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FROM THE EDITOR-IN-CHIEF

STEVE TOON, 
EDITOR-IN-CHIEF

What old habits of last year do we 
discard and which new ideas do we 
embrace? The upstream industry 

spent the whole of last year divesting its old 
grow-at-any-cost model for a new returns-and-
cash-flow model. 2019 is when investors hold 
the industry accountable.

ConocoPhillips—not coincidentally the top-
ranked company in our Top 50 E&P rankings 
in this issue—leads the paradigm shift. In De-
cember, the Houston producer announced its 
2019 spending plan, which it held essentially 
flat year-over-year. The $6.1-billion capex pro-
jection provides for free-cash-flow generation 
with WTI at $40 and above, $3 billion in share 
repurchases and a target payout to sharehold-
ers of 30% cash from operations, with a mod-
est 5% growth in production.

“We no longer think of our value proposi-
tion as merely disciplined; we view it as the 
new order,” Ryan Lance, CEO, said in a news 
release. “We are running our business for sus-
tained through-cycle financial returns, which is 
necessary for attracting investors back to the 
E&P sector.”

Indeed, the E&P sector is undergoing a mas-
sive re-rating by Wall Street. David Deckel-
baum, Cowen Inc. managing director of oil and 
gas equity research, said the evolution is real.

“E&Ps have re-rated from a growth sector to 
a value sector,” he wrote in a Nov. 29 report, 
“which we believe is a byproduct of volatile 
commodity pricing, lack of investor sponsor-
ship and ever-maturing inventory.”

Deckelbaum noted that E&Ps underper-
formed the S&P by 98% during the previous 
five years, with shares lagging the broader 
market by 12% in 2018, “the fourth year in a 
row that the sector has earned the dubious dis-
tinction of being among the worst-performing 
investable sectors.” 

But now the E&P sector has the opportunity 
to be globally relevant, he added. “The move 
to free-cash neutrality is not insignificant as 
expectations for 2.7% free-cash yield, on aver-
age, for the sector stacks well against the 1.2% 
average for S&P sectors. 

“… It is our view that E&Ps’ shift in tone 
away from high production growth and NAV 
[net asset value] acceleration toward capital 
discipline, return on capital employed and 
debt-adjusted returns is resonating with Street 
analysts and could create the climate for a 
re-rating going forward.”

Seaport Global Securities LLC has changed 
its own paradigm in how it rates E&Ps, materi-
ally altering its NAV-modeling approach. The 
sell-side research team now incents full-cycle 
returns and penalizes “companies that con-

tinue to live by Shale Version 1.0 standards,” 
meaning “growth and pricey undeveloped 
acreage acquisitions sold on the merits of NAV 
upside,” wrote Mike Kelly, lead analyst.

“We think our revised framework aligns with 
how Wall Street will assess U.S. E&P compa-
nies going forward.” 

Seaport’s seven crucial elements to gauge 
E&Ps: returns, cash flow, growth, invento-
ry, balance sheet, valuation and NAV upside. 
All of these can be summed up with manage-
ment-team quality, which Kelly said has nev-
er meant more to investors than now and for 
which they are willing to pay up.

“As investors place more emphasis on corpo-
rate returns, excellence on the capital-efficien-
cy front has become a must-have for many of 
the clients we speak with,” he wrote. “We don’t 
think this changes anytime soon in an E&P world 
where it seems easy to get smoked by potential 
parent-child type-curve revisions, [midstream/
takeaway] tightness, misguided well-spacing 
assumptions, offset-frack hits, logistically com-
plicated water-sourcing/disposal demands, etc., 
if you’re not on top of your game.

“We think companies with good rock and a 
solid management team will increasingly gar-
ner a valuation premium and house long-term 
investors less interested in quarterly results/
well-watching, thus taking some of the volatil-
ity out of a volatile space.”

With OPEC’s December decision to defend 
crude prices with production cuts, Kelly be-
lieves some of that volatility will level. “… 
The cartel has resigned itself to the passive role 
of oil-market balancer. This is outstanding for 
U.S. producers; the market share war is done 
and won by U.S. shale.”

That means OPEC will defend an “almost 
concrete floor” on oil prices “not much lower 
than we are now” even while U.S. production 
hums along.

“We think the market dynamics have posi-
tively changed,” he wrote, “which finally sets 
the stage for the outperformance of the E&P 
group. High-quality E&P companies capable 
of demonstrating above-average corporate re-
turns and organic growth accompanied by free-
cash-flow generation should perform well.”

The battle on Wall Street is not yet done—
the campaign to achieve scale, and whether that 
should be via organic growth or consolidation, 
remains to be fought. But the shift for E&Ps to 
look more like a typical S&P company is neces-
sary and in progress. Valuations should follow.

“Despite positive results, the sector sits as 
cheap as ever,” noted Bernstein Research ana-
lyst Bob Brackett in a Nov. 26 report.

Value is the new upside.

LIVING THE NEW ORDER





January 2019 • OilandGasInvestor.com 11

ON THE MONEY

CHRIS SHEEHAN, CFA
SENIOR FINANCIAL 
ANALYST

As of late November, crude prices had 
slid for seven consecutive weeks, and 
energy stocks had once again been 

taken to the woodshed. A key factor in the 
slide was the dramatic reversal in sentiment 
triggered in part by the unexpectedly gener-
ous waivers granted to purchasers of Iranian 
oil. But a reality of today’s markets is that 
computer-driven models likely also exacer-
bated crude’s slide.

In a Nov. 26 report, Goldman Sachs ob-
served that the recent oil supply-demand 
outlook “simply doesn’t explain the mag-
nitude of the sell-off,” even acknowledg-
ing recent pressure on Saudi Arabia to 
raise output and the U.S.’ action to grant 
waivers for Iranian oil. The answer, ac-
cording to Goldman, was “the lack of 
discretionary risk capital devoted to com-
modity markets.”

This lack of discretionary risk capital 
has increased volatility as “systematic 
traders,” relying on computer-driven pro-
grams, have grown to exert “an outsized 
influence on commodity prices,” Goldman 
reported. “The key is that these systematic 
traders are based on rules that respond to 
price patterns or perceived risk premiums, 
which become more important than spot 
fundamentals.”

The scarcity of discretionary money able 
to take the other side of a trade—given that 
“algorithmic system trading” is said to com-
prise about 80% of crude oil trading—can 
make commodities appear to price in “a more 
dire demand outlook,” the report said. In 
turn, pricing can be “pushed below cost sup-
port”—below $55 per barrel (bbl) for WTI, 
an “unthinkable” level one month earlier. 

With recent market conditions termed “un-
sustainable,” Goldman recommended taking 
a long position in Brent. “Inventories are not 
elevated, demand growth is likely to beat 
low expectations, Iran exports will decline 
further and, ultimately, core OPEC will re-
duce output, in our view.”

If crude prices are at risk of overshoot-
ing to the downside, energy equities have 
similarly followed a downward path.

“The oil-price correction has become a 
rout of historic proportions,” said Jason 
Gammel, Jefferies Group LLC equity an-
alyst covering the integrated-oil sector. 
“Energy equities have been decimated in 
the oil sell-off.”

Gammel compared the severity of the 
crude-price collapse to that “in the after-
math of the November 2015 OPEC meet-

ing, when the group decided not to act in 
the face of a very over-supplied market.” 
The primary difference, he said, was “the 
lack of an obvious catalyst, although the 
Saudi decision to surge production has 
dramatically increased the market over-
supply in a very short period.”

Gammel said the integrated-oil stocks he 
covers were, on average, already pricing 
in a Brent price of $48/bbl. This compares 
with a January futures contract for Brent 
price of over $60/bbl for the same date, 
while the like WTI futures contract settled 
at just over $51.50/bbl.

Relative to prior corrections, the sector 
was in a much better position to weather the 
price downturn, Gammel added. The aver-
age breakeven price for stocks under cover-
age, where cash flow from operations cov-
ered capex plus dividends, was a Brent price 
of $51/bbl compared with $110/bbl in 2014.

But can a declining base of energy inves-
tors stung by recent losses step up again af-
ter recent drops in commodity and equity 
prices? How about the generalist investors?

“Capital discipline is still very much in 
evidence, and cash returns to investors have 
been prioritized. This is the performance that 
we would have expected to attract the gener-
alist investor. Unfortunately, the oil price did 
not cooperate,” Gammel said.

“We do not expect that the generalist 
investors will put money to work in the 
sector while oil prices are falling, but val-
uations are compelling and risk/reward is 
currently skewed to the upside with the 
stocks discounting $48 Brent.” 

Prior to OPEC’s critical meetings on 
Dec. 6 and Dec. 7, Gammel warned that 
“a production cut of over 1 million barrels 
per day (MMbbl/d) with Russian coopera-
tion seems the minimum response neces-
sary for Brent to catch a bid. Anything less 
could be ugly from a price standpoint until 
the market rebalances.”

(After the intra-OPEC meeting and a 
subsequent meeting that included Russia, 
the OPEC+ group agreed to a total cut of 
1.2 MMbbl/d among them.)

Unfortunately, this was not before unset-
tled sentiment had taken its toll. In prior- 
day trading, crude prices crumbled and 
E&P stocks tumbled, with several stocks 
making 52-week lows—e.g. Apache Corp., 
Concho Resources Inc., Cimarex Energy 
Corp., Parsley Energy Inc. and Pioneer 
Natural Resources Co., to name just a few.

Indeed, an ugly outcome. 

HARD TIMES IN  
ALGO LAND
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A&D TRENDS

DARREN BARBEE,
SENIOR EDITOR

Welcome to 2019. Please keep a 
defibrillator charged and within 
reach. 

Last year, the industry seemed to gingerly 
try the recovery on. Optimism returned de-
spite an unhealthy diet of trade wars, oil price 
volatility and a tantrum-prone public market. 

But an underlying arrhythmia has devel-
oped as international politics continue to 
take an outsized role in the price of a barrel 
of oil and the broader economy. 

Upstream deal flow appeared to be just 
fine in 2018 as transaction values skyrock-
eted. But large, stock-heavy transactions 
obscured the infrequent asset sales, creating 
the highest values—yet lowest number of 
deals—since 2011—according to a Novem-
ber report by EnerCom Inc.

Investors, generally speaking, despised 
both kinds of deals. 

First-quarter 2018 bankruptcies mirrored 
the transactions in first-quarter 2018. The 
number of bankruptcies fell from previous 
years, but debt was substantial. “The amount 
“almost equals the debt administered by fil-
ings during the entirety of 2017,” Haynes 
and Boone LLP reported in March.

Despite higher commodity prices in mid-
2018, companies faltered. Eagle Ford-fo-
cused Sanchez Energy Corp. appeared in 
real peril in December 2018. 

Analysts don’t usually write obituaries, but 
Capital One Securities Inc.’s Nov. 20 report 
on Sanchez came close. “Death spiral likely 
continues as Sanchez appears insolvent,” the 
report began.

Sanchez’s woes may serve to reinforce a 
cautionary tale: Rich deals don’t necessar-
ily equate to lucrative results. For much of 
2018, Sanchez was on the defensive due to 
well-spacing and other challenges in its Co-
manche-area assets. In March 2017, Sanchez 
and partner Blackstone Energy Partners LP 
purchased the position from Anadarko Petro-
leum Corp. for some $2.3 billion.

In August 2018, Sanchez brought on a 
consultant to enhance its production and op-
erating margins. On Dec. 4, with $550 mil-
lion in liquidity, the company hired Moelis & 
Co. LLC to “explore strategic alternatives.” 

Weakness in the 2018 asset market com-
plicated matters. For months, Sanchez mar-
keted its Maverick position (among others). 
Analysts estimate Maverick is worth about 
$500 million. Despite generating interested 
parties and producing 347,000 barrels (bbl) 
of oil in the third quarter on little capex, the 
asset hasn’t moved.

Erratic oil prices only served to justi-
fy the concerns of investors that turned 
away from oil and gas during the down-
turn. In October, the prompt-month CME 
contract for WTI was more than $70/bbl. 
In November, the prompt-month contract 
dropped to $50/bbl, according to EIA data.

By Thanksgiving, with the industry flail-
ing, U.S. producers already haunted by 
November 2014 found themselves again 
watching Vienna, where OPEC would 
convene. However, a particularly power-
ful spoiler was at work: President Donald 
Trump. 

S&P Global Platts tracked the prompt 
for Brent on CME and ICE and the pres-
ident’s related tweets—10 in all—from 
April through December.

In each, Trump aimed to keep oil prices 
low, likening them, in one case, to a tax cut. 

“So great that oil prices are falling—
thank you President T,” @realDonaldTrump 
tweeted on Nov. 25. On Dec. 5, the president 
added, “Hopefully OPEC will be keeping 
oil flows as is, not restricted.”

Despite pressure from Trump, OPEC, 
Russia and, a week earlier, Canada (yes, 
Canada) ultimately combined to curtail dai-
ly production by 1.5 million bbl (MMbbl). 
On Dec. 7, U.S. inventories continued to fall, 
with a draw triple the 2-MMbbl estimate by 
Tudor, Pickering, Holt & Co. (TPH).

“While we try to focus on fundamental 
and structural trends, it is undeniable that 
politics play a large role in the global mar-
ket,” TPH analysts reported. “The past few 
months have punctuated this fact. 

“Whether it be government-mandated cur-
tailments —Canada—an overt consolidation 
of power/influence—Saudi and Russia—or 
sweeping economic sanctions—U.S. and 
Iran—geopolitical relationships have a 
stranglehold on the current market.”

Greater volatility should be expected. 
“However, economics over the medium 

term will still rule the day as the majority of 
global growth resides in the hands of U.S. 
producers, who are beholden to their share-
holders rather than a government entity.”

But the economy is more politicized, Ju-
lian Emanuel, chief equity and derivatives 
strategist at BTIG LLC, told  The New York 
Times. “The fact is that politics is driving the 
economy to an extent that is very atypical,” 
he said. 

And so 2019 begins much as last year did: 
with uncertainty—the great deal-killer—
lurking ahead.

FREE-MARKET FARCE
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Event Date City Venue Contact

2019

IPAA Private Capital Conference Jan. 24 Houston JW Marriott Houston Galleria ipaa.org

SPE A&D Symposium Jan. 31 Houston Houston Petroleum Club spegcs.org

NAPE Summit Feb. 11-15 Houston George R. Brown Conv. Center napeexpo.com

Women in Energy Luncheon Feb. 12 Houston Hilton Americas women-in-energy.us

DUG Haynesville Feb. 19-20 Shreveport, La. Shreveport Convention Center dughaynesville.com

EnerCom Dallas Feb. 27-28 Dallas Tower Club enercomdallas.com

Energy Capital Conference March 5 Dallas Fairmont Hotel energycapitalconference.com

CERAWeek by IHS Markit March 11-15 Houston Hilton Americas ceraweek.com

TAEP Expo & Annual Meeting April 2-3 Irving, Texas Irving Convention Center texasalliance.org

OGIS New York April 8-10 New York Sheraton Times Square ipaa.org

DUG Permian Basin April 15-17 Fort Worth, Texas Fort Worth Convention Center dugpermian.com

Offshore Technology Conference May 6-9 Houston NRG Park 2019.otcnet.org

DUG Rockies May 14-15 Denver Colorado Convention Center dugrockies.com

AAPG Annual Conv. & Exhibition May 19-22 San Antonio Henry B. Gonzalez Conv. Center aapg.org

Midstream Texas June 5-6 Midland, Texas Midland County Horseshoe Pavilion midstreamtexas.com

IPAA Midyear Meeting June 24-26 Colorado Springs, Colo. The Broadmoor ipaa.org

DUG EAST June 18-20 Pittsburgh David L. Lawrence Conv. Center dugeast.com

Unconventional Resources Tech. Con. July 22-24 Denver TBD urtec.org/2019

EnerCom The Oil and Gas Conference Aug. 11-14 Denver Westin Denver Downtown theoilandgasconference.com

The Energy Summit Aug. 20-22 Denver Colorado Convention Center theenergysummit.org

Summer NAPE Aug. 21-22 Houston George R. Brown Conv. Center napeexpo.com

Monthly

ADAM-Dallas/Fort Worth  First Thursday  Dallas  Dallas Petroleum Club  adamenergyforum.org

ADAM-Greater East Texas First Wednesday, even mos Tyler, Texas Willow Brook Country Club getadam.org

ADAM-Houston  Third Friday  Houston  Brennan’s  adamhouston.org

ADAM-OKC Bi-monthly (Feb.-Oct.) Oklahoma City Park House adamokc.com

ADAM-Permian Bi-monthly Midland, Texas Midland Petroleum Club adampermian.org

ADAM-Tulsa Energy Network  Bi-monthly Tulsa, Okla.  The Tavern On Brady  adamtulsa.com

Houston Association of Professional Landmen  Bi-monthly  Houston  Houston Petroleum Club  hapl.org

Houston Energy Finance Group  Third Wednesday Houston  Houston Center Club  sblackhefg@gmail.com

Houston Producers’ Forum  Third Tuesday  Houston  Houston Petroleum Club  houstonproducersforum.org

IPAA-Tipro Speaker Series  Second Wednesday Houston  Houston Petroleum Club  tipro.org

 

Email details of your event to Brandy Fidler, bfidler@hartenergy.com. 

For more, see the calendar of all industry financial, business-building and networking events at OilandGasInvestor.com.
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INSIGHTS FROM STRATAS ADVISORS

STEPHEN G. BECK,
SENIOR DIRECTOR,
UPSTREAM

The beginning of a new year is a per-
fect time to reflect on the prior year. 
The stream of data is fresh and water-

cooler contests are shaping up. 
As such, Stratas Advisors decided to con-

duct our own year in review, of sorts. To 
keep it fun, let’s kick everything off with a 
short game of “Shale On It,” a game of triv-
ia where readers get a chance to answer 10 
questions on 2018 unconventional resourc-
es. Some will be easy; others, less so. With-
out further ado, let the questions begin.

Production is near and dear to any pros-
pector’s heart, so our questions start there. 
One note: While not all production num-
bers have been reported, enough data have 
been released to answer these.
1.  Of the three major shales in the Permian 

(Bone Spring, Midland Basin-Wolfcamp 
and Delaware Basin-Wolfcamp), which 
play saw the lowest oil-production 
growth by volume? 

2.  Which play saw the greatest increase in 
oil production by volume? 

3.  By what percentage did overall Permian 
oil volumes grow in 2018? 

4.  Traveling north to Oklahoma, what 
shale was a game-changer for the Scoop 
in 2018? 

5. Turning elsewhere, Proposition 112 
threatened to derail what unconvention-
al play in 2018?

This line of questions will focus on drilling 
and field activity. During 2018, a play high-
lighted in this column was said to be on track 
for 13% production growth in 2019 due to 
longer laterals and higher proppant loading. 
6.  What is the name of this play? 
7. What play covered in this column in 

2018 gave attribution to higher rig 
counts for rising 2018 production? 

8. What is the average drilling time cited 
in this column for the Wolfcamp Shale?

Money is also near and dear to many a 
prospector. Hence, our remaining questions 
will query various economic areas. 
9. First up, what play was characterized 

in this column as having a majority of 
wells with breakeven prices below $50 
per barrel (bbl)? 

Last one, Stratas projected total Rockies 
spending for 2018 in this column earlier in 
2018.
10. What was the amount of total capital 

spending given? 
Redirecting our attention to 2019, this 

seems an appropriate time to identify some 
early signposts for the year ahead. First up, 

compliance with the new round of produc-
tion cuts. 

Starting in January, a new agreement for 
production cuts takes effect. OPEC mem-
bers, plus Russia, agreed to reductions to-
taling 1.2 million bbl per day until midyear. 
While Stratas expects these to largely com-
ply, there are risks for noncompliance, es-
pecially if producers perceive their cuts are 
replaced by outsized shale production. 

Second up, slowing growth in shale pro-
duction, particularly slowing growth in the 
Permian. Swirling headwinds are expected 
to dampen the rate of growth in 2019. These 
headwinds include ongoing labor short-
ages, infrastructure constraints and flaring 
limits that are likely to continue through the 
first half of the year. 

Labor shortages appear most problem-
atic as there are no ready answers for par-
ticular skills in short supply. Infrastructure 
challenges should see reprieve around mid-
year. Flaring limits have become an issue in 
multiple areas due mostly to infrastructure 
bottlenecks. Stratas estimates the rate of 
growth in areas like the Permian could be 
halved compared with 2018.

Third, robust production growth in 2018 
coupled with elevated demand risks led 
crude prices sharply lower in late-2018. 
Lower crude prices could further weigh on 
capital spending early in the year. Impor-
tantly, wells brought on in early 2019 carry 
a much greater weight on average annual 
production. 

Each well added to production adds an-
other layer to the production stack. Hence, 
the more wells added early, the thicker the 
total stack in the second half. The thicker 
the production stack in the second half, 
the greater the chances for a higher over-
all growth rate. Conversely, the thinner the 
stack, the slower the overall growth rate.

Fourth, breakthrough catalysts. Stratas is 
aware of and is monitoring several science 
projects that could extend the economic 
limits of select plays. At present, Stratas 
does not anticipate emerging technology to 
commercially alter the outlook for produc-
tion in 2019. That said, breakthroughs can 
and do happen. Hence, it is prudent to keep 
tabs on the sciences.

THE ‘SHALE ON IT’ GAME
Answers: 1. Bone Spring. 2. Delaware 
Basin Wolfcamp. 3. 43%. 4. Springer. 5. 
Wattenberg or Niobrara; each is a valid 
answer. 6. Haynesville. 7. Eagle Ford. 8. 
22 to 26 days spud-to-spud. 9. Eagle Ford. 
10. More than $12 billion.
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Shell president:
Collaboration extends 
Permian dominance

Shell Oil Co. incoming presi-
dent Gretchen Watkins offered 
at Hart Energy’s Executive Oil 
Conference in Midland a com-
peting idea to competition itself: 
collaboration.

While competition will always 
drive the Permian Basin’s per-
formance, working together can 
also raise standards and improve 
safety in the basin, Watkins said. 
Early coalitions among Shell 
and independents have already 
started to improve road safety, 
where a fatality occurs every 29 
hours, said Watkins.

The company is willing to 
share work site safety strategies 
“with anyone willing to learn.

“The fact is, as operators, we 
have a lot more to gain from col-
laborating than we do from going 
it alone,” Watkins said.

Shell believes reducing green-
house-gas emissions adds to the 
industry’s social and material 
value, noting that flaring is a top 
source of the Permian’s methane 
emissions. At new well pads, 
Shell has stopped installing 
flares.

“Reducing flaring is critical 
for our social and environmental 
license to operate, as well as our 
ability to generate revenue,” she 
said. “We’ve been very encour-
aged to see substantial reduction 
in flaring that’s happening just 
this year [in 2018].”

Shell is also testing the use of 
solar energy to power its Perm-
ian pads. “We can benefit by 
sharing best practices to reduce 
flaring and methane leaks that 
can cause us to lose vital product 
and actually undermine the case 
for gas as the molecule that can 
bridge us [in] the energy transi-
tion,” she said.

