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Resource Doesn’t Always Meet 
Expectations
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Environmental Issues Have Yet to be 
Resolved

Source: Wood Mackenzie (North America Gas Service)
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Competition With Oil and Liquids for 
Capital and Labor is Intensifying

Average cash flows of unconventional development

Source: Wood Mackenzie (Corporate Service)

Sources: Wood Mackenzie (NAGS, Upstream Service, Corporate Service)

• Tight oil assets are cash flow negative for 3-5 years prior to assets turning cash flow positive

• Looser capital markets, allows for near-term debt and equity funding

-$1.5

-$1.0

-$0.5

$0.0

$0.5

$1.0

$1.5

$2.0

$2.5

$3.0

Y
ea

r 
-2

Y
ea

r 
-1

Y
ea

r 
-0

Y
ea

r 
1

Y
ea

r 
2

Y
ea

r 
3

Y
ea

r 
4

Y
ea

r 
5

Y
ea

r 
6

Y
ea

r 
7

Y
ea

r 
8

Y
ea

r 
9

Y
ea

r 
10

B
il
li
o

n
s

Shale Gas Tight Oil

Early acreage 

acquistion
3-5 years for capex to 

match cash-flows
First production

Horizontal oil and gas drilling

0

200

400

600

800

1,000

1,200

1,400

1,600

2008 2010 2012 2014

R
ig

s

Horizontal gas Horizontal oil



5© 2011 Electric Power Research Institute, Inc. All rights reserved.

Numerous Markets are Competing for 
Gas…and Potential is Turning Probable
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Fukushima has Tightened Pacific Basin 
Supplies… and North America Represents an 
Alternative to Australia

Australasia LNG projects – by liquefaction status

* Additional projects have been proposed, but currently have insufficient definition of concept or reserves

Source: Wood Mackenzie LNG Tool, February 2011
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When the Market Demands Gas, Price 
Must Justify Drilling

• New-drill 
contribution up to 
10.8 bcfd from 8.6 
bcfd in 2011

• For 2010, nearly 
40% of drilled 
supplies were out-
of-the-money based 
on average NYMEX 
monthly close 

• Higher demand 
growth would 
require more drilling

• Higher costs would 
shift curve up

US New Drill Natural Gas Supply Stack*

Source: Wood Mackenzie

*Assumes development breakeven economics (not 

including land lease costs) at a 10% real IRR 

adjusted to a Henry Hub- equivalent price
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Wood Mackenzie Disclaimer

• This presentation has been prepared by Wood Mackenzie Limited for delivery 
at the 2011 EPRI Summer Seminar – Marina Del Rey, CA – August 1, 2011. 
It has not been prepared for the benefit of any particular attendee and may 
not be relied upon by any attendee or other third party. If, notwithstanding the 
foregoing, this presentation is relied upon by any person, Wood Mackenzie 
Limited does not accept, and disclaims, all liability for loss and damage 
suffered as a result.

• The information contained in these slides may be retained by attendees. 
However, these slides and the contents of this presentation may not be 
disclosed to any other person or published by any means without Wood 
Mackenzie Limited’s prior written permission.
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Wood Mackenzie

Kintore House

74-77 Queen Street

Edinburgh EH2 4NS

Global Contact Details

Europe +44 (0)131 243 4400

Americas +1 713 470 1600

Asia Pacific +65 6518 0800

Email energy@woodmac.com

Global Offices

Australia - Canada - China - Japan - Malaysia - Russia - Singapore - South Africa - United Arab Emirates - United Kingdom - United States

Wood Mackenzie has been providing its unique range of research products and consulting services to the Energy industry 

for over 30 years. Wood Mackenzie provides forward-looking commercial insight that enables clients to make better 

business decisions. For more information visit: www.woodmac.com
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Audience Response Question

If you are planning additional gas-

fired capacity additions, what risk 

around future gas prices worries 

you most?
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Audience Response Question

What level of long-term gas prices 

would cause concern regarding 

large-scale gas-fired capacity build?


