in late 2015-early 
2016.  Once balanced, upward forces on oil price will exist as no swing production is 
available to meet increasing demand, thus under supply will then become the macro 
driver for oil price. 

Probability: 90% if oil prices stay within $40-60 / WTI bbl range 

Most Misleading Data 

Driver: Rank: 3 

Description: Worldwide storage volumes are increasing as all countries/ producers play 
the oil price contango. 



Impact: No oil producing country to date has shown any indication to limit production 
and has allowed market forces to prevail with over production, thus placing downward 
pressure on oil prices. As both onshore and offshore storage reaches capacity, downward 
pressure will be placed on oil prices in the short term, although Cushing utilization 
remains within “normal swing cycle” volumes. Impact most likely has been factored into 
near term prices. 

Probability: 50%  

EIA Weekly Update: 

U.S. crude oil imports averaged 7.4 million barrels per day last week, down by 104,000 
barrels per day from the previous week. Over the last four weeks, crude oil imports 
averaged about 7.3 million barrels per day, 1.0% below the same four-week period last 
year. Total motor gasoline imports (including both finished gasoline and gasoline 
blending components) last week averaged 443,000 barrels per day. Distillate fuel imports 
averaged 348,000 barrels per day last week.  

U.S. commercial crude oil inventories (excluding those in the Strategic Petroleum 
Reserve) increased by 8.2 million barrels from the previous week. At 466.7 million 
barrels, U.S. crude oil inventories are at the highest level for this time of year in at least 
the last 80 years. Total motor gasoline inventories decreased by 2.0 million barrels last 
week, but are well above the upper limit of the average range.  

While inventory is high, Cushing utilization has increased but is not maximized to date. 

 



Crude Imports 

USA crude imports are up 6.5% from one year ago at 7.3 million bbl/d of which 1.94 is 
refined and exported, for a net domestic import consumption of 5.36 million bbl/d. Total 
domestic product delivered is 18.661 million bbl/d with domestic production at 9.42 
million bbl/d. 

Production Peaks 

Data suggests that USA production peaks in April 2015 at 9.4 million bbl/d as a result of 
reduced drilling, primarily onshore horizontal. 5.5 million bbl/d of USA production is 
currently from “Light Tight Oil” LTO or unconventional with relatively expensive 
horizontal completions with multiple (15-30 stimulations or “stages” @ $100,000 
per stage) fracture stimulations required. Total well costs can range from 
$6-10 MM.  

Horizontal Completions 

Horizontal completions take 3-4 months post drilling rig release from wellsite, and thus 
the delay in production does not occur as immediate as rig count has been reduced. This 
effect catches up in March/ April as the well “treadmill” begins to slow down and new 
well completion production is less than legacy production decline. “Normal” initial 
production decline for unconventional oil shale can decline as much as 
70% in year one.  
 

 



 
Gulf of Mexico (GOM) deepwater work continues as the majors have committed to the 
multi billion dollar developments prior to the oil collapse in 2014. While 2015 budgets 
are being adjusted downward, impact on GOM production most likely will not be 
impacted until 2016 and beyond if oil prices remain in the $50-$60 range.  GOM shelf 
and deepwater currently produces 1.3 million bbl/d. 

  



Alternative Fuels 
Storage 

Storage around the world is close to capacity as all producers continue to 
play the contango of low spot prices versus future contracts of greater 
value.  

Inventories 

14. U.S. commercial crude oil inventories (excluding those in the Strategic 
Petroleum Reserve) increased by 8.2 million barrels from the previous 
week. At 466.7 million barrels, U.S. crude oil inventories are at the highest 
level for this time of year in at least the last 80 years. Total motor gasoline 
inventories decreased by 2.0 million barrels last week, but are well above 
the upper limit of the average range.  
 

 

New Technology 

 

Sources: 

 

a. http://www.eia.gov/analysis/requests/ndaa/ 
 

b. http://ir.eia.gov/wpsr/overview.pdf 
 

c. http://www.eia.gov/petroleum/drilling/pdf/dpr-full.pdf 
 

d. http://www.pennenergy.com/articles/pennenergy/2015/03/russian-oil-
production-giant-oil-output-to-drop-8-percent.html 
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e. http://www.eia.gov/todayinenergy/detail.cfm?id=19911 
 

f. http://www.eia.gov/countries/country-data.cfm?fips=ir 
 

g. http://www.opec.org/opec_web/static_files_project/media/downloads/
publications/MOMR_February_2015.pdf 

 

Why Goldman Sachs Is Dead Wrong About $20 Per Barrel Crude Oil  

Sep. 17, 2015 9:16 AM ET Force Majeure  

Summary 

Crude oil surged 6% to $47.15/barrel on Wednesday after the EIA reported a larger-than-
expected 2.1 million barrel storage withdrawal last week, reducing the storage surplus to 
under 100 million barrels.  Despite a three-week rally of over 25%, Goldman Sachs 
recently slashed its 2016 crude oil price target to $45/barrel with a worst-case scenario of 
$20/barrel oil.  

Based on my analysis of storage, supply, and demand, I expect Goldman's targets to be 
significantly biased to the downside. This article presents analyses in favor of higher oil 
prices.   

My trading strategy and current holdings are discussed in detail.  

Oil surged 5.7% yesterday after the EIA reported a larger-than-expected 2.1 million 
barrel storage withdrawal in its weekly inventory report with the commodity settling at 
$47.15/barrel, its highest closing price in over a week. Crude oil is now up over 25% in 
three weeks since oil reached a low under $38/barrel.  Investor enthusiasm was fueled by 
evidence that the long-standing supply glut may finally be easing as continued declines in 
domestic production tightened the supply/demand balance. Nonetheless, there are those 
who continue to foresee prolonged weakness in the sector.  

For example, Goldman Sachs just three days ago lowered its 2016 forecast for WTI 
prices from $57/barrel to $45/barrel and stated that $20/barrel oil was a "possibility"--the 
latter of which stole headlines across the financial sector and contributed to an early-
week 4% drop in oil prices. While Goldman has admittedly been on the spot so far in 
calling for prolonged crude oil weakness, I believe that this latest call was exceptionally 

http://www.eia.gov/todayinenergy/detail.cfm?id=19911
http://www.eia.gov/countries/country-data.cfm?fips=ir
http://www.opec.org/opec_web/static_files_project/media/downloads/publications/MOMR_February_2015.pdf
http://www.opec.org/opec_web/static_files_project/media/downloads/publications/MOMR_February_2015.pdf


short-sighted and will ultimately prove to be a gross undercutting of what I expect to be a 
sustained rally in crude oil prices. This articles highlights three pieces of data that support 
continued strength in the crude oil sector and why crude oil will not see $40/barrel again 
this year, much less $30 or $20. 