Nevertheless, the fundamental 
driver of the Permian’s “rise to a 
level of preeminence” has been 
unbridled competition, with 
independents leading the charge. 
Through competition, operators 
have “come to understand a 
very complex terrain here in the 
Permian Basin,” she said.

The quest to grow leaner and 
more efficient has resulted in 
lowered costs and increased pro-
duction. “As independents have 
competed with late-arriving oil 
majors, companies like Shell 
have had to become more nimble 
and more agile, and that has been 
good for us,” she said, adding 
that she also sees “independents 
seizing on oil majors’ scale and 
integration.”

Shell now sees the Permian 
as much a part of its home turf 
as its deepwater assets, Watkins 
said, noting that other oil majors 
are taking a similar strategic 
outlook. Shell is now spending 
between $2- and $3 billion per 
year on its shale assets, including 
the Permian, Canada’s Duvernay 
and Argentina’s Vaca Muerta.

Since 2013, it has grown its 
Permian production to 125,000 

barrels of oil equivalent per 
day (Mboe/d) from 25 Mboe/d. 
The operator now has interests 
in more than 1,300 operated 
and non-operated wells across 
500,000 acres.

“We project we will reach 
200,000 boe/d by 2020, and … 
35% year-on-year production 
growth for the next five years,” 
she said. The company is also 
planning to high-grade its Perm-
ian acreage through strategic 
swaps and small bolt-on acqui-
sitions.

But Shell wants to be a com-
munity partner on a range of 
“important issues that all of us 
have a stake in” through part-
nerships. The goal is to build a 
basin that’s safer, more stable 
and far more prosperous than 
ever before, she said.

“If you share this vision, let’s 
work together to put the days 
of boom or bust behind us and 
let’s move toward more collab-
oration.”

—Darren Barbee

Weeping over Waha:
Oil flows scuttle
West Texas gas hub

Waha natural gas pricing falling 
to near zero in late November? 
Blame oil, says one analyst.

The culprit for the gas-hub 
blowout is in fact the commis-
sioning of the Sunrise crude oil 
pipeline, which is a 500 Mboe/d 
West Texas-to-Cushing project 
owned by Plains All American 
Pipeline LP that was to help alle-
viate the bottleneck for Permian 
oil producers, according to Ray-
mond James analyst J.R. Weston. 
How does that work? Through 
more associated gas, he said.

“This increase in volume 
strained a gas system that was 
already tight for infrastructure,” 
Weston said in a Dec. 3 report. 
“It’s hard for the system to han-
dle this much gas all at once.”

Acknowledging a self-de-
scribed “bullish view” on global 
oil prices and U.S. oil produc-
tion, Weston said it should come 
as no surprise that substantial 
Permian associated-gas produc-
tion growth is also part of the 
story.

“As the Permian crude oil 
pipeline buildout has been 
pulled forward, associated-gas 

Gretchen Watkins, Shell Oil
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production is also arriving 
sooner rather than later. This was 
likely the impetus for the recent 
decline in Permian gas prices.”

Weston warned that even 
more associated Permian gas 
is on the way as more oil pipe-
lines are added. “We forecast 
as much as 6 Bcf/d [billion 
cubic feet per day] of Permian 
growth from 2017-2020, nearly 
doubling Permian production in 
three years.” The growth has far 

surpassed corresponding pipeline 
additions, and Permian gas pric-
ing is projected to remain lower 
for longer, he forecasts.

He noted with some irony, 
however, that current Permian 
gas-takeaway capacity of 12 
Bcf/d “far exceeds” actual gas 
production of about 9 Bcf/d. 
Where’s the rub? Too much 
of it goes to sub-optimal mar-
kets, such as Mexico, where 
utilization remains low, and to 

California and other destinations 
west, where the gas competes 
with renewables, and to the Mid-
continent and Rockies, which 
are “not tremendous options for 
Permian E&Ps either.” 

And sub-optimal gas markets 
don’t elevate regional pricing.

Short-term “bouts of extreme 
pricing pressure” should be 
expected in the Permian as pipe 
brownfield projects come online, 
creating up-and-down “zipper” 
pricing effects until Gulf Coast 
Express, a greenfield 2 Bcf/d 
Kinder Morgan Inc. project, 
was expected to come online by 
year-end 2019. Another 4 Bcf/d 
of combined capacity is due by 
late 2020.

Exports to Mexico remain a 
point of optimism for Permian 
gas producers, he said, and pipes 
are already in the ground and 
waiting for gas to flow. Current 
U.S. flows to Mexico average 4.5 
Bcf/d. Three new pipes from the 
Permian to the Mexican border 
represent 3 Bcf/d of potential 
capacity.

“More U.S. export flows are 
possible if Mexican markets are 
ready for them,” he said.

But export pipes to Mexico 
are not currently well utilized, 
as timing issues have delayed 
Mexico’s readiness: south-of-
the-border route disputes, and 
slow-to-commission gas-fired 
power plant buildouts.

“In the near term, this may not 
be the outlet valve the Permian 
E&P industry needs.”

Weston expects that higher 
ethane recovery could lessen the 
burden on Permian gas pipes. 
Proximity to Gulf Coast demand 
centers and planned connectivity 
to Mont Belvieu, Texas, indicate 
ethane recovery should be stron-
ger than in most plays, incremen-
tally relieving gas pipelines.

Should Permian operators and 
investors be worried about basin 
gas constraints affecting oil pro-
duction?”

Weston answered: Nope! 
“Our key industry contacts think 
Permian gas, while constrained, 
will be a non-event from a 
broader industry perspective due 
to several workarounds.”

The brownfield and greenfield 
pipelines are coming, he said, 
and insiders expect flaring to be 
supplemented by waivers that 
could result in some 2 to 3 Bcf/d 
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of vented gas. “Texas regulators 
will show flexibility.”

Also, the Permian’s sizeable 
inventory of legacy gas wells 
could be shut-in to make way 
for the newer, liquids-rich pro-
duction coming online. “It is 
unlikely that the Permian’s natu-
ral gas takeaway constraints will 
bleed into the crude oil market,” 
Weston concluded.

—Steve Toon

Voters prop Colorado
industry, but future 
ballot battles likely

The oil and gas industry fended 
off two ballot challenges Nov. 6 
in Colorado, but the margins of 
victory were less than resound-
ing and could signal trouble in 
future election cycles.

“When it comes to Proposition 
112 [in Colorado], what isn’t 
surprising is that it lost,” Ash-
ley Petersen, senior oil-market 
analyst for Stratas Advisors, told 
Hart Energy. “What’s surprising 
is how tight the margin was, 

given the disparity in resources 
between supporters and the 
opposition.”

Colorado’s Proposition 112, 
defeated 57% to 43%, would 
have prohibited oil and gas drill-
ing within 2,500 feet of homes, 
schools or other occupied struc-
tures or “vulnerable areas.” The 
ban would have made only 15% 
of the state’s non-federal land 
available for drilling.

The industry-backed move-
ment to defeat the measure spent 
about $36 million in its cam-
paign, while supporters spent 
less than $1 million.

“The fact that, even in a tra-
ditionally oil- and gas-friendly 
state, this measure needed to 
be so vigorously fought against 
shows that sentiment in Colorado 
continues to shift away from 
extractive industries,” Petersen 
said.

A study by the Colorado 
School of Mines estimated that 
horizontal drilling would give 
producers access to 42% of the 
non-federal land. However, the 
restricted area included sweet 

spots in the Denver-Julesburg 
Basin.

Meanwhile, in Washington 
state, voters rejected Initiative 
1631, which would have allowed 
the state to charge companies for 
their emissions of CO2 and other 
greenhouse gases. It followed 
rejection of a similar measure 
in 2016. The 2018 measure was 
opposed by 56.3% of voters, 
despite the full-throated support 
of Gov. Jay Inslee.

Under the initiative, fossil-fuel 
companies would have been 
required to pay $15 for every ton 
of CO2 released into the atmo-
sphere. The anticipated $1 bil-
lion-plus in revenue in five years 
would have been shifted to proj-
ects that would move the state 
away from fossil fuels, such as 
public transit, energy efficiency, 
wind and solar power.

“While in Colorado there are 
more obvious economic ties with 
the oil and gas industry, the tide 
here was turned by concerns 
that this would impact consumer 
wallets directly,” Petersen said. 
“In large part, it was driven by 

PDC
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aggressive messaging from oppo-
sition parties.”

Again, the oil and gas industry 
spent heavily—$31 million com-
pared with proponents’ $15.2 
million. In Washington, though, 
the threat of higher fuel and util-
ity bills convinced most voters.

“Clearly in Washington, eco-
nomic concerns still handily 
outweigh environmental ones, 
regardless of how the fee is 
structured,” she said.

Supporters of the initiative 
have promised to try again, she 
noted. “Chances might be better 
the third time around. In 2016, 
the measure was opposed by 
several social-justice groups and 
gained only 42% of the vote. 

“This time around, I-1631 
had broader support among 
social-justice groups and gar-
nered 43.7% of the vote,” she 
said.

Tom Pyle, president of the 
American Energy Alliance, 
issued a statement that “there 
is little doubt that those who 
authored the defeated initiatives 
will try again, but we hope they 

have finally learned their lesson. 
“The voters have spoken. It’s 

time to listen to them.”
—Joseph Markman

Cost inflation threatens 
improvements in
deepwater economics

Producers with the stamina 
needed to dive into deepwater 

projects and stay afloat have 
managed to slash breakeven 
costs in recent years. But ana-
lysts warn impending cyclical 
cost inflation could trigger a rise 
in such costs.

The average pre-final invest-
ment decision (FID) breakeven 
dropped to US$49 per barrel 
of oil equivalent (boe) in 2018 
compared with $78/boe in 2014, 
Wood Mackenzie reported in late 

Source: Wood Mackenzie’s Global Economic Model (GEM
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November. Carrying out lessons 
learned during the downturn, 
some operators have opted for 
fewer wells, more phases and tie-
backs to existing infrastructure, 
while seeking lower rig day rates 
and supply-chain costs, drilling 
better wells and utilizing tech-
nology to control expenses.

BP Plc, for example, cut costs 
for the Mad Dog Phase 2 project 
in the deepwater Gulf of Mexico 
by more than half. 

Focusing on value, industry 
solutions and collaboration with 
its partners BHP Billiton Ltd. 
and Chevron USA Inc. affiliate 
Union Oil Co. of California, 
the operator pared the massive 
33-well, $20-billion development 
to $9 billion with up to 14 wells.

The project, which is set to 
begin oil production in late 2021, 
remains on budget and on sched-
ule, Starlee Sykes, BP regional 
president, Gulf of Mexico and 
Canada, said in a news release.

“This project is key to deliver-
ing high-margin production from 
one of the largest fields in the Gulf 
of Mexico, and it will strengthen 

our position in the basin for years 
to come,” Sykes said.

Similar stories have unfolded 
across the deepwater Gulf, where 
the number of subsea tiebacks 
has grown, and other parts of 
the world. Unit costs have fallen 
by more than 50% since 2013, 
WoodMac found. It added that 
improved project execution has 
resulted in the average deepwater 
project sanctioned between 2014 
and 2016 starting up about 5% 
under budget, compared with the 
10% to 15% overrun typically 
seen with projects between 2006 
and 2013.

Improved project econom-
ics mean more deepwater 
investments could be on the 
horizon. WoodMac forecasts 
developments offshore Guyana, 
Brazil and Mozambique will 
drive higher deepwater capex, 
expected to hit nearly $60 billion 
by 2022 from about $50 billion 
in 2018.

But the cost-saving gains 
could be short-lived if compa-
nies fail to make the savings per-
manent. “The return of cyclical 

inflation could see this epic 
period of deepwater-cost reduc-
tion come to a close,” reported 
Angus Rodger,  WoodMac 
research director.

Cyclical inflation could affect 
costs in the areas of day rates, 
subsea equipment and services, 
and other areas. The speed of 
cyclical cost re-inflation will 
depend on how quickly operators 
drive a recovery and the supply 
chain’s ability to meet their 
demand, WoodMac reported.

“The question now is how 
much of the ‘structural’ cost 
savings we have seen through the 
downturn will prove sustainable 
through the investment cycle and 
which are just short-term com-
pany adaptions,” Rodger wrote.

Structural savings—consid-
ered more “resilient/sticky” by 
WoodMac—include drilling 
better wells  faster and having 
quicker project lead times and 
phasing projects. WoodMac 
is skeptical that some of these 
“structural cost savings will 
stand the test of time in a sus-
tained cyclical uptick.” 

TALERA
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Such savings were viewed by 
the analysts as external environ-
ment-driven corporate behavior 
and project design changes.

“Those that ‘stick’ become 
cultural changes within the sec-
tor that can stand the test of time 
and price cycles, but, historically, 
the big players in [the] deepwater 
have been slow to change, based 
on their size, culture and limited 
risk tolerance in a challenging 
operating environment.”

—Velda Addison

Permian’s challenge: 
Above-ground vs.
take away constraints

Activity in the Permian Basin 
has “absolutely” slowed down in 
what Joel Fry, a principal at pri-
vate-equity firm Tailwater Capi-
tal LLC, called the periphery of 
the basin in Culberson County, 
Texas.

Fry, who took part in a panel 
discussing Permian takeaway 
at Hart Energy’s Executive 
Oil Conference in Midland in 

November, said the slowdown 
is the result of the Permian-Gulf 
Coast basis differential.

Fellow panelist Steve Pruett, 
president and CEO of Eleva-
tion Resources LLC, said he 
“really hasn’t seen a slowdown 
in drilling activity” in his area 
that is the result of takeaway 
constraint. Rather, he’s seen a 
governor being investor pressure 
on operators to spend within cash 
flow—a mandate that took hold 
beginning in 2017.

Elevation, a producer in the 
heart of the basin, has paused 
activity due to changing what 
type of rig it will use in devel-
opment, from a “skidding” rather 
than a “walking.” Elevation’s 
production moves to refining 
capacity in El Paso, Texas; the 
Permian Basin has some 500,000 
barrels per day (Mbbl/d) of 
indigenous refining capacity.

Parsley Energy Inc. is also 
pausing activity, which Carrie 
Endorf, vice president of res-
ervoir engineering and plan-
ning, said was “really related to 
capital discipline” and not due 

to constraint. The company is 
working on its 2019 budget, she 
added.

“At Parsley, we haven’t seen 
any problems” with the ability 
to get its crude oil to market, 
Endorf said. “At this point, we’re 
looking at 2020,” but for 2019, 
“we’re in good shape.”

Pruett added that a great deal 
of demand capacity for Permian 
crude is the result of winning 
reversal in 2015 of the U.S. 
oil-export ban in 2015, which 
he attributed to the leadership of 
Scott Sheffield, chairman of Pio-
neer Natural Resources Co.

Analysts expect Permian 
on-pipe takeaway constraint to 
persist into the fourth quarter of 
2019 and to possibly become a 
concern again in 2022. Produc-
tion in the Permian is some 3.2 
million barrels per day (MMb-
bl/d) currently; takeaway capac-
ity is roughly the same.

Growth in Permian output 
“brought the oil-price collapse 
one year forward,” said Reed 
Olmstead, IHS Market direc-
tor of North American onshore 
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research and business devel-
opment. When visiting clients, 
Olmstead said, “I can’t speak 
to any [country] without the 
first question being the Permian 
Basin.”

Pruett said there are more 
immediate concerns to Permian 
producers. “The risk of NGL 
fractionating capacity is looming 
over us,” he said.

Fry, whose firm has invest-
ments in oil and gas producers 
and in water-handlers, said, 
“Some folks are projecting 20 
MMbbl/d of water[-handling] 
growth.” Both the Midland Basin 
and, particularly, the Delaware 
Basin, produce more water than 
oil. “Houston, we have a prob-
lem,” he said.

In addition to needing to 
dispose of produced water, pro-
ducers need to source non-con-
taminated water for fracture 
stimulation. (Bio-contamination 
of in-formation hydrocarbons 
can create H2S).

Pruett said Elevation’s frack 
work was delayed in 2018 while 
the city of Odessa, Texas, needed 
more water for power generation. 
“Power supply is an [increasing 
issue]. We ended up having to do 
spot purchases of water at two 
times our normal rate,” he said.

Elevation and other operators 
that have HBP’ed their acreage 
are switching to pad drilling, 
though, and this will mean they 
can begin recycling water, he 
added.

Labor issues are another con-
cern. The city of Midland, Texas, 
has been unable to collect gar-
bage at times for lack of drivers 
as a result of competitive oilfield 
demand for personnel, Pruett 
said. “It’s chronic.”

Olmstead said his room at the 
La Quinta the evening before 
cost more than his room at a 
hotel in Tokyo. “That just blew 
me away,” he added.

The question Olmstead gets 
from clients is: “What’s the limit 
to Permian production growth?” 
The issue isn’t with the subsur-
face; operators know the rock 
well, he said. Rather, it’s ‘How 
many trucks you put on the road? 
How many hotel rooms? Where 
are we going to build the next 
McDonald’s? It’s congestion 
‘above ground.’

“Yeah, the basin can absorb 
another 250 rigs. How are you 

going to move them? What road 
is that going to go on? Who are 
you going to pay to do it? Where 
are you going to find the labor? 
It’s all ‘above ground.’ It’s the 
escalating cost of everything,” 
he said.

—Nissa Darbonne

Oil price-swoon
to test E&P
capital discipline

Producers enjoyed a 2018 run-up 
of WTI pricing from near $55/
bbl to $75/bbl, but the powers 
that giveth also taketh away: 
Beginning in October, spot pric-
ing fell precipitously to near $50/
bbl once again, wiping out a year 
of gains.

So, Barclays analyst Jeanine 
Wai asked in an analysis, at what 
price do E&Ps start reducing 
activity? 

“Our sense is that general-
ist [investors] have progressed 
toward free-cash-flow (FCF) 
yield as the primary E&P met-
ric,” she said. 

“However, the recent drop in 
strip pricing has a meaningful 
effect on 2019 FCF, even on a 
hedged basis. … If 2019 strip 
pricing of $52 [per bbl] holds, is 
there enough E&P FCF yield left 
for the sector to be attractive to 
this investor base?”

The recent correction in oil 
prices throws more attention on 
the E&P capital discipline nar-
rative, Wai said. Where robust 
pricing in 2018 tested the sec-
tor’s commitment to capital 
restraint in a higher-oil-price 
environment, “2019 could be 
the first test in a lower-price 

environment.”
In a lower-price environment, 

the challenge will be to limit out-
spend and preserve the promised 
cash flow. And, while she pre-
dicts E&Ps will honor the call to 
be capital-disciplined, it’s all in 
the timing.

“We think E&Ps will be 
slower to react to lower oil prices 
than the market, which could be 
disappointing to investors over 
the next few months.”

The reason: Producers want 
to avoid “whipsawing” activity 
to preserve operational efficien-
cies. Many E&Ps, she said, have 
built-in buffers to smooth price 
swings—hedges to support cash 
flow and strong balance sheets to 
fund outspend. 

Others might opportunistically 
capitalize on deflationary service 
costs with sustained or ramped 
activity.

During third-quarter 2018 
earnings calls, $50 WTI was 
the “conservative” price deck 
for 2019 budgeting, she noted. 
“However, our sense is that, if 
oil prices remain sticky at around 
$45, ultimately E&Ps will capit-
ulate and reduce activity. 

“The devil is in the details for 
managing market expectations.”

Breakeven price will be a 
driver of stock performance, she 
projected. 

The winners will be those 
E&Ps that have the lowest 
breakevens combined with “the 
most robust and durable” 2019 
capex/production outlooks.

“Based on our analysis, we 
think the pricing-pain threshold 
for generalists should be about 
$60 WTI.”

—Steve Toon

2019 WTI Price Required For 5% FCF Yield
2019 WTI Breakeven Price
2019 WTI Breakeven Price: 
Low Growth Case

APC*     CLR     MRO    EOG    CXO*     DVN     PXD     NBL     JAG      CPE    CDEV
Source: Barclays research; Analysis includes hedge gains/losses; FCF defined as Discretionary Cash Flow—Capex—Divi-
dends; 2019 Breakeven defined as the WTI price at which 2019 Discretionary Cash Flow=Capex- Dividends; 2019 10% 
Growth Breakeven defined as the WTI price at which 2019 Discretionary Cash Flow=Capex-Dividends assuming 10% yoy 
adjusted production growth; *APC is Rating Suspended. Data is based on the 11/15/18 press release that indicates 2019 total 
production growth guidance is 8.3-10.2% yoy (divestiture adjusted) and the 2019 capital program is within cash flow in a $50 
oil environment; *CXO’s 2019 10% Growth Breakeven is ~$75 excluding hedges.
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Shifting U.S. supply,
demand to result in
increased exports

The U.S. is poised for multi- 
decade success as the global 
energy mix shifts, with supply 
growth underpinning ethane’s 
growing role and the country’s 
status as a net exporter by the 
mid-2020s, a midstream analyst 
said.

Greg Haas, director of inte-
grated oil and gas at Stratas 
Advisors, told attendees at Hart 
Energy’s recent Midstream 
Finance conference, “Energy 
transportation is an evolving 
sector and we also see increased 
regulatory risks and intensifying 
regulatory concerns affecting the 
industry.” 

Haas pointed to California. 
The state primed for a poten-
tially devastating earthquake is 
pondering a tectonic shift toward 
100% renewable power. Haas 
also noted that the U.S. Strategic 
Petroleum Reserve is prepared to 
“right-size” itself.

“What we’ve seen in the 
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upstream is great produc-
tion-supply growth,” he said. 
“Now the question is ‘What will 
it be in the future?’”

Global daily oil consumption 
will rise at an annual average 
of 1.5 MMbbl, Haas said, with 
the U.S. taking over the top spot 
among producing countries. But 
growth in natural gas is an essen-
tial factor as well, he added.

With gas, “there’s definitely 
supply growth in the U.S., which 
is now kind of the envy of the 
world; that’s certainly why we 
have so many LNG facilities and 
pipelines feeding our near neigh-
bors and also new industry- and 
utility demand.”

Haas noted that refinery utili-
zation was at 100% this past fall 
and was in the high 90s during 
the summer—a level not seen in 
about 20 years. “Refineries, of 
course, consume crude oil, but 
they also burn a lot of gas to boil 
that oil, which is the fundamental 
part of refining,” he said. 

“And they also produce pro-
pane and/or consume butane and 
condensates for blending with 

transportation fuels. So it’s no 
wonder to us that we have such 
great utilization today.”

Refinery projects have been 
announced in the Permian and 
the Bakken, and the Hovensa 
facility in the U.S. Virgin Islands 
is on track for a restart. That area 
is exempt from Jones Act restric-
tions on tankers.

When Haas’ own career 
began, the issue was how to 
safely run refineries at very low 
levels of utilization. “It’s been a 
total change,” he said. 

“We’ve got expansion—even 
planned by Exxon (Mobil Corp.) 
at Beaumont and other places 
around their network. So that’s 
just thrilling to me, to sit on the 
sidelines from a vantage at Stra-
tas Advisors to watch them. 

