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Shifting to Maintenance Cap-ex Business Model

Range Resources (RRC) – Monthly Update
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Fair Value: $7.00/Share (NAV = $8.00/Share)

Downside Case: $2.20/Upside Case $9.00: Risk/Reward: 1:1

Investment Overview 

Range Resources is a Fort Worth-based E&P that discovered the 

Marcellus shale in 2003 and owns over 450,000 highly contiguous net 

acres in the core of the “wet” natural gas window of southwest 

Pennsylvania’s Marcellus Shale and  is the third largest producer of 

NGLs in the US. We calculate the value of its proven developed 

producing reserves, less debt, is $2.70 per share at the forward curve. 

Range has 3,700 undrilled locations with 40 Tcf & 3 Billion bbls of NGL 

resource. The stock price is down 77% in the past year as natural gas 

prices and NGL prices collapsed. Low natural gas prices make the non 

core asset sales required to repair the balance sheet unlikely. 

Takeaways from the Quarter

➢ RRC is moving to maintenance and possibly blowdown mode if gas 

and NGL prices deteriorate further. Current negative cash margins 

(pre-hedge) are causing Range to focus on chipping away at its 

cost structure dominated by a $1.47/Mcfe gathering and 

transportation charge.

➢ $100 MM share repurchase when unsecured 2025 maturity debt 

trades at a 9.3% yield is puzzling. A rising cost of capital is far more 

critical than any per share metric. 

➢ Long term free cash flow forecasts assume an NGL price = 40% of 

NYMEX which seems too aggressive.

➢ Along with GPOR, CHK, RRC, SD and AR (levered gas bets) the 

stocks have done very well in the past week—helped by a decline 

of five in the Marcellus rig count on Friday and news that banks 

intend to reduce RBL lines this month, implying southern gassy 

midland players and STACK players will have to stop drilling, 

reducing gas supplies. 

➢ Capital allocation rant #1. With unhedged gas prices sub $2/Mcf 

and cash expenses above $2/mcf there is simply no reason to drill. 

The current plan for 2020 of 2 rigs and two frac crews, we sincerely 

hope, gets cut back to one frac crew, until prices recover, to 

preserve liquidity. 
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➢ Capital allocation rant #2. It would make far more sense to align management 

compensation with return metrics (IRR) or free cash flow. The lack of free cash 

flow is why shareholders are off 77% in the past year. F&D costs and recycle 

ratios are meaningless measures for shale companies since they fail to take into 

account time value of money. If Range produces an Mcf over fifteen years while 

Cabot produces an mcf over five it makes a tremendous difference to the payoff 

and the returns.  

➢ Lenders will reign in the use of RBLs with negative cash margins at the forward 

curve. That may not result in an overt reduction in RBLs but companies are 

expected not to use them. 

➢ Range is highly levered to rising NGL/LPG prices. Every 1% change in NGL prices 

relative to NYMEX adds $22 MM of EBITDA to our 2020 estimates. No 

movement in either propane or ethane prices of late implies ~30% of NYMEX is 

correct as the 4Q level. The shutdown of Mariner East led to ethane rejection 

during 3Q along with middle east shortages together drove drove a non 

recurring narrowing in the NGL realized price versus NYMEX in 3Q. That spread 

has again widened out as global competition from naptha has increased. 

➢ The M&A market is frozen and sales of ORRI (overriding royalty interests) only 

serve to increase breakeven gas prices and they take away optionality when 

prices eventually do recover. The company’s Northeast Pennsylvania assets 

could be worth $400 MM, or 4x cash flow, while Louisiana assets could be worth 

$400-$500 MM. But this is the wrong time to sell. 