Oil bears continue to tout Figure 1 below which shows the overwhelming oil storage surplus 

versus the 5-year average as evidence for continued weakness in the market. 

(cl ick to enlarge) 

Figure 1: Crude oil storage surplus versus the 5-year average since January 2014 showing 
rapid increase in storage surplus beginning in December 2014. [Source: Graph is my own, 
data source: EIA] 

As of the week ending September 11, the crude oil surplus sits at 99.5 million barrels, 
down from 101.2 million barrels last week. What this figure fails to show, however, is the 
evolving supply and demand dynamics. Because domestic crude oil demand is strong, but 
comparatively inelastic compared to supply, I will focus on the latter, which I believe will 
be the driving force in the oil sector over the next six months. Domestic oil supply is 
made up of domestic production plus imports. 

Since peaking in early June at 9.61 million barrels per day, estimated domestic oil 
production has been in a steady decline, dropping 11 out of the last 14 weeks. As of 

http://www.eia.gov/petroleum/supply/weekly/
https://staticseekingalpha.a.ssl.fastly.net/uploads/2015/9/17/31843695-14424633118676066-Force-Majeure_origin.png


the week ending September 11, US oil production was 9.117 million barrels per day, 
a decline of 493,000 barrels per day from its June peak. This amounts to 3.45 million 

barrels per week. The decline in domestic production is shown in Figure 2 below. 

(cl ick to enlarge) 

Figure 2: Crude oil domestic production over the past year showing peak in June and early 
July followed by a steady decline that has shaved nearly 500,000 barrels per day. [Source: 
Graph is my own, data source: EIA] 

At 9.117 million barrels per day, crude oil production is the lowest that it has been since 
the week of November 28, 2014. Let's return again to Figure 1 above that showed the 
current oil storage surplus. Note that for the first half of the chart, the surplus remained 
largely unchanged at between 0 and 20 million barrels of oil before abruptly taking off 
and rocketing to greater than 110 million barrels in less than 6 months. This "take-off" is 
that tipping point when the forces of supply and demand became catastrophically 
unbalanced.  Coincidentally, that tipping point was right around November 28, 2014, the 
same date when production exceeded 9.1 million barrels per day.  Figure 3 below 
combines Figures 1 and 2 to illustrate how the storage surplus appeared to accelerate 
once domestic production exceeded 9.1 million barrels per day. 

https://staticseekingalpha.a.ssl.fastly.net/uploads/2015/9/17/31843695-14424633441190293-Force-Majeure_origin.png


(cl ick to enlarge) 

Figure 3: Overlay of Figure 1 and Figure 2 showing that estimated domestic production of 
9.117 million barrels per day is the lowest since November 28 2014. As production increased 
above this level into January and February, the storage surplus which had been stable to that 
point, exploded higher gaining nearly 100 million barrels in 6 months. This implies that as 
production declines below 9.1 million barrels per day, the storage surplus will inevitably 
contract, provided that imports and demand remain static. [Source: graph is my own, data 
source: EIA] 

Thus, domestic production of around 9.1 million barrels per day appears to represent a 
balancing point between domestic supply and demand where storage levels keep pace 
with their averages. Any higher, and supply begins to outweigh demand and the storage 
surplus will increase. And any lower? Perhaps the market will become disconnected 
again, but with demand outweighing supply leading to a rapid contraction of the storage 
surplus. 

To determine production going forwards, we can look at the oil rig count. Figure 4 below shows 
the rig count as reported by Baker Hughes over the past 18 months. 

https://staticseekingalpha.a.ssl.fastly.net/uploads/2015/9/17/31843695-14424633760030365-Force-Majeure_origin.png


(cl ick to enlarge) 

Figure 4: Plot of Baker Hughes Rig count since 2014 showing rapid 60% decline from 
November 2014 to June 2015 followed by a failed recovery. [Source: graph is my own, 
data source: Baker Hughes] 

Over the last year, the oil rig count has tumbled from around 1600 to the mid-600s, a 
drop of 60% that mirrored the swandive in oil prices. Unlike the last great oil collapse of 
2008-2009, this decline in the rig count did not end with a V-shaped recovery that saw oil 
production reach new highs within 6 months. Indeed, after bottoming at 626 the week 
ending June 26, the rig count staged a small recovery, gaining 50 rigs to 674 as oil prices 
climbed back above $60/barrel. However, as oil prices took out the $50/barrel level and 
then $40/barrel, the rig count has again turned lower as domestic oil producers have been 
forced to shutter production due to mounting financial losses. After dropping 10 rigs last 
week, the rig count now sits at 652, just 26 rigs off the lows. In fact, when the natural gas 
rig count is included--which is pertinent given the increased importance of associated oil 
production in gas rigs--the total rig count sits at just 848, which beats the June 26 total 
count of 856 and is the lowest since--get this--December 13, 2002. 

My point is that crude oil production is unlikely to bottom any time soon. In fact, as 
Figure 4 shows, the crude oil rig count began its abrupt downturn in December 2014 
while, as Figure 2 shows, production did not begin declining until June 2015, a span of 
around 6 months. If we therefore assume a change in rig count is not "realized" for about 
six months, current production levels only correspond to the rig count from mid-March 

http://www.bakerhughes.com/rig-count
https://staticseekingalpha.a.ssl.fastly.net/uploads/2015/9/17/31843695-14424634062829056-Force-Majeure_origin.png


2015 when the rig count was around 866. Thus, even if the rig count were to flatline here 
and not drop further, there is still another 200+ rig drop for production to "see." Doing a 
little back-of-the-envelope math, if production has dropped 493,000 barrels per day off a 
750 rig drop (1600 to 866), a further drop of 200 barrels would correspond to an 
additional 150,000 barrels per day of lost production. And again, this assumes that the rig 
count drops no further. Given that oil prices remain under $50/barrels and that there is 
also a delay between oil prices and rig count response, I expect the rig count to drop 
under 600 over the next month or two. As a result, I expect domestic oil production to 
drop well-under the 9 million barrel per day threshold by the end of 2015. 

Returning to Goldman Sachs and its prediction of $45/barrel oil--and maybe-$20/barrel 
oil--the company stated that in order to avoid these persistently weak prices, US oil 
production would need to fall by 585,000 barrels per day and worldwide non-OPEC 
demand by 220,000 barrels per day in order for the supply surplus to end by 4Q 2016. 

While it is somewhat unclear from what threshold this necessary domestic decline is 
from, it is implied that it is from peak production, or 9.61 million barrels per day. Thus, 
per Goldman, production would only need to slide to around 9.025 million barrels per 
day domestically for the storage surplus to be erased in a year. This correlates well with 
my discussion above about the 9.1 million barrel per day level being a threshold point of 
supply/demand balance. 

