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In a Tumultuous 2020, Shale Firms
Slashed Capex To Generate Cash

Weak Demand and Low Prices Sent Capital
Spending to its Lowest Level in Over a Decade

Summary

A cross-section of 30 North American shale-
focused oil and gas producers spent $158
billion more on drilling and other capital
expenses since 2010 than they generated by
selling oil and gas, an IEEFA analysis finds.
But last year, by cutting capex by $20.6
billion year-over-year, these companies
collectively managed to generate $1.8 billion
in positive free cash flows—marking the first
full year of positive cash results since the
dawn of the fracking boom. (See Appendix
Table 1.)

Free cash flow—the amount of cash
generated by a company’s core business,
minus its capital spending, or capex—is an
important gauge of financial health. Positive
free cash flows enable firms to pay down
debt and reward stockholders. Negative free
cash flows, by contrast, force companies to
fund their operations by other means,
including dipping into cash reserves, selling
assets, or raising new money from capital
markets.

Key Findings

In a tumultuous year for oil markets,
shale-focused oil and gas companies cut
capital spending to the lowest level since
the dawn of the fracking boom.

By cutting spending, these companies
collectively managed to eke out modest
positive free cash flows of $1.8 billion
despite the downturn.

Since 2010, these companies had
reported negative free cash flows
totalling $158 billion.

Rising oil prices could help these firms
continue to generate cash—but only if
they restrain spending on new drilling,
which would threaten future growth in
production.

IEEFA’s sample of fracking-focused companies racked up negative free cash flows
every single year from 2010 through 2019. Last year’s positive free cash flows were
only possible because shale companies cut their capital spending to the lowest level
in more than a decade. Moving forward, restraining capital spending could help the
fracking sector generate cash. But low levels of investment also undermine the
industry’s prospects for growth, reinforcing the perception that the U.S. oil and gas

industry has entered a decline.
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Cash Flow Results

Through most of 2020, the global COVID crisis buffeted the oil industry with falling
sales volumes, low prices, weak revenues, and a wave of bankruptcies.! The
companies in IEEFA’s sample saw cash flows from operations fall to their lowest
level since 2016, which was another dismal year for oil prices.

To survive the downturn, IEEFA’s sample of shale-focused companies cut their
capital spending by 41 percent year over year, from $48.9 billion in 2019 to $28.8
billion in 2020—the lowest level since at least 2010. (See Figure 1.)

Figure 1: Capital Spending at 30 Shale-Focused Firms
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Last year’s capex cuts continued a trend. Capital spending by fracking-focused
companies peaked in 2014. As global oil prices fell in 2015 and 2016, the industry
slashed capital spending, but when prices rose in late 2016, capital spending rose
once again, reaching a lower peak in mid-2018. The industry’s sustained failure to
generate cash soured investors on the entire sector, constraining capital inflows
from investors and forcing many companies to cut spending. By late 2018, frackers
began curtailing capital outlays—gradually at first, but more dramatically over the
last three quarters of 2020.

As the industry trimmed spending, its ability to generate cash improved: IEEFA’s
cross-section of fracking-focused enterprises achieved modest positive free cash
flows in five of the last seven quarters, and realized $1.8 billion in positive free cash
flows for the full year of 2020. (See Figure 2.)

Yet despite this turnaround, a decade of dismal financial performance casts a
shadow over the industry. Last year’s positive cash flows represented just over 1
percent of the negative cash flows racked up over the preceding decade. At the same
time, the positive free cash flows pale in comparison to the industry’s accumulated

1 Haynes and Boone, LLC. Energy Bankruptcy Reports and Surveys. December 2020.


https://www.haynesboone.com/publications/energy-bankruptcy-monitors-and-surveys
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debt loads. Collectively, these companies owe nearly $90 billion in long-term debt,
despite bankruptcies that have erased billions of dollars of liabilities from some
companies’ balance sheets.

