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Summary

B

etween January 2015 and mid-2020,
about 69 of the approximately 2,160
small-to-medium independent oil
companies operating in the tight oil sector filed
for Chapter 11 protection. These filings mostly
occurred in 2016 and 2019. A lack of financial
discipline and poor financial risk assessment
meant that these companies were negatively
impacted by the low oil prices in these years.
Hence, they declared bankruptcy.
News outlets tend to amplify bankruptcy filing
announcements in the oil sector. Such reports may
suggest that the shale oil and gas sector is on the
verge of extinction. We therefore assess whether
this suggestion is accurate. Our analysis shows
that neither these bankruptcy declarations nor
future declarations imply that United States
(U.S.) tight oil production is on the verge of
collapse.
First, although ailing operators have filed for
bankruptcy protection in the last few years,
their combined oil production is relatively small.
Specifically, they collectively produced about
8.5% of the total U.S. tight oil production in 2019,
estimated to be 7.75 million barrels per day. This
volume did not disappear from the market. Instead,
distressed operators are given a grace period
during which they can operate without interruption.
In this period, they can file motions to continue the
use of cash collateral to preserve their businesses,
including royalty and surety obligation payments.
Second, even when operators choose to sell their
assets to pay off debts, these assets are sold
to more efficient operators. These operators, in
turn, may choose to develop them, use them for
production, and generate revenues. In other words,
ownership changes do not dilute the value of these
assets, and the reserves do not disappear. On
the contrary, during a fire sale, the buyer acquires
assets at favorable terms.
Are Bankruptcies Healthy For The Tight Oil Sector?

Over 33 independent companies emerged from
bankruptcy after successfully reaching resolutions
with their investors on debt restructuring,
transferring equity ownership to investors, or selling
or leasing their assets to other operators. Those
who failed to adapt simply exited the oil market
through either liquidation or being acquired by other
companies. Some independent companies that
filed for bankruptcy in 2019 are still in the process
of reorganizing. Much of this delay is being caused
by the COVID-19 pandemic. Many operators
faced challenges and had to revise their plans for
restructuring their business models.
This year, investors in distressed tight oil
operators are highly likely to favor returns over
growth. In particular, their positions in these
companies have likely been increased owing to
increased debt-for-equity swaps. The biggest
winners are perhaps the secured debtors whose
positions increased because of these equity
swaps.
Going forward, more defaults are expected in
the shale industry. More independent producers,
especially medium-to-large ones that accrued
arduous debts in previous years, will enter
bankruptcy owing to fears of financial headwinds
and market uncertainty.
The industry should aim for more market efficiency,
consolidation and financial discipline through
bankruptcies, possible mergers and acquisitions,
and capital shifts toward carbon neutrality. A
bankruptcy may be a positive or negative outcome
in the tight oil sector, depending on the situation
and perspective taken. Operators, equity owners,
debtors-in-possession and the industry all have
different perspectives on these bankruptcies.
Overall, however, bankruptcies are never healthy,
and they incur different types of costs and losses to
many parties.
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Introduction

O

n June 28, 2020, Chesapeake Energy,
a leading United States (U.S.) shale1
producer, filed for bankruptcy under Chapter
11.2 It produced 483,000 barrels of oil equivalent
in 2019, and over 65% of this production was gas
from shale reservoirs (Chesapeake Energy 2020).
However, the majority of its revenues came from the
production of oil and natural gas liquids. Thus, the
recent oil price crash brought on by the COVID-19
pandemic made Chesapeake financially vulnerable.
Chesapeake is the largest shale producer that
has filed for Chapter 11 protection. Following
its bankruptcy declaration, it intends to remove
$7 billion in debt from its books in the form of
debt-for-equity swaps (Oil and Gas Journal
2020). However, this filing is just one in a
series of bankruptcy announcements by many
independent oil companies amid lingering, weak
oil and gas prices. Chesapeake is not the last
independent oil and gas company to file for
bankruptcy; more companies may follow if the
low oil price environment persists.
Nevertheless, despite these recent bankruptcy
declarations and those to come, tight oil production
is not on the verge of collapse in the U.S. In fact,
tight oil production has demonstrated resiliency
during volatile periods, especially in 2008 and
2015, when oil prices reached a minimum of around
$30 per barrel. Most importantly, the combined
production of the tight oil companies that have
applied for bankruptcy since 2015 is 710,000 barrels
per day. This amount is 8.5% of the total U.S. tight
oil production as of 2019, which is roughly 7.75
million barrels per day (MMb/d) on average.
Furthermore, only 69 independent operators in
the U.S. tight oil sector have sought bankruptcy
protection since 2015. Thus, low oil prices may not
be the only trigger for the wave of bankruptcies.
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These bankruptcies can also be attributed to the
operators’ lack of financial discipline and poor
financial risk assessment.
In addition to the technological improvements
that led to the shale sector’s boom, the era of low
interest rates following the 2008 financial crisis
benefited the shale industry. The improved access
to capital led to a wave of expansion in shale
oil and gas extraction. Oil production from tight
oil formations started to rise and, as of 2019, it
accounts for over 60% of U.S. oil production.
Thus, the ongoing oil and gas bankruptcy crisis,
which began in 2015 and still continues, is
analogous to the 2008 subprime mortgage crisis. In
both cases, low-cost, unrestricted bank loans were
easily accessible. Companies that filed for Chapter
11 bankruptcy and rated below investment grade
by rating agencies, such as Standard & Poor’s and
Moody’s, could borrow at low cost with relaxed
lending terms. Secured debtors used hydrocarbon
assets as collateral, but these assets lost significant
value, leading to massive asset impairment losses.
A lack of calculated financial decisions and fiscal
discipline by oil companies’ management to sustain
production led to heavy debt burdens. Profits eroded
as a result, creating a surge of defaults.
These bankruptcy filings underscore the stress that
tight oil and shale developers face as commodity
prices hover below their breakeven prices. Major
companies, such as Chevron, have diversified
portfolios and major resource bases to withstand
such prices, but very few heavily indebted
independent companies can compete. Persistently
low oil prices may devalue much of the energy
sector’s $1.9 trillion in debt, including about $300
billion in bank loans. For comparison, the total value
of the subprime mortgages held by Americans in
2007 was $1.3 billion (Helman 2020).
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Bankruptcy filings may be inherently good or bad
for the U.S. oil and gas sector, depending on the
situation and perspective. Bankruptcies are never
healthy, and many parties incur costs and losses as
a result. Despite these losses, however, the Chapter
11 code allows ailing tight oil developers to regroup
and re-enter the oil market after restructuring their
balance sheets. Those who cannot do so may opt
to liquidate or be acquired. Eventually, their shale
assets are transferred to new owners, and hence,
tight oil production continues to saturate the U.S. oil
market.
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This study is one in a series of studies within the
Future of Shale Development project. This project
examines the performance of U.S. shale production.
It highlights challenges that may hinder or contribute
to shale oil and gas growth, including dynamic
innovation, environmental policies and access to
capital.
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Bankruptcies in the Tight Oil Industry