As of last week, domestic production at 9.117 million barrels per day is already within 
92,000 barrels per day of Goldman's surplus-erasing target domestic production level. 
Further, with at least 150,000 barrels per day production to go as discussed above, I 
expect US production declines to ultimately reach Goldman's target for domestic 
production AND the 220,00 non-OPEC worldwide production decline target. As a result, 
I expect that the storage surplus will begin narrowing over the next month or two and I 
firmly believe that by this time next year, the massive crude oil storage surplus we have 
wrestled with for the past nine months will be a thing of the past.  

The last time that crude oil was within +/- 10 million barrels of average storage levels 
was mid-October 2014 when crude oil was trading over $80/barrel. Given how close we 
already are to Goldman's target and my discussion of supply/demand balance above, I see 
few scenarios in which oil prices will average $45/barrel in 2016 (much less reach 
$20/barrel). 

The one complication that may throw a wrench into this analysis is the second component 
of supply, foreign imports. With OPEC waging a war of attrition against US producers to 



maintain market share and its leader Saudi Arabia continuing to boost output, many fear 
that a glut of foreign oil will overwhelm the US market regardless of declining domestic 
production. Further, with sanctions against Iran poised to be lifted, the country has 
pledged to flood the market with over 1 million barrels per day of additional production 
within a month of sanctions being lifted. While OPEC maintains a daily production quota 
of 30 million barrels per day, it has overproduced for the past 15 consecutive months and 
Iran would only exacerbate this situation. And yet, US imports have remained 
surprisingly stable. Figure 5 below plots imports to the United States versus the 1-year 

average. 

(cl ick to enlarge) 

Figure 5: Crude oil imports over the past year showing generally stable import levels. 
[Source: Graph is my own, data source: EIA] 

Apart from a dip in imports between April and July associated with wildfires in Canada--
the United States' largest trading partner--imports have remained flat over the past year. 
In fact, at 7.15 million barrels per day, last week's imports were below the 1-year average 
of 7.33 million barrels per day and 1 million barrels per day below the 8.11 million 
barrels per day imported during the same week last year. And most importantly, so far, 
there is no trend towards higher import levels as US production declines. Total supply 
(equal to imports + production) was 16.3 million barrels per day, down over 1 million 

https://staticseekingalpha.a.ssl.fastly.net/uploads/2015/9/17/31843695-1442463467719488-Force-Majeure_origin.png


barrels per day from a peak of 17.5 million barrels per day back in mid-July and the 
lowest since the first week of June. 

What does this mean for my investing strategy? As I mentioned in previous articles Here 
and Here, I believed any drop below $40/barrel would a gross undervaluation and was 
likely to be temporary. As a result, when oil dropped below this threshold three weeks 
ago, I began accumulating aggressively. I currently have a position in the United States 
Oil Fund (NYSEARCA:USO) that I began accumulating when oil broke below 
$45/barrel at a cost basis of $14.00/share worth about 20% of my portfolio, currently up 
10% as of yesterday's close . I also have a large short position in the 3x leveraged ETF 
VelocityShares Crude Oil 3x Bear (NYSEARCA:DWTI)--thereby gaining leveraged long 
exposure--that I began accumulating when oil broke down below $40/barrel at a cost 
basis just under $200/barrel worth 10% of my portfolio that is up a massive 50% versus 
yesterday's closing price of $97.27/share. 

 As I've discussed in detail in previous articles, the logic behind shorting DWTI involves 
taking advantage of leverage-induced decay associated with a short-leveraged position to 
cancel out losses associated with contango in the futures market and monthly rollover 
that otherwise weight on commodity ETFs. Finally, I initiated a small long position last 
week in beaten-down Chesapeake Energy (NYSE:CHK) at $7.60/share worth 5% of my 
portfolio, up 18% after yesterday's 14% spike to $8.98/share. Overall, my net long 
exposure to oil right now is very high at 55% (adjusted for the 3x leveraged ETF). 
Despite my very aggressive long position and the recent rally in crude oil prices, I have 
not trimmed any of my positions. 

Figure 6 below shows a plot of crude oil prices since the New Year. 

http://seekingalpha.com/article/3453646-saudi-arabia-1-united-states-0-crude-oil-punished-after-imports-surge
http://seekingalpha.com/article/3444326-crude-oil-the-divergence-of-rig-count-oil-price-and-production-explained
http://seekingalpha.com/symbol/uso
http://seekingalpha.com/symbol/dwti
http://seekingalpha.com/symbol/chk


(cl ick to enlarge) 

Figure 6: Crude oil prices since January 2015 showing sharp rally after prices dropped 
under $40/barrel. [Source: Graph is my own, data source: NYMEX] 

Based on my analysis discussed in the first portion of this article, my short-term 2-month 
price target for crude oil is $50/barrel. Should oil reach this level, I plan to begin closing 
off my DWTI position to capitalize on what will likely be 70%+ profits. Thereafter, I will 
begin closing my USO position with a tentative plan to be out of both entirely should oil 
eclipse $60/barrel, which represented the intermediate peak in June.  

However, my selling strategy will be further influenced and modified based on weekly 
domestic production numbers, import numbers, and changes in the rig count. I will plan 
to hold onto CHK indefinitely as I expect it to outperform the commodity itself as the 
sector recovers.  

In fact, should crude oil dip from this point, I do not plan to add further to my USO or 
DWTI positions. Rather I will add to my CHK position--or perhaps another cheap 
producer--until this position is worth 10-15% of my portfolio. 

In conclusion, I believe that with domestic production sliding towards 9.1 million barrels 
per day, it has reached a threshold where any further decline in production will lead to a 
prolonged contraction in the US storage surplus based on historical comparisons. Of 

http://www.eia.gov/dnav/pet/hist/LeafHandler.ashx?n=PET&s=RCLC1&f=D
https://staticseekingalpha.a.ssl.fastly.net/uploads/2015/9/17/31843695-14424635021413076-Force-Majeure_origin.png


course, this is a simplistic case that assumes demand and imports--the other two drivers 
of supply/demand balance--will remain largely static.  

However, despite concerns of a worldwide supply glut, imports to the United States have 
not measurably trend higher in recent months. I believe that Goldman Sach's argument 
for oil averaging $45/barrel for the next year or $20/barrel in a worst case scenario is 
flawed, especially as crude oil production has already nearly met Goldman's target that 
they estimate will lead to resolution of the storage surplus with several more months of 
production declines still to come. My short term price target for crude oil is $50/barrel 
and I would not be surprised to see $60/barrel sometime in early 2016. I maintain an 
aggressive long stance with long positions in USO and CHK and a short position in 
DWTI worth 35% of my portfolio representing 55% exposure to oil. I plan to continue 
confidently holding these positions until oil eclipses my short-term price target and will 
thereafter begin trimming my DWTI position followed by my USO position. 