“With these refineries run-
ning so high—and advantaged 
so well with low crude, low fuel 
and even low intermediate-feed-
stock costs like butane and con-
densate—you’re seeing a lot of 
expansion in exports around the 
globe for finished refined prod-
ucts.” In 2012, Haas attended a 

presentation in which a professor 
from the Massachusetts Institute 
of Technology predicted that, 
“someday,” the U.S. would reach 
25% net imports.

“And that ‘someday’ was 
predicated upon reducing 
demand, having higher costs to 
reduce demand, and some inclu-
sion of Canada in the U.S. sup-
ply base. But because of what we 
have done in the shale industry 
… we’re now in the low teens 
[imported] on a weekly run-rate 
basis.

“And we think, within a 
couple of years, we’ll be a net 
petroleum exporter—not even 
including natural gas; just on the 
liquids alone.”

—Erin Pedigo

EOG targets
lower costs as it
improves inventory

In U.S. shale plays, where 
increasing efficiency is among 
the unofficial mantras, EOG 
Resources Inc. is on a mission to 
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drive down costs as the company 
improves the quality of its grow-
ing inventory.

The Houston-based indepen-
dent, which generated more than 
$500 million of free cash flow 
during third-quarter 2018 as part 
of more than $1 billion during 
the year, has already slashed well 
costs. In the Bakken, well costs 
are down by more than half, 
going from $9.8 million in 2012 
to $4.6 million today. The com-
pany’s Eagle Ford well costs also 
fell, dropping from $7.2 million 
to $4.4 million during the same 
timeframe.

“If you think about those 

times, we were going through 
times of high oil prices and times 
of low oil prices and we were 
still able to drive down well costs 
regardless of commodity price,” 
Billy Helms, EOG COO, said at 
Bank of America Merrill Lynch’s 
2018 Global Energy Conference 
in November.

“We’re well on our way to 
achieving our 5% cost reduction 
that we started out [in 2018].”

This includes a goal to bring 
down well costs to $7.4 million 
in the Delaware Basin’s Wolf-
camp. Costs are currently $7.5 
million, but EOG is confident 
costs will fall further as it pulls 

levers, such as drilling and com-
pletion efficiencies, tools, sand 
and water.

Producers have been focused 
on lowering costs since the 
downturn. In response, many 
have gained fiscal discipline and 
have been more willing to try 
new technology and techniques, 
among other efforts.

Smarter ways of operating 
could hang around as companies 
exercise lessons learned. Many 
E&Ps are already starting to see 
higher cash flows from opera-
tions. EOG and peers, such as 
Pioneer Natural Resources Co. 
and Continental Resources Inc., 
are among them.

EOG, however, increased its 
2018 spending budget to between 
$5.8- and $6 billion, up from 
between $5.4- and $5.8 billion, 
to retain high-performing service 
providers through year-end. 

The company hadn’t released 
details yet in December on its 
2019 budget, which is likely to 
come in February.

“We’ve already secured about 
65% of the anticipated typical 
well costs [drilling, completion 
and wellsite facilities and flow-
back] for [2019] at very compet-
itive prices,” Helms said during 
the conference, which was audio-
streamed live at the company’s 
website. 

“We’re trying to capture some 
of those prices that we’re seeing 
today in the market.”

EOG has locked in 65% of 
spreads, 80% of tubulars and 
more than 80% of the rigs 
needed in 2019 at what Helms 
described as favorable rates with 
flexibility. “We can flex our pro-
gram up or down, depending on 
what the oil price is,” he said.

Having flexibility also helps 
when trying out new concepts. 
In the Delaware Basin, for exam-
ple, EOG ramped up to about 20 
rigs in 2018 from 13 in 2017 as 
the company tested new spacing 
patterns and experimented with 
completion technology. 

“That was all designed to try 
to understand a little bit more 
about the rock—having moved 
from a delineation mode into a 
development mode—and test 
some ideas to learn how to go 
forward on a full development 
mode,” Helms said. The compa-
ny’s rig count has since dropped 
to 17.
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But EOG, like other E&Ps, 
must still cope with rising ser-
vice costs as the service sec-
tor continues to gain strength 
post-downturn.

“At the start of [2018], service 
costs were up pretty much across 
the board,” Helms said, noting 
there’s been a lot of softness on 
the completions side lately. “I 
expect, going into the [2019], 
there is still to be tightness on 
the drilling side.” 

The high-performing rigs 
EOG typically uses are in short 
supply, he added.

But “there’s still quite a bit of 
frack equipment out there.” 

Much of this, Helms said, 
was never reactivated during 
the latest upturn. “Naturally, 
tubular products are going to 
be up mainly due to the tariffs,”  
he added. 

“We’ve tried to anticipate—
and get ahead of—that as best we 
could. … By locking up a lot of 
these services going into 2019, 
we can help insulate ourselves 
from inflationary pressures that 
may happen [this year].”

Meanwhile, EOG continues 
to grow its premium drilling 
locations, which have increased 
to more than 9,500 from 3,200 
in 2016. 

“We’re replacing this inven-
tory at a rate of twice what we 
drill every year. 

“So it’s growing faster than 
we can actually drill it, but, 
more importantly, the quality 
of that inventory is improving,” 
Helms said. “The average well 
now in that inventory has an 
EUR of about 970 Mboe.”

A focus on premium wells—
those that will generate a 30% 
rate of return or better at a $40 
flat oil price—is something that 
remains at the core of EOG’s 
growth strategy. 

“With oil prices where they 
are today, these wells will gen-
erate 60% to 100% rates of 
return,” Helms said. 

“So we’re pretty pleased with 
our inventory that we have, and 
we think that’s going to con-
tinue to generate cash flow on 
a go-forward basis.”

—Velda Addison

ExxonMobil turns 
to solar, wind
to power Permian

Ørsted A/S has entered agree-
ments with Exxon Mobil Corp. 
to provide 500 megawatts 
(MW) of wind and solar power 
in the Permian Basin, the Den-
mark-based company reported in 
November.

The two long-term power-pur-
chase agreements are “a case 
study of where onshore renew-
ables is heading,” it added.

The Sage Draw wind farm, 
which is scheduled to be com-
pleted by first-quarter 2020, will 
provide half of the power Exx-
onMobil plans to purchase. The 
remaining 250 MW will come 
from Permian Solar, which is 
to be finished in second-quarter 
2021.

ExxonMobil told Hart Energy 
that the 12-year deal with Lin-
coln Clean Energy LLC, an 
Ørsted subsidiary, will serve its 
operations in Texas. “We fre-
quently evaluate opportunities to 
diversify our power supply and 
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ensure competitive costs,” Julie 
King, an ExxonMobil spokes-
woman, said.

Ørsted added there could be 
“further synergies possible in 
long-term operations and capex.”

Several oil and gas players 
have been tapping renewables as 
the world turns toward cleaner 
sources of energy. Some are 
adding wind and solar energy 
assets to their portfolios, while 
others are utilizing such energy 
sources to reduce emissions or 
add new power sources for their 
operations, particularly in areas 
like the Permian where rising 
oil-related activity is straining 
the electricity grid.

Rising demand has prompted 
some companies, including 
Noble Energy Inc., to pursue 
electrification projects.

The Permian’s Delaware Basin 
consumed the equivalent of 
350 MW this summer, roughly 
the amount to power 280,000 
U.S. homes, according to a 
Bloomberg report. The amount 
was triple the load of 2015, and 
demand is expected to continue 

rising as operators pump more.
Daily oil production in the 

Permian is forecast to grow by 
63,000 barrels to about 3.7 mil-
lion barrels per day in December, 
according to a U.S. Energy Infor-
mation Administration forecast. 
Daily Permian gas production 
is set to increase by 251 million 
cubic feet to about 12.4 billion 
per day.

ExxonMobil is working to 
triple its Permian production by 
2025. The company estimates its 
assets there hold 9 billion bar-
rels (Bbbl), including more than 
5 Bbbl in the northern Delaware 
Basin.

—Velda Addison

Safety remains
major issue
for industry

When a workplace accident 
occurs, particularly in the oil 
and gas industry, the inclination 
is for the company to terminate 
the person or people at fault 
and hire a replacement. But the 

perspective doesn’t always deal 
with the internal breakdown that 
made the safety breach possible, 
according to Peter Katchmar, 
director of the U.S. Department 
of Transportation (USDOT).

Rather, it results in a new hire 
who is susceptible to the same 
mistakes. Katchmar calls it his 
“pickle juice theory.”

“You are going to go hire 
another cucumber, put him in 
your jar of pickle juice and cre-
ate a new pickle,” Katchmar said 
in a midstream forum at Hart 
Energy’s DUG Midcontinent 
conference in November. 

“That’s what you are going to 
do. You are going to throw this 
pickle out and you are going 
to go hire a new cucumber and 
throw him in that pickle jar. It’s 
your pickle juice and he is just 
going to turn into that same 
pickle that you just got rid of.”

While Katchmar’s analogy 
drew much laughter, safety 
in the oil and gas industry—
whether on rigs or pipelines—is 
a serious concern for all com-
panies. Katchmar, who heads 
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the Pipelines and Hazardous 
Materials Safety Administration 
Accident Investigation Division 
at USDOT, said safety is becom-
ing even more of a concern 
because the oil and gas indus-
try is becoming younger and 
less experienced as much of the 
workforce retires.

Less-experienced workers 
are more prone to make safety 
mistakes that could end cata-
strophically. “I’ve seen people 
die because they say, ‘Yeah, I’m 
qualified,’” Katchmar said. 

“The second question is, ‘Do 
you use written procedures?’ 
This gentleman had been trained 
for a year and he was on the job 
for six months at a big operator. 
[He] had never used written pro-
cedure ever—and he was trained 
with a guy who had been in the 
business for 40 years.

“I don’t mean to put a damper 
or shadow over this whole thing, 
but I like taking warm show-
ers in the morning. I like being 
able to fill up my gas tank at 
the local gas station. You guys 
do a wonderful job a lot of the 

time—most of the time.”
The consensus among the 

four-member panel was that 
much is already being done, but 
even more is needed to ensure 
the safety of the industry’s most 
valued asset: its employees. 

Aubrey Harper, president and 
CEO of 4AM Midstream LLC, 
said 4AM’s approach is to create 
an environment that goes beyond 
safety just in the workplace. For 
example, he said, employee dis-
cussions include how to properly 
use a ladder at home and how to 
prevent being mugged at a shop-
ping center during Christmas-
time.

“It creates that culture where 
you are thinking about safety 
beyond just where we are,” 
Harper said. “’What can we do to 
keep our company, family safe?’ 

“When you do that you cre-
ate a culture where safety goes 
beyond the 8-to-5 or 7-to-6. It 
becomes a part of life for asso-
ciates and our families. We feel 
like that’s important and we push 
for that.”

Mark Prewitt, senior director 

for safety and process safety 
management at DCP Mid-
stream LP, said DCP decided 
a few years ago to make safety 
personal to elevate safe perfor-
mance. Each year, DCP brings 
all of its 400 plant and field 
supervisors together for three 
concurrent weeklong sessions 
on safety.

In one, the company showed 
a video of an employee and his 
wife discussing a significant 
injury he suffered when a chain 
wheel operator fell off and struck 
him in the head. Fortunately, 
he was wearing a hard hat that 
prevented a much more serious 
injury.

“We had him do a video 
with his wife and had him talk 
through that day and, then, both 
of them kind of talked through 
the consequences of that and his 
recovery,” Prewitt said. “We did 
that with three other significant 
events that we had where we had 
the employee and their loved 
ones talk about what happened 
in the video.

“We showed that to our 
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supervisors and had a two-hour 
discussion on that. And it really 
drove home the point that it 
is personal. An injury doesn’t 
just affect you; it affects your 
co-workers, your family—really 
tried to drive that home.”

Another issue that oil and gas 
companies face is holding inde-
pendent contractors to the same 
standards. Sean Atkins, vice pres-
ident for compliance at EnLink 
Midstream Partners LP, said it 
looks at contractors as partners, 
rather than just “hired help.” 
EnLink holds safety summits with 
its contract workers to make sure 
they are all on the same page.

The idea is to let the contrac-
tors know they are valued and 
to make sure they have the same 
level of understanding and train-
ing when it comes to safety as 
do EnLink employees. “What it 
really boils down to is we don’t 
treat them as a third-party inde-
pendent contractor that is just 
there for the job,” Atkins said. 

“They have challenges as well, 
so we really want to help them 
succeed because, when they suc-
ceed, our projects succeed and, 
therefore, the company succeeds. 
So we take a look at it with a 
more hands-on approach.”

DCP’s Prewitt said it’s also 
important to make sure short-term 
contractors are on the same page 
as well. DCP booked 6.5 million 
contract hours by the end of 2018. 

The major concern isn’t the 
contractors that work on a day-
in-day-out basis, Prewitt said, 
but the ones who come in for a 
specific pipeline project and may 
not be well-versed on DCP’s best 
safety practices.

“Those were the ones we found 
that their commitment to safety 
best practices kind of weren’t 
aligned with us,” Prewitt said. “So 
we made a big effort [in 2018] to 
scrutinize the contractors or the 
bidding process.

“We have selected several large 
contracts that were not the low 
bidder because we brought them 
with their executive team and 
talked to them about the safety 
culture and their view of safety 
didn’t match up with ours. 

“So even though they were the 
low bidder, we chose not to do 
business with them.”

4AM’s Harper said the low-
est-bid contractor doesn’t neces-
sarily always get awarded the job. 

Rather, 4AM is willing to pay a 
little more on the front end for 
contractors who have proven to 
have safety practices in line with 
4AM’s safety policy.

He has found this approach is 
more effective in the long run, he 
added. “It has always been those 
contractors who supply the cheap-
est bid that you are going to have 
the biggest amount of issues with. 

“You have to take the time 
to understand, ‘Do they fit us? 
Are they going to be transparent 
enough with us?’

“The approach with us is I will 
pay a little bit more to know that 
I have a contractor that thinks like 
me, thinks of safety like us. He 
thinks of our culture and he fits 
in. I’m not going to pay a huge 
price for that, but I’m going to 
look at that as a strong point.”

—Terrance Harris

Staff, supply
shortages confront
gas processors

What’s the biggest challenge 
today in gas processing? It’s 
not the gas itself or the technol-
ogy used to clean it and extract  
the related NGL. Rather, it’s the  
people—or lack of them—to do 
the work.

That was a major topic during 
a midstream forum that was part 
of Hart Energy’s DUG Midcon-
tinent Conference in November.

“The workforce is a tremen-
dous challenge for us,” said Geoff 
Hager, owner and general man-
ager of Tulsa, Okla.-based Big 
Elk Energy Systems LLC. 

Energy-business careers aren’t 
considered by many high school 
and college students—even in 
energy-rich Oklahoma—he said. 

“There’s a perception that it’s 
a dirty business. We’ve gone to 
high school students interested 
in both four-year and vocational 
degrees” to discuss career oppor-
tunities and the industry’s com-
paratively good wages. 

The potential for well-paying 
jobs usually gets students’ atten-
tion, he said.

Arturo Puigbo, vice president, 
sales technology, for Linde North 
America Inc., seconded Hager’s 
concerns. “We have to focus on 
the next generation. That’s a 
challenge for any organization,” 
he said, noting the average age of 

energy-industry employees is on 
the high side of 50. 

Puigbo emphasized the need 
to assure the body of knowledge 
gained over the years by expe-
rienced personnel is not lost as 
they retire and younger employ-
ees take their places during the oil 
and gas industry’s ongoing “big 
crew change.”

In a related vein, gas pro-
cessors face supply and manu- 
facturing challenges nearly as 
severe as the staffing problem, the 
panelists agreed. Producers want 
new gas plants built on shorter 
cycles so they can put new wells 
on production quickly. 

That’s difficult, given parts 
shortages. The Trump adminis-
tration’s tariff rulings have exac-
erbated the problem for necessary 
valves and controls manufactured 
abroad, the panelists said.

“This is very difficult for us 
because we are in a business 
that’s entirely built on relation-
ships,” Hager said. Customers 
want deadlines met at agreed-
upon costs.

Gas-processing naturally has 
its technical issues as well, the 
panelists agreed. Companies that 
build NGL extraction plants, such 
as Linde, have done a remarkable 
job of improving gas-processing 
technology in recent years to the 
point that the latest-technology 
plants can extract nearly 100% of 
the liquids from a raw gas stream, 
Puigbo said.

However, plants with that 
impressive capability tend to be 
large—some with capacities of 
300 million cubic feet per day 
(MMcf/d)—“and that benefits 
the larger midstreamers,” Puigbo 
added. 

The challenge now is to trans-
fer that technology to smaller, 
less-expensive plants in range of 
200 MMcf/d that are typically 
ordered by smaller midstream 
players.

Hager called for improve-
ments to field-level gas chroma-
tography systems that can verify 
the heat content of gas and NGL 
streams without time-consuming 
double checks from central lab-
oratories.

“You want to get the exact 
dollar value for every cubic 
foot going through as well as 
the exact volume of every cubic 
foot,” he said. 

Improvements are necessary, 
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although “it’s not practical to rip 
out” existing measurement sys-
tems. So ways must be found to 
improve the accuracy of equip-
ment already in place.

Any technological and oper-
ating improvements “must be 
tied to the cash-register function, 
where you make your money,” 
Hager added.

—Paul Hart

Despite lower oil
prices, some E&Ps to
gin up free cash flow

Crude oil was plunging from 
October highs and flirting with 
$50/bbl at press time, yet by all 
accounts, investors were still 
demanding free cash flow (FCF) 
from the oil and gas industry. 
“Free cash flow has never been a 
more prized commodity among 
investors,” said Mike Kelly, partner, 
head of E&P research, at Seaport 
Global Securities LLC in a report.

Going into 2019, U.S. rig counts 
were reflecting greater caution 
among industry players. 

In light of these volatile conditions 

and uncertainty, which E&P compa-
nies are poised to deliver free cash 
flow in 2019?

Kelly and team looked deeper 
into the prospects of 40 E&P com-
panies in Seaport Global’s coverage 
universe generating FCF in 2019, 
assuming a flat price of $55/bbl for 
West Texas Intermediate starting in 
the first quarter. 

They further calculated FCF 
yield, defined as 2019 free cash flow 
divided by current enterprise value.

Based on this analysis, they 
concluded the top stocks for esti-
mated FY2019 FCF yield are (in 
this order) W&T Offshore Inc. at 
15%, Cabot Oil & Gas Corp. at 
7%, Abraxas Petroleum Corp. at 
6%, and Marathon Oil Corp. and 
Anadarko Petroleum Corp. each 
at 5%. 

Northern Oil & Gas Inc. came 
in at a robust 12% (the latter 
being the only nonop-focused 
company in the group).

However, the average FCF 
yield projected for the group is a 
negative 5%, according to Seaport 
Global’s calculations.

Larger E&P companies that 

are mostly oil and that generally 
receive more investor attention, 
such as Concho Resources Inc., 
Oasis Petroleum Inc. and Pioneer 
Natural Resources Co., had pro-
jected FCF yields of zero, near 
zero or a negative number.

The top six companies pro-
jected to show the best combi-
nation of debt-adjusted production 
growth and highest FCF yield were 
(in order): Abraxas, Continental 
Resources Inc., Cabot, Comstock 
Resources Corp., Diamond-
back Energy Inc. and HighPoint 
Resources Corp. 

Looking ahead, the top stocks 
based on cumulative free cash flow 
yield through 2021 are estimated 
to be Northern Oil & Gas, W&T 
Offshore, Talos Energy Inc., 
Anadarko and Cabot.

Those companies that Seaport 
identifies with projected positive 
free cash flow yield combined 
with more than 20% production 
growth per adjusted share have 
outperformed E&Ps in the lower 
quartile of each category by some 
24%, Kelly said. 

—Leslie Haines
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Analysts: OPEC
deal good for global
market, U.S. produc ers 

Despi te  Pres ident  Donald 
Trump’s persistent calls for 
OPEC to not lower production, 
the 15-member oil cartel’s deci-
sion to reduce supply on Dec. 
7 will ultimately be good for 
U.S. oil production, a senior oil 
market analyst told Hart Energy.

OPEC ended two-days of 
intense talks in Vienna, Austria, 
with the expected decision to 
reduce oil supply by 1.2 mil-
lion barrels per day (MMbbl/d) 
beginning in January. The OPEC 
producers agreed to cut supply 
by 800,000 bbl/d starting next 
month and the non-OPEC pro-
ducers will reduce production 
by 400,000 bbl/d for six months 
beginning in January.

The immediate response was 
that oil prices jumped 5% as 
benchmark Brent rose $3.26 to a 
high of $63.32 early on Dec. 7 
and U.S. light crude rose $2.62 
to a high of $54.11 before slip-
ping to around $53.90.

After oil plummeted 30% two 
months ago, OPEC and non-
OPEC members came together in 
hopes of stabilizing the oil market.

“They kind of get the best of 
both worlds because the U.S. is 
not a member of OPEC, so U.S. 
producers produce at-will based 
on their budgets and individual 
company plans,” said Stratas 
Advisors senior oil market ana-
lyst Ashley Petersen. “At the 
same time, they are going to ben-
efit from price stability and price 
increases that come about from 
OPEC fighting off oversupply.

“That’s really going to be the 
debate [in 2019] and moving for-
ward—how long should OPEC 
be supporting these prices, at 
what point do price changes 
represent a change in global 
markets and does OPEC just 
need to accept lower prices, or is 
it something that OPEC should 
continue to manage around?”

There was uncertainty as to 
whether Russia and other non-
OPEC members would go along 
with the supply reductions, 
but Russia agreed to cut its 

production by 200,000 barrels 
per day (bbl/d) so the market 
began to perk up. There was 
some uncertainty early Dec. 7 
as sanction-laden Iran sought a 
waiver against supply cuts.

Once countries such as Iran 
and Venezuela were assured of 
waivers and Russia was fully 
onboard, OPEC was able to end 
a marathon two days of talks 
with an agreement that is closely 
in line with what most analysts 
predicted. There was speculation 
that the supply cut could have 
been as steep as 1.3 MMbbl/d, 
but the consensus seems to be 
that 1.2 MMbbl/d is a good land-
ing spot for the next six months.

“This was a better than 
expected outcome,” Petersen 
said. “They didn’t give as many 
exemptions as people thought 
they would. They really only 
gave exemptions to countries 
that both need them and are 
needed to grow production next 
year. Venezuela is not turning 
that around. So the fact that they 
have an exemption isn’t going to 
impact balances.”
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The consensus among most 
analysts seemed to be that OPEC’s 
reductions were ultimately good 
because they prevent over supply 
of oil. The immediate shift in the 
markets seemed to support their 
beliefs.