T

he oil recession from mid-2014 to early
2016 deeply impacted the tight oil industry.
Independent companies switched to survival
mode, focusing on improving efficiency and cutting
costs. Many shale producers filed for bankruptcy
when they could no longer pay their debts and were
pressured by investors to generate profits.
The Oil Patch Bankruptcy Monitor quarterly
reports, published by Hynes & Boone, have tracked
North American oil and gas companies’ bankruptcy
announcements since January 2015. Our analysis
based on these filings shows that 255 independent
companies3 filed for bankruptcy from January 2015
through the middle of 2020. Of these, about 69
small-to-medium sized independent companies
had tight oil assets in their portfolios. In other
words, tight oil comprised different percentages of
each of these companies’ assets. Unlike major oil
producers, such as Chevron, these independent
companies were not vertically integrated, and their
operations were focused solely on the upstream
sector. Thus, they were financially vulnerable to oil
price volatility. Furthermore, as explained earlier,
independent companies tend to fund their capital
expenditures and operations mostly through debt
and, thus, can easily fall into debt traps.
Some of these operators, such as Pioneer
Natural Resources, used hedging to shield
themselves from falling prices. Using derivative
transactions, this company locked in a minimum
price of $60 per barrel for 85% of its 2016
production (Resnick-Ault and Schneyer 2016).
Other operators, which were not as lucky as
Pioneer, had to sell oil at the market price of
around $30. This price was not high enough to
cover their capital expenditures and operational
expenses (Resnick-Ault and Schneyer 2016).
Bloomberg reports that only 50% of tight oil
producers have hedged 2021 production,
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whereas 60% had done so by the same time in
2020 (LP 2020).
Unlike conventional oil wells, tight oil wells have
initial high production rates and steep base declines.
To offset these declines, more tight oil wells must be
drilled and brought into production simultaneously.
Thus, production requires a continuous flow of
investments and access to capital. However,
investor sentiment toward U.S. tight oil producers
has become increasingly negative as operations
have become unprofitable, generating negative
free cash flows4 (FCFs) (Scheyder 2017). Investors
and debtors have become wary of these risky
investments and are urging these producers to
control their capital spending. They are becoming
less willing to fund expansion projects and
restructure debt payments.
As their scale expands, most tight oil independent
companies have been reinvesting their returns
to acquire more shale prospects and have been
borrowing more. This strategy can pay dividends,
especially if it coincides with production growth,
as in the case of Concho Resources, which has
reported negative cash flows as it expands drilling
and scales up its oil production in the Permian
Basin. Unlike Chesapeake, which diversified its
operations across many shale basins, Concho
efficiently exploited economies of scope in its
Permian Basin operations. Although many analysts
were skeptical about the company’s growth (Adams
2019), Concho’s management ran the Permian
Basin expansion projects efficiently. In particular,
the company focused on high-impact drilling and
production operations and cost optimization. This
strategy was apparent in the past few months,
as Concho was among the most dialed-back
producers in the Permian Basin. Tight oil production
in this region has grown fivefold since 2014, and this
slow and consistent growth has curbed negative
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FCFs. Concho is one of the few independent
companies to attain positive FCFs in 2020 despite
the pandemic, as shown in Figure 1.

2, and many operators’ finances were stretched.
Figure 2 also shows that reported FCFs can
rebound at higher prices, as in 2018 and 2019.
However, the FCFs reported by tight oil producers in
2020 are expected to be negative owing to lingering
low oil prices.

