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Examining the “cash-flow” narrative for tight oil companies

• Analysts and journalists invent simplistic narratives to explain complex oil and gas market 

phenomenon—OPEC price war vs shale is a great example.

• These seem sensible & are repeated enough that many smart people believe them.

• The latest is that tight oil companies must live within cash flow—investors are tired of 

negative cash flow & that is why E&P stock prices are in the tank.

• Like all narratives, it contains enough truth to gain acceptance.

• Investors have never cared about consistent negative cash flow over the last decade.

• E&P almost always had negative cash flow before shale plays.

• Negative cash flow is a necessary component of developing a discovery.

• The problem for shale plays is that the development never stops because of high decline

rates.

• The narrative reflects a more fundamental realization that oil prices rallies since 2014 have 

all failed because of over supply.

• Investors are disaffected by oil companies because they sense there is no hope for big profits 

until the true supply crisis some time in the next decade.

• Share price performance varies among companies & does not reflect cash flow differences.

• Standardized measure evaluation for 2018 indicates that tight oil break-even prices are 

much higher--$60/barrel--than the shale narrative suggests.

• This is consistent with bottom up EUR evaluations I have done in the past.
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Oil companies have almost never lived within cash flow
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Stock performance has been poor for many tight oil companies 
with positive or near-positive cash flow

• Devon, Marathon, Continental, EOG and Oxy had positive cash flow in 2017 & 
2018.

• Apache was cash-flow neutral in 2018.
• Stock prices have under-performed WTI and ES since October 2018.
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Stock performance has little to do with cash flow 
for Permian tight oil companies

• Diamondback had highest negative cash flow among Permian companies in
2018 yet its stock performance has been better than its peers.

• Pioneer and Concho were cash-flow neutral in 2018 but their stock price has 
under-performed WTI since October 2018. 
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Stock performance has little to do with cash flow 
for Eagle Ford tight oil companies

• EOG, Devon and Marathon had positive cash flow in 2017 and 2018 yet their 
stock price has under-performed WTI since October 2018.

• Murphy had negative cash flow in 2018 but its stock price was similar to 
companies with positive cash flow.
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Stock performance has little to do with cash flow 
for Bakken tight oil companies

• Continental and Whiting had positive cash flow in 2018 but their stock price has 
under-performed WTI since October 2018.

• Hess had positive cash flow in 2018 but its stock price has the best performance 
in 2019.
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Shocker!
Permian break-even prices are higher than other plays