Figure 2: Free Cash Flow at 30 Shale-Focused Firms
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Analysis

Global oil markets erupted in turmoil last year. International efforts to contain the
COVID-19 virus sharply reduced global oil demand, triggering a steep decline in oil
prices and a sell-off in oil and gas stocks. The Standard & Poor’s 500-stock index as a
whole rose by 18 percent in 2020, but the index’s energy sector—which includes oil
and gas but not wind or solar—lost more than one-third of its value. By the end of
2020, energy made up just over than 2 percent of the S&P 500’s value—down from
16 percent just over a decade ago, and almost 30 percent a few decades before that.

Yet the oil and gas industry’s financial underperformance began long before the
advent of the coronavirus crisis. Last place has become familiar territory for oil and
gas: The industry has placed at the bottom of the S&P 500 in five of the last seven
years, and second-to-last in a sixth.

These dismal returns stemmed from mounting financial pressures and a
deteriorating outlook for the oil and gas sector. Fracking-focused companies
produced bountiful volumes of oil and gas, yet consistently failed to generate
enough cash from oil and gas sales to pay for their capital expenses. Other financial
challenges weighed down the industry’s outlook, including high debt loads,
disappointing revenues, declining cash balances, significant accounting losses, asset
impairments, and declining cash balances.

As the global COVID crisis unfolded, the U.S. fracking sector shored up its finances by
cutting capital spending to the bone. Over the past several months, the combination
of restrained spending and high prices has helped lift energy stocks from last year’s
lows.


https://www.spglobal.com/spdji/en/indices/equity/sp-500/%23data
https://novelinvestor.com/sector-performance/

Shale Producers Spilled $2.1 Billion in Red Ink Last Year

Yet capex cuts create longer-term challenges for the industry. Falling capital
investment pares back growth prospects for the industry, sending clear signals to
investors that North America’s oil and gas production is poised to shrink. U.S. oil
production fell last year by 332 million barrels, the largest one-year drop in history.2
The U.S. Energy Information Administration now forecasts another production
decline yet again in 2021.3

To resume production growth, the U.S. upstream oil and gas industry must
substantially boost capex, which would threaten its ability to sustain positive free
cash flows. Fracking companies have proven time and again that they can produce
an abundance of oil and gas—but they have yet to prove that they can sustain both
production growth and healthy cash flows at the same time.

Moving forward, U.S. oil and gas producers face a dilemma. Keeping capital spending
in check could improve the industry’s cash performance, allowing it to generate the
cash flows that investors now demand. Yet falling investment will also constrain
production, reinforcing the perception that the U.S. independent oil and gas
producers are in decline and are no longer willing or able to make robust
investments in their own future.

Meanwhile, the oil and gas sector now confronts unprecedented global headwinds
that it didn’t face five years ago, when the industry was rebounding from the
previous oil bust. Renewable power is now cheaper and far more abundant, and is
eating into fossil fuel market share. Rising electric vehicle sales, improving energy
efficiency, and plastics recycling will further crimp oil and gas demand. New
technologies will make some uses of fossil fuels obsolete. All the while, the world’s
governments face a growing imperative to curb climate change. Many analysts—and
some major oil companies, including Shell and BP—now project that these forces
will pinch global oil demand over the coming decade, restraining prices increases
and further clouding the prospects for U.S. oil and gas producers.

Despite recent increases in the price of oil, investors would be wise to continue to
view shale-focused companies as high-risk enterprises. The potential for improved
stock performance may tempt short-term buyers. But long-term investors should be
wary of an industry that has produced disappointing results for a decade, and that
now faces challenges unlike any that the industry has ever faced.