Overall, the tight oil industry faced negative FCFs
between 2015 and 2017, as depicted in Figure

Figure 1. Concho’s capital expenditure (capex), FCF and tight oil production performance.
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After the fall in oil prices in 2014 and the recession
that occurred between 2014 and 2016, some
operators were unable to service their debts and
secure new funding. Bankruptcy declarations surged
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in 2019 owing to the mounting debt maturities that
had accumulated since 2015. Figure 3, in which the
size of a bubble corresponds to the total debt of
distressed companies, illustrates this point.
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Figure 2. U.S. tight oil industry capex, FCF and West Texas Intermediate (WTI) crude prices.
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Figure 3. Tight oil bankruptcies.
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Impact of Bankruptcy Declarations on
the Oil Industry

N

ext, we investigate the impact of the 69
ailing independent companies that sought
court protection from creditors between
2015 and 2020. Their total oil production is low
compared with the entire industry, which numbers
some 2,160 tight oil operators, including big oil

companies such as Chevron. The total tight
oil production of the companies that declared
bankruptcy but continued to operate in 2019 was
about 8.5% of U.S. crude production on average.
Figure 4 illustrates this point.

Figure 4. Contribution of tight oil production by category.
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One could argue that eliminating 8.5% of the total
production from the market would affect tight oil
production. However, most of these companies
remained in business. Filing for bankruptcy under
Chapter 11 does not necessarily mean that their
tight oil assets are no longer extractable, nor
does the company necessarily cease to operate.
Chapter 11 determines that oil operators are
‘debtors in possession,’ giving them immunity
from equity and debt holders seizing their
assets or suspending operations. During this
Are Bankruptcies Healthy For The Tight Oil Sector?

time, they can develop plans to reorganize their
capital structures.
Thus, distressed independent companies are
given a grace period for restructuring their loans
and regaining the financial flexibility to produce
their assets. During this period, they can continue
to operate without interruption. They can also file
a motion to continue the use of cash collateral to
preserve their businesses, including royalty and
surety obligation payments.
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A reorganizing period can be as short as 45 days,
as in the case of Fieldwood Energy. It can also
stretch up to two years, as in the case of Exco
Resources, which emerged from bankruptcy
after nearly 18 months. The average grace period
between filing and emerging from bankruptcy
tends to be one year. Additionally, a company can
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file for Chapter 11 bankruptcy for a second time
if it fails to reorganize its capital structure and
emerge successfully. Four independent companies,
Battalion Oil, Ultra Petroleum, Sheridan Holding
Company and Vanguard Natural Resources,
along with their subsidiaries, have done so.
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M

ore than 33 U.S. independent companies
that filed for bankruptcy after 2015 have
emerged from bankruptcy, as shown in
Figure 5. These companies either successfully
reached a resolution with their investors to
restructure their debt, transferred equity ownership

to investors, or sold or leased their assets to other
operators. However, a few of them, such as Sabine
Oil and Gas and Edgemarc Energy, failed to
adapt and opted to exit the market. Exiting can take
the form of liquidation or acquisition by a larger
independent company.

Figure 5. Post-bankruptcy filing outcomes.
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Some independent companies are still in the
process of reorganizing even though they filed for
bankruptcy in 2019. Much of this delay has been
caused by the COVID-19 pandemic, which has
created challenges for operators. Companies have
had to revise their plans to restructure their business
models, slowing down the process of emerging
from bankruptcy. The filings for 2020 are still being
examined. Some companies have already taken
measures to reorganize, including Chesapeake
Energy, as discussed earlier.
Our analysis shows that Chapter 11 has, in many
cases, helped operators lighten their heavy
Are Bankruptcies Healthy For The Tight Oil Sector?

debt loads, improve their operational efficiency
and restore profitability. Operators improve their
capital discipline, restructure their debt and
learn to optimize their capital and operational
expenditures. As Figure 6 shows, nearly all major
and independent companies operating in the shale
sector have positive debt coverage5 ratios after the
2015-2016 oil price collapse. The debt coverage
ratio improvements after 2016 can be attributed to
both oil price growth and better debt management
strategies. Companies became financially
disciplined, improving their incomes to cover their
total debts.
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Figure 6. Debt coverage ratios, calculated from financial statements.
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Holding all other factors constant, a producer’s
average oil production drops from 2.122 million
barrels per month to 1.73 million barrels per month
after emerging from bankruptcy. These losses in
production represent gains for other operators
that acquired these companies’ assets and
produced them until they were depleted. In
other words, the tight oil industry was not
affected by ownership transfers of tight oil
assets.

Furthermore, some operators that underwent the
bankruptcy process quickly returned to stability
or growth. For example, after emerging from
bankruptcy in 2018, Fieldwood Energy successfully
added 25,000 barrels per day to its net production of
72,000 barrels per day of oil equivalent. It did so by
acquiring more conventional oil assets in the Gulf of
Mexico (Resnick-Ault and DiNapoli 2018). Another
example is Berry Petroleum, which launched an
aggressive investment program through an initial
public offering to bolster its finances and expand its
operations base. In 2018, it bought oilfield leases on
214 acres from Linn Energy and lease options on
490 acres from Chevron (Cox 2018).