Marketing and Transportation
NGL pricing has experienced significant volatility over the past several quarters, 

disconnecting from historical relationships to WTI.  The Mariner East 1 pipeline, 

despite hiccups early this year and during September, allows Range to export 

20,000 barrels per day of ethane and 20,000 barrels per day of propane.  Range 

now transports additional propane and butane to Marcus Hook Philadelphia for 

subsequent waterborne exports using available pipeline and rail capacity.  Recently, 

the international arbs for LPG (propane and butane) expanded to the highest levels 

in five years on very strong international demand.  Curtailments in supply from 

various international regions resulted in US export terminals running at or near 

maximum capacity during the quarter.  This set of market dynamics resulted in 

strong premiums on exported barrels relative to domestic market sales during 2Q. 

The startup of Mariner East 2 at the end of 2018 has improved Northeast supply-

demand fundamentals for propane and butane. The project exports approximately 

165,000 barrels per day, which represent 60% of Northeast field production, 

allowing LPG to reach international markets.  As of mid-July, propane stocks in the 

Northeast were 13% below this time last year.  This has resulted in a stronger 

regional price relative to the Mont Belvieu index versus the same time last year. 

Range also currently has agreements to supply a combined 440 Mmcf of natural 

gas per day to five different liquefaction facilities  utilizing existing infrastructure 

and production.  
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Asset Quality 

Gas Production Per Foot of Lateral Completed By Quarter of Vintage

What matters most to investors in shale plays is well productivity—the

amount of hydrocarbons that come out of the ground per foot of lateral

completed. Above we show that Range wells, over their first 18 months,

produce 62% of the average for the basin. Chesapeake ranks first in terms of

well productivity and Cabot, also in northeast Pennsylvania and Consol and

Southwestern are right behind them. EQT, RRC and Seneca (NFG) should be

the first to cut back activity given lower productivity wells. Cabot, Consol

and Chesapeake are what EOG, Diamondback and Pioneer are to the

Permian.

Levered gas bet can work. A short lived spike in natural gas prices in

October was followed by a 102 bcf storage build showing that coal replaces

gas in the power gen stack at gas prices above $2.55/Mcf. Supply has been

incredibly resilient at $2.50/Mcf gas prices. But with $2.35/Mcf and below

gas prices we’ve seen the gas rig count continue to decline. So, is there a

trade based on a falling rig count—an abysmally low Waha price once again

(yesterday it went negative again), and no capital markets availability.
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Disclosures

Although the statements of fact in this report have been obtained from and are based 
upon recognized statistical services, issuer reports or communications, or other sources 
that Petro Lotus Anlytics believes to be reliable, we cannot guarantee their accuracy. All 
opinions and estimates included in this report constitute Petro Lotus’ judgment as of the 
date of this report and are subject to change without notice. Petro Lotus may effect 
transactions as principal or agent in the securities mentioned herein. The securities 
discussed or recommended in this report may be unsuitable for investors depending on 
their specific investment objectives and financial position. This report is offered for 
informational purposes only, and does not constitute an offer or solicitation to buy or sell 
any securities discussed herein in any jurisdiction where such would be prohibited. 
Additional information available upon request. 

The author manages a market neutral systematic energy strategy and may have a 
position in the securities mentioned in this report based on a factor model. 

The Information does not include, nor shall it be construed as including investment 
advice on, advice on the merits of, or a recommendation in relation to, buying, selling, 
subscribing for or underwriting any securities, shares or other financial investments of 
any kind. If notwithstanding the above you take any action or decision to buy, sell, 
subscribe for or underwrite any securities, shares or other financial investments, you do 
so entirely at the company's own risk and Petro Lotus shall have no liability whatsoever 
for any loss, damage, costs or expenses incurred or suffered by you as a result. The 
information does not constitute any form of advice or recommendation by Petro Lotus to 
you and is not intended to be relied upon by you in making (or refraining from making) 
any specific investment or other decisions, and you should independently verify such 
information before relying on it.
This communication is offered for informational purposes only and does not constitute 
an offer or solicitation to buy or sell any securities discussed herein and does not purport 
to be complete information about the companies mentioned.  Additional information is 
available at ray@petro-lotus.com. 
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