“It’s been an encouraging day 
for OPEC, with oil prices reacting 
positively to the outcomes of the 
conference,” said Florian Thaler, 
an oil strategist at UK-based OilX. 
“OPEC’s contemplated goal was 
to mitigate a 1.3 MMbbl/d over-
supply, which has been achieved 
by the agreement of a 0.8 MMbbl/d 
OPEC and 0.4 bbl/d for non-
OPEC allied nations, including 
Russia. Delegates also came to a 
consensus on the contentious issue 
of Iran—namely exemption of the 
country in the oil cuts, due to the 
current U.S. sanctions.”

During a news conference on 
Dec. 7, OPEC said its main inter-
est is to stabilize the market for 
both producers and consumers and 
to ensure the health and sustain-
ability of the petroleum industry.

“Member countries remain 
committed to being dependable 

and reliable suppliers of crude and 
products to global markets,” the 
cartel said in a released statement.

Petersen said the impact on the 
consumer won’t be prohibitive and 
she says it could have a positive 
impact on the economy and jobs 
in the oil and gas industry.

“This isn’t necessarily bad news 
for consumers because this isn’t 
going to support $100 per barrel 
prices,” Petersen said. “This is just 
kind of putting a floor to what we 
have been looking for. It adds to 
stability in prices, which is also 
important for consumers.

“While prices in some areas 
may go up a little bit or at least 
might stop falling it isn’t going 
to directly hurt consumers’ wal-
lets. Then when you think about 
the economic impact of oil and 
gas operations for all it providing 
security to those jobs all through-
out as well, that is good for con-
sumers and future spending.”

But Stratus Advisors director 
Greg Haas did add a cautionary 
note.

“If implemented, the announced 
OPEC cuts should incrementally 

put the market in a tighter supply 
position than previously thought,” 
he said. “And if Alberta follows 
through on their unprecedented 
mandate to cut crude production 
by 325 Mbbl/d, then the willful 
removal of oil supply could top 
1.5 MMbbl/d at the beginning of 
2019. U.S. shale producers, still 
being chastised to keep spending 
within cash flow, likely cannot 
ramp production by similar barrels 
in a similar timeframe.

“The market outlook is clearly 
tighter today than it was yesterday. 
The new fashion for tight supply is 
arriving as the months and quarters 
ahead lead up to the implementa-
tion of big demand-side changes 
resulting from the sulfur-reducing 
rules known as IMO 2020.”

With Trump staunchly against 
the production cuts, he could 
lessen the cost increase to con-
sumers by releasing U.S. strategic 
reserves via an executive order, 
but Petersen does not believe 
that is the route Trump will take. 
The increases at the pump aren’t 
expected to be that significant.

—Terrance Harris
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ARTICLE BY 
STEVE TOON, 
DARREN BARBEE 
AND LESLIE HAINES Magnolia Oil & Gas Corp. 

didn’t exist as an E&P a 
year ago. As a SPAC, TPG 

Pace Holdings Corp., at the time, Mag-
nolia came to be this past summer via 
the acquisition of Eagle Ford Shale 
assets carved out of privately held 
EnerVest Ltd. 

But CEO Steve Chazen knows some-
thing about achieving scale when it 
comes to investor buy-in. He previous-
ly led Top 5 E&P Occidental Petroleum 
Corp., taking it through a portfolio ra-
tionalization that would make an asset 
advisor’s head spin, positioning that 
company with high-return, sustainable 
assets to weather future downturns.

“Oil and gas isn’t all that popular in 
the investment community,” he told In-
vestor after closing the deal with En-
erVest, “so I needed to find investors 
that invested in normal companies—
cable or technology or industrial com-
panies—where there are earnings from 
free cash flow and reasonable growth. 
I had to design a company that worked 
that way.

“We’ll come out of the box with 
earnings per share—that’s not immate-
rial. We have good runway to make de-
cent returns for investors. If you make 
a story of reasonable growth, earnings 
per share, free cash flow, you can get 
investors to buy your stock.”

Not a year old yet, Chazen’s Mag-
nolia has the assets and Wall Street 

confidence to crack the Top 50 public 
indies, leapfrogging dozens of other 
public producers in its debut.

It goes to show how quickly names 
can come—and go—on a list of 
top-valued E&Ps. The ebb and flow of 
market tides significantly affect valua-
tions on any given day. And, with an 
equity-market downdraft across sec-
tors this fall, oil and gas producers 
weren’t spared. Add to that a dramatic 
pull-back in oil prices.

But a rising—or receding—tide lifts 
and drops all. Thus, Oil and Gas Inves-
tor valued all public E&Ps by market 
capitalization on Nov. 8, 2018. To be in-
cluded, these producers must have pro-
duction in the U.S., and E&P must be 
their primary endeavor. Integrated oper-
ators were excluded, as were producers 
for whom E&P is a secondary business. 
All production listed below is U.S. vol-
umes only, unless otherwise noted.

Through 2018, E&Ps struggled 
with the choices of continuing with a 
growth-oriented trajectory per a tradi-
tional business model or shifting to a 
more value-driven model with slower 
growth and higher returns. The deci-
sion is not always obvious and a gam-
ble either way. 

The results of those strategies as de-
termined by the investment community 
are represented below and ongoing. In-
vestor presents this year’s Top 50 Pub-
lic E&Ps.

From the biggest operators 
with multinational portfolios 
to basin-specific, smaller 
producers with motivation 
to grow, Investor showcases 
the 50 most-valued U.S 
independents.

For its inaugural 
list, Investor 
based 2017 
company 
rankings on 
factors such as 
production, year-
before market 
value adjusted 
for outstanding 
shares, and the 
relative position 
of now-defunct 
companies. 
Some executive 
comments were 
sourced from 
transcripts at 
SeekingAlpha.com.P
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 EOG Resources Inc.
HOUSTON
Market cap: $61.186 billion
Last year’s rank: 2
Production: 700,448 boe/d
Key plays: Eagle Ford, Delaware, 
Powder River, D-J Basin, Bakken, 
Anadarko Basin

Just like “Everyone Loves Raymond,” 
everyone—investors and operators 
alike—loves EOG. The perennial 
favorite is the E&P everyone wants to 
grow up to be. And iconoclastically 
opposite of many producers chasing 
investor sentiment to become single-
basin-focused, EOG is digging dirt in 
a host of leading oily plays. Largely 
organically grown, EOG continues 

to add new plays to its “premier” 
portfolio—self-described as meeting a 
30% rate of return hurdle as measured 
against a price deck of $40 oil and $2.50 
natural gas, “no matter if commodity 
prices improve [in 2019],” per CEO Bill 
Thomas. Just this past year, it elevated 
both the Eastern Anadarko Woodford 
oil window and Powder River Basin to 
its class of assets worthy of receiving 
development capital. Production grew 
25%. Thomas, in the company’s second-
quarter call, said, “The EOG machine is 
firing on all cylinders. … Our disciplined 
investments across a diverse array of 
premium plays are generating record 
rates of return.” Those returns translate 
to free cash flow, and that excess cash 
is flowing back to investors with a 31% 
hike in its dividend in 2018.

  Occidental 
 Petroleum Corp.

HOUSTON
Market cap: $56.245 billion
Last year’s rank: 3
Production: 315,000 boe/d
Key plays: Permian, Middle East, 
Colombia

Give Oxy credit for durability: 
The company celebrates its 99-year 
anniversary this year. While its diverse 
history has had the company invested 
in varied industries, today it focuses on 
oil and gas, midstream and marketing, 
and chemicals. In the upstream, Middle 
East operations represent nearly half 
its production; yet, within the U.S., the 
company is solely enamored with the 
Permian Basin. Oxy controls some 2.5 
million acres there, split between its 
conventional EOR and unconventional-
resource divisions, which account 
for 9% of all Permian oil produced, 
according to the company. But it’s the 
unconventional side receiving all the 
buzz lately. Oxy brags on having 26 of 
the top 50 wells in the Permian during 
the past year. Two in particular are barn-
burners, even for 24-hour IPs: A Greater 
Sand Dunes well peaked at more than 
8,900 boe/d; one in the Greater Barilla 
Draw area topped 6,500 boe/d. Despite 
investor pushback, the company saw 
a window of opportunity and plowed 
an additional $1 billion of 2018 capex 
into the program with an estimated 
50% production jump for the year. For 
2019, it’s targeting 35%. Oxy cleared an 
additional $5 billion in 2018 cash with 
the $2.5-billion sale of midstream assets 
along with another $2.5 billion gleaned 
from upsized oil prices—with all but the 
aforementioned $1 billion allocated to 
share buybacks. Company economics 
are designed to grow both production 
and the dividend at $50 oil.

 Anadarko Petroleum Corp.
THE WOODLANDS, TX
Market cap: $29.354 billion
Last year’s rank: 4
Production: 682,000 boe/d
Key plays: Delaware Basin, D-J 
Basin, Powder River Basin, GOM, 
Africa

Anadarko casts a wide exploration 
footprint to diversify its value—from 
short-cycle U.S. onshore unconventional 
assets to high-margin conventional 
projects offshore Africa and in the 
Gulf of Mexico. Onshore the U.S., the 
operator is nearing completion of an 
infrastructure buildout in the Delaware 
Basin, where it’s producing 120,000 
bbl/d and had seven rigs running this past 

 ConocoPhillips
HOUSTON
Market cap: $76.822 billion
Last year’s rank: 1
Production: 579,000 boe/d
Key plays: Lower 48, Alaska, 
GOM

ConocoPhillips describes itself 
as the world’s largest independent 
E&P based on production and proved 
reserves—and it’s the largest by 
market cap as well. The formerly 
integrated oil company still has an 
international E&P portfolio that 
would make any IOC do a double 
take. And for good reason: Its breadth 
encompasses European, North 
African and Asian conventional, 
Australian LNG, Canadian oil 
sands and, not the least, U.S and 
Canadian unconventionals. Its “Big 
3” unconventional plays—the Eagle 
Ford, Delaware and Bakken—grew 
in output 43% year-over-year and are 
targeted to deliver 22% annualized 
growth through 2020. Those will add 

an additional $2 billion in net cash 
flow. Its North Slope, Alaska, project 
is on the rise as well. Globally, 
ConocoPhillips’ production tops 1.2 
MMboe/d. Going forward, it projects 
adding 90 MMboe/d over the next six 
years from international assets alone. 
After exposing itself to the raw edge 
of the downturn when separating 
from its mid- and downstream 
segments in 2012, the company 
carved out $16 billion in divestments 
through 2017, using much of that 
to pay down debt. Beyond the asset 
base, ConocoPhillips has won 
investor trust with a shareholder-
friendly program that keeps on 
giving; notably, some $15 billion in 
planned buybacks that represents 
20% of shares. “Our portfolio and 
efficiency efforts have boosted the 
underlying strength of our company 
and driven what we believe is a 
peer-leading sustaining price of less 
than $40 WTI,” said Ryan Lance, 
CEO, in an earnings call. “We know 
it’s a formula that works and we’re 
sticking to it.”
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fall, a 20% increase quarter-over-quarter. 
CEO Al Walker emphasized to investors 
that more than half of its oil volumes 
receive waterborne pricing—a nod to 
the Brent uplift and including one cargo 
shipment per month out of Houston—
and expects 70% to sail away when the 
Cactus II pipeline from West Texas to 
Corpus Christi is completed. Anadarko 
set the bar to be free-cash-flow positive 
above $50/bbl and is using the lagniappe 
to fund share buybacks to the tune of 
$5 billion, debt paydown of $2 billion 
and a measured ramp-up of its dividend 
by 30 cents per share. Also, it plans to 
determine FID on its Mozambique LNG 
project by mid-2019.

 Pioneer Natural 
 Resources Co.

IRVING, TX
Market cap: $27.233 billion
Last year’s rank: 5
Production: 320,659 boe/d
Key plays: Midland Basin, Eagle Ford

Ten years ago, Investor featured 
Pioneer in, “Coming Home,” a 
story about operators paring their 
international portfolios to focus on the 
U.S. Today, one could say Pioneer’s 
“home” is the Permian Basin as the 
company guided that it would be a 
Permian pure-player before year-end 
2018, expecting to announce a sale of 
its final non-Permian-holding—the 
Eagle Ford Shale. But what a mansion: 
The company has more than a full 
table to feast on with 785,000 acres—
that’s 1,226 square miles—and 20,000 
drilling locations in the heart of the 
Midland Basin. And, as other operators 
gnashed their teeth over depressed 
pricing these past few months, the 
Permian prince receives Gulf Coast 
pricing, thus avoiding the pesky Mid-
Cush differentials. CEO Tim Dove, in 
the latest earnings call, declared that 
Pioneer is now “essentially a Brent-
priced company.” The company has 
24 rigs running with growth plans 
exceeding 20%.

 Concho Resources Inc.
MIDLAND, TX
Market cap: $27.151 billion
Last year’s rank: 6
Production: 287,000 boe/d
Key plays: Permian Basin

The original Permian pure-player, 
Concho wielded Thor’s hammer to make 
a statement with its $9.5-billion takeout 
of RSP Permian Inc. last July. The all-
stock deal points to the value and trust 
in Concho’s value base. Following the 
combination and with RSP’s 55,000 

boe/d, Midland’s home team touts itself 
as the largest oil and gas producer in the 
Permian, running 34 rigs across 640,000 
acres in West Texas. “Those assets and 
that fit with our existing portfolio really 
create a lot of powerful economies,” 
Tim Leach, CEO, said. Concho brags 
on free-cash-flow generation in 12 out 
of the prior 13 quarters with a 1.2x 
debt-to-EBITDA. It plans 2019 capex 
in the neighborhood of $3.5 billion, 
based on $55 to $60 oil. “We clearly 
have two very important priorities,” 
Leach said on the third-quarter call. 
“One is to demonstrate that we can 
grow our oil production and deliver free 
cash flow and a return of capital to our 
shareholders—and do all that in a very 
efficient way as we mechanically mine 
this asset that we have.”

 Continental Resources Inc.
OKLAHOMA CITY
Market cap: $18.870 billion
Last year’s rank: 8
Production: 296,900 boe/d
Key plays: Bakken, Scoop/Stack

With oil prices soaring and with 
a completely unhedged oil portfolio, 
Continental CEO Harold Hamm saw a 
bird in the hand this past summer and 
juked when others jived, accelerating 
growth in his two big plays in contrast to 
all the other big guys stoically exhibiting 
capital discipline. Will the move pay off? 
The company was to bring on 70 new 
Bakken wells in the fourth quarter—40% 

of the annual basin total—and another 
18 in Oklahoma, potentially boosting 
year-over-year production by up to 24%. 
“While we remain a highly disciplined 
company with a primary focus on 
capital-efficient growth and corporate 
returns, it was an appropriate time to 
increase our production growth rate,” 
Hamm said. Even with the capex bump, 
free cash flow was projected to approach 
$1 billion through 2018. Due to its 
unhedged-on-oil nature, and if oil prices 
hold strong, the company’s $6 billion of 
debt and 1.5x leverage ratio stand  
to plummet. 

 Devon Energy Corp.
OKLAHOMA CITY
Market cap: $16.795 billion
Last year’s rank: 7
Production: 418,000 boe/d
Key plays: Delaware, Stack, 
Powder River, Canadian oil sands

Alas, density matters. Devon is 
lowering expectations around its Stack 
oil play, which it upsized in late 2015 
with a nearly $2-billion acquisition of 
Felix Energy LLC, the premium value 
predicated around an expected eight to 
12 wells per unit. Subsequent, testing 
proved otherwise: Four to eight are 
more realistic. In 2019, Devon intends 
to stack its chips on its Delaware 
Basin asset with nearly $1 billion in 
capex, girded by the knowledge that 
“we have secured the supply chain, 
infrastructure and takeaway capacity 

 Hess Corp.
NEW YORK CITY
Market cap: $17.726 billion
Last year’s rank: 10
Production: 128,000 boe/d
Key plays: Bakken, Gulf of 
Mexico, Guyana, Malaysia, 
offshore Canada

Can you say Guyana? Hess does— 
a lot. Despite having a global 
portfolio, the multinational explorer 
is high on its prospect offshore 
South America. And why not? In the 
third quarter, Hess revealed a ninth 
discovery on its Stabroek Block in a 
year. Together, these discoveries are 
estimated to contain some 4 Bboe 
of gross recoverable resources, with 
up to five FPSOs producing 750,000 
bbl/d by 2025. Exxon Mobil Corp. 
is the operator, with Hess holding 
30%. A second drillship is being 
deployed to further test prospects. 
Guyana and its other favorite play—
the Bakken—consumed 75% of its 

$2.1-billion operational budget for 
2018, and that’s likely to continue, 
per John Hess, CEO. In third-quarter 
comments, he indicated the 2019 
spend would blossom to $3 billion. 
“All that incremental spend between 
2018 and 2019 will be targeted to 
the highest-return investments in the 
E&P business, and that’s our Bakken 
and Guyana assets.” The portfolio 
should be “cash generative” post-
2020, he added.
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ConocoPhillips’ Alpine Field on Alaska’s western North Slope is 
one of the largest onshore oil fields discovered in North America 
in the past 20 years. The Alpine West CD5 drill site achieved first 

production in 2015 and has capacity for up to 43 wells. 
 

Photo courtesy of ConocoPhillips.
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Apache Corp.’s discovery in 
far West Texas dubbed Alpine 
High in southwestern Reeves 
County opened up a region in 
the southern Delaware Basin 

believed to be too geologically 
complicated to produce at 

scale. 
 

Photo courtesy of Apache Corp.



January 2019 • OilandGasInvestor.com 63

to execute on our development plans,” 
said Dave Hager, CEO. That’s not to 
mention some 4,000 boe/d Wolfcamp 
wells. A doubling of rigs in the rising 
Powder will fill the Stack EUR gap. 
Still, Devon hopes to woo investors 
with other perks: By year-end, it was 
approaching its $5-billion divestiture 

goal, including shedding its half-
interest in EnLink Midstream LLC for 
$3.1 billion. Much of that surplus was 
reinvested into an aggressive $4-billion 
share buyback program, the industry’s 
largest when measured by market cap; 
$2.7 billion had been deployed through 
the third quarter. An additional $4 
billion of excess cash flow was driven 
into debt reduction.

 Apache Corp.
HOUSTON
Market cap: $14.073 billion
Last year’s rank: 9
Production: 272,000 boe/d
Key plays: Permian, Egypt, 
North Sea

While its West Texas Alpine High 
discovery dominated headlines in 
2017, Apache is also diligently at 
work running 16 rigs throughout its 

1.6-million-acre Permian position 
spanning the Midland and Delaware 
basins and even the Central Basin 
Platform. But Apache is still high on 
Alpine High, touting it as a world-
class discovery with 5,000 locations 
to tap 3 Bbbl and 75 Tcf of resource 
in place. In 2018, midstream was 
foremost on Apache’s mind: It 
commissioned the 2 Bcf/d Permian 
Highway Pipeline Project with Kinder 
Morgan Inc., EagleClaw Midstream 
Ventures LLC and Blackstone Energy 
Partners LP; agreed to be an anchor 
tenant on the EPIC crude pipeline; and 
dropped its Alpine High midstream 
assets into the publicly traded Altus 
Midstream LP with a $3.5-billion 
valuation. For 2019, Apache plans a 
$3-billion capital program (a slight 
downtrend from 2018) to maintain 
current levels of activity, projecting 
15% production growth in the U.S. 
and 10% overall. Elsewhere, Apache 
made its fourth discovery on the U.K. 
North Sea Garten Block with 700 feet 
of pay and 10 MMbbl of expected 
recoverable resource. 

 Noble Energy Inc.
HOUSTON
Market cap: $12.677 billion
Last year’s rank: 11
Production: 249,000 boe/d
Key plays: D-J Basin, 
Delaware, Eagle Ford, Israel

Noble’s 2017 acquisition of Clayton 
Williams Energy Inc. nearly tripled its 
acreage in the southern Delaware, and, 
in 2018, the company cashed in on that 
bet, doubling its production from the 
region year-over-year. Yet it tempered 
completions and new drilling in the 
latter part of 2018 and in plans for at 
least the early part of 2019, acquiescing 
to basis differentials and moderating 
new production to basin-pipeline 
additions. Capex is being redeployed 
mostly to the D-J. With the Colorado 
setback scare in the past for now, Noble 
is pushing forward with its Mustang 
comprehensive drilling plan there: 
a 100-square-mile, state-approved 
plan built around infrastructure and 
manufacturing efficiencies. Some 800 
locations are included. Elsewhere, 
Israel is trending up, with Noble’s 
big offshore Leviathan project due to 
produce first sales by year-end 2019 as 
is West Africa, with its 3 Tcf potential 
Alba Field anticipated to be sanctioned 
in early 2019. Trending down: 
Eagle Ford. Gone: Gulf of Mexico, 
Appalachia. Exploration remains 
a Noble priority. On the horizon: 
Newfoundland, Gabon, the Eastern 
Mediterranean.

 Marathon Oil Corp.
HOUSTON
Market cap: $15.238 billion
Last year’s rank: 12
Production: 304,000 boe/d
Key plays: Eagle Ford, 
Bakken, Scoop/Stack, 
Delaware, Equatorial Guinea

When Marathon divested its 
Canadian oil sands assets for $2.5 
billion in 2017 and simultaneously 
added nearly $2 billion in Delaware 
Basin acquisitions, it set the tone 
for 2018’s program: funnel 90% of 
its $2.3-billion global operational 
capex into U.S. resource plays. And 
it intended to do that with production 
growth of between 10% and 14%, 
targeting 30% returns at $50 WTI. It 
did that and more, raising production 
targets quarterly, without raising 
capex. And, while its Eagle Ford 

and Bakken positions make up 
the lion’s share of the budget—
and production—the less-mature 
Scoop/Stack and Delaware Basin 
assets garner the bulk of investor 
infatuation. But the ongoing Eagle 
Ford core extension is achieving 
“outstanding results,” said CEO Lee 
Tillman in the most recent earnings 
call, and the Bakken deserves awe. 
“We’ve gotten a little bit spoiled and 
jaded in the Bakken,” he said, where 
a recent well realized 4,800 boe/d 
IP30. “These wells are incredible, 
world-class wells and certainly 
some of the best that have ever been 
completed in the North American 
unconventional space…. And, all of 
a sudden, that’s not even headline-
grabbing anymore, which is shocking 
to me.” What to watch for: Marathon 
spud its first exploration well in the 
emerging Louisiana Austin Chalk 
play during the third quarter.
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 Diamondback 
 Energy Inc.

MIDLAND, TX
Market cap: $11.234 billion
Last year’s rank: 17
Production: 123,000 boe/d
Key plays: Midland Basin

Diamondback shouted to the industry 
and to Wall Street that it is positioning 
itself to be an operator of scale in the 
Permian with the purchase of both 
Energen Corp. and Ajax Resources 
LLC for a combined $10 billion. Both 
deals were set to have closed by year-
end, and Diamondback’s market cap 
and production do not reflect pro forma 
numbers, poising the company for a move 
up in the 2020 ranking. It also grabbed an 
additional 3,600 acres with 3,500 boe/d 
from ExL Petroleum LP and EnergyQuest 
LLC in October in the northern Midland 
Basin, shoring up its position. The 
combined company will feature 394,000 
net acres across the Midland and 
Delaware basins with 7,200 locations and 
14 rigs in motion pre-Energen, which 
also had 10 running. “Diamondback will 
continue to look for assets complementary 
to our existing asset base that compete 
for capital right away,” said Travis Stice, 
CEO, in the third-quarter call. The 
producer grew production 45% year/
year and within cash flow. Additionally 
and above its $1.5-billion capex, it joined 
with The Carlyle Group LP to drill outlier 
acreage in Pecos County, Texas. And not 
to forget: Diamondback started its big 
buying spree in 2017 with the $2.5-billion 
Brigham Resources LLC deal.