Are Bankruptcies Healthy For The Tight Oil Sector?
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F

iling for Chapter 11 bankruptcy is an operator’s
last resort. It may be necessary in times
of unprecedented market volatility, when
the capital market for energy producers is highly
constrained. An operator may also file if attempts
to reorganize the business and regain financial
flexibility to preserve the business have failed.
Financial duress typically creates direct and inferred
costs and benefits for oil developers, equity owners
and debt owners.
Bankruptcy cases are typically protracted and
challenging. They involve dozens of complex
substantive and procedural issues to reach a
resolution, incur hefty administrative and legal fees
and take time. In some cases, debtholders oppose
reorganization plans, and negotiations run into
roadblocks. A subsequent settlement can end these
disagreements, and a consensus can be reached
when reorganization plans are revised, as in the
case of Penn Virginia’s bankruptcy declaration
(Rizzo 2016). Additionally, some companies
may incur losses from auctions and fire sales.
Furthermore, auctions may occur when there are
no buyers or when potential buyers offer fire-sale
prices, prompting many companies to consider
discounted debt-for-equity swaps instead.
A restructuring agreement requires a distressed
firm to file a reorganization plan and obtain approval
from U.S. bankruptcy judges. For approval,
operators must negotiate with key creditors and
solicit votes on the firm’s restructuring plan. This
plan may entail converting much of the debt into
equity, eliminating sizeable interest payments or
issuing new equity through rights offerings. Such
agreements must be reached in accordance with the
creditors, as per U.S. bankruptcy law.
In the case of Bonanza Creek Energy, the
company exited bankruptcy with debt clearance,
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with bondholders, who were owed $867 million,
taking over ownership (Zacks Equity Research
2017). During Whiting Petroleum’s bankruptcy
filing, its owners formalized a plan to hand over
97% of its equity to its creditors. It gave its existing
shareholders 3% of the shares in the reorganized
company (Kohler 2020). Recently, the company
emerged from Chapter 11 bankruptcy after a court
approval of its reorganization plans (Jumchai 2020).
Bankruptcy filings allow ailing independent
companies to explore alternative options. For
example, they may divest their non-core oil and
gas assets, especially gas, owing to decreasing
gas prices. They may then renegotiate existing rig
and pipeline contracts with their suppliers to ensure
business continuity. Independent companies that
historically had more gas output have shifted to oil
to take advantage of its higher prices. For example,
Penn Virginia’s production was 71% oil, and the
rest gas. After emerging from bankruptcy, it shifted
its production to reach 79% oil by the end of 2018
(Resnick-Ault and DiNapoli 2017).
Chapter 11 bankruptcy can enable massive
cost cutting. This cost cutting helps distressed
independent companies keep their wells profitable
and their businesses operational by divesting assets
and reorganizing their businesses. Independent
companies, such as Penn Virginia and Chaparral
Energy, have reduced their workforces, reshuffled
their executives and appointed new board members
(Stech 2016). Their goal is to achieve optimal
management structures and reduce general and
administrative costs.
Unfortunately, these restructuring plans do not
satisfy every stakeholder, and unsecured creditors
and stockholders tend to be adversely impacted.
Some ailing independent companies that declare
bankruptcy, such as Chesapeake Energy, are
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publicly owned. After they file for bankruptcy, these
companies’ common stocks are often cancelled, and
the companies are delisted because they cannot
meet the listing standards. Their shareholders incur
huge losses as a result of the stock devaluation.
For example, Exco Resources could not maintain
an average global market capitalization of at least
$15 million over 30 consecutive trading days. Thus,
it could not remain listed on the New York Stock
Exchange (Financier Worldwide Magazine 2019). In
many cases, public companies, such as SandRidge
Energy, do emerge successfully, and their stocks
are then relisted on the New York Stock Exchange
(PR Newswire 2016). In others, independent
companies exit bankruptcy with new names. For
example, Memorial Production Partners changed
its name to Amplify Energy Corp (Hart Energy
2017). Rebranding seems to be a good strategy for
changing investors’ perceptions given past financial
distresses. Most importantly, rebranding can help a
company raise money through common shares if it
has difficulty doing so under its previous name.

and high operating expenditures, ultimately fail
the low oil price stress test. These companies’
poor financial risk assessments can be attributed
to poor management, as was apparent during the
oil price downturn. Thus, as discussed before,
some independent companies have appointed new
managers to position themselves for profitability.

The U.S. shale sector’s boom and bust cycles reveal
that the sector has a shaky and weak foundation.
The core of this foundation is financial discipline.
Almost all the companies that have filed for Chapter
11 bankruptcy have been highly leveraged and
have had low returns. Independent companies in
this sector are risk takers because they place much
emphasis on growth in a very competitive market.
Independent companies have chosen to borrow
more than their current and prospective future
returns on invested debts. Debts acquired during
periods of high oil prices, with low productivity

Bankruptcy filings impact all stakeholders in
positive and negative ways. Workers lose their
jobs, stockholders lose their shares and investors
may lose their investments. These outcomes
are some of the bitter realities of bankruptcies.
However, bankruptcies have also caused strong
re-emergences with better financial results by
consolidating the sector and making it more
financially resilient and disciplined. The sector’s
production may fall, but a stronger financial
foundation has and will continue to lead to slow and
steady production growth.
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As a result of the poor returns on their
investments, financial institutions have increased
the requirements for loans to shale oil and gas
producers. If lenders instead continued to fund
unsustainable projects, their risk exposure would
increase further, and the subprime mortgage
crisis of 2008 could be replicated in this industry.
Equity swaps and other types of debt restructuring
agreements make the secured debtors temporary
owners of oil and gas assets. Because oil and gas
operations are not these debtors’ core businesses,
the assets and companies under their supervision
are either acquired or sold to other operators once
their value rises.
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T