 

 

NGLS JULY 

Houston, 27 August (Argus) — US NGL production from gas 
processing plants rose to an estimated 3.7mn b/d in July from 
3.5mn b/d in June, according to the US Energy Information 
Administration's (EIA) Monthly Energy Review. 

 According to the agency's analysis, new well production is not 
keeping pace with declines in legacy well production. Still, the 
EIA predicts long-term increases in NGL production from the 
Marcellus, Utica, and Eagle Ford shale formations. 

 So far this year NGL production stands at record levels. Year-
to-date NGL production from gas processing plants averaged 
3.3mn b/d so far in 2015, up sharply from 2.9mn b/d during the 
first seven months of 2014. 



Back To Basics: Why Conventional Drilling 
Makes Sense in 2015 

By James Stafford 
Posted on Tue, 13 January 2015 22:31 | 0  

This New Year, an old trend may become a new trend as conventional 
drilling in North America is once again in the spotlight at a time when 
oil prices continue their slump and the unconventional becomes 
increasingly uneconomical.  Advanced horizontal drilling and 
hydraulic fracking for extraction is much more expensive than 
conventional drilling. While these high-cost methods are the 
technology that ushered in the North American shale boom, in times 
of oil price troubles, plenty are moving back to the basics. Unexplored 
conventional plays are set for a mini-boom of their own. 

The surge in high-tech exploration and production has been led by 
small to mid-sized independent companies who could foot the bill for 
expensive drilling and extraction as long as oil prices were high and 
the risk-to-reward ratio favorable. This was a great plan when oil 
prices were over $100 a barrel.  Most independent drillers hit a break-
even point around $80-$85 per barrel for shale drilling. 

Beyond this, shale wells deplete much faster and during peak 
production, they are “highly leveraged to the prevailing energy price”. 
So when you sink millions into a shale well for quick reward when oil 
is at $100 a barrel and it suddenly plummets to $60 per barrel—you’re 
out a lot of cash and it is no longer feasible to produce. 

One way for investors to hedge their bets is to look away from the 
shale cash cows and towards underexplored conventional plays that 
don’t require expensive horizontal drilling or fracking for extraction. 
Going vertical is the safer bet, and there are two key areas that stand 
out: The all-time favorite Permian Basin in West Texas, and the 
prolific and still underexplored Saskatchewan province in Canada. 

In the US, nearly 95% of new oil production between 2011 and 2013 
was from seven key regions where horizontal drilling and fracking 

http://oilprice.com/contributors/James-Stafford
http://www.forbes.com/sites/advisor/2014/12/16/oils-price-decline-weighs-on-high-yield-debt/
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http://www.financialexpress.com/article/fe-columnist/oil-price-boom-bust-and-boom-again/23155/
http://www.nasdaq.com/article/us-onshore-oildrilling-rig-count-down-in-week-20141229-00351


rule the day, led by North Dakota’s Bakken, South Texas’ Eagle Ford, 
and the Permian Basin in West Texas and New Mexico.  But what you 
may not know is that the Permian Basin isn’t all horizontal. In fact, 
just before the oil price slump, it was just getting to the point where 
horizontal drilling was starting to outpace vertical drilling. 

The decline rates for these key regions speak volumes. The Eagle 
Ford region has an approximately 62% decline rate, the Bakken region 
54%, and the Permian—where vertical plays a key role—has only a 
33% decline rate. 

In September, Encana Corp. (NYSE:ECA) agreed to acquire Athlon 
Energy’s (NASDAQ:ATHL) Permian basin assets for $7.1 billion. 
While horizontal wells are the longer-term plan, current production is 
almost entirely from vertical wells and Athlon had 1,121 vertical wells 
versus 17 producing horizontal wells on its acreage. 

At the other end of North America, all eyes are on Canada’s 
Saskatchewan province, where Suncor Energy (SU) and Cenovus 
Energy (CVE)—two of the biggest oil sands producers in Canada—
maintain significant profit margins despite all. 

More narrowly, market attention is latching on to the Williston Basin, 
which is already producing 1 million barrels of light crude oil per day 
and is on track to double this with new wells coming online. Yet there 
remains a great deal of exploration to do here, and this basin is 
expected to come up with another major sweet spot. 

Within this prospective sweet spot lies the Little Swan, whose name 
belies its potential to be the next major discovery with an extremely 
attractive risk-to-reward ratio. This is, after all, the single-largest oil 
permit in Saskatchewan. 

Recently acquired in part by a small, fiery independent company 
called Bayhorse Silver Inc. (TSX Ventue:BHS), Little Swan, in the 
prolific Williston Basin is a 253,000-acre oil and gas prospect that is 
an extension of oil bearing formations of North Dakota and Montana, 
according to geological reports that indicate high potential for a new 
discovery. 

http://www.istockanalyst.com/finance/story/7133444/the-dangerous-economics-of-shale-oil
http://www.ogj.com/articles/uogr/print/volume-2/issue-6/encana-plans-to-hit-the-ground-running-in-permian.html
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http://www.newsfilecorp.com/release/12418/Bayhorse-Silver-Executes-FarmIn-Agreement-on-Williston-Basin-Oil-Gas-Prospect-Video-News-Alert-on-InvestmentPitch#.VJqQ2F4BA
http://www.bayhorsesilver.com/


 

 

What makes this area particularly attractive to prospective investors 
who are shell-shocked by the oil price slump is that drilling will be 
cheap. Bayhorse estimates that a 1,200 ft-well would cost only 
$500,000 because there is no need for horizontal drilling or fracking. 

Overall, Canada--the world’s fifth-largest oil producer and a country 
with more proven crude oil reserves than anywhere outside of Saudi 
Arabia and Venezuela—is shaping up to become a better bet for 
anyone who recognizes that the frackers are now a gamble, and even 
more of a gamble than expensive oil sands, which take a lot of upfront 
investment but don’t decline like shale. 
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US Producers Turn To Vertical Wells To Sustain Oil Output 

Reuters Wednesday, September 16, 2015 - 7:34am  

Easy money, super-sized frack jobs, and desperate drillers offering deep discounts to oil 
producers—all three have been credited for sustaining U.S. crude output during the worst 
price slump in six years.  Now there appears to be a new factor in the mix: old vertical 
wells that can quickly be drilled, injected with water or fracked for a second time to 
increase production at low cost. 

Overshadowed by the fracking boom that delivered record oil and gas volumes, vertical 
wells are making a comeback as investors and producers shift focus away from 
production growth to capital discipline in the downturn.  "It makes more sense to develop 
vertical wells in a lower price environment because they are not growth plays but they are 
a very strong cash flow asset," said Benjamin Shattuck, principal analyst at Wood 
Mackenzie. "They are going to give you that cash flow that you need today." 