 Cabot Oil & Gas Corp.
HOUSTON
Market cap: $11.043 billion
Last year’s rank: 13
Production: 2,029 MMcfe/d
Key plays: Marcellus

A premier Appalachian player, Cabot 
has patiently waited for pipes—and for 
the better part of five years. Amazingly 
though, and despite sometimes wide 
basis differentials and challenged 
natural gas pricing, the company 
maintained positive free cash flow for 
nine of 10 consecutive quarters. The 
feat exhibits Cabot’s drive to be the 
lowest-cost producer in the northeastern 
Pennsylvania Marcellus. And Cabot’s 
pipe dreams came true in October, with 
the oft-delayed Atlantic Sunrise finally 
in service, absorbing 850 MMcf/d 
of Cabot’s 2 Bcf/d production. With 
pipeline constraints in the rearview 
mirror, the producer foresees production 
growth of between 20% and 25% 
through 2019, up from 8% in 2018. 

In the third-quarter call, though, Dan 
Dinges, CEO, assured “our focus, first 
and foremost, is on maximizing returns 
and free cash flow with production 
growth simply being a result of 
disciplined capital allocation to high-
quality assets.” Cabot commits 50% of 
free-cash-flow generation to dividends 
and buybacks.

 Cimarex Energy Co.
DENVER
Market cap: $8.613 billion
Last year’s rank: 15
Production: 218,600 boe/d
Key plays: Permian, 
Midcontinent

Cimarex hopped on the merger 
bandwagon in late 2018, announcing 
the $1.2-billion acquisition of Resolute 
Energy Corp., bolstering its Delaware 
Basin position by a third. Pro forma, 
production will be 253,000 boe/d. 
CEO Tom Jorden pounds the table on 
the mantra “returns over production-
ramp,” with the company moving to 
a large-scale, multi-year development 

plan based on flat pricing of $55 oil for 
the next three years. But the operator 
is also focused on squeezing every 
ounce of value out of its Permian 
and Midcon assets as well with “a 
deeper understanding of optimum 
development” that does not overdrill 
or underdrill, he said. One challenge to 
full-out development: “We’re still getting 
surprised to the upside with some of 
these new landing zones, a number of 
which we haven’t discussed and aren’t 
ready to discuss,” Jorden said.

 Encana Corp.
CALGARY
Market cap: $8.419 billion
Last year’s rank: 14
Production: 137,000 boe/d
Key plays: Midland Basin, 
Eagle Ford

Encana surprised the market once 
again in November when it revealed a 
near-$8 billion planned combination 
with Newfield Exploration Co., 
establishing itself in Oklahoma’s 
Scoop/Stack and stocking up on an 

 EQT Corp.
PITTSBURGH
Market cap: $9.134 billion
Last year’s rank: 16
Production: 4,068 MMcfe/d
Key plays: Marcellus, Utica

In 2017, the Marcellus-Utica power 
player scooped up Rice Energy 
Inc. in an $8.2-billion blockbuster 
that slingshot it to the front of the 
pack of gas producers in the U.S. 
Despite some turbulence in the 
CEO seat in 2018 and a shuffling 
of upper management, the producer 
finds itself generating some 4 
Bcfe/d. However, a late-year bump 

up in capex and bump down in 
production guidance dinged the 
stock, as investors took a wait-and-
see approach to the transition. One 
challenge: The Rice acquisition gave 
opportunity to extend average lateral 
lengths from 8,000 feet to 14,000, 
with many capable of 18,000 or 
more. “In hindsight, we probably 
tried to drill too many of those 
ultra-long laterals in 2018,” said new 
CEO Robert McNally in the 3Q call, 
adding to learning curve costs. 2019 
will feature “a more measured pace.” 
In late November, EQT spun out 
its midstream assets into Equitrans 
Midstream Corp., setting itself up as 
a streamlined E&P going forward.
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additional 3 Bboe of liquids reserves. 
In 2014, Encana bought Athlon Energy 
Inc. for $7 billion to get a foothold in 
the Permian. The Canadian company 
also holds Eagle Ford, Williston and 
Uinta assets in the U.S.; in Canada, 
in the Montney and Duvernay. Pro 
forma total production will be 577,000 
boe/d, which the company touts 
as second-best in North American 
unconventional resources. The deal 
is expected to close in this quarter. 
Encana anticipates transferring its 
Midland Basin cube-development 
strategy to the Scoop/Stack. “Having 
multiple core positions gives us a 
tremendous advantage when it comes 
to managing risks related to market 
access and infrastructure,” said CEO 
Doug Suttles in the third-quarter call.

 Parsley Energy Inc.
AUSTIN, TX
Market cap: $7.752 billion
Last year’s rank: 18
Production: 116,200 boe/d
Key plays: Permian

Following a period of 
acquisitiveness and an aggressive 
development pace during the down-
cycle to build scale, Parsley spent 
2018 concentrating on “operational 
continuity” in search of better 
efficiencies. Its goal: achieve free-cash-
flow status by year-end 2019. Following 
a year of 56% production gains from its 
200,000-acre positions in the Midland 
and Delaware basins, Parsley leveled 
drilling activity and set about creating 
margins. “We’ve now established a line 
of sight to significant and sustainable 
free cash flow,” incoming CEO Matt 
Gallagher said to investors. “The 
idea is to get there and stay there at 
a meaningful scale.” Founder and 
previous CEO Bryan Sheffield stays on 
as chairman in 2019.

 Energen Corp.
BIRMINGHAM, AL
Market cap: $7,123 billion
Last year’s rank: 23
Production: 103,100 boe/d
Key plays: Permian

Energen is the glowing bride to 
Diamondback’s groom in one of 
the largest deals of the year. Valued 
at $9.2 billion to be paid in stock, 
Diamondback stands to gain 179,000 
net acres and 90,000 boe/d in the 
Midland and Delaware basins. The 
deal, which was to have closed 
by year-end, adds some 3,900 
horizontal locations, a 120% boost to 
Diamondback’s inventory. 

 Murphy Oil Corp.
EL DORADO, AR
Market cap: $5.363 billion
Last year’s rank: 25
Production: 169,000 boe/d
Key plays: Gulf of Mexico, 
Eagle Ford, Duvernay/
Montney, offshore Canada, 
Malaysia, Brunei

This diverse E&P-oriented operator 
is committed to delivering free cash flow 
and continuing to pay its longstanding 
dividend while growing oil production. It 
has successfully delineated the Samurai 
find in the Green Canyon of the Gulf of 
Mexico, raising its discovered resource 

there to 90 MMboe, so plans for 2019 
are underway. In October, Murphy 
expanded its exploration in the Gulf by 
inking an accretive, oil-weighted JV with 
Brazil’s Petrobras, paying $900 million 
to Petrobras. CEO Roger Jenkins touted 
the deal, which was well received by the 
market, as a transaction “directly tied to 
our long-term strategy.” Earlier in the year, 
the company boasted of about $2 billion of 
liquidity with no borrowings on its credit 
facility. By the third quarter, it had beat 
on operated cash flow and reported free 
cash flow of $141 million year to date—it 
returned 12% of that to shareholders 
through its longstanding dividend.

 Antero 
 Resources Corp.

DENVER
Market cap: $4.979 billion
Last year’s rank: 21
Production: 2,718 MMcfe/d
Key plays: Marcellus

Antero’s mantra in 2018 was 
to “keep it simple.” The company 
announced its two affiliated midstream 
entities will merge and convert to a  
C corp, owned 31% by the parent, a 
move chairman, president and CEO 
Paul Rady said on a conference 
call is “a win-win-win across the 
Antero family.” A Marcellus leader, 
Antero recently surpassed 3 Bcfe/d 
of production and its growing liquids 
output now makes up 43% of the total.

 Centennial Resource
 Development Inc.

DENVER
Market cap: $4.891 billion
Last year’s rank: 24
Production: 62,930 boe/d
Key plays: Delaware Basin

If reputation is everything, that goes 
a long way with this relatively new 
company, whose chairman and CEO 
Mark Papa made hay at his former 
post, EOG Resources Inc. He’s chasing 
industry-leading performance once 
again, which is on its way to 65,000 
bbl/d by 2020 from the northern 
Delaware Basin, while reporting 
top-notch wells there. Its longest 
lateral yet went 12,000 feet in Upper 
Wolfcamp. Investors were encouraged 
recently with its first test of the First 
Bone Spring in New Mexico, which 
management said on a conference 
call a third to a half of its acreage 
is feasible for developing this new 
zone. In addition, it plans to test two 
additional zones in 2019—the Second 
Bone Spring and a 2-mile Third 

 WPX Energy Inc.
TULSA, OK
Market cap: $6.531 
billion
Last year’s rank: 26
Production: 123,800 
boe/d
Key plays: Delaware, 
Bakken

WPX is on an upward trajectory. 
With its portfolio transformation 
largely complete, accented by the 
sale of its San Juan Basin assets 
in 2018, the company is primarily 
an oil-producer today. Anchored 
in the burgeoning Delaware 
Basin since its 2015 entry, WPX 
has sought to control its destiny 
for its ramping production vs. 
infrastructure constraints via its 
own midstream buildouts and 
partnerships. It receives 98% 
of WTI pricing. A delay in a 
self-owned processing-plant 
completion in the third quarter, 
however, exacerbated gas and 
NGL constraints that were 
alleviated before year-end. In 
2019, WPX plans to generate free 
cash flow at strip while growing 
oil volumes 25% to 30% with a flat 
rig count.
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Marathon Oil stands out as a Top 10 independent operator 
because of the breadth and execution of its portfolio, and the 

Bakken Shale stands tall within its holdings. The company holds 
some 255,000 net acres in the heart of the Williston Basin. 

 
Photo courtesy Marathon Oil
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Hess Corp. balances its 
portfolio with global offshore 
exploration, highlighted by its 
participation in discoveries in 

Guyana, as well as U.S.  
shale. Here, the Baldplate  

production facility in the 
deepwater Gulf of Mexico 

represents Hess’ first  
discovery in the GoM in 1991, 
with current production from 

seven primary fields. 
 

Photo courtesy of Hess Corp.
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Bone Spring carbonate. Papa assured 
investors he’s locked in takeaway for 
100% of the gas and 70% of the gross 
oil output, so no flaring will be needed. 
He said M&A is too pricey, so he 
prefers to grow production organically 
by drilling—and maybe a few bolt-ons.

 Range 
 Resources Corp.

FORT WORTH
Market cap: $4,335 billion
Last year’s rank: 27
Production: 2,267 MMcfe/d
Key plays: Marcellus, 
Louisiana Terryville

Having discovered the mighty 
Marcellus, Range has now drilled 
more than 1,000 such wells, and it 
just completed the longest lateral in 
the play yet at 18,556 feet, located in 
southwestern Pennsylvania. CEO Jeff 
Ventura vows to keep whittling away at 
the company’s debt while maximizing 
output from its peer-leading Marcellus 
inventory. “We have great confidence in 
our long-range plan,” he told investors, 
adding that he believes the company 
has the best gas assets in North America 
based on quantity, quality and liquids 
optionality. The company already ranks 
as a Top 10 gas producer at 2.3 Bcfe/d 
and, what’s more, it’s been riding the 
wave of increased NGL prices, being 
among the top three NGL producers in 
the U.S. and the first to export ethane to 
Europe. Liquids production contributes 
47% of total product revenues. It 
stubbed its toe with the pricey Louisiana 
purchase, but recently sold a 1% 
override in Washington County, Pa., 
for $300 million as part of its debt-
reduction effort.

 Newfield 
 Exploration Co.

HOUSTON
Market cap: 4,324 billion
Last year’s rank: 20
Production: 202,000 boe/d
Key plays: Scoop/Stack

This Scoop/Stack pioneer will soon 
be scooped up by Encana Corp. for 
$5.5 billion in stock plus assumption 
of $2.2 billion of net debt for total 
deal value of almost $7.7 billion. 
Meanwhile, it beat production in 
the third quarter, with better-than-
expected well results in the Anadarko 
Basin. Its production there averaged 
143 MBoe/d, up 11% vs. the second 
quarter. Encana has to like what’s 
ahead for the assets it’s buying: 
Newfield recently issued targets of 

between 14% and 18% total production 
CAGR from 2018 through 2020.

 Southwestern 
 Energy Co.

SPRING, TX
Market cap: $3,291 billion
Last year’s rank: 30
Production: 2,800 MMcfe/d
Key plays: Marcellus

Southwestern made a huge pivot in 
2018 by selling its legacy Fayetteville 
Shale, which it discovered early in the 
shale revolution, for $1.86 billion. With 
renewed focus in Pennsylvania, it aims 
to ramp up liquids output and will look 
harder at Upper Devonian, where its first 
test was so good that the company thinks 
it’s comparable to the economics of the 
rich-gas Marcellus. CEO Bill Way told 
investors, “We’re on a mission to achieve 
both a sustainable, 2x leverage ratio and 
free cash flow neutrality by the end of 
2020.” Strong NGL prices have led it 
(and all its Appalachian peers) to pursue 
more liquids output; in fact, liquids are 
a third of its local production. A strong 

third-quarter beat on cash flow (up 40% 
year/year) was due to increased NGL 
performance and cost savings from its 
expanded water projects in the basin. It 
will deliver water by pipe to all wells 
in 2019, saving $500,000 per. A share 
repurchase program was initiated in 
September; cash flow positive will be 
reached in 2021.

 Whiting 
 Petroleum Corp.

DENVER
Market cap: $3.283 billion
Last year’s rank: 39
Production: 128,680 boe/d
Key plays: Bakken, Niobrara

Now on Gen 4 designs in the Bakken’s 
Sanish area, Whiting looks rock solid. 
Its enhanced completions there have 
been outperforming prior wells by a 
stunning 80%. This is one of the few 
mid-cap E&Ps to generate free cash 
flow, all while adding inventory in 
Mackenzie County, N.D., to the tune of 
100 more locations on newly acquired 
acreage, answering investors’ call for 

 Chesapeake 
 Energy Corp.

OKLAHOMA CITY
Market cap: $3,262 billion
Last year’s rank: 28
Production: 537,000 boe/d
Key plays: Eagle Ford, 
Anadarko Basin, Powder 
River Basin, Marcellus

Chesapeake wowed the market in 
October by unveiling its proposed 
acquisition of WildHorse Resource 
Development Corp. for $4 billion 
primarily in stock to increase 
its Eagle Ford position. The 
announcement was the morning 
after Chesapeake closed on the 

$2-billion cash sale of its Utica-
Ohio assets to Encino Acquisition 
Partners LLC. WildHorse’s 
northeastern Eagle Ford is a cash 
flow machine. It’s another milestone 
in Chesapeake’s grand transition 
from being one of the country’s 
biggest gas producers for many 
years to being oilier and continuing 
to bulk up higher-margin assets. Its 
fast-developing Turner Formation in 
the Powder River Basin is another 
step in this process, where it’s 
targeting 80% of future drilling. 
The biggest hurdle to more investor 
love is its $9 billion-plus of debt 
that CEO Doug Lawler continues 
to address through a series of 
refinancing deals and divestments.
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more line-of-sight growth. Further, CEO 
Brad Holley said the new completions 
can unlock potential in what he calls 
“halo plays” on the Bakken’s edges, 
moving them from Tier 2 into the 
Tier 1 column. The company may 
have dodged a bullet on the Colorado 
referendum in November. But, on the 
other hand, it pulled its Red Tail asset 
from the market, failing to get the price 
it wanted.

 CNX Resources Corp.
CANONSBURG, PA
Market cap: $3.168 billion
Last year’s rank: 29
Production: 1,293 MMcfe/d

One of the largest and longest-legacy 
Appalachian Basin gas producers—
and now set free from an affiliated 
coal operation—CNX has turned its 
attention to greater well results, share 
repurchases and lower debt. To that 
end, it sold its Ohio wet-gas assets that 
were in a JV with Hess Corp. to Ascent 
Resources-Utica LLC for $400 million 
cash. President and CEO Nick DeIuliis 
said this accretive deal “brings forward 
the value of assets that were simply 

outranked by other options in CNX’s 
opportunity set.” This past summer, 
CNX reported it was the first producer 
to commit to using a 100% electric 
frack fleet in the basin, partnering 
with Evolution Well Services LLC. 
Lessons from the company’s central 
Pennsylvania operation are being 
applied southwest, with development of 
Marcellus and Utica stacked payzones 
on the same pad.

 Matador 
 Resources Co.

DALLAS
Market cap: $3.090 billion
Last year’s rank: 34
Production: 54,600 boe/d
Key plays: Delaware 
Wolfcamp, Eagle Ford, 
Haynesville

A Delaware success story that keeps 
growing, Matador stepped up big time 
and made headlines at the recent New 
Mexico BLM lease sale, paying up for 
core-of-the-core acreage. It looks like 
it was worth it: The company added 
8,400 acres in the prolific Stateline area 
(southern Eddy and northern Loving 
counties). Now some 88% of company 

production is in New Mexico and it 
will add an eighth rig there in 2019. 
It’s producing from seven intervals 
and recently drilled its first operated 
2-mile lateral. In the Antelope Breaks 
area, it drilled the best well in company 
history. A plus: Matador announced 
a gas-gathering and -processing 
agreement through its midstream unit, 
San Mateo Midstream LLC, with an 
E&P on its Eddy County acreage. With 
this deal and saltwater-gathering and 
-disposal agreements that San Mateo 
has, Matador’s run-rate goes up and 
analysts expect 20% growth out of the 
midstream business in 2019.

 PDC Energy Inc.
DENVER
Market cap: $2.973 billion
Last year’s rank: 31
Production: 110,000 boe/d
Key plays: D-J, Delaware

PDC, like other Colorado producers 
on this list, could take a step back 
after the defeat of Proposition 112 in 
November. But, and this is key, the 
company wasn’t required to do so. 
PDC and other E&Ps spent millions to 
fight the initiative that called for well 
setbacks within a half-mile of occupied 
structures and “vulnerable areas.” In 
Weld County, Colo., alone, 85% of 
non-federal lands would have been off 
limits to new oil and gas production. 
The company has 1,950 gross 
Wattenberg and Delaware locations 
and the Permian continues to exceed 
company expectations. Management 
also anticipated exiting 2018 with 
125,000 boe/d. In its third-quarter call, 
CEO Bart Brookman noted pro forma 
liquidity of $1.23 billion and free cash 
flow, along with a sale of its Delaware 
midstream assets, giving flexibility 
heading into 2019. It also has a backlog 
of about 100 Wattenberg DUCs that 
“we’ll be looking at … depending on 
what’s happening with prices,” He 
added, “We’ll never take our eye off that 
free-cash-flow goal.”

 Magnolia Oil 
 & Gas Corp.

HOUSTON
Market cap: $2.860 billion
Last year’s rank: NEW
Production: 49,600 boe/d
Key plays: Eagle Ford, Austin 
Chalk

Magnolia is a youthful E&P headed 
by the no-nonsense Steve Chazen, 
the former Occidental Petroleum 
Corp. CEO. In September, at Hart 
Energy’s DUG Eagle Ford conference, 

 Oasis Petroleum Inc.
HOUSTON
Market cap: $2.976 billion
Last year’s rank: 37
Production: 85,400 boe/d
Key plays: Bakken, 
Delaware

While a recent Permian entrant, 
Oasis remains a solidly Williston 
company, with about 87% of its 
E&P capex devoted to the Bakken. 
And the company can’t buy a break: 

Its stock was crushed 34% between 
Oct. 1 and Nov. 9, yet the company 
has been a model of what investors 
say they want. For three consecutive 
years, Oasis has been a fiscal 
disciplinarian, with discretionary 
cash flow exceeding its capex. Oasis 
was on track to do it again in 2018. 
The company also continues to build 
out its Delaware Basin assets with 
the purchase in February of Forge 
Energy LLC assets for $946 million, 
or about $38,200 per acre.
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Chazen counted his small G&A bill 
among his advantages, adding, “One 
of the problems I had with Oxy is I 
had too many employees.” Chazen’s 
company, then sitting at about $3.5 
billion in market value, also foresaw 
a “$10-billion-market-cap business 
is not out of the question.” Magnolia 
continues to up production, averaging 
55,200 boe/d in third-quarter 2018, 
up 1% from the second quarter. The 
company also added 114,000 net acres 
from Harvest Oil & Gas Corp. in a deal 
worth about $190 million. Chazen is 
still scouting for acquisitions but also 
sees a business that “will double on its 
own in five years.”

 Jagged Peak 
 Energy Inc.

DENVER
Market cap: $2.686 billion
Last year’s rank: 33
Production: 36,100 boe/d
Key plays: Delaware Basin

At the close of 2016, conventional 
wisdom held that Jagged’s 60,875 
net acres and large inventory of wells 
would tempt a buyer for the Delaware 
Basin E&P. Whether a proposal was 
ever made, Jagged instead completed 
an underperforming IPO in early 2017 
with production then averaging about 
6,500 boe/d, of which 82% was oil. 
Largely under the radar, it has since 
increased its leasehold by about 30% to 
78,900 net acres and blown the doors 
off production with a 5.5x increase in 
less than two years, while keeping oil 
at a comfortable 76% of production. 
The operator, as described by a Seaport 
Global Securities LLC report, has built 
an “execution machine” with third-
quarter EBITDAX up 12% and a beat 
and raise on production.

 Kosmos Energy Ltd.
DALLAS
Market cap: $2.556 billion
Last year’s rank: 32
Production: 130,200 boe/d
Key plays: Gulf of Mexico

For landlubbers, Kosmos’ recent 
squall in the markets might be read as 
investors balking over a $1.23-billion 
deal to acquire Deep Gulf Energy Cos. 
In reality, from the deal’s announcement 
in August, the news was well received 
well past its September close, with 
shares up 18%. The real culprit 
appears to be the dry hole it drilled. 
In October, the company confirmed 
that its $13-million exploration well 
offshore Suriname discovered a 
pocket of subterranean water but no 

hydrocarbons. Kosmos isn’t giving 
up, of course. Andy Inglis, chairman 
and CEO, said it’s early days yet for 
exploring the Suriname-Guyana Basin. 
“Our current plan is to test the next 
prospect in 2020.”