he year 2020 has been tumultuous for the
oil and gas industry and the shale sector.
After a failed OPEC+ meeting in March
2020, West Texas Intermediate (WTI) crude prices
plummeted from $46.8 per barrel (b) on March 4 to
$14/b on March 30. Many operators were obliged
to shut down their wells until oil sale prices made
resuming production economically feasible (Blas
2020). The situation was exacerbated when WTI
prices dropped by almost 300% in April 2020. WTI
traded at around minus $37/b for the first time in
history amid the crash in demand following the
spread of COVID-19 (Lee 2020). More wells were
shut down, and many independent companies filed
for waivers to allow them to keep their wells shut
for prolonged periods.
As a result, U.S. tight oil production fell from 8.2
million barrels per day in March to 6.8 million
barrels per day in June 2020. Recent reports
suggest that production levels have stabilized.
In dealing with the current price environment,
many operators, including major companies, are
gradually opening shut-in wells and increasingly
fracking the growing number of drilled but
uncompleted wells (DUCs) to offset production
declines and remain in business (Brower and
McCormick 2020). The tight oil plays include many
DUCs, and the cost of bringing these wells to
production is significantly lower than that of drilling
and completing new wells.
Nevertheless, more defaults are expected in the
shale industry. More independent companies,
especially medium-to-large companies that
accrued arduous debts over the past years,
will enter bankruptcy owing to fears of financial
headwinds and market uncertainty. Companies
that hedge may have a cushion until the end of
2020. Nevertheless, more investor pressure and
bankruptcy filings are strongly expected if oil prices
remain below $50/b in 2021.
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It is difficult to measure the number of independent
companies precisely because not all of them
are publicly traded. However, we examined
the credit ratings and financial ratios, such as
interest coverage, the debt-to-equity ratio and the
return on invested capital, of available publicly
traded companies. We found that 11 of them are
financially distressed and may file for bankruptcy
protection by the end of 2020 or in 2021.
Companies that filed for bankruptcy previously,
such as Oasis Petroleum and SandRidge
Energy, may file for bankruptcy protection again.
The distressed companies identified in our
analysis account for less than 1% of U.S. tight oil
production. This amount is not significant given
the scale of total U.S. production. Moreover, as
mentioned before, these companies will continue
to produce until they emerge from bankruptcy or
sell their shale assets to another developer. In
turn, a new developer will place these assets into
production whenever economically feasible.
Emergence from bankruptcy will depend purely on
a company’s ability to turn its investors’ money into
profit when WTI prices are low. The elimination of
billions of loans through bankruptcy filings does
not equate to loan forgiveness but rather a change
in the owner or operator. Our analysis in Figure
7 suggests that the oil price must be above $50
with positive cashflows for companies to serve
their debts and operating expenses and stay in
business.
Many independent companies have managed to
lower their breakeven prices since the oil price
crash in 2014. Nevertheless, the current oil prices
are not favorable to tight oil developers. However,
tax breaks from the federal and state governments
for oil and gas exploration and production
companies can help them recover their costs.
Shale operators can benefit from many tax breaks.
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According to the Center for American Progress,
repealing these tax breaks for oil and gas
operators, including tight oil developers, would

save the U.S. treasury $37.7 billion over 10 years
(Hang 2016).

Figure 7. Calculated breakeven costs for selected tight oil producers as of 2019.
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The current U.S. administration enacted a stimulus
package in March 2020, when oil prices fell. This
stimulus will help many independent companies
absorb the oil price shock and will position them
for a speedy recovery. Marathon Petroleum, for
example, is expected to claim a $1.1 billion tax
refund because of this package. The package
includes a tax provision that allows companies to
immediately deduct their net operating losses and
apply them to previous returns for five years from
2018, 2019 and 2020. Typically, they can only apply
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such deductions to future years (Dlouhy and Wethe
2020).
In 2020, many operators, including major
companies, reported significant losses.
To overcome the low-price environment,
Marathon, for example, almost halved its capital
expenditure (capex) and has suspended drilling
activity in its Permian position (Patsy 2020).
Most companies in the oil and gas industry are
now downsizing their workforces. Most of
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the unemployment has been reported in the
oil service sector, which carries out drilling and
completion jobs (Carpenter 2020). Despite
these measures and tax breaks, however,
many distressed independent companies find
themselves forced to sell their assets and
convince their investors to swap debt for equity.
As few players are willing to spend money, it
is very challenging for these companies to find
buyers. Many independent companies will resort
to fire sales of their shale assets or filing for
Chapter 11 protection.
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Re-emergence from bankruptcy may not imply
that long-term operations are sustainable.
Filling for Chapter 11 bankruptcy twice or thrice
is unhealthy for the long-term continuity of
a business. For instance, Battalion Oil has
filed for bankruptcy twice but still struggles to
optimize its operations and lower its breakeven
costs, as shown in Figure 7.
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F