It is too soon to know how big the long-term supply impact of this trend will be, but there 
are tens of thousands of older U.S. wells and companies say paying more attention to 
them is already bringing extra barrels.  The industry's ability to find some workaround 
every time prices seem too low to keep pumping explains in part why 15 months into the 
downturn U.S. output stays near highs of around 9 million barrels a day and the 
government forecasts only modest declines through mid-2016. 

Squeezing crude from shallow mature fields allows the shale companies to produce more 
at a lower cost. They can use less powerful rigs that are cheaper to rent and shorter wells 
can be bored and brought into production in as few as 10 days, whereas a big horizontal 
well would normally take a month or more to complete. 

A simple vertical well can be drilled or refracked for around $1 million. Wells with about 
10,000 feet of horizontal drilling cost from $5 million to $9 million even at discounts 
available during the downturn, company presentations show. 

'Low-Hanging Fruit' 

In meetings with investors last week, Noble Energy Inc. (NBL), Devon Energy Corp. 
(DVN) and Apache Corp. (APA) all devoted more attention to mature oil fields and 
vertical wells that had been overlooked when prices were high and companies focused on 
pumping more and faster.  According to Baker Hughes Inc. (BHI), the North American 

http://www.oilandgasinvestor.com/hart-energy-stock-details-761686?ticker=nbl&a=detailed
http://www.oilandgasinvestor.com/hart-energy-stock-details-761686?ticker=dvn&a=detailed
http://www.oilandgasinvestor.com/hart-energy-stock-details-761686?ticker=apa&a=detailed
http://www.oilandgasinvestor.com/hart-energy-stock-details-761686?ticker=bhi&a=detailed


vertical rig count rose 20% to 120 from early June to Sept. 4, while the horizontal rig 
count slipped 2% to 659. 

John Christmann, Apache's chief executive, last week spoke of one of the company's so-
called legacy oilfields in the Permian Basin in Texas that has infrastructure in place and 
both horizontal and vertical wells.  "We've got a lot of low-hanging fruit in terms of little 
quick projects you can do and get your money back in six or seven weeks and add 
significant barrels," Christmann told the Barclays CEO Energy-Power Conference. 

If prices stay low, Apache will probably invest more in the field, the executive said. That 
field has produced 77,000 barrels of oil equivalent a day (boe/d) so far this year, or about 
27% of the company's total North America output.  Noble Energy said it would produce 
more than expected this quarter, helped by output from vertical wells in its fields in 
Colorado.  Devon, a shale drilling pioneer, is reviving older wells in North Texas with 
refracking, a process that costs far less than blasting water and sand into a horizontal well 
miles below the ground.  "Even in a mature area like this, there's upside our technical 
teams are looking at," Devon CEO Dave Hager told investors last week. 

Devon said it has refracked 150 vertical wells and is testing the technology on older 
horizontal ones, where the process is less predictable.  Oil services giant Halliburton Co. 
(HAL), which provides technology and equipment to enhance output from oil fields 
around the world, sees services for mature fields as way to make money in the downturn.  
"What's important to remember is that in spite of the low commodity price, mature 
fields—they are more resilient," Jeff Miller, Halliburton's president told investors last 
week. 
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Sources & Uses 

 

Petroleum & Other Liquids 

Crude oil, gasoline, heating oil, diesel, propane, and other liquids including biofuels and 
natural gas liquids. 

 

Natural Gas 

Exploration and reserves, storage, imports and exports, production, prices, sales. 

 

Electricity 

Sales, revenue and prices, power plants, fuel use, stocks, generation, trade, demand & 
emissions. 

 

Consumption & Efficiency 

Energy use in homes, commercial buildings, manufacturing, and transportation. 

 

Coal 

Reserves, production, prices, employ- ment and productivity, distribution, stocks, imports 
and exports. 

 

Renewable & 
Alternative Fuels 

Includes hydropower, solar, wind, geothermal, biomass and ethanol. 
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Nuclear & Uranium 

Uranium fuel, nuclear reactors, generation, spent fuel. 
  

 

Total Energy 

Comprehensive data summaries, comparisons, analysis, and projections integrated across 
all energy sources. 

 

Highlights 

This Week in Petroleum ›Weekly Petroleum Status Report ›Weekly Natural Gas Storage 
Report ›Natural Gas Weekly Update ›Electric Power Monthly ›Quarterly Coal 
Report ›Monthly Energy Review ›Residential Energy Consumption Survey 
2009 ›Electricity Data Browser › 

Topics 

 

Analysis & Projections 

Monthly and yearly energy forecasts, analysis of energy topics, financial analysis, 
Congressional reports. 

 

Markets & Finance 

Financial market analysis and financial data for major energy companies. 

 

Environment 

Greenhouse gas data, voluntary report- ing, electric power plant emissions. 
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Geography 

 

U.S. States 

State energy information, including overviews, rankings, data, and analyses. 

 

Maps 

Maps by energy source and topic, includes forecast maps. 

 

International 

International energy information, including overviews, rankings, data, and analyses. 
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Source: U.S. Energy Information Administration 
Note: Production data have not yet been reported for four of the eight fields (Cardamom 
Deep, Jack, St. Malo, and Tubular Bells).  

 

Because of the long timelines associated with Gulf of Mexico (GOM) projects, the recent 
downturn in oil prices is expected to have minimal direct impact on GOM crude oil 
production through 2016. EIA projects GOM production to reach 1.52 million barrels per 
day (bbl/d) in 2015 and 1.61 million bbl/d in 2016, or about 16% and 17% of total U.S. 
crude oil production in those two years, respectively.  

The forecasted production growth is driven both by new projects and the redevelopment 
and expansion of older producing fields. Five deepwater projects began in the last three 
months of 2014: Stone Energy-operated Cardamom Deep and Cardona projects, 
Chevron-operated Jack/St. Malo fields, Murphy Oil-operated Dalmatian, and Hess-
operated Tubular Bells. Also occurring at the end of 2014 was the redevelopment of Mars 
(Mars B) and Na Kika (Na Kika Phase 3), both of which are mature fields. Cardamom 
Deep, Jack/St. Malo, and Tubular Bells were slated for a late 2014 start-up, as well. 
Although industry press releases have indicated they have started producing, their 
production data have not yet been reported to the Bureau of Safety and Environmental 
Enforcement (BSEE) under the U.S. Department of the Interior.  



 

Source: U.S. Energy Information Administration  

 

The relatively high number of fields that came online in 2014 and are scheduled for 2015 
and 2016 production start-ups reflects the revival of interest and activity in the GOM 
following the moratorium on deepwater drilling after the 2010 Deepwater Horizon 
incident. While the moratorium officially lasted from April 30 to October 12, 2010, there 
were relatively few field start-ups in 2011 through 2013. 

