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US LTO production to grow 0.8 mmb/d this year with $50/bbl oil price; down 
from 1.5 mmb/d-growth projection at $100/bbl 

LTO drilling is already down 20% from Q4 2014 and is expected to fall further with many 
E&Ps (such as Linn Energy, Sandridge, Whiting Petroleum, and Continental Resources) 
announcing 30-50% capex cuts. We estimate that, at $45-50/bbl, an additional 400-500 LTO-
focused rigs are at risk and that drilling activity could decline to half of the peak 2014 
activity.  Despite the decline, annual average US LTO production will still grow 0.8-1.0 
MMbbl/d in 2015.  

The persistence of US LTO supply is due to four dynamics: 

• The strong base of low-cost production from legacy wells
• A sizable inventory of “in-process” wells
• Lower well costs from cost deflation
• The abundance of high-quality core acreage with large wells

About 4.5 MMbbl/d of production in the US comes from existing LTO wells.  Despite steep 
decline rates, these wells will produce an average of 3.2 MMbl/d in 2015.    With typical 
operating costs of USD10-20/bbl, it is unlikely that producers will shut in most of the flowing 
production.  

There is a large inventory of “in-process” wells which we estimate at 2,500-3,000 with the 
potential to produce 170 million barrels of oil in 2015.   While it only takes between 20-30 
days to drill a well, it can take 2-3 months from the time drilling begins until the first oil 
reaches the market. As a result, it will take a few months before we see the decline in LTO 
drilling activity in 1Q15 translate into a slower pace of new wells bringing new oil to market. 
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Drilling activity will also get a boost as well costs decline by 20-30%. Drilling and 
completion costs for LTO wells have undergone significant inflation during the past three 
years with the surge in horizontal well completions. These costs could experience a 20-30% 
compression, significantly improving well economics.   For example , the dramatic 
improvements made in shale gas costs under pressure from sub-4 USD/MMbtu prices show 
that a 50% decline in breakeven costs is not unthinkable in the longer term. 

High-grading in drilling activity will increase the average new well size – up to 70-100% in 
some basins.  These large wells will offset the decline of existing wells and drive production 
growth. Well productivity and acreage quality is not homogeneous across LTO plays, yielding 
a wide range of well economics around the average breakeven rate for a play. 

About 90% of the currently active LTO rig fleet is running in plays where at least the top-
quartile wells can break even at or below USD 45/bbl. Wells like these in the small, core 
regions typically produce at 2x or more the rate of the average well in the play (e.g., for 
Bakken, a core well in McKenzie, Williams, and Mountrail counties on average produces 1.8 
times more than a well in other regions of the play), making investment in these regions 
more sustainable in a price downcycle.  

In conclusion, US LTO production is not expected to grow at 58% per year as it has during the 
past two years. However, LTO has the potential to grow 0.8-1.0 MMbbl/d in 2015, due to the 
low-cost existing production base and a sizable inventory of “in-process” wells, 
complemented by improvements in drilling and completions costs and a substantial new 
well-drilling inventory in core, high-quality acreage. 
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