inding a balance between value creation and
growth is not easy. Lower production with
increased operational and financial efficiency
may sustain companies longer without inflating the
loan bubble associated with higher production. The
natural reservoir decline in the tight oil and shale
oil basins requires continual capex, which is the
main reason for the sector’s large debts. However,
reduced capex may result in lower production and,
hence, lower revenues.
The shale industry remains profitable because it
is built on short-cycle investments, and producing
wells tend to deliver most of the sector’s production.
Investments in conventional producers, by contrast,
may take longer to attain returns. Although many
investors may be discouraged by the lower returns
on investments as oil prices remain low, capital
markets remain accessible. After the 2008 financial
crisis, investments poured into the shale oil and gas
industry. Similarly, we anticipate growing interest in
and a shift in investments toward renewable energy
and clean energy technology after the COVID-19
pandemic. In fact, the World Bank announced in late
2017 that it would halt investments in upstream oil
and gas in 2020. The few exceptions were projects
that provided affordable energy access and were
aligned with the Paris Agreement (World Bank
2017).
Moreover, capital discipline is more important
now than ever before. In the short run, operators
are obliged to slow production growth and focus
on value creation. Investors in distressed tight
oil operators are highly likely to demand returns
rather than growth after COVID-19. This outcome is
especially likely if their positions in these companies
have increased owing to increased debt-for-equity
swaps. The biggest winners are perhaps the
secured debtors whose positions increased owing to
equity swaps.
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Chapter 11 has ensured a continuous supply of
tight oil in the oil market and may have contributed
to lower domestic oil prices over time. As it helped
many companies re-enter the market, Chapter 11
may have inadvertently saturated the market with
more tight oil. During bankruptcy, independent
companies were permitted to operate without
lenders seizing and auctioning their assets
while they developed reorganization plans. On
a microlevel, Chapter 11 served to rationalize
shale development after years of financial
mismanagement. It helped many operators lighten
their heavy debt loads, divest from non-core assets,
operate more efficiently and re-enter the market.
From the perspective of unsecured creditors
and stockholders, bankruptcy is bad. Following
bankruptcy filings, common stocks are often
canceled, and companies are delisted because they
can no longer meet the listing standards. Hence,
shareholders of bankrupt companies incur huge
losses because their stocks lose value.

Will the market witness a
surge in bankruptcies in the
future?
The U.S. shale industry has shown resiliency during
volatile oil periods, especially in 2008 and 2015,
when oil prices fell to $30/b. Companies discovered
efficient extraction methods through research
and development, thereby reducing their costs.
Independent companies will continue to explore
ways to optimize operations, lower their overall costs
and continue marginal crude production. Timed
hedging contracts, tax breaks and bankruptcy filings
can help distressed operators. However, if low oil
prices persist for a long time, these operators may
prefer other alternatives, including consolidations to
exploit economies of scale.
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Mergers and acquisitions thrive in low oil price
environments, especially among companies
whose valuations are below the fair market
price. However, buyers will acquire or merge
with indebted companies only if their assets
are prolific and diversified enough to justify the
investment and risk. For example, Chevron
acquired Noble Energy for $5 billion. Noble
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Energy is a major tight oil producer in the
Permian Basin, and its operations span many
assets. Its many overseas assets can justify a
major company’s interest in acquiring it (Wethe
2020). Small operators whose assets are not
diversified or that are solely dependent on shale
are less likely to be consolidated.
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Endnotes
1 The literature uses the terms ‘shale’ and ‘tight’ interchangeably. The U.S. Energy Information
Administration describes gas found in shale formations as shale gas and oil found in shale layers as tight
oil.
2 Chapter 11 is a bankruptcy code that permits businesses to reorganize and re-enter the market (United
States Courts 2020).
3 Independent companies are oil and gas companies engaged solely in the exploration and production
segments of hydrocarbons. Unlike integrated oil companies, such as Chevron, these companies do not
engage in the processing, refining, marketing or selling of hydrocarbons to end users (DiLallo 2014).
4 FCFs are the cash generated by a company after capital expenditures to support its operations are
accounted for.
5 The debt coverage ratio measures a company’s ability to pay off its debts.

Are Bankruptcies Healthy For The Tight Oil Sector?

20

References
Adams-Heard, Rachel. 2019. “Permian Doesnʼt
Look So Hot as Producers Hit Snags.” BNN
Bloomberg, August 1. https://www.bnnbloomberg.
ca/permian-doesn-t-look-so-hot-as-producers-hitsnags-1.1295994
———. 2020. “Culture of Inflating Oil Reserves
Helped Stoke U.S. Shale Boom.” Bloomberg,
June 23. https://www.bloomberg.com/news/
articles/2020-06-23/shale-oil-stocks-investorsquestion-industry-s-performance
Alturki, Fahad, and Pierre Larroque. 2013. “The
Outlook for Unconventional Oil and Gas Production.”
Jadwa Investment.
Blas, Javier. 2020. “Oil at historic lows beginning to
force shut-in of wells.” World Oil, March 27. https://
www.worldoil.com/news/2020/3/27/oil-at-historiclows-beginning-to-force-shut-in-of-wells
Brickley, Peg. 2019. Wall Street Journal, October
10. “Creditors Push EdgeMarc Energy Toward
Chapter 7 Liquidation.” https://www.wsj.com/articles/
creditors-push-edgemarc-energy-toward-chapter-7liquidation-11570740476
Brower, Derek, and Myles McCormick.
2020. Financial Times, July 26. Retrieved
from Financial Times: https://www.ft.com/
content/9552bb8b-c23a-458d-b476-bbbbe4163bd2
Carpenter, Scott. 2020. “Oil, Gas And Mining
Industries Shed Jobs Again In July.” Forbes,
August 10. https://www.forbes.com/sites/
scottcarpenter/2020/08/10/oil-and-gas-sector-shedjobs-again-in-july/#3b70d2173419

Are Bankruptcies Healthy For The Tight Oil Sector?