Thirteen fields are expected to start up in the next two years, eight in 2015 and five in 
2016. Development of offshore fields requires both surface and subsea production 
equipment. The high cost of surface structures limits their application to large fields. 
Those fields with reserves not large enough to justify the necessary capital expenditure 
use subsea infrastructure to connect to nearby existing platforms. This approach, known 
as a subsea tieback, can reduce project costs and start-up times. More than half of the 
projects starting up in 2015 and 2016 will be subsea tiebacks to existing production 
platforms. These new projects, combined with continuing production from the 
developments brought online in late 2014, are forecast to add 265,000 bbl/d by the end of 
2015. The production estimates for 2015 and 2016 (see first graph) include adjustments 
to account for seasonal shut-ins from hurricanes. 
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Source: U.S. Energy Information Administration, based on Bureau of Ocean Energy 
Management and industry presentations and press releases  

 

 

The current low oil price adds uncertainty to the timelines of deepwater GOM projects, 
with projects in early development stages exposed to the greatest risk of delay. In an 
effort to reduce this risk, producers are collaborating to develop projects more cost-
effectively, to shorten the time to final investment decision and first production, and by 
sharing development costs. For instance, Chevron, BP, and ConocoPhillips recently 

http://www.spp.org/LIP-Contour-Map.asp


announced a collaborative effort to explore and appraise 24 jointly held offshore leases in 
the northwest portion of the Gulf of Mexico's Keathley Canyon. 

Principal contributor: Terry Yen 

Banks to tighten grip on shale debt 

By Collin Eaton September 18, 2015 Updated: September 18, 2015 7:30pm 

Many U.S. oil producers are facing possibly deep cuts in financial lifelines that have 
helped them survive a punishing downturn.   Next month banks will review the credit 
they extended to oil companies when crude prices were higher and oil producers had 
more financial protection against the oil-market crash. 

By some estimates, lenders could cut oil-company credit lines by as much as $15 
billion, trimming more muscle from an industry that already has cut loose thousands 
of Houston workers and sidelined hundreds of drilling rigs in Texas and elsewhere. 
The cuts could leave the companies without cash to weather low prices for the oil 
they're producing now, and unable to pay for equipment and personnel to explore for 
more oil to sell whenever prices turn higher. 

Every April and October, financial institutions reassess how much they're willing to 
let oil companies borrow, based on the value of the oil and gas they hold in reserve 
and can afford to drill on their properties. This corporate line of credit, called a 
borrowing base, replenishes as a borrower pays back the balance. 

"This is going to be a big adjustment," said Mike Marshall, the West Texas area 
president for Houston's Prosperity Bank. "Oil companies' reserve bases are going 
under a microscope."  He expects far more borrowing base cuts than in the April 
review. 

U.S. crude's collapse from $100 a barrel in summer of 2014 to $45 has left drillers 
short on cash and burdened by half a trillion dollars in debt they pumped into high-
tech drilling rigs and manpower to fuel the American oil boom. Production surged 

http://www.houstonchronicle.com/author/collin-eaton/


since late in the last decade as technological advances gave producers access to oil 
and gas once locked in dense shale formations.  But the boom contributed to a global 
oversupply of crude that sent prices down. Already this year, sixty-six domestic 
drillers have written off a record $59.8 billion in value from their oil properties, 
according to research firm IHS, meaning the reserves they can use to guarantee bank 
loans are much smaller than they were just a year ago.  

A survey released last week by Dallas law firm Haynes and Boone showed that 
lenders, oil companies and others in the industry expect that banks will cut borrowing 
bases for four out of five oil companies during the fall review, with cuts averaging 39 
percent.  Brian Gibbons, an analyst at CreditSight, said that research firm anticipates 
U.S. drillers' credit lines will fall by an average of 15 percent, which could erase $10 
billion to $15 billion in capital used to fuel drilling and fund corporate needs.  

"That's painful for anyone," Gibbons said. The potential liquidity crunch is one factor 
that may drive U.S. shale oil production down by 400,000 barrels a day in 2016, 
according to an estimate by the International Energy Agency.  Banks already are 
signaling cuts could be deep. Unless oil prices rise over the next few days, Zions 
Bancorporation, parent company of Houston's Amegy Bank, will value oil reserves at 
$37.50 a barrel in its oil loan assessments, well under the $50-a-barrel marker it used 
in the spring, Zions President and Chief Operating Officer Scott McLean said at an 
industry conference this week.  

Analysts say most banks will follow similar guidelines, implying borrowing bases fall 
by more than 25 percent, though most probably will be a little less severe because of 
favorable factors including hedges that lock in prices.   That protection, however, is 
shrinking: North American oil explorers have hedged about 11 percent of their 
projected 2016 oil production, compared with 28 percent in the third quarter of this 
year, according to IHS.  

"It's going to be tighter. It's not going to be catastrophic," said Amegy CEO Steven 
Stephens. "The real story is going to be told in spring and summer of 2016, because 



we'll have more clarity on how long this will last."   Most energy companies emerged 
relatively unscathed from the April 2015 borrowing base review. Some oil producers 
even reported increases in their credit limits, including Cabot Oil & Gas and Oasis 
Petroleum, both based in Houston. Investors were more optimistic then that oil prices 
would recover.   "But as you come into 2016, those capital markets are going to be 
like, 'wait a minute.' People thought there was going to be a recovery," said Carl 
Tricoli, managing partner at private equity firm Denham Capital in Houston.  

In recent months, credit ratings agency Moody's Investors Service has warned that 
several oil companies are at risk of borrowing base cuts this fall.  Besides the stubborn 
price slump, the industry is feeling more regulatory heat than during the April credit 
review.  Bankers and attorneys say federal regulators are beginning to eye oil 
company debt with the same caution they used with real estate loans after the financial 
crisis six years ago, warning banks they doubt borrowers could pay back some portion 
of the oil loans.  

"Nothing's really official, nothing has been handed down," said Kristen Campana, a 
partner at Bracewell & Guiliani in New York. But bankers are feeling pressure to 
unload loans by selling them to others in what's called the secondary market, she said.  

Several U.S. oil producers have filed for Chapter 11 bankruptcy protection this year - 
most recently Tulsa, Oklahoma-based Samson Resources, which filed last week. KKR 
& Co. had taken Samson private for $7.2 billion in 2011.  "The fear is that regulators 
will make it more difficult for the banks to use their discretion as to who deserves 
more time and who doesn't," said Kenneth Anderson, a partner at Sidley Austin in 
Houston. He said banks believe preemptive cuts for some drillers could lead to 
liquidity crises or bankruptcies. "To a large degree this is a timing issue. Nobody 
knows how low oil prices will go or when they'll start moving back up." 

