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Is $50 Oil Here to Stay? 
How the Permian has changed the Supply equation in the US 

October 12, 2016 



Talk Overview 

 1)  Natural Gas production history and comparisons 
 2)  Production performance  
 3)  Completions  
 4)  Rigs 
 5)  Well spacing 

 Well Spacing 
 M&A Activity 
 Public company equity prices 
 IPO’s 

Changes since 
2014 

Things to Watch 
in 2016/2017 

What Does this 
Mean for Oil 

Prices? 
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 2006 Comparison- natural gas and “gasco’s” 
 Significant inventory in multiple benches leads to 125,000 locations in 

the Permian that are economic below $50/bbl 



Natural Gas:  The last 10 years 
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Almost 5 years 

+12 BCF/d 

UPL 

$4.00 
Sept 28, 2016 

$3.00 



Rice Energy Performance in Marcellus/Utica Since 2013 
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The Marcellus and Utica have been game changers moving the “Wall Street consensus” long term gas 
price from $4.00/mcf to $3.00/mcf driven by D&C, opex reductions and longer laterals 

Source:  Rice Energy IR presentations 



Oil:  The next 10 years? 
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+11% 

June 21, 2016 

$60/bbl 

$50/bbl 



QEP Company Example in the Midland 

Commentary 

 Midland Basin 

– Last big QEP transaction was Helis 
in the Bakken where they paid the 
high water mark 
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Source:  QEP Investor Relations Presentation 



QEP:  Well Performance Leading 
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QEP Acquisition 
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Midland 

Basin 

Target

Gross 

Locations

EUR / 

Well 

(Mboe)

EUR / 

Bench 

(MMboe)

Capex per 

Well 

($mm)
(1)

Total

Capex 

($mm)

Leonard

Shale
251 550 - 650 151 $5.8 $1,457

Lower

Spraberry
670 750 - 850 536 $5.3 $3,551

Middle

Spraberry
251 550 - 650 151 $5.8 $1,457

Wolfcamp A 168 400 - 450 71 $5.7 $955

Wolfcamp B 335 650 - 750 201 $6.2 $2,077

Wolfcamp D 335 400 - 500 151 $6.3 $2,094

Total 2,010 1,260 $5.8 $11,591

To fully develop its Midland Basin position, QEP would need to spend 
~$11.6bn (or ~150% more than its current enterprise value) 

Source:  QEP Investor Relations Presentation 



Other Public Company Example in the Delaware 
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1 

2 
3 

6 

7 

8 

Devon’s unrisked well county per spacing unit is 94 wells with 14 potential benches in 4 productive 
reservoir packages. 

Source: Devon investor relations presentation 



What Are Operators Saying…. 
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 Recent 4-well, 80-acre downspacing test in Avalon outperforming prior well performance 
 Planning to drill several long-lateral Avalon Shale wells in 2H16 
 Completion optimization enhancing well performance  

 Since 2014, wells costs down and drilling days down 43% and 46%, respectively 
 Downspacing to 500’, testing additional targets and extending lateral lengths 
 Field rumor 2017 rig count to be 6 to 16 rigs 

 Bone Spring completion costs down 60% since Q4 2014 
 LOE costs down by 50% due to improved electrical infrastructure and enhanced water handling infrastructure 
 Wolfcamp appraisal activity to increase in 2017; “Wolfcamp has massive upside potential” 
 Evaluating tighter Bone Spring potential, Leonard Shale has staggered lateral potential 

 Completion optimization increasing results (recently drilled +1 MMBbl EUR well in 2BS for $5.5 million) 
 Increasing focus on New Mexico as appraisal and delineation efforts indicate high return, multi-bench potential 
 Decreased drilling cost/lateral foot by greater than 20% from 2015 

 Bigger completions improve Avalon results (119% increase over first 180 days) 
 Upsided frac improves Second Bone Spring results (70% increase over first 180 days) 
 Drilled first 7,000 ft lateral in Second Bone Springs 
 Focused on Wolfcamp long laterals 

 Completed downspacing test to 7 wells per DSU in Wolfcamp A 
 Wolfcamp X-Y outperforming expectations 
 Drilling and completion costs down over 50% from 2014 

Longer laterals, lower well costs and enhanced completions are evidenced across operators and zones 

 Adding 3rd rig in October and testing Wolfcamp D and X/Y wells 
 Testing larger completions and tighter cluster spacing 
 Increased resource potential by nearly 50% since August 2015 through increased EURs, tighter spacing and 

additional benches 

Source:  IR presentations/ press releases from the companies mentioned 

http://www.conchoresources.com/


The Best Investment Banking Slide I've Seen 

11 Source:  EOG Investor relations Presentation 



What Operators are Doing….. 
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 Snapshot of deal count/value: 

 Global YTD:                 869 deals for $70.23bn 

 Global Weekly:             12 deals for $371.72mn 

   

 US YTD:                      452 deals for $38.19bn 

 US Weekly:                  6 deals for $371.72mn  

 

 

 

 

 

Marcellus 

STACK/SCOOP 

Buying Permian Deals at a significant rate.  Data excludes the recent New Mexico sale that generated 
over $140 mm from BLM land with Matador and Energen as the two largest purchasers posting $/acre’s 

>$30,000/acre 



Rig Data 
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Commentary 

 Rigs have climbed 6 weeks in 
a row 

 Efficiency of rigs, pad drilling 
and faster drilling is making 
rig “equivalence” to the past 
much more difficult to draw 
out 