Chesapeake Energy. 2020. “Chesapeake Energy
Corporation Reports 2019 Full Year and Fourth
Quarter Financial and Operational Results and
Releases 2020 Guidance.” February 26. http://
investors.chk.com/2020-02-26-Chesapeake-EnergyCorporation-Reports-2019-Full-Year-And-FourthQuarter-Financial-And-Operational-Results-AndReleases-2020-Guidance
Cox, John. 2018. “Berry Petroleum launches $300
million IPO.” Bakersfield, July 19. https://www.
bakersfield.com/news/berry-petroleum-launches300-million-ipo/article_7e0e4cde-8b87-11e8-9e0e4fd6c79b5ee3.html
DiLallo, Matthew. 2014. “Independent Oil and Gas:
Investing Essentials.” The Motley Fool, August 5.
https://www.fool.com/investing/general/2014/08/05/
independent-oil-gas-investing-essentials.aspx
Dlouhy, Jennifer, and David Wethe. 2020. “Marathon
sets up for $1.1 billion tax refund via coronavirus
aid law.” World Oil, August 11. https://www.worldoil.
com/news/2020/8/11/marathon-sets-up-for-11billion-tax-refund-via-coronavirus-aid-law?utm_
source=hootsuite&utm_medium=&utm_term=&utm_
content=&utm_campaign=
U.S. Energy Information Administration (EIA).
2013. “Shale oil and shale gas resources are
globally abundant.” June 10. https://www.eia.gov/
todayinenergy/detail.php?id=11611

21

References

Elliott, Rebecca. 2020. “Fracking Trailblazer
Chesapeake Energy Files for Bankruptcy.”
The Wall Street Journal, June 28. https://
www.wsj.com/articles/fracking-trailblazerchesapeake-energy-files-for-bankruptcy11593374287#:~:text=Chesapeake%20Energy%20
Corp.%20filed%20for,pioneer%20long%20
hamstrung%20by%20debt.&text=That%20
vast%20footprint%20once%20
helped,second%2Dlargest%20
Financier Worldwide. 2019. “Exco Resources
emerges from bankruptcy.” September. https://www.
financierworldwide.com/exco-resources-emergesfrom-bankruptcy#.XyvV-IgzaUk
Hang, Jae. 2016. “It Is Time to Phase Out
9 Unnecessary Oil and Gas Tax Breaks.”
Center for American Progress, May 26. https://
www.americanprogress.org/issues/green/
reports/2016/05/26/138049/it-is-time-tophase-out-9-unnecessary-oil-and-gas-taxbreaks/#:~:text=The%20depletion%20allowance%20
permits%20royalty,of%20the%20resource%20
each%20year
Witthaus, Jack. 2017. “Houston energy co. emerges
from bankruptcy under new name.” Hart Energy,
May 5. https://www.bizjournals.com/houston/
news/2017/05/05/houston-energy-co-emergesfrom-bankruptcy-under.html#:~:text=Memorial%20
Production%20Partners%20is%20now,its%20
restructuring%2C%20per%20the%20release
Helman, Christopher. 2020. “Deathwatch
Begins For The Subprime Of Shale Oil Drilling.”
Forbes, March 23. https://www.forbes.com/sites/
christopherhelman/2020/03/12/deathwatch-beginsfor-the-subprime-of-shale-oil-drilling/#7a585fab73ab

Are Bankruptcies Healthy For The Tight Oil Sector?

Hiller, Jennifer, and Shariq Khan. 2020. “Chevron
leads another wave of massive oil-industry spending
cuts.” Reuters, March 24. https://www.reuters.
com/article/us-global-oil-chevron/chevron-leadsanother-wave-of-massive-oil-industry-spendingcuts-idUSKBN21B1HB#:~:text=Chevron%20
will%20spend%20%2416%20billion,for%20the%20
company%20since%202005.
Kohler, Judith. 2020. “Denver-based Whiting
Petroleum files for bankruptcy as coronavirus
continues making economic waves.” Denver Post,
April 1. https://www.denverpost.com/2020/04/01/
coronvirus-colorado-whiting-petroleumbankruptcy/#:~:text=Whiting%20listed%20
%243.6%20billion%20in,than%20%242.2%20
billion%20in%20debt.&text=Whiting's%20
bankruptcy%20comes%20as%20the,industry%20
faces%20huge%20price%20
Lee, Nathaniel. 2020. “How negative oil prices
revealed the dangers of the futures market.” CNBC,
June 16. https://www.cnbc.com/2020/06/16/hownegative-oil-prices-revealed-the-dangers-of-futurestrading.html
Martin, Douglas. 2013. “George Mitchell, a
Pioneer in Hydraulic Fracturing, Dies at 94.” The
New York Times, June 26. https://www.nytimes.
com/2013/07/27/business/george-mitchell-a-pioneerin-hydraulic-fracturing-dies-at-94.html
Ngai, Catherine, Olivia Raimonde, and Alex Longley.
2020. “Shale Drillers Face Multibillion-Dollar
Hedging Crunch Amid Rout.” BNN Bloomberg, May
20. https://www.bnnbloomberg.ca/shale-drillersface-multibillion-dollar-hedging-crunch-amidrout-1.1438915

22

References

Oil & Gas Journal. 2020. “Chesapeake looks to
eliminate $7 billion of debt through Chapter 11.”
June 29. https://www.ogj.com/general-interest/
article/14178679/chesapeake-looks-to-eliminate-7billion-of-debt-through-chapter-11

