Is U.S. Shale Facing an 'Unmitigated Disaster'?
by Heather Richards
Sep. 19, 2019 – The booming shale industry could be headed off a financial cliff, experts say.  Environmental groups are asking who will clean up 1,000s of wells drilled miles beneath the surface, if businesses go bust.
The meteoric rise of U.S. shale, driven by hydraulic fracturing, continues at a fast pace.  Each year, operators bring in more barrels, pushing the United States further ahead of other nations for production.
But many observers say the shale business is overheating, as frackers try to keep up the pace of production at high costs and low oil prices.  They are warning that Wall Street money is drying up, and that the rate of bankruptcies could climb dramatically.
"I talk to those guys, all the fracking companies, on a daily basis.  I'm very engaged in what they are doing with their business, and I completely believe that the current model is unsustainable," said Scott Forbes, vice president of the Lower 48 for Wood Mackenzie.
Some consulting firms forecast production will soon climax.  Rystad Energy said, in a recent report, that a shale peak may be on the horizon in 2030, with most of the 14.5 million barrels per day by then coming out of West Texas' Permian Basin.
Meanwhile, environmental groups are watching from the sidelines, arguing that plugging and abandoning the wells of a historic boom will fall to taxpayers someday, after the money has been made and the wells are exhausted.
"What I've been wondering is, when does this cleanup, the overhang of cleanup — when does the rubber start hitting the road?" said Clark Williams-Derry, director of energy finance for the Sightline Institute.
Industry, however, has rebutted the idea that its cleanup responsibilities are a risk — or a threat.
"Environmental groups constantly bring up things like bonding, because they see it as another way to increase costs to produce as a way of reducing production," said Kathleen Sgamma, president of the Western Energy Alliance.
The American Petroleum Institute declined to comment..  On its website, it says hydraulic fracturing increased average U.S. household disposable income by more than $1,000 as of 2015 and that savings could rise to more than $3,500 by 2025.
"The U.S. has entered an era of energy abundance that will ensure we can meet our energy needs and drive economic growth well into the future," the website states.
A 'Tough Decision'
Fracking has transformed U.S. energy production, allowing operators to achieve what politicians and energy bulls could have only imagined when the Arab oil embargo of the early 1970s shook the United States: oil independence.
In the process, operators drill down and then out for up to 2 miles — instead of drilling straight down into a puddle of hydrocarbons.  They access oil and gas by performing massive fracturing operations that crack the tight rock, allowing tremendous amounts of crude and gas to flow back into the well.
Alex Beeker, principal analyst for the Lower 48 at Wood Mackenzie, outlined what many say is a looming challenge facing the industry.
A single well may be profitable, Beeker said.  In the 1st years of production, there is a rush of oil and gas, but that declines rapidly.  The return on investment is good, and it's quick.  But these companies have to grow, and to grow, they need to punch more holes in the ground, and to punch holes, you have to spend more money, he said.
For every dollar they make, frackers have to make a "tough decision," he said.  "Do they return it to shareholders, or do they put it into the ground?" he said.
There are a few companies that seem to be surviving the cash crunch better, but some investors are growing doubtful, and it's depressing share prices.  "The market is assigning very little upside to these companies, beyond what they have flowing — which is very reminiscent of the dark times," Beeker said.  He referred to the dramatic downturn of 2014 to 2015, when the price of crude fell by half.
Worries about a "fracker's dilemma" are not new.  Journalist Bethany McLean's book "Saudi America" questioned the financial viability of fracking in late 2018.  Speaking at the Sohn Investment Conference in 2015, Steve Schlotterbeck, former head of natural gas behemoth EQT, called the shale industry an "unmitigated disaster for the buy/hold investor."  "The fact is that every time they put the drill bit to the ground, they erode the value of the billions of dollars of previous investments they have made," he said at a conference earlier this year.  "It's like they can't help themselves," Clark Williams-Derry, a financial adviser at Sightline Institute in Seattle, said of producers.  "You have to run pretty darn fast just to stay in place."
Low prices have made things harder for companies, pressing them to maintain business with weaker returns.  "They are really struggling right now," said Forbes of Wood Mackenzie.  He said that the crisis for frackers is bleeding into the service industry.  When the amount operators can pay falls too low, it puts service companies, like pressure pumpers, in a predicament.  At worst, they are choosing between making a profit and keeping their workers employed, Forbes said.
"Do we want to take the work and keep the people employed, or put the equipment in the yard?" he said a service provider asked him recently.
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