Cutting the amount of money U.S. producers can spend drilling for oil would mean 
they would have less revenue from oil sales to pay back their debt, keeping them in a 
financial tailspin, said Praveen Kumar, a finance professor at the University of 



Houston. Larger firms usually have more options than smaller ones to repay their loan 
balances.   After the credit-fueled energy boom that now has become a bust, U.S. 
shale drillers spend most of their cash paying off the debt they took out to drill.  

In the second quarter, 83 percent of domestic oil companies' operating cash flow went 
to paying off debt balances - nearly double the percentage in early 2012, the U.S. 
Energy Information Administration reported last week.  "They're really in a tough 
spot," Kumar said. 

So are the banks, including ones in Texas, that lend the money. The Office of the 
Comptroller of the Currency warned low oil prices could bring declines in regional 
investments and real estate prices in oil-producing states like Texas. And analysts at 
Evercore ISI say banks exposed to Texas oil, including Comerica Bank, Cullen/Frost 
Bankers, Texas Capital Bancshares, Zions and Prosperity, will face "significant 
earnings headwinds for an extended period of time" because of the commodities 
slump.  

The analysts ran stress tests under scenarios that resembled the losses in the mid-
1980s oil bust - which killed hundreds of Texas banks. The models didn't show results 
comparable to that dismal period for the Texas economy, but were worse than the oil 
price downturn that occurred during the worldwide financial crisis in 2008 and 2009.  

"The longer oil is in the mid-forties or lower, the greater the cost," Evercore analyst 
Stephen Moss said. "That's a big difference from 2008 and 2009. There was only a 
brief period of volatility. There were some losses, but they weren't that great. In the 
1980s, oil stayed down for many years." 

So far, the Houston economy mostly has held up. Delinquent commercial real estate 
loans made up just 1.7 percent of such loans in the Houston market last month. That 
figure fell from nearly 4 percent this time last year and is well below the current 
national delinquency rate of 5.5 percent, according to New York-based Trepp.  



The Texas Workforce Commission reported Friday that Houston-area employers cut 
11,800 jobs in August, including positions in oil and gas exploration. 

A new report by the Federal Reserve, however, says Houston's health care industry, 
business and professional services sectors, manufacturing and other industries have 
helped the region get through the oil downturn. Years of economic diversification 
after the 1980s have paid off.  

"We don't see a lot of distress," said Mark Taylor, senior managing director at CBRE 
in Houston. He said demand for commercial space has remained strong despite the oil 
bust because the region's population is growing and investors are pouring billions into 
petrochemical facilities along the Houston Ship Channel.  

"But 2016 will really be the test," Taylor said. "There's a lag effect sometimes. Right 
now, it's reasonably stable and strong." 

3 Game-Changing, Cost-Saving Oil-Drilling Innovations Keeping Shale 
Alive 

Oil was first discovered in the Bakken shale of North Dakota in 1951. However, that oil 
stayed trapped within those tight rocks for nearly 60 years. It wasn't until the new 
technological innovations of hydraulic fracturing and horizontal drilling were combined 
that the Bakken finally started to give up its oil. It also didn't hurt that the price of oil was 
north of $100 a barrel, so there was an economic incentive in place to drill expensive 
shale wells.  

It is in fact the cost of shale drilling that led many to believe that the plunge in price from 
$100 to $50 would kill the shale revolution. That hasn't proven to be true. While shale 
drilling has slowed, it hasn't been upended, thanks to a very dramatic drop in drilling 
costs as well as other innovations that are saving companies money during these tough 
times. Here are three cost-saving drilling innovations that are not just keeping shale alive 
but enabling it to thrive in the current environment.  

Jason Hall: Historically speaking, the biggest cost factor for oil production was simply 
drilling the wells. We are only a few decades removed from drillers regularly drilling a 
well and getting zero oil.  Those days are long gone.  Not only has the technology to 

http://my.fool.com/profile/TMFVelvetHammer/info.aspx


locate reserves jumped ahead light-years since those days, but the techniques to actually 
get to them -- the way producers can now drill -- have advanced just as much. 

You're likely familiar with terms like horizontal drilling and fracking, which are 
techniques that allow oil producers to fracture "tight" shale formations to release trapped 
oil and natural gas, and to literally turn the drill bit and drill a mile or more horizontally 
away from the well head to reach reservoirs.  But one of the innovative aspects of 
horizontal drilling gets little attention: multi-pad drilling. Multi-pad drilling is a major 
time- and cost-saver for oil and gas producers, since the drilling rig only has to be moved 
as little as 20 feet before the next well can be drilled. 

Think about it this way: Every individual oil well requires access roads, pipelines to 
collect the oil, electricity, and worker facilities while drilling is taking place. If a driller 
only has to deploy these resources once for four or more wells, versus having to do it 
every single well, we're talking potentially millions of dollars in savings for each well 
drilled, not to mention the reduced time.  

Matt DiLallo: Speed is an oft-overlooked factor that is driving down drilling costs. The 
time it takes to drill each well is dramatically falling because companies are using more 
efficient drilling rigs. These rigs, combined with multi-well pads and the simple fact that 
drillers now have more experience drilling through shale formations, are decreasing the 
time it takes to drill a well. We can see the dramatic improvement in drilling time and its 
impact on well costs on this slide from a Chesapeake Energy (NYSE:CHK) investor 
presentation:  

http://my.fool.com/profile/TMFmd19/info.aspx
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Source: Chesapeake Energy investor presentation.  

As that slide notes, Chesapeake Energy went from 35 days to drill a well and move to the 
next location down to just 21 days this year. By cutting two weeks out of its drilling time, 
the company is not just saving money on the dayrate on the rig, but is also reducing "man 
hours" both for its staff and its contractors. This is why its well costs are steadily falling 
as it picks up drilling speed.  

The net result is that Chesapeake Energy's drilling costs in this particular play are down 
42%, which really helps to mitigate some of the sting of lower commodity prices.  

Adam Galas: It's said that necessity is the mother of invention, and the oil crash is 
definitely forcing oil producers to find ways to maximize returns on investment and 
lower per-barrel production costs. 

One potential way to do this, which is already being used by major oil companies such as 
Devon Energy and Chesapeake Energy, is refracking older wells. In fact, according to 
Bloomberg, there are 50,000 U.S. oil wells that are candidates for refracking, which can 
cost around 75% less than drilling and fracking a new well.  

http://my.fool.com/profile/AdamGalas/info.aspx


According to Rod Skaufel, president of BHP Billiton's shale business, the reason that 
refracking hasn't taken off yet is that the lack of information about where exactly within 
the shale to target new frack fluid made this technique the equivalent of "pump and pray." 

However, new technology by oil service companies such as Halliburton (NYSE:HAL) is 
removing the guesswork, and as Skaufel told Bloomberg, "Clearly if you could make this 
work, it allows you to have a more cost-effective program under these [oil] prices. That's 
why we're excited about the concept." 