Rizzo, Lillian. 2016. “Shareholders Are Winning
a Seat at the Bankruptcy Table.” The Wall Street
Journal, August 31. https://www.wsj.com/articles/
shareholders-are-winning-a-seat-at-the-bankruptcytable-1472635803

Patsy, Emily. 2020. “Marathon Oil Suspends
Permian Drilling with Deeper Capex Cuts.” Hart
Energy, August 4. https://www.hartenergy.com/
exclusives/marathon-oil-suspends-permian-drillingdeeper-capex-cuts-186973

Scheyder, Ernest. 2017. “Investors pour cash
into U.S. shale despite questions on returns.”
Reuters, December 14. https://www.reuters.com/
article/us-usa-oil-finance/investors-pour-cashinto-u-s-shale-despite-questions-on-returnsidUSKBN1E80JV

PR Newswire. 2016. “SandRidge Energy Emerges
from Reorganization with Approximately $525 Million
of Liquidity.” October 4. https://www.prnewswire.
com/news-releases/sandridge-energy-emergesfrom-reorganization-with-approximately-525-millionof-liquidity-300339069.html
Resnick-Ault, Jessica, and Jessica DiNapoli.
2017. Reuters, June 12. “Oil and gas
explorer Penn Virginia taps Jefferies for sale:
sources.” https://www.reuters.com/article/
us-penn-virginia-m-a-exclusive-idUSKBN19325M
———. 2018. “Fresh from bankruptcy, driller
Fieldwood hungry for U.S. offshore output.” Reuters,
April 12. https://www.reuters.com/article/us-usaoil-offshore-consolidation/fresh-from-bankruptcydriller-fieldwood-hungry-for-us-offshore-outputidUSKBN1HJ1JY
Resnick-Ault, Jennifer, and Joshua Schneyer. 2016.
“Hedging its bets, Pioneer shines in struggling
U.S. oil patch.” Reuters, January 15. https://www.
reuters.com/article/us-oil-hedging-pioneer/hedgingits-bets-pioneer-shines-in-struggling-u-s-oil-patchidUSKCN0UT0JE

Are Bankruptcies Healthy For The Tight Oil Sector?

Stech, Katy. 2016. “Penn Virginia Files for Chapter
11 Bankruptcy Protection.” The Wall Street
Journal, May 12. https://www.wsj.com/articles/
penn-virginia-files-for-chapter-11-bankruptcyprotection-1463052797#:~:text=In%20court%20
papers%2C%20Penn%20Virginia,nearly%20
90%25%20of%20funded%20debtholders
United States Courts. 2020. “Chapter 11 Bankruptcy Basics.” https://www.uscourts.gov/
services-forms/bankruptcy/bankruptcy-basics/
chapter-11-bankruptcy-basics
Wethe, David. 2020. “Chevron to purchase Noble
Energy for $5 billion in shares.” World Oil, July 20.
https://www.worldoil.com/news/2020/7/20/chevronto-purchase-noble-energy-for-5-billion-in-shares
Zacks Equity Research. 2017. “Bonanza Creek
Likely to Exit Bankruptcy with Debt Clearance.” April
11. https://www.zacks.com/stock/news/255966/
bonanza-creek-likely-to-exit-bankruptcy-with-debtclearance

23

Notes

Are Bankruptcies Healthy For The Tight Oil Sector?

24

Notes

Are Bankruptcies Healthy For The Tight Oil Sector?

25

Notes

Are Bankruptcies Healthy For The Tight Oil Sector?

26

About the Authors
Majed Al Suwailem
Majed is a senior research associate at KAPSARC with a focus on sustainable
energy, energy security and energy infrastructure. He has over 15 years of
experience in the oil and gas industry at Chevron and Saudi Aramco. His
industry experience has included simulation and modeling, subsurface asset
management, hydrocarbon reserves estimation, disruptive technologies and
business planning.
Majed holds a B.Sc. degree in petroleum engineering from the University
of Tulsa in the United States. He also holds an M.Eng. degree in petroleum
engineering from Texas A&M University, and an M.Sc. in reservoir geosciences
and engineering from the Institut Francais du Petrole (IFP School).

Malik Selemankhel
Malik is a senior research associate in the Markets and Industrial Development
team focused on downstream refining and petrochemicals value chains. He is
a licensed professional engineer in Canada (APEGA) and Saudi Arabia (SCE)
with over 10 years of engineering and oil business experience, both office and
field based. Malik has experience in the upstream, midstream and downstream
sectors of North America’s oil and gas industry. He has a keen interest in
integrated hydrocarbon value chain optimization to help oil and gas companies
maximize profits. Malik’s research interests include the optimization of
integrated value chains driven by regional and international regulations on fuels
and emissions, and economic growth, among other factors. In Canada, Malik
developed the concept of using data analytics tools, such as machine learning,
to improve plant availability during shutdowns.

About the Project
This project aims to assess the impact of U.S. shale oil and gas on the balance of supply and
demand. With a time series of available production data, we investigate the drivers (both below
and above ground) of the successful growth of the U.S. shale industry thus far. We consider these
drivers in retrospect and in detail, and analyze whether these mechanisms are sustainable going
forward.
This project also examines the performance of U.S. shale production. We highlight challenges that
may hinder or contribute to shale oil and gas growth, including technologies, environmental policies
and access to capital.

Are Bankruptcies Healthy For The Tight Oil Sector?

27

www.kapsarc.org

Are Bankruptcies Healthy For The Tight Oil Sector?

28

