
Some interesting nuggets from the SailingStone Capital Q1 commentary. The following goes to supporting “any attempt to meaningfully grow US shale production will be extraordinarily 
challenged as industry claims of the quality and quantity of remaining inventory appear to be massively overstated.”

1. “Once standardized for changes in lateral lengths, improvements in average well productivities were not a function of technology but simply a function of high grading.”
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1. “Looking at 12-month cumulative oil production per lateral foot, the top wells deteriorated by 10 - 18% from 2017 to 2022. While high grading continues to boost average well performance, the significant declines in top decile wells indicate that the pace of resource exhaustion is accelerating”
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1. “Flat-to-declining average well performance and a steady drop in top tier well performance, despite significant increases in proppant intensity and the up-spacing of locations, is a clear indication that US shale, the global marginal producer, is facing resource exhaustion.”
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1. “B-factors define how the decline rate of an unconventional well changes over time as the well moves from fracture- to matrix-dominated flow (i.e. the hockey stick)….possible explanations for lower long-term b-factors and therefore steeper decline rates include: (1) lower recoveries of oil-in-place, (2) interference from increasing well density, and (3) pressure dropping below bubble point within the well’s drainage area… structurally lower b-factors result in materially higher future capital intensity and constrain the ability of US producers to grow oil supply absent a significant increase in drilling activity. To that end, the chart below shows a sensitivity to our US oil growth forecast assuming 1.2 b-factors across the major oil shales versus our basin-calibrated models. The difference is well over 1mmbpd, which perhaps explains why OPEC doesn’t seem too worried about US shale’s ability to regain market share going forward”
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1. “More recently, however, base decline rates have held steady in the high 40% range despite an overall drop in volumes from peak levels. For context, a 47-48% base decline rate means that the US needs to add 3-4mmbpd each year just to keep production flat, the equivalent of adding a new Canada or Iraq on an annual basis. While the stickier base decline rates are partially explained by overstated b-factors, we are concerned that they also may be related to increasing gas/oil ratios (“GORs”).”
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Figure 16: U.S. Oil Growth Forecast Assuming 1.2 B-Factors
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OR Trend Increasing Across Unconventional Plays
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Figure 11: Well Productivity by Quintile — Midland, Delaware, Bakken and Eagle Ford
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Source: SailingStone Capital Partners, Shale Technology: Moore’s Law or Turgot's, January 2018
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Figure 13: Change in 12-Month Oil Cumulative Production per Lateral Foot: 2017-2022
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