 SM Energy Co.
DENVER
Market cap: $2.387 billion
Last year’s rank: 40
Production: 130,200 boe/d
Key plays: Midland, Eagle 
Ford

In “Gladiator”, protagonist 
Maximus shocks a bloodthirsty arena 
with his quick and efficient slaughter 
of enemies before turning to spectators 
and asking, “Are you not entertained?” 
SM is setting up for some oil-letting 
of its own with the anticipated 2019 
kickoff of its 25-well Merlin Maximus 
pad development project in the 
Midland Basin. Meanwhile, it was 
tidying house in 2018, selling assets 
in the Bakken, West Texas and the 
Powder River Basin for a combined 
$792 million, while reducing debt 
by $345 million. SM runs six rigs in 
the Midland on 82,500 net acres and 
has drilled more than 80 wells as of 
third-quarter 2018. It also runs a single 
rig on 164,500 Eagle Ford acres. 2019 
looks to be more thumbs up than down 
from the market crowd.

 Enerplus Corp.
CALGARY
Market cap: $2.387 billion
Last year’s rank: 42
Production: 82,500 boe/d
Key plays: Williston, 
Marcellus, D-J Basin, Canada

Canada, land of the Maple Leaf flag, 
gravy-covered fries and milk sold by the 
bag, does things differently. Enerplus 
perhaps doubly so. The company has 
an enviable balance sheet, starting with 
a remarkably low leverage rate of 0.4x. 
For 2018, it estimated a 17% return on 
capital employed, a 5% free cash flow 
yield and projected liquids production 
growth of 22%. While the company 
faces some headwinds in the Bakken, 
where differentials are creeping up, 
Enerplus has added fixed contracts to 
hold price differences steady in 2019. 
In the D-J Basin, four new wells are on 
track to produce 100,000 bbl/d in their 
first year.

 Callon Petroleum Co.
NATCHEZ, MS
Market cap: $2.369 billion
Last year’s rank: 41
Production: 34,900 boe/d
Key plays: Permian

Callon made just one mistake in 
2018—adding Delaware inventory 
in a deal with Cimarex Energy Co. 
for $570 million. Within two weeks, 
Callon’s share value had plunged 
16%; it only recovered in early 
October, six months after the deal was 
announced. Otherwise, it made strides in 
production—up 55% since 2017—and 
generated $41.22 per boe, up 27%, it 
reported in November. Simultaneous rig 
operations on its Monarch mega-pads 
have exceeded production by legacy 
pads by 16% and a second mega-pad is 
online. With 2018 transition to full asset 
development, Callon CEO Joe Gatto 
said 2019 will see it “entering a new 
phase of growth with the maturing of 
the company and our production base, 
a phase that provides optionality for 
delivering shareholder value.”

 WildHorse Resource
 Development Corp.

HOUSTON
Market cap: $2.209 billion
Last year’s rank: 46
Production: 49,000 boe/d
Key plays: Eagle Ford

Chesapeake Energy Corp. is buying 
WildHorse for about $4 billion, mostly 
in stock. WildHorse’s third-quarter 
oil realizations netted 104% of WTI 
prices, thanks to low differentials and 
favorable Gulf Coast pricing. And it 
brought online nearly 26 net wells in the 
Eagle Ford, along with three net wells 
in the Austin Chalk. The company also 
reported net income of $11.5 million, a 
reversal from third-quarter 2017 when it 
posted a net loss of $10.8 million.

THE 
CONTENDERS
With Energen Corp., Newfield Explo-
ration Co. and WildHorse Resource 
Development Corp. exiting the Top 
50 via mergers, who’s next up to take 
their places? Penn Virginia, in the No. 
51 spot, would be a candidate, but it’s 
also being absorbed via a merger. Next 
in line to claim Top 50 status in the 
2020 ranking:
 
HighPoint Resources Corp. $951MM
W&T Offshore Inc.  $883MM
Comstock Resources Inc. $879MM
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Magnolia Oil & Gas makes 
its debut as a new public 
company, birthed out of a 
SPAC, with a focus on the 

Eagle Ford Shale.  
Its acquired assets include a 

massive upside position  
in the Austin Chalk Formation. 

 
Photo courtesy Magnolia Oil & Gas
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 QEP Resources Inc.
DENVER
Market cap: $2.152 billion
Last year’s rank: 43
Production: 156,500 boe/d
Key plays: Permian, 
Haynesville, Williston, 
Pinedale, Uinta

Plans change. QEP Resources 
hatched a strategy in February to 
become a Permian Basin pure-play 
operator, essentially changing the 
fabric of the company. That meant 
peeling off its Cotton Valley and 
Haynesville assets for $735 million, 
its silky Williston Basin assets for $1.7 
billion and an assortment of Uinta 
Basin acreage for $155 million. Pro 
forma divestitures, QEP will work 
a 50,700-net-acre position in the 
Permian that averaged roughly 55,000 
boe/d in third-quarter 2018. And, 
despite divesting $2.6 billion in assets, 
it hasn’t lost its shirt. Its market value 
remained in November roughly the 
same as at that time in 2017.

 SRC Energy Inc.
DENVER
Market cap: $1.805 billion
Last year’s rank: 44
Production: 49,703 boe/d
Key plays: D-J Basin

Like other Colorado producers, 
SRC battled the overhang of the 
state’s Prop 112 ballot initiative, 
which ultimately failed at the 
polls. But, also like other Colorado 
producers, SRC continues to battle 
takeaway constraints out of the 
D-J Basin. A planned addition of 
300 MMcf/d capacity by a third-
party processor in the first quarter 
should ease the pain. Still, the 
company delivered 45% growth year/
year despite the constrictions. The 
company formerly known as Synergy 
Resources expects to keep its activity 
flat at two rigs and achieve free cash 
flow this year.

 Carrizo Oil & Gas Inc.
HOUSTON
Market cap: $1.743 billion
Last year’s rank: 45
Production: 64,627 boe/d
Key plays: Delaware, Eagle 
Ford

Faced with takeaway constraints 
and widening differentials in West 
Texas, Carrizo pivoted its activity 
focus to the Eagle Ford Shale, 
where it now has four of its six rigs 

running. It expects to hold here 
until second-half 2019. The Eagle 
Ford will drive its production-
growth targets this year. During 
the lull in the Delaware, it will 
test additional layers and multi-
layer cube concepts. Carrizo added 
10,000 Delaware acres from Devon 
Energy Corp. after these rankings 
were locked.

 Gulfport Energy Corp.
OKLAHOMA CITY
Market cap: $1.672 billion
Last year’s rank: 38
Production: 1,427 MMcfe/d
Key plays: Utica, 
Midcontinent, South Louisiana

Industry veteran Donnie Moore 
took the interim CEO post in the fourth 
quarter from his COO position, following 
the sudden departure of Mike Moore. The 
company generated 19% growth year/year 
as of 3Q. The early-entrant Utica Shale 
player rigged down there late in the year, 
while 55 wells await completion. Two rigs 
are working the Scoop in Oklahoma.

 Extraction Oil 
 & Gas Inc.

DENVER
Market cap: $1.478 billion
Last year’s rank: 35
Production: 75,700 boe/d
Key plays: D-J Basin

Company Net BOE/d

1 Exxon Mobil Corp. 994,483

2 Chevron Corp. 831,000

3 Royal Dutch Shell Plc 825,034*

4 BP Plc 736,000

5 EQT Corp. 709,050

6 EOG Resources Inc. 700,448

7 Anadarko Petroleum Corp. 682,000

8 ConocoPhillips 579,000

9 Chesapeake Energy Corp. 537,000

10 Southwestern Energy Co. 482,758

11 Antero Resources Corp. 468,620

12 Devon Energy Corp. 418,000

13 Range Resources Corp. 390,862

14 Cabot Oil & Gas Corp. 349,827

15 Occidental Petroleum Corp. 347,000

16 Pioneer Natural Resources Co. 327,704

17 Marathon Oil Corp. 298,000

18 Continental Resources Inc. 296,900

19 Concho Resources Inc. 287,000

20 Apache Corp. 272,000

21 Noble Energy Inc. 249,000

22 Gulfport Energy Corp. 246,121

23 CNX Resources Corp. 222,931

24 Cimarex Energy Co. 211,400

25 Newfield Exploration Co. 202,000

* Shell reports North American production volumes.

TOP 50 U.S. PRODUCERS
Comparing companies by a volume of production would seem an easy feat, but oil to 
gas equivalents can be like apples to oranges—they both taste good, but they still taste 
different, particularly when valued by investors. Thus we find that gas producers can be 
quite prolific and rise to the top of our rankings when measured on an equivalency basis. 
For those operators reporting equivalent volumes in MCFE, Investor converted at 1 bbl of 
oil to 5,800 cubic feet of gas. All volumes are U.S. net production only unless noted. All 
public producers reporting net volumes were included, including majors and those with 
production as secondary business units.

Company Net BOE/d

26 QEP Resources Inc. 155,000

27 Kinder Morgan Inc. 144,340

28 Encana Corp. 137,000

29 California Resources Corp. 136,000

30 SM Energy Co. 130,200

31 Whiting Petroleum Corp. 128,680

32 Hess Corp. 128,000

33 Ultra Petroleum Corp. 126,551

34 WPX Energy Inc. 123,800

35 Parsley Energy Inc. 116,200

36 Diamondback Energy Inc. 112,600

37 PDC Energy Inc. 103,000

38 Energen Corp. 97,400

39 Enerplus Corp. 92,883

40 National Fuel Gas Co. (Seneca) 89,687

41 Penn Virginia Corp. 84,000

42 EP Energy Corp. 82,500

43 Oasis Petroleum Inc. 79,400

44 Sanchez Energy Corp. 75,750

45 Extraction Oil & Gas Inc. 75,700

46 Murphy Oil Corp. 71,000

47 Laredo Petroleum Inc. 67,206

48 Denbury Resources Inc. 61,994

49 Eclipse Resources Corp. 59,720

50 Centennial Resource Development Inc. 57,528
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A California pure play, California Resources Corp. boasts it is the 
largest producer by gross operated production with activity in all 
four major basins across the state. CRC operated an average of 

10 drilling rigs during the third quarter 2018. 
 

Photo courtesy of California Resources.
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Talos Energy gained public 
status via reverse merger 
in 2018 and it’s on a tear to 
capture opportunity—and 
assets—in the Gulf of Mexico, 
both on the U.S. and Mexico 
sides. Here, Talos’ Zama 
discovery offshore Mexico, 
where it spud an appraisal  
well in November, promises 
some 2 billion boe in 
recoverable resource. 
 
Photo courtesy of Talos Energy.
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Extraction is beginning to feel 
as if its Ferrari is being throttled 
back. Just when the Denver producer 
received relief on DCP Midstream 
LP’s Plant 10 in August with 220 
MMcf/d throughput, the midstreamer 
imposed a production allocation, 
effectively dialing back the E&P’s 
production 35%. A new plant is 
expected mid-2019 but will likely have 
its own allocations. In the meantime, 
Extraction is jazzed by results from 
its Broomfield project, a 12,000-
acre test area with little previous 
production. And Broomfield takeaway 
will be serviced by its own Elevation 
Midstream LLC.

 California 
 Resources Corp.

LOS ANGELES
Market cap: $1.344 billion
Last year’s rank: 55
Production: 136,000 boe/d
Key plays: California

After having “drastically 
cut” capital allocation during the 
downturn, the California pure-player 
ramped up investment during 2018 
and made several strategic moves. It 
joined with Benefit Street Partners 
LLC in a $250-million drillco in 
the Los Angeles and San Joaquin 
basins, and with Macquarie in a 
$300-million JV to drill four fields 
in the San Joaquin Basin. It has three 
rigs running in the Los Angeles Basin 
and seven in the San Joaquin. In April, 
it acquired Chevron’s nonop interest 
in the 47,000-acre Elk Hills Field for 
about $500 million to realize 100% 
working interest.

 Denbury 
 Resources Inc.

PLANO, TX
Market cap: $1.338 billion
Last year’s rank: 52
Production: 59,181 boe/d
Key plays: Gulf Coast, 
Rockies

The CO2-flood specialist caught 
a few off guard in October when it 
announced plans to buy Eagle Ford 
Shale producer Penn Virginia Corp. 
for $1.7 billion in stock and cash. 
The motivation: to bring Denbury’s 
EOR expertise to Penn’s 87,000-acre 
oil-rich unconventional portfolio. 
Denbury currently operates CO2 
floods along the Texas Coast in 
proximity to Penn’s position. It 
sees potential for 60 to 140 MMbbl 
recoverable. And, while EOR is 

upside, the purchase more than likely 
represents a shift to shorter-cycle 
projects based on Penn’s three-rig 
drilling program.

 Laredo Petroleum Inc.
TULSA, OK
Market cap: $1.292 billion
Last year’s rank: 36
Production: 71,382 boe/d
Key plays: Midland Basin

Wanting to find the upper limits 
of its Wolfcamp acreage’s capacity 
to produce, Laredo in 2018 tested 
high-density drilling. It drilled six 
packages of wells designed to co-
develop multiple landing points in 
the Upper and Middle Wolfcamp 
formations at a density of 24 to 
32 wells per drilling spacing unit. 

The good news: These packages 
demonstrated that this development 
plan increases the total value of the 
leasehold. The bad news: It’s at a 
lower per-well value than lower-
density development. Said simply, 
the wells declined a lot faster 
than wells more spread out. The 
high-density units are also capital-
intensive. Combined with a will to 
operate within cash flow in 2019, 
Laredo is gearing down to a lower-
density development going forward.

 Talos Energy Inc.
HOUSTON
Market cap: $1.235 billion
Last year’s rank: NEW
Production: 54,900 boe/d
Key plays: Gulf of Mexico

Company Market 
Cap ($000)

1 Burlington Resources Inc. 6,260,000

2 Enron Oil & Gas Co. 3,260,000

3 Sun Energy Partners LP 2,991,024

4 Anadarko Petroleum Corp. 2,224,899

5 Oryx Energy Co. 2,048,340

6 Louisiana Land & Exploration Co. 1,615,213

7 Apache Corp. 1,302,474

8 Maxus Energy Corp. 1,200,879

9 Noble Affiliates Inc. 1,076,144

10 Santa Fe Energy Resources Inc. 939,750

11 Enserch Exploration Partners Ltd. 871,250

12 Parker & Parsley Petroleum Co. 761,936

13 BP Prudhoe Bay Royalty Trust 628,625

14 Petrol Industries Inc. 598,965

15 Pogo Producing Co. 581,885

16 Devon Energy Co. 557,199

17 Cabot Oil & Gas Corp. 496,276

18 Diamond Shamrock Offshore Partners 470,646

19 Snyder Oil Corp. 448,902

20 San Juan Basin Royalty Trust 431,133

21 Vintage Petroleum Inc. 346,281

22 Kelley Oil Corp. 327,320

23 Kelley Oil & Gas Partners Ltd. 322,664

24 Berry Petroleum Co. 292,792

25 Santa Fe Energy Partners LP 285,584

Company Market 
Cap ($000)

26 Plains Petroleum Co. 260,792

27 Box Energy Corp. 260,038

28 HS Resources Inc. 254,366

29 Mesa Inc. 241,069

30 Gerrity Oil & Gas Corp. 207,781

31 Alta Energy Corp. 203,821

32 Nuevo Energy Co. 200,698

33 Oakridge Energy Inc. 191,646

34 Sabine Royalty Trust 191,349

35 Permian Basin Royalty Trust 186,436

36 Dorchester Hugoton Ltd. 173,247

37 Dekalb Energy Co. 159,783

38 Phoenix Resources Cos. Inc. 152,784

39 Wiser Oil Co. 147,477

40 St. Mary Land & Exploration Co. 138,049

41 Benton Oil and Gas Co. 135,168

42 Barrett Resources Corp. 125,515

43 Plains Resources Inc. 123,332

44 Wainoco Oil Corp. 115,826

45 Basin Exploration Inc. 115,200

46 Tom Brown Inc. 100,170

47 LL&E Royalty Trust 97,329

48 American Exploration Co. 90,816

49 Coho Resources Inc. 88,853

50 Hadson Energy Resources Corp. 87,324

THOSE THAT WERE
The only thing for certain is change, so they say, and taking a look back to the Top 50 
independents from 25 years ago illustrates that concept. Oil and Gas Investor ranked 
independent E&Ps by market cap on June 30, 1993. Maybe proving some longevity, three 
of the top five are still around, in some form, albeit two under different names.
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Talos made its debut in the public 
realm in 2018 via a reverse merger 
with Stone Energy Corp. And the 
Gulf of Mexico pure-player has not 
broken stride. It signed a two-well 
commitment to drill two deepwater 
wells in the Phoenix complex—
Tornado #3 and Boris #3—that are 
expected to be in production by 
2H19. On the shelf, it successfully 
drilled a well in Ewing Bank Block 
306 and two in Main Pass Block 72. 
Following its 2-Bbbl Zama discovery 
offshore Mexico, Talos spud the 
first appraisal well, Zama-2, in late 
November. Also, it acquired Whistler 
Energy II LLC, comprised of 14,500 
acres in Green Canyon and was the 
high bidder on six deepwater and 
eight shallow water blocks at the most 
recent Gulf lease sale.

 Northern Oil 
 & Gas Inc.

MINNETONKA, 
MN
Market cap: $1.166 billion
Last year’s rank: 63
Production: 26,708 boe/d
Key plays: Bakken

Noteworthy for its nonop 
strategy, Northern cracks the 
Top 50 most valued producers 
nonetheless. Maybe that’s because 
of its other strategy: Partner with top 
producers in the resurging Bakken 
Shale play. The company recently 
added two deals to its repertoire: 
a $292-million, 10,600-acre 
acquisition of W Energy Partners 
LLC and a $151-million, 4,100-bbl/d 
purchase of Pivotal Petroleum 
Partners LP. Northern now holds 
some 152,000 net Bakken acres.

 Baytex Energy Corp.
CALGARY
Market cap: $1.092 billion
Last year’s rank: 51
Production: 37,198 boe/d
Key plays: Eagle Ford

Baytex’s big news this past 
year was its combination with 
Raging River Exploration Inc., a 
Duvernay producer that expanded 
its reach into the Canadian light-
oil play. But it’s also an Eagle 
Ford player, having entered the 
play in 2014 with the acquisition 
of Aurora Oil & Gas Ltd. With 
a little over 20,000 net acres in 
Karnes and Atascosa counties, 
the Eagle Ford represents 37% of 
Baytex total production.

Permian pure-play powerhouse 
Concho Resources got bigger 

with the giant acquisition 
of RSP Permian last year. It 

now holds some 640,000 net 
acres across West Texas and 

New Mexico, with production 
exceeding 287 Mboe/d. 

 
Photo courtesy of Concho Resourses.
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Halliburton Co. president and CEO Jeff 
Miller carries a country charm that 
subtly contrasts with his dapper gray 

business suit and “Halliburton red” tie—and 
with his position as the head of one of the larg-
est oilfield-services providers in the world. 

It may be no surprise, then, that Miller once 
competed as a professional cowboy in rodeos 
before taking off his cowboy hat and ropers for 
a CPA job that would ultimately land him with 
Big Red, having a $28-billion market cap.

He sits at the helm of the Houston-based 
company at a momentous point in its history: 
Halliburton celebrates its 100th anniversary 
this year, solving oil and gas field problems. 
In 1919, founder Erle P. Halliburton started 
an oil-well cementing business in Duncan, 
Okla., with a borrowed wagon, a team of 
mules and a pump. The rest is history, albeit 
a storied one.

Today, Halliburton serves E&P operations 
around the world with 60,000 employees in 

80-some countries. “The biggest bets we 
make are on our people,” Miller told Investor. 
“The business has changed many times over, 
but our company doesn’t thrive for 100 years 
without fantastic people.”

Miller holds an agriculture and business 
degree from McNeese State University in 
Louisiana and an MBA from Texas A&M Uni-
versity. He first joined Halliburton in 1997, 
working his way through various leadership 
roles until assuming the president post in 
2014 and the CEO seat in June 2017. He took 
the reins during one of the worst downturns in 
the industry’s history.

Investor chatted with Miller at the company’s 
headquarters in Houston.
Investor Would Erle P. Halliburton be more 
impressed by the fact that Halliburton has 
reached $20-plus billion in revenue or 100 
years in age?
Miller I think Erle P. would be more excited 
about the $20 billion in revenue. Earl P. was 
an absolute competitor and it came through 
in everything he did, going back to the begin-
ning with the jet cementer pulled by mules. 

He invented a lot of other things as well; 
he was an innovator at heart. With what the 
industry has done and what Halliburton has 
done, he’d be fascinated by it. He’d want to 
be a part of it.

He’d be excited about the 100 years too, 
because that’s quite a legacy, and there aren’t 
many companies that have done that. He would 
be impressed to see 60,000 employees go into 
the market, the R&D that we’ve done and the 
kind of technology that we deliver every day.
Investor How significant is it to be in busi-
ness and even a sector leader for a century?
Miller It’s a really big deal. There aren’t many 
companies—say 12—that log 100 years and 
are still in the Fortune 500. We’re excited to 
be one of them. That kind of staying power 
says we’re a company that reinvents itself, 
that delivers new ideas and stays relevant. It’s 
one thing to be 100 years old; it’s another to 
be at 100 years and still leading in our field. 
That, to me, is what’s most fantastic.
Investor What’s the secret to that longevity?
Miller When I think about Halliburton, I think 
about our value proposition: We collaborate 
and engineer solutions to maximize asset value 

A CENTURY  
OF SUCCESS
At 100 years old, “Big Red” oilfield-services company Halliburton 
has weathered the industry’s ups and downs, ultimately conquering 
the world in its reach. At the top of its game, it’s positioning for 
another 100.

ARTICLE BY
STEVE TOON
AND
JENNIFER PRESLEY

EXECUTIVE Q&A

Halliburton 
president and 
CEO Jeff Miller 
said only a 
handful of 
companies in 
the Fortune 500 
have reached 100 
years in business. 
“We’re excited to 
be one of them.”
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for our customers. That sounds like a mouth-
ful, but, the fact is, that absolutely captures the 
DNA at Halliburton. We work closely with our 
customers, we’re constantly developing new 
technologies, and we’re always driving toward 
our customers’ goal of the lowest cost per bar-
rel of oil equivalent (boe). That’s a theme that 
resonates with customers.

I met with Curtis Mewbourne, a customer, 
the other day. He’s the 83-year-old gentleman 
who founded Mewbourne Oil Co., a strong oil 
company. His first discovery in West Texas 
was in 1968, I believe. And he told me the sto-
ry about his first discovery well. They discov-
ered oil, and it’s blowing out the way wells did 
when they made a discovery back then. 

Everyone went home except for him and 
the Halliburton engineer. He and the Hallibur-
ton engineer worked all night long, got some 
choke on the well and, then, shook hands and 
the Halliburton guy went home.

He remembers that 50 years later, and that 
is the essence of Halliburton executing work. 
We’re there on location, doing the work, com-
mitted to our customers.
Investor Halliburton has a long history of be-
ing a technology innovator and a disruptor in 
the industry. How do you know when to shake 
things up?
Miller Great companies are always willing to 
challenge and disrupt things, and we like to 
disrupt. But I think at the core of disruption is 
honesty, and by that I mean the willingness to 
look at the market, understand the technology 
and, when the time is right, be willing to dis-

rupt things that may have worked for a very 
long time. 