In order to finance its growing refracking business while still pursuing its acquisition of 
Baker Hughes, Halliburton recently struck a $500 million financing deal with Blackrock 
Inc. to help cover the cost of refracking customers' wells. According to Halliburton 
President Jeffrey Miller on the company's recent earnings call, "Though [its] a relatively 
small market today, we see significant runway for refrac[k] in the future." 

By John Kemp 

 Jan 27 (Reuters) - Rig counts are a highly imperfect guide to future oil 
production but they are one of the few readily available statistics on oilfield 
activity so it is unwise to dismiss their importance entirely. 

The sharp drop in crude oil prices since June 2014 and associated fall in rig 
counts published by state regulators and service companies such as Baker 
Hughes has sparked a lively debate about the short-term outlook for U.S. oil 
production. 

ADVERTISING 

  

Some analysts have forecast the drop in rig counts will cause production to peak 
in the first six months of 2015 then begin to fall in the second half of the year. I 
count myself in this camp. 

Other analysts predict production will remain steady or continue to grow, albeit 
much more slowly than the 1 million barrel per day (bpd) increases recorded in 
2013 and 2014. 

http://www.fool.com/quote/nyse/halliburton/hal
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In practice, the differences are smaller than the two sides imply. Most forecasters 
put the change in daily production between December 2014 and December 2015 
at less than 250,000 bpd, whether up or down. 

For example, the U.S. Energy Information Administration (EIA) predicts output in 
December 2015 will be just 90,000 bpd higher than in December 2014 ("Short-
Term Energy Outlook" Jan 2015). 

That would be a marked slowdown from the 1.28 million bpd increase between 
December 2013 and December 2014 or the 790,000 bpd increase between 
December 2012 and December 2013. 

At a rough approximation, most forecasters expect U.S. production to be flat in 
2015 - after two years of 1 million bpd growth, during which time North American 
shale producers were the marginal suppliers to the world oil market. 

And every forecast for U.S. oil production contains an implicit forecast for what 
will happen to oil prices over the course of the year. 

EIA thinks the number of active drilling rigs in the United States will fall by 24 
percent between January and October 2015 before starting to recover in 
November. 

That forecast is based on its assumption WTI prices will increase to an average 
of $53 per barrel by June and $67 in December. 

WTI prices have so far averaged just under $48 so far in 2015, so EIA's forecasts 
for rig counts and production are conditioned on a $20 price increase by the end 
of the year. 

NOT JUST RIG COUNTS 

U.S. oil production "reflects more than just the rig count," as EIA emphasised in a 
research note published on Monday analysing the combined effect of all the 



factors known to affect output. The note is essential reading for anyone trying to 
understand the likely production trend in 2015. 

In fact, oil production reflects a constellation of factors, of which the most 
important are: 

1. The number of rigs employed (raw rig count). 

2. The speed with which rigs are able to drill wells on average (affected by the 
time lost moving location and setting up, incidents causing stoppages and type of 
rock drilled through). 

3. Efficiency and capability of the rigs (maximum operating depth and available 
horsepower). 

4. Average vertical depth of wells drilled and length of horizontal sections. 

5. Speed with which wells, once drilled, are pressure pumped and completed, so 
they can start producing. 

6. Quality of the rock in the neighbourhood of newly drilled and completed wells, 
affecting production rates. 

7. Average number of stages fractured in each well (which can range from 10 to 
30 or more). 

8. Average production from the wells during the first 30 or 60 days and decline 
rates thereafter as natural energy in the reservoir falls. 

9. Decline rates on production from old wells (average age and decline rates on 
the stock of existing wells drilled in both shale plays and conventional oil fields). 

10. Wellhead oil prices relative to the full life-cycle breakeven costs of drilling 
new wells. 



Rig counts are just one of many factors which determine production. Experts are 
right to remind readers that production is about much more than "just the rig 
count". In a sense every well and every drilling team is different and the impact 
on production is complicated. Some simplifications must, however, be made for 
the sake of analysis. 

COPING WITH A CRASH 

In the face of a steep decline in oil prices, production companies have a number 
of strategic options to cut costs and improve recoveries. 

The least-efficient rigs and crews can be idled first. The remaining rigs can be 
pulled from exploration work in frontier areas (where recoveries are uncertain) to 
focus on development work and infill drilling in existing plays (where likely 
production is more certain). 

Within existing plays, rigs can be pulled back from the periphery to concentrate 
the most high-yielding "sweet spots". 

Production companies can negotiate and likely obtain big reductions in hire rates 
for rigs and pressure pumping equipment as well as the price of all their other 
inputs, from water and sand to diesel and trucking. 

For all these reasons, the number of new wells and the output from them is likely 
to fall more slowly than the rig count. 

At the same time, breakeven prices for new wells will come down substantially to 
reflect cheaper drilling and pressure pumping costs. 

In some instances, however, producers may postpone the completion of already 
drilled wells to defer the costs and hope for a recovery in prices. 

Completion accounts for two-thirds of the total cost of some of the very long 
horizontal wells now being developed. And one third of the well's total production 



may occur in the first 12 months. So there are sharp financial incentives to slow 
completion where possible. 

There is a substantial backlog of oil wells that were drilled in 2014 waiting for the 
arrival of pressure pumping crews and other completion services. U.S. 
production could continue rising for several more months as these wells are 
finished and put into production. 

But there are also anecdotal reports from oilfields that some completions are 
being postponed to save costs and wait for a more favourable price environment. 
If widespread, slower completions could cause production to peak earlier than 
expected. 

DATA AVAILABILITY BIAS 

While production forecasts are about much more than just rig counts, rig counts 
are one of the few pieces of data readily available in near real-time. There is no 
comprehensive and timely information on drilling speed, well depth and 
horizontal length, initial production rates, and decline rates on the stock of 
existing wells. 

There is some information on the number of new wells started ("spudded") each 
month but that is only marginally more helpful than a rig count because 
production depends on where the wells are located and how many horizontal 
stages are fractured, among other factors. 

Focusing on the rig count introduces a data availability bias into production 
forecasts. But since it is almost the only comprehensive and timely information 
on drilling activity, forecasters do not have much choice. Rig count data must be 
interpreted carefully but it would be unwise to ignore it completely. 

On balance, the safest conclusion is that U.S. shale producers will be able to 
offset some of the fall in oil prices by drilling more efficiently, and that the amount 
of new oil produced per rig employed can be increased. 



But the efficiency improvements are unlikely to fully offset the decline in prices 
and rig counts, at least in the short term. 

For that reason, it seems reasonable to assume U.S. shale production will be 
fairly flat in 2015, give or take a couple of hundred thousand barrels per day, 
after several years of exceptional growth. (Editing by David Evans) 
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