2U.S. Energy Information Administration. Crude Oil Production. Accessed March 2021.
3 U.S. Energy Information Administration. Short Term Energy Outlook. March 2021.


https://www.eia.gov/dnav/pet/pet_crd_crpdn_adc_mbbl_a.htm
https://www.eia.gov/outlooks/steo/
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Data and Methods

This report tracks the financial performance of 30 oil and gas exploration and
production companies that operate principally in North America. Cash flow and
capex data were compiled from quarterly and annual financial filings, supplemented
and cross-checked with data from Thomson Reuters and Morningstar. The list of
companies included in this report may not match with previous quarterly fracking
reports in this I[EEFA series. Each quarter, IEEFA adjusts the companies covered in
its fracking analysis to account for mergers, acquisitions, and similar events.



Appendix

Table 1: Free Cash Flows, 30 Shale-Focused Oil and Gas Companies (in millions USD)

Antero Resources

APA Corporation
Cabot Oil & Gas
Callon Petroleum
Chesapeake Energy
Cimarex Energy Co.
CNX Resources
Continental Resources
Devon Energy

Diamondback Energy Inc.

EOG Resources Inc.
EQT

Gulfport Energy
Hess

HighPoint Resources
Laredo Petroleum Inc.
Marathon Qil
Matador Resources
National Fuel Gas
Northern QOil and Gas
Oasis Petroleum Inc.
Ovintiv

PDCEnergy Inc.
Penn Virginia

Pioneer Natural Resources

QEP Resources
Range Resources

SM Energy
Southwestern Energy
Whiting Petroleum

mmm
(635)  (1,347)  (2,131)  (3,088)  (1,332)  (1,254) (210) (129) (319) (139)
1,804 2,875 (960) 279 (3,007)  (2,141) 481 (332) (127) (94) 86
(372) (389) (276) (170) (458) (222) 22 134 210 657 202
40 (21) (82) (105) (138) (138) (69) (190) (147) (164) (117)
(8,396)  (8,547) (11,905)  (2,994)  (1,984)  (2,537)  (2,324)  (1,747) (267) (640) 22
119 (367) (535) (300) (579) (324) (96) (182) (119) 25 253
(23) 349 (517) (837) (523) (329) 292 16 (231) (212) 308
(432) 971)  (2,491) (1,177) (1,361)  (1,223) (39) 126 541 255 (92)
(998)  (1,310)  (3,269)  (1,066) (967) (996)  (2,188) 1,251 533 130 193
(51) (56) (127) (785)  (1,091) (486) (859)  (2,363)  (1,900) (958) 74
(2,884)  (2,380)  (2,123) 269 402 (1,418) (224) 141 1,692 1,741 1,543
(457) (359) (579) (601)  (1,037)  (1,234)  (1,526) (313) (756) 249 495
(16) (130) (559) (619) (926)  (1,271) (420)  (1,753) (121) 1) (273)
(962)  (1,957)  (2,022) (315) (757)  (2,340)  (1,456) (992) (158)  (1,187) (864)
(378) (886) (893) (374) (323) (132) 14 (119) (223) (152) 5
(304) (356) (564) (396) (855) (317) (142) (179) (167) (129) 7)
2,334 3,538 (344) 827 327 (1,909) (65) 144 481 199 130
(133) (99) (184) (188) (319) (289) (320) (521) (913) (374) (303)
4 (161) (377) 35 (43) (181) 118 150 3 (52) (429)
(107) (256) (333) (137) (203) (42) 9 (46) (230) (228) 48
(177) (438) (659) (196) (528) (489) (980) (201) (734) 3 (44)
(3,183)  (1,198) (748) (607)  (2,875) (621) (717) (800) 308 230 140
(169) (314) (485) (245) (392) (194)  (1,028) (160) (248) (32) 178
(326) (301) (129) (243) (491) (196) 41 (235) (244) (49) 53
1,212 1,440 1,540 (468)  (1,210)  (1,138) (564) (608) (541) (105) 356
472) (139)  (1,504) 411)  (1,184) (758) (541)  (1,375) (484) 1 316
512 630 645 742 (450) (419) (126) (396) (32) (67) (167)
(172) (873) (592) 277)  (1,063) (511)  (2,261) (463) (616) (203) 235
(80) (290) (454) (344) 90 (218) (95) (171) (67) (135) (368)
83 (612) (770)  (1,073)  (1,153)  (1,446) 42 (279) 134 (50) (82)
(13,985) (14,210) (32,642) (13,906) (26,186) (24,848) (16,275) (11,674) (4,549) (1,661) 1,753