But it’s also done because we know we want 
to deliver the lowest cost per boe for our cus-
tomers. And that’s going to involve disruption.

We’ve got a lot of things we’re working on 
today that are likely disruptive. We’ll bring 
those to the market when we think the market 
is ready for them.
Investor Such as?
Miller There are things we’re doing in hy-
draulic fracturing today that are driving a 
lot of speed in terms of fracturing. There are 
things we are doing in formation evaluation, 
looking through multiple casing strings. All 
of these things have the ability to disrupt. 
What we’re doing around lifting chemicals is 
also exciting.
Investor How would you say the landscape 
has changed for service providers during the 
past few years?
Miller It’s more competitive. We’ve come 
through the worst downturn in the history of 
the industry, just in the last few years. Any 
time we’re at the bottom of a cycle, it tests 
value propositions, and I think our value prop-
osition clearly withstands the test of time.
Investor How has the R&D focus changed 
over time?
Miller We’re more focused than we’ve ever 
been on those things that create lower cost 
or increase production. And it sounds like an 
oversimplification, but it’s an important one. 
That’s the screen that I use when we think 
about how we invest our R&D dollars. And 
because of that, we’re more effective than we 
have ever been delivering technology.

“Cementing done 
by Halliburton Oil 
Well Cementing 
Co.” A Halliburton 
cementing crew 
circa 1920s.  
All photographs 
courtesy of 
Halliburton.
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We were 44th in the world in terms of pat-
ent grants in 2017. And we’re the only oil-
field-services company in the Top 50. We’re 
excited about that because it means we’re 
more efficient than we’ve ever been, even 
when working through a very tough cycle.
Investor What technologies do you foresee as 
having the most impact in the coming years?
Miller Digital is clearly going to have an im-
pact, though I’m very pragmatic around how 
it’s going to impact our businesses. An open 
architecture is critical for it to be adopted. But 
it will drive down costs and make us more 
efficient. At the same time, I don’t have a uto-
pian view that is oversimplified. Over time it 
will be impactful.
Investor How are data analytics or artificial 
intelligence changing how we explore?
Miller We’re still in the early days for both. 
My view is that oil and gas has really been 
the first big adopter of big data. We were 
consuming petabytes of data back before any-
body else knew what petabytes of data were. 
We were processing huge seismic libraries 
and things of that nature. 

Our industry is very pragmatic, and I think, 
in many cases, the key will be “How do we 
put these technologies to work, so we are col-
lectively making a return?”

At the moment, artificial intelligence (AI) 
is having more of an impact in the learning 
and advising sphere than it is in operations. 
There’s a lot of risk associated with what we 
do, and my view, at least today, is that AI is 
contributing to better decision-making by 
people and network-learning from algorithms 
to give us better visibility of what risks may 
lie ahead. We still have a lot of human inter-
vention, and I think the human intervention, 
at this point, is the right thing to have.
Investor How effective might AI and data an-
alytics be toward improving well economics?
Miller The value of digital will evolve over 
time in our business the same as it has in our 
personal lives—with respect to smartphones 
and all the things that are automated in our 
life. There’s still real work that has to be done 
to deliver oil and gas wells. I am always cau-
tioning that these things have to create value 
sooner rather than later as we develop them. 

I do believe it’s an evolution, because I 
think the road is littered with overspending 
on technology that wasn’t pragmatically tied 
to a solution.
Investor Is your EarthStar LWD tool an ex-
ample of how data will be gathered in the 
field?
Miller EarthStar generates the data that might 
drive artificial intelligence at some point, but 
it is a fantastic tool and a tool of choice in 
many markets today, partly because it reads 
out so far into the reservoir—200 feet. That 
data is recovered and the resolution on that 
data is fantastic; it allows them to really look 
in real time and understand the reservoir. So 
that has quite an impact.

We’re developing what those products or 
what that data can do over time. That’s a story 
that’s still evolving.

Investor Similarly, is your Prodigi AB frac-
turing service a look at how AI is leading to 
“push-button fracking?”
Miller Prodigi allows us to, in effect, auto-
mate the act of how we control the pumps 
on location. We use reservoir information as 
we’re doing the work, and algorithms and 
artificial intelligence ultimately drive the out-
come. And because of that, we’ve got more 
consistency in how fractures are created, and, 
at the same time, the pumping is customized 
to the rock.

That combination creates a much better out-
come for our customers, and means less wear 
and tear on our equipment because the pres-
sures are more controlled and smooth.

The key here is the algorithms. They take 
what we know about the reservoir and convert 
that into making a better decision, rather than 
the artisan frack operator deciding.
Investor How much will the industry be able 
to improve recoveries during the next five or 
so years?
Miller I’m going to stay away from the pre-
diction, but I know it will be better. Twenty 
years ago, we drilled through the shale and 
threw that stuff away because it had no value 
at all, and look at it today; it gets bids of up to 
$60,000 an acre in some cases. 

There is a lot of oil in place, and I always 
bet on our industry, our customers and on Hal-
liburton to solve those problems and find new 
ways to increase production. 
Investor Has the oilfield-services sector 
recovered from the downturn, or is it still on-
going?

A Halliburton 
team prepares 
the company’s 
Earthstar ultra-
deep resistivity 
tool, which can 
measure 200 
feet from the 
wellbore.
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Miller Oilfield services are in a better place 
certainly than we were in the downturn, but it’s 
clear that we haven’t recovered to the level we 
were at prior to the downturn. And, so, there’s 
still more recovery to come. We approached 
where we were in the last cycle in the second 
quarter of this year, for example, in North 
America. It’s a story that’s unfolding now.

Customer-spending behavior is a component 
of recovery. I also think that oil price has been 
a component of it and the pace at which mon-
ey gets spent. All of those things have had an 
impact on recovery.

But worldwide, the industry is still recover-
ing. Internationally, we didn’t find the trough 
until the middle of last year. There’s a lot of 
capacity left from the prior cycle that’s yet to 
be consumed, and, as that is consumed, then 
we’ll see more tightness and, I expect, more 
recovery. That is a story to be told as we get 
into 2019 and 2020 and beyond.
Investor What do you think the time line is 
for deepwater recovery?
Miller It’s going to be longer. It’s been “a 
couple years out” for four or five years now, 
so I’m careful with the time line. But it feels 
like it’s a 2020-2021 event.

There are a lot of alternatives to deepwater in 
the world today to invest in, and I think you see 
a lot of capital going into those markets. Deep-
water, in my view, is an important part of the 
energy complex in the future, so it does recover. 

But clearly, it recovers more slowly, and, as 
I look around the world, I think we’ll see some 
deepwater activity picking up. But meaningful 
recovery still feels a couple years out.
Investor FIDs (final investment decisions) for 
deepwater projects have been essentially nonex-
istent for a few years. Do you think that’s going 
to affect global supply?
Miller It can’t help but have an impact. If we 
look at the decline in international capex, it 
stepped down 50% in 2015, another 50% in 
2016 and maybe a little bit more in 2017. 
That’s one of the only times in history we’ve 
had three consecutive years of less spend-
ing—and substantially less spending.

It picked up a little bit [in 2018], by maybe 
5%. It’s a modest recovery. And these are things 
with a seven- to 10-year duration in terms of go-
ing from discovery to new barrels in the tank. 
So, yes, it is having an impact, and it will have a 
more pronounced impact over time.
Investor Do you believe shale technology 
is able to achieve scale in countries beyond 
North America?
Miller There are great opportunities in other 
parts of the world, but getting to scale in-
volves a lot of other things—like access to 
capital and markets and pipeline capacity. We 
almost take for granted the interstate pipeline 
investment in the U.S. that’s made shale so 
successful. That’s what allows a lot of it to get 
to scale. But good rocks are the place to start, 
and from there we can scale up.

We’re invested in the unconventional busi-
ness here and around the world—from a tech-

nology standpoint and an execution stand-
point. We’re very excited about the work we 
won with Saudi Aramco. Our expectation is 
to bring the efficiencies and technologies that 
we’ve delivered in the U.S. to the Middle East.

Similarly, in Argentina quite a number of op-
erators are working in the Vaca Muerta Shale. 
We work for many of them. And, again, that 
same Halliburton execution and collaborating 
in engineering solutions to maximize asset val-
ue for our customers is alive and well.
Investor Has investor sentiment changed to-
ward service companies?
Miller Our metric is always going to be returns; 
returns are always in vogue, and we’ve had lead-
ing returns over almost any period we measure.

About investor sentiment, both generalist and 
energy-specific, it’s tough to call where that is 
on any given day. Clearly, there’s less energy 
investment than there was five years ago and 
certainly less than there was 10 years ago. 

But I know oil and gas is supremely import-
ant to economies and our way of life. It’s an 
important part of GDP—not just in the U.S. 
but practically every country in the world. So 
the demand for what we do remains high, and 
I have a lot of confidence that the best days are 
ahead of us.
Investor What was your biggest challenge 
when you became CEO?
Miller The entire industry was challenged by 
the downturn of the past four years, and we 
were in the middle of that. As we move into 
recovery, I’m excited about looking more to 
the future in terms of how we put great tech-
nology to work and construct better wells for 
our customers.
Investor What are the headwinds and tail-
winds that you foresee in North America for 
2019?
Miller There are clearly headwinds in the 
marketplace with respect to takeaway capac-
ity. In certain basins, there’ll be all sorts of 
labor shortages and things to wrestle with as 
the market picks up, but those are things we 
manage every day. And I expect that, as we 
get into 2019, many of those disruptions are 
resolved.

But what’s most important is where the mac-
ro is on supply and demand for oil. And, right 
now, it’s in the best place that it’s been in prob-
ably four years in terms of both supply—being 
largely constrained or at least known—and a 
strong demand for oil. I expect 2019 overall 
will be very positive for the industry.
Investor If you had to do it all over again, 
would you have remained a professional ro-
deo cowboy?
Miller Absolutely not! It was great at the time, 
but I can promise you the good was out of it 
by the time I let it go. But I wouldn’t trade 
those days for anything because I learned a 
whole lot about life and a whole lot about 
competing while getting to do it. I remember 
those days very fondly.

Business afforded me the ability to compete 
in a lot of the same ways I did when I was ro-
deoing. But I’ve never looked back. I’ve never 
looked back at all. M

“At the 
moment, AI is 

having more 
of an impact 

in the learning 
and advising 

sphere than it 
is in operations 

... and I think 
the human 

intervention, 
at this point, is 
the right thing 

to have.”
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The fracked, horizontal, unconventional-resource bonanza 
seems ubiquitous across the Lower 48. It is not. 

Vertical development of conventional resources is not 
only alive and well on Louisiana’s Gulf Coast, proponents make 
a powerful case for its profitability over horizontal drilling and 
fracking—albeit while the sweet spots aren’t thousands of square 
miles in size.

Wells can cost 10% of those in shale. Leases can cost as little 
as 1%. And prices for crude are higher on the Gulf Coast. Louisi-
ana Light Sweet (LLS) usually fetches a price near that of Brent 
and usually at a substantial premium over West Texas Interme-
diate (WTI). 

It’s old school, but it makes money, according to niche conven-
tional-trap operators like Metairie, La.-based Upstream Explo-
ration LLC, which has almost doubled its production in a year. 
“We took our production from about 2,200 barrels of oil equiv-
alent a day (boe/d) to about 5,300 in about a year’s time,” said 
Michael Willis, president.

SOUTH LOUISIANA 
VERTICAL
Old-time conventional E&P is yielding big profits in South Louisiana 
for these operators familiar with bypassed potential.

ARTICLE BY 
GREGORY DL 
MORRIS

ONSHORE CONVENTIONAL

Baywater Atchafalaya drilling rig, operating for Upstream 
Exploration, drilled the Palmetto D prospect in the East 

Cox Bay Field in Plaquemines Parish, Louisiana. The 
company has drilled four wells so far.P
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James Mertz, 
president of Mertz 
Energy LLC, says 
the company 
is busy with a 
re-drilling and 
turnkey project in 
Iberia Parish, La. 
“We can’t give this 
up because we 
have low-hanging 
fruit on a brand 
new 3-D survey.”

“We drilled a good well, but we also had 
some improvements to our infrastructure that 
have enabled us to increase production overall.”

Of the four wells it’s drilled so far, three 
are in Louisiana waters up to 25 feet deep. 
It has 100% working interest in those, which 
produce from Middle Miocene. It also has a 
50% interest in a well in East Texas.

“Overall our production is split about even-
ly between gas and oil,” Willis said. “Even the 
gas wells flow with high condensate—about 
50 to 100 barrels (bbl) per million cubic feet 
(MMcf). We are driven by seismic, some of 
which is proprietary. We are on our fifth iter-
ation of reprocessing.”

The primary area of exploration is the toe 
of the Louisiana “boot” in Breton Sound and 
East Cox Bay where the Mississippi River 
meets the Gulf. Success has been about 70%. 

Its most recent well—in East Cox Bay 
Field in Plaquemines Parish—encountered 
59 feet of net condensate pay with no appar-
ent water from a 75-foot-gross interval in a 
geopressured Middle Miocene sand at some 
12,000 feet. It flowed some 675 bbl/d and 4.9 
MMcf/d on choke.

The company has 100% working inter-
est in some 4,100 acres in the field. Private-
ly held, Upstream Exploration is owned by 
HighBridge Principal Strategies (HPS) and is 
working with assets acquired in the 2016 re-
structuring of RAAM Global Energy Co., of 
which HPS was a creditor.

Another well came online Aug. 15, flowing 
some 1,700 bbl/d and 13 MMcf/d. It was paid 
for from cash flow. From the start, gas was 
moved through existing pipe in the area, “but 
oil was something of a challenge,” Willis said. 

“From our first discovery, we used barges 
to get the oil out. But, more recently, we have 
tied into a sales line. That has allowed us to 
increase our production rate and improve our 
economics.”

Upstream Exploration is getting Heavy 
Louisiana Sweet (HLS) pricing, which close-
ly tracks LLS. Lifting costs are between $5 
and $6 per boe and the operator’s G&A is 
some $4 to $5 per boe.

“We generate a lot of free cash that we are 
reinvesting in operations. We pay about $250 
an acre for leases, so we are putting our mon-
ey into drilling, not into leases.”

Willis isn’t seeing competition for leasehold. 
“There is a high barrier to entry, especially in 
the state waters. This is a different environment, 
and we have the technical expertise.”

There are other, mostly private, operators 
along the Louisiana coast—some small; some, 
not so small. “The majors have a large P&A 
(plug and abandonment) situation in this area,” 
Willis said, “and we are looking for some ac-
quisitions. But we are not getting into the 
P&A game.”

‘The hits are big’
For Houston-based Mertz Energy LLC, the 

main focus is a Miocene Lower Planulina gas-

trend prospect it plans to drill in Iberia Parish, 
southeast of Lafayette, La. The company just 
sold the bulk of its existing production. De-
tails were not disclosed, but it left Mertz this 
past fall with just five wells and production in 
the 100s of bbl/d.

“Our main focus is to re-drill our existing 
prospect with new partners and a new surface 
location, so we can use a turnkey contract and 
drill a vertical well,” said James Mertz, presi-
dent. “The original effort was an extreme-an-
gle well to try to reduce some surface costs, 
but ended up being more expensive. 

“Resource potential in place is very large for 
a single-well prospect: 88 billion cubic feet 
(Bcf) of gas and 5- to 6 million barrels (MMb-
bl) of oil. We can’t give this up because we 
have the low-hanging fruit on a brand-new 3-D 
survey: AVO, very strong amplitude perfectly 
conforming to structure, and rolling over into a 
fault with pressured shales up-thrown.

“We hope to spud within nine months from 
finalizing our working-interest arrangements. 
We are doing that now, and it’s about two-
thirds complete.”

The target depth is 16,500 feet. “Rig avail-
ability has been an issue,” Mertz added. 
“There are still some available, but fewer, and 
day rates have increased.” 

In addition to his oil and gas business, 
Mertz is active in real estate and venture capi-
tal. Informed by that perspective from outside 
the oil patch, he is clear about the outlook for 
vertical wells. 

“The conventional markets are contract-
ing,” he said. “There are some incredible op-
portunities, but the marginal developments 
are simply not viable.”

However, Mertz added, “I like conventional 
development. The outcomes are binary; there 
are hits and misses. But the hits are big, just 
like in my venture-capital business. 

“In the resource plays, it’s easier to deploy 
large amounts of capital in a short time. That 
is why the big private-equity houses are at-
tracted to the shale plays. Those have a risk 
profile more like bonds. The risk profile in 
conventional development is more like equi-
ty, and the bond market is many times larger 
than the equity market.”

Close to shore
Prospects that Houston-based Blue Moon 

Exploration Co. LLC has generated current-
ly produce some 10 MMcf/d and about 1,000 
bbl/d from about a dozen wells in South Lou-
isiana and Southeast Texas. Most are in South 
Louisiana, on- and offshore. 

Offshore waters can be anywhere from two 
to 2,000 feet, but Michel Bechtel, president, 
said he stays close to shore. “I have worked in 
the federal Outer Continental Shelf, but we are 
not currently there. We now stay in state wa-
ters and inland. Our high ground is a few miles 
north or south of Interstate 10,” Bechtel said.

If conventional production with vertical 
wells harkens back to an earlier era in the 
oil patch, then Bechtel could be one of the 
colorful characters of those times as well. In 
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Michael Willis, 
president, 
Upstream 
Exploration LLC, 
said production 
had almost 
doubled in a year, 
to 5,300 boe/d. 
“We drilled a 
good well, but 
we also had some 
improvements to 
our infrastructure.” 
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Upstream Exploration’s Palmetto 
production barge—including 

storage tanks—in the East Cox 
Bay Field in Plaquemines Parish, 

Louisiana. Upstream almost 
doubled its production in just a 
year from about 2,200 boe/d to 

about 5,300 boe/d.
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addition to his post at Blue Moon, he is mayor 
of Morgan’s Point, Texas—population, 339—
alongside the Houston Ship Channel.

“I’ve been in this business 48 years,” Bechtel 
said, “and had my own company since 1983. 
My business partner, Tom McWhorter, and I 
have been in the oil patch together forever.” 

The headquarters for Blue Moon is in a 
1920s-era building the company bought and 
restored in the historic Heights neighborhood 
of Houston.

“We are probably one of the more active 
and successful prospect-generators in the 
South Louisiana area,” Bechtel said. “We’re 
producing mostly from the Miocene and Frio 
sands and currently exploring Lower Tuscalo-
osa objectives. 

“We are looking for working-interest part-
ners to drill and evaluate major potential in 
East Baton Rouge Parish. That area was a gi-
ant trend in the 1970s and ’80s for the majors.”

When the arrangements are made, Blue Moon 
plans to drill four to five wells. “We generate the 
prospects, lease the acreage and put together the 
play,” he said. “Then we go to the industry for 
working-interest partners.” 

There is a smile in his voice when he men-
tions acreage costs. “Leases are in the range of 
$250 to $300 an acre in South Louisiana. That 
is a mere 1% of rates in the Permian Basin.”

Stacked pay
With multiple sands in a prospect, “we can 

book more reserves under an acreage block 
than for most unconventional plays,” Bechtel 
said. “So, for a few hundred acres, we can look 
at prospects with 40 Bcf of gas and 5 MMbbl 
of oil in place. We don’t have to maintain a 
huge lease block.”

Neither are lease terms onerous. “We actu-
ally make money producing hydrocarbons. In 
the horizontal plays, they seem to make most 
of their money flipping acres. 

“We are privately owned and make money 
selling oil and gas over the long term. We take 
wells to depletion. Our economics are fantas-
tic compared with the unconventional stuff.”

Bechtel is “amazed” that there isn’t more 
interest in conventional production. “If you 
want to make money, go to conventional. The 
economics are better.” 

He has several theories on why the sector 
continues to be overlooked. “There are lots of 
young people in the industry and in finance 
who have never known anything but uncon-
ventional. 

“They are just clueless about conventional. 
As a result, Wall Street only pays attention 
to shale. The players on the financial side are 
very young. They just don’t know.”

One other factor may be the legacy compli-
cations that beset some operators when they 
tried to recomplete fields that had been first 
developed by the majors. There were both 
legal and environmental issues. Those have 
mostly been sorted out, but it gave the area a 
bit of a reputation for a while.

Over at LLOX Onshore Exploration, Cov-
ington, La.-based Taylor Butterworth, chief 
geologist, said, “We have an active drilling 
program with two rigs—one land and one in-
land barge. We will operate three to four addi-
tional wells by the end of 2018. For 2019, we 
have about 15 wells that we expect to operate.” 

LLOX’s prospects are “probably 80% step-
out wildcats and 20% development. Also, to 
note, our working interest ranges from 50% 
to 100% with the average around 75%.”

Rig day rates have increased “due to shale 
plays’ demand,” he added. “Also, we some-
times struggle to find services because people 
and equipment are shipped to unconventional 
basins.” 

Meanwhile, though, ongoing demand for 
services in the Gulf of Mexico “keeps some 
services in the nearby area.” 

A career in land, 3-D
Matt G. Chiasson, president and CEO of 

Lafayette-based Orbit Energy Inc., said oil-
field-service costs in South Louisiana “are 
reasonable, and we’ve been lucky in our abil-
ity to find rigs.

“If I need a rig I can usually get one in 30 
to 90 days because there is a suite of rigs 
available that work specifically in this region. 
We’ve seen activity levels rise in the area,” 
Chiasson said. 

“We have also seen some increase in capital 
coming in—some from independent compa-
nies, some from high-net-worth individuals. 
Those are savvy investors who are eager to 
make money—not just book proven reserves.”

Chiasson believes that “the shale plays are 
really just about proving reserves. It’s a tread-
mill. You have to prove reserves to get cap-
ital, but you need to spend money to prove 
reserves. Some of the areas work well, but it’s 
very expensive.” 

Orbit is mainly producing from Frio north 
of Interstate 10 in southwestern Louisiana. 
“We are using 3-D seismic we shot ourselves 
or have licensed,” he said.

“We are drilling on a large in-house-generated 
prospect portfolio, where we drilled 155 wells 
with a success ratio of approximately 75%—
mostly in that non-pressured Frio regime.” 

All of Orbit’s wells are on land. They cost 
$1.2- to $1.6 million completed; dry holes, 
less than $1 million. “Our honey hole is that 
Frio objective. 

We are also drilling shallower, Miocene tar-
gets and some deeper objectives, such as the 
Cockfield, which is equivalent to the Yegua 
in Texas.”

Forrest Hise, 
manager 
of business 
development at 
Hise Exploration 
Partners LLC, is 
raising capital for 
the company’s 
third program.
“Investors in the 
Gulf Coast have to 
have a contrarian 
mindset compared 
with investors 
who want to pay 
top dollar for 
leases and drill a 
few PUDs in the 
shale plays.”

“Leases are in the range of $250 to 
$300 an acre in South Louisiana.  