 Permian accounts for 39% of 
all  US rigs running 

 More than All other major 
basins COMBINED 

– Williston+ DJ + Eagleford+ 
SCOOP/STACK is  120 rigs 

 

 

 

 

Source:  Baker Hughes Rig Count 



Total Completions:  Q2 2014 – Q2 2016 

14 Source:  NavPort Data 



Total Changes in Q2 Completions 2014 - 2016 
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Commentary 

 Midland and Delaware 
completion counts are down 
21% and 31% 

– Of Major Resource plays, 
only STACK has increased 

– Permian production is still 
up 25% since Q2 

 Marcellus down 65% and 
production has grown 29% 

 

 

 

 

Source:  NavPort Raw data 



Permit Data 
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The Results…. 
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Permian Production 2014 - 2016 
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Source:  EIA 



Bakken Production Comparison 

19 
Source:  EIA 



Have We Seen This Before? 

20 

Continental Resources | October 2012 

Source:  CLR Investor Presentation October 2012 



4 Years Later:  How Did the Pilot Do? 
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Source:  IHS, Continental Resources Investor Presentation. 
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Type Curve Well #1 Well #2 Well #3 Well #4

Actual Results Expected Type Curve 
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Type Curve

C 

First 50 months average 
cumulative actual  

production: 157 Mbbl 

First 50 months 
cumulative expected 
production: 371 Mbbl 

Actual EUR was 42% below the type curve forecast 

Source, NavPort raw data 



Case Study:  Early Play B Factor Variance 

22 

1
13 25 37 49 61 73 85 97

1
0

9
1

2
1

1
3

3
1

4
5

1
5

7
1

6
9

1
8

1
1

9
3

2
0

5
2

1
7

2
2

9
2

4
1

2
5

3
2

6
5

2
7

7
2

8
9

3
0

1
3

1
3

3
2

5
3

3
7

3
4

9
3

6
1

3
7

3
3

8
5

3
9

7
4

0
9

4
2

1
4

3
3

4
4

5
4

5
7

4
6

9
4

8
1

4
9

3
5

0
5

5
1

7
5

2
9

5
4

1
5

5
3

5
6

5
5

7
7

0

100

200

300

400

500

600

Months 

C
u

m
u

la
ti

ve
 P

ro
d

u
ct

io
n

 (
M

b
b

l)
 

1.0 B-Factor 1.4 B-Factor

After First 3-Yrs

B-factor Prod (Mboe) PV-0 ($m)
(1)

1.0 B-factor 297 $0.6

1.4 B-factor 303 $0.7

Small variances in B-factor are not apparent during the first three years 
of  production… 

The difference in production 
between a 1.0 B-factor well and 

a 1.4 B-factor well in the first 
three years is <5 bbl/d 

(1) Assumes pre-tax, pre-G&A PV-0 value at $50/$2.50 price deck. Additionally, economics assume fixed LOE of $5,000/mo, variable LOE of $5.00/bbl and $0.75/mcf, ad valorem taxes of 2.5% of revenue generated, severance taxes of 4.6% 

for oil revenue and 7.5% for gas revenue, and $6,500k for D&C costs. 



Case Study:  Early Play B Factor Variance 
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1.0 B-Factor 1.4 B-Factor

Total Single Well

B-factor Prod (Mboe) PV-0 ($m)
(1)

1.0 B-factor 578 $4.7

1.4 B-factor 751 $8.2

… But these small variances could have a material impact on economics 



Proppant Evolution:  Lots of Data- but do we have enough? 

All Wells in Data Set Wells with More than 600 lbs/ft Proppant 

 56 BO/ft overall average from total data set 

 Oasis, Whiting, EOG, QEP and CLR make up 67% of the total 
completions executed over 600 lbs/ft 

 For the overall Bakken dataset, 600 lbs/ft is the approximate 
demarkation of “diminishing returns” 

– However, each area needs to be evaluated independently on a 
township by township basis to draw more specific conclusions 
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Wells with >600 lbs/ft 



Bakken Completions with >600 lbs/ft 
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Wells with More than 600 lbs/ft Proppant 

 Relatively small data set (243 wells) 

 Average uplift is 22% but has significant variation and vintaging does 
play an issue 

– Areas with completions more recent than 2012/2013 will have 
smaller increases anecdotally as compared to pre 2009 wells 

 Well spacing (wells per unit) also influences EUR performance 

 



Eagleford Production 
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Whoa… 

Source:  EIA 



Permian Players Stock Performance 
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+100% from 2014 IPO 
+16% from the high 

15% off all time high 



Concluding Remarks 
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At current completion pace, there is 64 years of inventory 
in the Permian that is estimated to be economic below 
$50/bbl 

Pure play Permian stocks have access to retail capital and 
have a low costs of capital to accelerate development 

–FANG YE 2015 SEC Standarized measure is $1.4 Billion 

–Virtually 0 debt, $8.2 Billion in Market Cap (6x “value”) 

 It took from mid 2011 when gas dropped below $4/mcf 
“permanently” to June 2016 for UPL to declare 
bankruptcy 

Oil can stay below $50 as the Permian backfills Eagleford 
and Bakken declines 

–This doesn’t necessarily imply Permian (and other) 
Public Companies trade at the correct valuations 

 

 

 

 

 

 