Total, Selected Companies

Source: Morningstar and company financial reports.
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Table 2: Capital Spending, 30 Shale-Focused Oil and Gas Companies (in millions USD)

mm
Antero Resources 01 1,679 2,665 4,087 2,348 2,495 2,217 2,211 1,422
APA Corporation 4,922 7,078 9,464 9,556 10,964 4,808 1,949 2,760 3,904 2,961 1,302
Cabot Oil & Gas 857 891 928 1,195 1,694 972 375 765 894 788 576
Callon Petroleum 60 100 133 160 233 227 190 420 614 641 677
Chesapeake Energy 13,513 14,450 14,742 7,608 6,618 3,771 2,120 2,222 1,997 2,263 1,142
Cimarex Energy Co. 1,012 1,659 1,728 1,624 2,199 1,050 722 1,278 1,670 1,319 651
CNX Resources 1,154 1,178 1,245 1,496 1,459 840 173 633 1,116 1,193 487
Continental Resources 1,088 2,042 4,126 3,743 4,717 3,080 1,165 1,953 2,915 2,861 1,514
Devon Energy 6,476 7,534 8,225 6,502 6,988 5,894 3,688 1,658 2,171 1,941 1,161
Diamondback Energy Inc. 57 88 177 941 1,448 902 1,191 3,252 3,465 3,697 2,044
EOG Resources Inc. 5,604 6,972 7,370 7,068 8,247 5,013 2,583 4,124 6,076 6,423 3,465
EQT 1,247 1,264 1,375 1,763 2,452 2,451 2,591 1,951 3,732 1,602 1,042
Gulfport Energy 102 288 758 811 1,336 1,593 758 2,433 907 725 368
Hess 5,492 6,941 7,682 5,413 5,214 4,321 2,251 1,937 2,097 2,829 2,197
HighPoint Resources 449 958 966 448 585 326 108 241 454 431 124
Laredo Petroleum Inc. 461 700 941 760 1,354 633 498 564 705 604 391
Marathon Oil 3,536 2,986 4,361 4,443 5,160 3,485 1,204 1,974 2,753 2,550 1,343
Matador Resources 161 161 308 367 570 497 454 820 1,521 926 780
National Fuel Gas 445 817 1,037 704 964 960 501 487 619 810 1,207
Northern Oil and Gas 180 341 532 360 477 289 93 119 474 568 284
Oasis Petroleum Inc. 227 614 1,051 894 1,401 849 1,208 709 1,731 890 342
Ovintiv 5,512 5,125 3,855 2,896 5,542 2,302 1,342 1,850 1,992 2,691 1,755
PDC Energy Inc. 321 480 660 405 629 605 1,514 758 1,137 890 692
Penn Virginia 406 446 371 504 774 365 20 317 516 369 168
Pioneer Natural Resources 73 90 297 2,614 3,576 2,393 2,064 2,707 3,783 3,220 1,727
QEP Resources 1,469 1,431 2,800 1,603 2,726 1,239 1,208 1,975 1,300 566 358
Range Resources 1 1 2 1 1,424 1,110 513 1,213 1,023 748 435
SM Energy 669 1,633 1,514 1,615 2,519 1,502 2,814 978 1,336 1,026 555
Southwestern Energy 1,723 2,030 2,108 2,253 2,245 1,798 593 1,268 1,290 1,099 896
Whiting Petroleum 915 1,804 2,171 2,818 2,968 2,497 553 857 958 806 277
Total, Selected Companies 58,129 71,003 82,606 73,230 90,569 58,119 36,938 44,438 55,363 48,859 28,834

Source: Morningstar and company financial reports.
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