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Executive summary
The latest oil price crash comes at a time when the US Gulf of Mexico (GoM) is leaner and nimbler. It is better prepared to 
weather the storm compared to the last downturn. The region is resilient at low oil prices with sub-US$20/bbl breakevens and 
nearly 82% of oil production having a short-run marginal cost of US$10/bbl Brent. Additionally, over 60% of rig contracts are 
short-term which gives operators the flexibility to defer capex and maintain positive cash flow.

Although the US GoM remains afloat, budget cuts in the region have been swift, and some fields have been shut in due to the 
unprecedented low oil prices. Investment, exploration and project sanctions have all seen major recalibrations. We set out to 
highlight how US GoM operators have responded to the latest oil price crash. Five findings from our revised Lens Upstream 
dataset include:

• The decline in oil price has wiped off 30% of the remaining value from the US GoM deepwater asset base

• Roughly US$4 billion in investment has been cut from 2020, a 22% reduction from 2019

• Production could decrease for the first time since 2013, but recovery awaits in 2021

• Exploration and leasing activity will reach historic lows in 2020, and a rebound will take time

• No greenfield projects will be sanctioned in 2020 and subsea tie-back projects could struggle as well

Low prices take a toll on valuations
In analyzing the full impact of the downturn, we must isolate the effect of the fall in the oil price. We changed our long-term Brent 
oil price assumption from US$60/bbl to US$50/bbl and updated the 2020-2022 forward curve prices. This change alone, not 
accounting for changes to production or costs profiles on the assets, wiped off roughly 30% of the remaining value 
(NPV10, Jan 2020) from the US GoM deepwater asset base.

Depressed commodity prices have the obvious knock-on effect of changing corporate investment priorities. Since the dual 
effects of the coronavirus and initial lack of OPEC agreement took hold, we expect capex to fall from our start of the year 

https://my.woodmac.com/document/402385
https://lens.woodmac.com/discovery?filters=
https://lens.woodmac.com/discovery?filters=
https://my.woodmac.com/document/33270
https://my.woodmac.com/document/33270
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projections by roughly 35% to US$7.4 billion. This represents a 22% decline from 2019 investment. Both the under-development 
and onstream opportunity sets have felt the pinch.

In turn, this has caused a revision to our production outlook, as new projects, drilling campaigns, and brownfield phases have 
faced delays and potential changes of scope. At the start of the year, we predicted production of 2.2 mmboe/d - which would 
have been another production record in the US GoM. But our forecast has fallen by 200 kboe/d and could fall even more if shut-
ins extend for longer periods.

Capex revision

Source: Wood Mackenzie Lens Upstream

Production revision

Source: Wood Mackenzie Lens Upstream

The most significant capex reductions have been made at the largest onstream and under-development fields, where significant 
amounts of discretionary spend were set to be incurred in 2020. The 2020 capex profiles at these projects have seen sharp 
near-term revisions. At Anchor, we assume that deferring pipeline and facilities spend by 12-18 months will allow Chevron and 
Total to reduce capex by 45% and 51% in 2020 and 2021 respectively. Murphy has deferred its 2020 drilling program at 
Khaleesi/Mormont. The field is not expected to come onstream until 2022 which allows for flexibility in the drilling schedule.

Recovery in both capex and production is expected in 2021. This is because near-term major project start dates have not 
shifted. Shell’s Vito and BP’s Mad Dog phase II are still expected to achieve first oil in 2021 and 2022, respectively and have 
large final bills due for the facility and pipeline. Using Lens Upstream to toggle by spend category, development drilling spend 
declines in 2021 while facilities, subsea and pipeline categories increase by close to US$1 billion. Additionally, Shell is pushing 
through with its development at Appomattox and production is expected to ramp up to over 100,000 boe/d by 2021.

https://my.woodmac.com/document/40116849
https://my.woodmac.com/document/54564479
https://my.woodmac.com/document/43917130
https://my.woodmac.com/document/612204
https://lens.woodmac.com/discovery/costs?filters=%3D
https://my.woodmac.com/document/11033255
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Assets most impacted by 2020 capex reductions

Source: Wood Mackenzie Lens Upstream

US GoM companies try to live within cash flow
Prior to the downturn, Wood Mackenzie forecasted companies’ 2020 post-tax cash flow in US GoM to be approximately US$16 
billion using a Brent US$60/bbl price. Brent US$40/bbl eliminates 60% of that cash flow, with some companies’ 2020 cash flow 
going negative. All companies responded by reducing capital and cutting opex. Some went further by shutting in production on 
low margin wells as they struggled to cover their operating costs.

Companies quickly cut billions of dollars out of their 2020 capital programs. A comparison of our current Lens dataset to Q1 
forecasts shows that the Independents made the largest downward revisions to development capex by roughly 50%, while the 
Majors and private companies made cuts of around 35%.

The prevailing short-term rig contracts and long-term rig contracts set to roll off this year provided the flexibility for swift cuts. 
Hess and Chevron each have three and two-year contracts that will roll off before the end of H1 2020. In April 2020, Fieldwood 
announced early termination of its Valaris DS-16 contract and Kosmos chose not to exercise its extension for the Valaris-8503 
rig. 

Fieldwood’s response was extraordinary, shutting-in all of its production, 80% of which is from the shelf, for May and June 2020. 
Fieldwood is an extreme example given its financial position (filed for bankruptcy in 2018 and restructuring negotiations are now 
gearing up again) and a large portion of the company's production is mature shelf platforms with higher unit cost.

Each US GoM operator has deployed different tactics to best survive in this new environment, depending on their corporate-
level financial health and where each field is in its lifecycle. The result is most are expected to be cashflow positive. The chart 
below does not account for hedging which would result in higher cash flows for companies like Murphy and Talos.

https://my.woodmac.com/document/402385
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Company cash flows in 2020

Source: Wood Mackenzie Lens Upstream; includes estimated exploration spend

Exploration and leasing are hit the hardest
Leasing spend crashes

The oil price drop had an immediate effect on the March lease sale. The total lease spend of US$93 million was a record low 
having decreased by 42% from the previous lease sale. It is likely companies decided against submitting bids at the last minute 
to preserve cash.

https://my.woodmac.com/document/394489
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Exploration plans get halved

One of the levers operators have used to reduce 2020 capex globally is exploration spend. Although a large proportion of 
exploration targets in US GoM are low-risk prospects that are arguably step-out wells of existing fields, it is still deemed 
discretionary spend. We were expecting exploration activity in 2020 to be on par with 2019, which was the first year that 
exploration saw an uptick in over three years. But in response to announced budget cuts, we have reduced our exploration 
forecast by 55% to 15 wells. This will be a historic low in the region and the recovery will be anything but quick.

The downward revision was largely dominated by Independents, while the Majors and small privates have forged ahead with 
exploration plans, albeit slightly scaled back. Kosmos initially planned three exploration wells targeting five prospects, but we 
expect none will be drilled as the company will not extend its rig contract. Talos planned to drill two operated exploration wells 
but announced the deferral of its exploration program. The penalty for some of the deferred exploration wells is the potential loss 
of the prospect due to the expiration of the lease. 

Out of the 15 forecasted exploration wells, seven have been drilled and for the remaining 2020 exploration wildcats, we expect 
prospects close to existing facilities and discoveries will move up the queue. We expect Shell to drill the Leopard (AC 691) 
prospect which lies 35 kilometres (22 miles) from its Whale and Blacktip discoveries. We also expect the Major to appraise its 
2019 discovery - Blacktip. Strategic exploration plans in a time like this improves the chances of commerciality for all three 
projects once the market recovers.

Exploration activity outlook (2020)

Source: Wood Mackenzie Lens Upstream

No project gets the greenlight
Momentum was building in US GoM project sanctions and we expected a new record in 2020 with three greenfield projects 
requiring total investment of around US$10 billion. But the crash in oil price quickly halted FID plans globally due to the 
heightened level of risk. As a result, we do not expect any US GoM project to be sanctioned in 2020. But unlike the last 
downturn where some projects were cancelled, this time project FIDs have simply been deferred. This is attributed to the 
relatively competitive economics of the pre-FID projects in the region which could come down even further with cost deflation. 
Although no projects have yet been cancelled, the LLOG-operated Leon and Shenandoah projects face an additional challenge 

https://my.woodmac.com/document/55991250
https://my.woodmac.com/document/612577
https://my.woodmac.com/document/397354
https://my.woodmac.com/document/69060438
https://my.woodmac.com/document/10619631
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of lease expirations occurring later in 2020. We suspect the operator will be able to secure a lease extension for Shenandoah as 
subsea trees and wellheads were ordered in 2019. 

Shell has announced FID for Whale will occur in 2021, as they have pre-commitment spend with a facility contract with 
Sembcorp Marine. Total announced the deferral of FEED phase of North Platte and consequently, we have moved FID out to 
2022. We suspect decisions on any small-scale subsea tie-back discoveries made this year will stall as well.

Projects with deferred FID

Source: Wood Mackenzie Lens Upstream

Conclusion
The sharp decline in prices highlights that the US GoM is indeed structurally fit to endure price swings. The combination of 
efficiencies, short term contracts and lower breakevens has allowed the region to endure the lowest oil prices. Investment has 
been deferred and production shut-ins have been minimal. But the effect of all-time low exploration activity will have long-lasting 
effects on investment in the region. 

While some US onshore assets have benefited from state-government royalty relief and lease extensions, the US Gulf of 
Mexico has not received any help from the government. A number of operators are expected to lose their leases due to deferred 
drilling activity. Support from the Federal government in securing lease extensions will be key to stimulating activity 
once prices are back up. 

https://my.woodmac.com/document/13611959
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