That is a mere 1% of rates in  
the Perm ian Basin.” 

Michel Bechtel,   
Blue Moon Exploration Co. LLC

Energy Drilling Co. 
Rig No. 14 drilled 
J.J. Burdin Well 
No. 1 in Section 
28 Field of St. 
Martin Parish, 
Louisiana. Blue 
Moon Exploration 
Co. LLC generated 
the prospect 
and Interstate 
Exploration Co. 
is operator. Oil 
discovery was 
completed in 2016 
and it is currently 
producing.
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The oil zones can be a little gassy, and gas 
zones typically have high condensate yields. 
From a prospect with 200,000 bbl of net re-
serves and low drilling costs, wells are pay-
ing out in six to nine months.

Production is less than 1,000 boe/d; the 
oil is transported by truck. “Gas is a little 
trickier,” Chiasson said, “but we are in and 
around known basins and areas of produc-
tion, so there is usually a pipeline tap within 
a mile or so.” 

The oil gets LLS pricing. “The beauty of 
the Gulf Coast—and especially South Loui-
siana—is that we are getting that Louisiana 
Light Sweet price. We are getting the pre-
mium, while many of the other active areas, 
like West Texas, are taking a hickey.”
Orbit has very little debt. “We raise capital 

in a couple of ways,” said Chiasson, who is 
the majority owner, and is also sole owner of 
Planet Operating LLC. 

“We just finished a small equity-capi-
tal-raise and also go to the industry for work-
ing-interest partners. We have a large port-
folio of prospects and 1,500 square miles of 
3-D seismic data.”

While Chiasson is not adverse to a big pile 
of capital from private-equity investors, he is 
circumspect. “To have $50- to $100 million 
at your disposal would be huge in this Gulf 
Coast region,” he said. “No doubt some good 
things can come of that kind of capital infu-
sion, but you also lose some control. 

“When they say it’s time to sell, it’s time 
to sell.”

Meanwhile, Chiasson recalled, “a boutique 
PE firm came to us several years ago and 
stayed with us for quite a while. It was a good 
experience. The key is to have a well-planned 
model and be upfront and deliver on the busi-
ness plan.”

In the industry for 30 years, he’s run his own 
company for 25. “I’m a landman by schooling 
and trade,” Chiasson said. “I started college in 
1984 when everyone in this business was head-
ing for the hills. It was not the best of times. 

“However, I became an independent land-
man in 1989 and started managing large on-
shore projects in 1994 at the beginning of 
the Gulf Coast 3-D-seismic phase. Orbit was 
founded in 1999 as a result of that 3-D-seis-
mic experience.”

Tuscaloosa Trend
Lafayette-based Hise Exploration Partners 

LLC is the latest manifestation of the legacy 
Hise companies founded in 1968. The drilling 
program that’s just starting is the third for this 
set of Hise entities. 

The first ran from 2000 to 2008 and drilled 
13 Tuscaloosa Trend gas wells to 20,000 feet 
in Pointe Coupee, East Baton Rouge and West 
Baton Rouge parishes. 

That achieved a 200% return on investment. 
Cumulative production has been 90 Bcf and 
1.5 MMbbl of condensate. Several of the 
wells are still producing.

The second program ran from 2014 to 2015 
in Pointe Coupee, East Baton Rouge, Allen 
and Vermillion parishes. Those wells targeted 
shallower formations. Cumulative production 
to date is some 2.5 Bcf and some 650,000 bbl 
of oil.

Forrest Hise, manager, business develop-
ment, is raising capital for the third program, 
dubbed “Black Bear.” 

“It is custom-packaged based on the private 
investor,” he said. “Each drilling program re-
flects the current and long-term trend of the 
commodity price. Program I was drilled, target-
ing the deep sourcerock of the Tuscaloosa be-
cause gas prices could support the capex budget. 

“In the Black Bear program, Portfolio 1 tar-
gets shallower, oil-bearing formations using 
non-pipe-setting wells.”

HEP was planning at press time to spud 
the first well in the Black Bear program, said 
Richard Hise, CEO. “Target depth is near 
13,800 feet. The wells in this program will be 
vertical and target oil-bearing reservoirs. 

“These wells should flow naturally from 
partial water drive, which is consistent with 
other our operations in the area.”

The four prospects for Black Bear are 
10,500 to 13,800 feet in depth. Rigs are avail-
able, said Richard Hise. “The barge market is 
typically more available, but they can be hard 
to move.”

Forest Hise said Black Bear has had “a 
whirlwind of activity. The major players in 
private equity have not seen the enormous 
potential in the Gulf Coast, which is a big ad-
vantage in terms of our lease efforts for each 
project. 

“However, the risk profile seen in Gulf 
Coast prospects is different than for prospects 
in the resource plays. For example, the re-
turns are greater and the land costs are not as 
enormous as those in West Texas.”

He added that “investors in the Gulf Coast 
have to have a contrarian mindset compared 
with investors who want to pay top dollar for 
leases and drill a few PUDs in the shale plays. 

“Our investors see the opportunity in Lou-
isiana and have felt firsthand the positive 
results when the log comes into the office, 
showing large pay zones from water-drive 
reservoirs.” 

Publicly held operators have very little 
presence in South Louisiana; their nearest 
activity mostly consists of horizontal Aus-
tin Chalk development. Transportation is by 
truck or barge for oil.

“There is a tremendous number of pipelines 
for gas,” said Richard Hise. “We start early in 
our planning to get the resource out, working 
through a marketer.” 

It also helps that the Hise companies have 
been active in the area for decades. “We have 
a 30-year track record of success and an asset 
team with 244 years of combined experience. 

“We are based in Lafayette and are dealing 
with local landowners, vendors and opera-
tors. We are even on good terms with regula-
tors, having had them out to our operations to 
see that we do a good job.” M

Matt Chiasson, 
president and 
CEO of Orbit 
Energy Inc., said 
rig availability 
for southwestern 
Louisiana projects 
is good. “If I need 
a rig, I can usually 
get one in 30 to 90 
days.”
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When capital markets are challenging 
and none of the traditional instru-
ments in the financial toolbox look 

attractive, investors tend to rediscover mezza-
nine finance. And, after the turmoil through-
out world markets in October, the flexibility of 
mezzanine may make it particularly appealing 
to investors. 

For users, mezzanine capital is not designed 
to be a permanent source of capital; rather, it 
is an intermediate financing tool, typically for 
a specific project. Terms usually consist of an 
interest-bearing component, coupled with an 
element of upside for the capital provider. His-
torically, the latter “equity kicker” has taken 
the form of warrants, net-profits interest, over-
riding royalty interest and other instruments.

Funding growth projects can be tough in to-
day’s energy sector, in which E&Ps are at risk 
of criticism for raising debt above certain lev-
els or for issuing equity to fund capex projects 
in excess of cash flow. Mezzanine financing’s 
focus on a particular project means leverage is 
generally for a limited period, while equity di-
lution, if incurred, tends to be temporary rather 
than permanent. 

A leader in the sector, like The Carlyle 
Group LP, has recently financed projects from 
$75 million to $1 billion or more. Other pro-
viders focus on a narrower range of projects. 
Prudential Capital Energy Partners LP makes 
investments ranging from $10 million to $50 
million in its new mezzanine fund. Macquarie 
Bank Ltd.’s investments typically range from 
$25 million to $100 million.

“There’s a particularly attractive dynamic in 
the market right now,” said David Albert, co-
head of Carlyle Energy Mezzanine Opportu-
nities Fund II LP. “The demand for capital is 
significant because of what’s happening in the 
equity-capital markets. Equity shareholders 
generally want companies in the energy sector 
to live within their cash flow.

“That being the case, if a company needs to 
grow and they don’t want to do it by raising 
debt or having it be dilutive by issuing equity, 
then asset-level mezzanine or another type of 
structured solution is really the only way to go 
to increase your growth without running afoul 
of some of the other sensitivities out there in 
the marketplace.”

Promising deals
Carlyle has joined with two large-cap E&Ps 

to help accelerate production growth and, in 
turn, pull forward net asset value that other-
wise may not have been fully realized. 

In September, it and Diamondback Energy 
Inc. entered an agreement to fund development 
of Diamondback’s assets in the San Pedro area 
of Pecos County, Texas, in the southern Del-
aware Basin. Of the estimated $620 million 
cost, Carlyle is funding up to 85% of the de-
velopment in a five-year period.

In 2017, Carlyle and EOG Resources Inc. 
struck a joint-venture (JV) drilling agreement 
covering EOG’s assets in the Marmaton play 
of Ellis County, Okla. In this, Carlyle is pro-
viding $400 million in a four-year program. In 
both cases, after certain performance hurdles 
are achieved, Carlyle’s working interests will 
largely revert to the two E&Ps. 

“Diamondback and EOG were both in the 
position of having more attractive acreage and 
inventory than they can actually pursue at the 
moment,” Albert said. “You could decide not to 
develop it and just hold onto it for later. But the 
further you push that out into the future, the less 
you’re getting any credit for it in your stock price.

“They’re going to choose their own best 
projects first. Some of their wells generate 
IRRs [internal rates of return] of 50% to 60%, 
for example, and others, 30%. For Diamond-
back and EOG, a 30% IRR well may not make 
the cut. But, for us to be able to partner with a 
blue-chip operator in acreage that is attractive, 
that’s a win-win for everyone.”

Factors common to the transactions are 
“they’re both deals where we’re funding the 
drillbit; they’re both deals where we’re not 
paying for acreage; and they’re both deals 
where there are reversionary working interests. 
So our equity participation steps down after we 
get a minimum threshold return.

“But they both have tails, so we keep some 
of the upside.”

Comparing the two transactions, the EOG 
deal was “a little bit later-stage” so that, “to a 
large degree, we had a pretty well-delineated 
play from the early days,” Albert said. Con-
versely, the Diamondback assets were “in a 
slightly earlier stage of development,” so “we 
had more protections for ourselves.

COULD MEZZANINE 
BE RE-EMERGING?
The intermediate financing tool is getting investors’ attention in 
“log-jammed” A&D and equity markets. 
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“We needed to make sure the wells were go-
ing to perform as expected before accelerating 
the rate of development.”

But the attraction for Carlyle’s partners is 
that “the bulk of the upside goes back to them 
after we hit a certain threshold, no matter what 
the return is,” he noted.

Development, not wildcatting
Does the structure bear some resemblance 

to a DrillCo JV? “It is like a DrillCo, but the 
main difference is the amount of reversionary 
interest,” Albert said. 

“Most investors in a DrillCo are excited 
about the equity upside and are less concerned 
about having downside protection with some 
equity-kicker. It’s a subtle difference, but it 
drives how you structure the deal. The key 
question is ‘Does the asset and the structure 
have enough stability to give us comfort on 
the downside?’”

Here, the risk profile of the play—for exam-
ple, a manufacturing-style play vs. wildcat-
ting—is a major factor.

“To the degree the play has been fairly 
well-delineated and you have protections in 
place, like caps on drilling costs, then you ac-
tually can get comfortable that your downside 
is in a manageable position,” he said. “You’re 
not taking full equity risk, because you have 
two forms of an embedded cushion. 

“One, you haven’t paid for acreage. Two, 
you can be selective as to participating in spe-
cific fields based on, for example, results from 
analog wells in the area.”

Overall, Carlyle targets returns in the mid-
teens, although specific risk factors, such as 
a play’s stage of development, etc., can move 
the threshold up to the higher teens, accord-
ing to Albert. 

Having the scale to do larger deals has helped 
Carlyle, as “there’s less competition for bigger 
deals of $500 million and up, and there’s less 
competition for deals with hair on them,” he 
said. “You have to decide which areas you want 
to focus on. We want to deploy capital in areas 
that have more attractive risk-adjusted returns, 
which means you have to be more creative.” 
E&Ps are reluctant to rely too heavily on the 
banks, Albert said. 

E&Ps are reluctant to draw down large bank 
facilities if they can avoid it,” Albert said. 
“People don’t want to come close to the edge 
and load up on bank debt, given how fickle 
the banks have been and the risk of getting 
squeezed in a downturn in pricing. That’s why 
our capital has such appeal—because they 
know that, even if commodity prices go south, 
they still have runway.”

Similar to unitranche
Prudential closed fund-raising on its Pru-

dential Capital Energy Partners Fund I LP at 
$343 million in September. The PCEP fund 
continues a history of mezzanine financing 
previously conducted by Prudential Capital 
Group, the $81-billion private-capital arm of 

PGIM, the investment management affiliate 
of Prudential Financial Inc. 

“Our fund is targeting the middle market,” 
said Randall Kob, managing principal, Pru-
dential Capital Energy Partners. “We look to 
deploy $10 million to $50 million in individu-
al transactions. We’re typically the sole capital 
provider in a company’s balance sheet. From 
time to time, we’ll provide both senior debt 
and junior capital from the fund, similar to a 
unitranche financing.”

As of June 30, the fund had invested in four 
companies. Two were acquisitions made with 
the goal of using the junior capital to acceler-
ate production and to subsequently refinance 
the mezzanine by increasing the operators’ re-
serve-based borrowing base.

One, Prairie Provident Resources Inc., is 
based in Calgary, where the retrenchment by 
middle-market banks has created particular 
opportunities. “We suspect there may be a size 
bias on the part of capital providers,” Kob said. 

“We’ve seen some very solid underwriting 
opportunities in certain markets that are less 
efficient, such as those serving smaller enter-
prises with 1,000 to 2,000 bbl/d of production.”

In certain cases, an enterprise can be formed 
specifically to buy a package of properties 
using mezzanine capital. In this instance, 
Kob said, the incoming team is not only in 
control, but typically contributes meaningful 
equity or assets to support the leverage. This 
is in contrast to an investment by a private- 
equity-backed team, where management has 
less control and a lower ownership interest. 

Not formulaic
“What’s different about our approach is that 

it’s not formulaic,” Kob said. “Deal terms are 
a function of the profile of the assets and the 
capability of the team. And we have the ability 
to design structures for the circumstances as 
they present themselves. 

“Our typical investment is $25 million, but, 
with co-investments, we can go above $50 mil-
lion for the right transaction.”

The PCEP fund is targeting IRRs of be-
tween 16% and 18%. Where the risk profile 
is viewed as being fairly modest, a contractu-
al return is used, combining an interest rate, 
a payment-in-kind feature and certain fees. 
If more meaningful drilling risk is involved,  
a coupon of between 9% and 10% may be 
coupled with a net-profits interest—and  
potentially a warrant—to offer appropriate 
upside participation. 

The fund may also offer an “advancing mez-
zanine facility,” based on a proved, producing 
asset that funds further development drilling, 
with cash flows sent to a depositary account 
pending well results and establishment of 
funding for a next tranche of wells. 

“That’s probably the highest-risk form of fi-
nancing we do, and our return would include a 
net-profits interest, warrant or common equi-
ty,” Kob said.

“We’re providing a higher level of outstand-
ing debt than what’s available in the conform-
ing-bank-loan market. Typically, it’s more 

“What’s different 
about our 
approach is that 
it’s not formulaic,” 
said Randall 
Kob, managing 
principal, 
Prudential Capital 
Energy Partners. 
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than what can be achieved in a unitranche or a 
first- and second-lien format. 

“And the advancing mezzanine facility is 
funding drilling based on a very detailed anal-
ysis of the drilling inventory and also the exist-
ing asset base.”

The investments’ expected duration may 
vary. In the U.S., investments are likely to be 
made predominantly in private companies. In 
Canada, however, the fund is invested with 
publicly held Prairie, and Kob said further 
such investments may occur. 

PDP vs. PUD weighting
For Macquarie Bank, the focus of mezzanine 

finance continues to be mainly on private op-
erators, often those “a little off the radar,” ac-
cording to Drew Allen, senior vice president in 
its energy-capital group. 

The sweet spot for investments is $50 mil-
lion, but can range from $25 million to $100 
million for “a single hold.” Macquarie can also 
participate with other capital providers in larg-
er “club” deals.

Key drivers for private operators turning to 
mezzanine are threefold, Allen said. One, a soft 
A&D market for less-delineated assets; two, 
increased investor focus on free cash flow vs. 
growing inventory, as witnessed in 2016 and 
early 2017; and, ultimately, three, the “need to 
drill more wells to get to a monetization event.” 

Similarly, for public companies, mezzanine 
continues playing a key role in financing spe-
cific projects at more attractive costs of capital 
than in equity markets, Allen said. “Frankly, it 
may not make sense to issue equity if the as-
sets being developed are no longer considered 
an ‘equity’ level of risk.”

However, in recent years, he noted, mezza-
nine finance has experienced increased com-
petition from new capital providers primarily 
offering DrillCo structures.

“We think of our form of capital as acceler-
ation capital for a project that essentially al-
ready works and is economic at today’s pric-
es,” he said. “But you can only get so far with 
a borrowing base, so we provide the additional 
capital to accelerate the development plan at a 
cheaper cost of capital than equity. 

“We work with companies and their pri-
vate-equity sponsors who want to continue 
developing their assets in preparation for a 
monetization event down the road at a better 
valuation, and we provide them the capital to 
get there.”

Most financings by Macquarie involve 
“non-equity levels of risk, where hydrocarbons 
are clearly in the ground, and operators have 
shown those hydrocarbons can be extracted 
economically,” Allen said. 

These financings can involve projects that 
are more heavily weighted with PDP [proved 
developed producing] assets to ones that are 
more weighted to PUD [proved undeveloped] 
assets, according to Allen. The PDP vs. PUD 
weighting, as well as the amount of capital 
being sought, are factors determining Macqua-
rie’s cost of capital, along with other structural 
items, such as hedging and covenants.

Projected returns targeted by Macquarie, 
assuming no equity-kicker, can vary from 8% 
to 15% “all-in.” In addition to an upfront fee, 
variables include a floating interest rate tied to 
Libor depending on the perceived risk of the 
deal and a possible pre-payment penalty. If 
risk levels warrant inclusion of an equity-kick-
er, “we’d want to be up in the 15% to 20% 
range for our all-in return,” Allen said.

In terms of E&Ps that may find mezzanine 
attractive, he pointed to “small private com-
panies that are a little off the radar because 
they either haven’t drilled that many wells or 
they’re under-served because they don’t have a 
large acreage position. 

“It’s fairly rare that you see a capital provider 
finance a company with only 5,000 to 15,000 
acres. That’s where we can carve out a niche.”

Macquarie is willing to downscale in terms 
of acreage size in light of its in-house tech-
nical staff—four engineers and a geologist—
who can evaluate assets very closely and come 
up with an educated view of the project’s fu-
ture cash flow, Allen said. If everything goes 
to plan, “these are three- to four-year deals 
that we expect to be refinanced in 18 to  
24 months.”

Capital competition
Allen is candid about other sources of pri-

vate capital providing increased competition 
in the space. “The reality is that it’s become 
harder to find a good [mezzanine] deal right 
now with equity upside,” he said. “Private eq-
uity has just ballooned because the flexibility 
they provide makes it easier for companies to 
execute on their business plans. 

“The other factor is the re-emergence of 
DrillCo joint ventures. Some companies and 
sponsors are less inclined to take on leverage 
or want to lay off some risk, and they view 
DrillCos as a potential way to do that and bring 
in more capital.

“Historically, when we’d do mezzanine 
deals, they were with operators that were ei-
ther so-called ‘mom and pops’ or small private 
operators that already owned an asset. They 
may have had some other type of capital be-
hind them, but it wasn’t private equity.

“We were typically the primary capital pro-
vider in those deals. Now we’re a secondary 
source of capital, working with private equity, 
as opposed to competing with them on occa-
sion. And that’s where we want to be and plan 
to be in the future.”

Nonetheless, deal flow is termed “healthy” 
because of the apparent logjam in A&D and 
equity markets—not despite it.

“We’ve seen a lot of activity in the last 12 
months; deal flow has been healthy,” Allen 
said. “I keep coming back to a saturated A&D 
market and a highly cautious equity market. 

“The smaller E&Ps have to grow up more—
to be more mature in the life cycle of a busi-
ness—to attract a buyer. By necessity, you 
have to find capital elsewhere to continue drill-
ing wells.”  M

“We provide the 
additional capital 
to accelerate the 
development plan 
at a cheaper cost 
of capital than 
equity,” said Drew 
Allen, senior 
vice president in 
Macquarie Bank’s 
energy-capital 
group. 
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“We’re really changing the world.” 
The thought hit Jennifer Stewart, 
Southwestern Energy Co.’s senior 

vice president, government and regulatory 
affairs, in Washington, D.C., while presenting 
at the World Gas Conference last June.

Stewart participated in two panel discus-
sions on the importance and role of meth-
ane-emissions mitigation and strategies to 
improve companies’ environmental footprint. 
As the fourth-largest U.S. natural gas provider, 
Southwestern’s clean-burning fuel is being ex-
ported worldwide. 

But her thought was tempered by realization 
that “climate benefits are only going to be real-
ized if the industry as a whole addresses meth-
ane emissions,” she said.

“It’s not just the right thing to do for the en-
vironment. It’s a risk-management approach, a 
differentiation approach, and it’s also a value 
approach. Any methane that’s leaked is meth-
ane that’s not sold. So it just makes sense from 
a bottom-line perspective.” 

For Southwestern and other producers—as 
well as midstream and downstream compa-
nies—efforts to reduce methane emissions 
have been long-term. Their goal was to re-
duce their cumulative methane emissions to 
1% by 2025.

In November, after a four-year effort, a 
group of 16 energy companies called Our Na-
tion’s Energy Future (ONE Future) released its 
first report detailing how it’s fared in achiev-
ing its aggressive 1% goal. In 2012, the over-
all gas industry’s methane intensity—the ratio 
of net emissions to throughput volumes—was 
1.44%, federal data show.

ONE Future participants surpassed their 
2025 goal eight years early: The group’s com-
bined methane intensity was 0.55% in 2017. 

ONE Future’s numbers are not fanciful or 
puffery. For years, the group laid the ground-
work for its efforts, working with the U.S. Envi-
ronmental Protection Agency (EPA), the Obama 
Administration and environmental groups to 
ensure its results would be seen as legitimate. 

Its protocols were developed in partnership 
with the U.S. Department of Energy and its re-
sults independently reviewed by the National 
Energy Technology Laboratory and by Inno-
vative Environmental studies. 

The ONE Future participants collectively 
account for 10% of U.S. gas production, 32% 
of gas-transmission miles and 9% of distribu-
tion. Other companies, including oil and gas 
majors, have joined similar groups to increase 
profitability and to demonstrate their steward-
ship of the environment. 

Efforts by ONE Future have largely gone 
unnoticed outside of the industry.  And in-
vestors and consumers are increasingly con-
cerned about using fuel perceived as harmful 
to the environment.

“What ONE Future’s report validates is  
that targeted investment in abatement tech-
nologies can significantly reduce meth-
ane emissions across the natural gas supply 
chain,” said ONE Future executive director 
Richard Hyde. 

“We are demonstrating that natural gas can 
indeed meet the growing energy needs of our 
country in a sustainable manner, and, as our 
coalition continues to grow, we look forward 
to helping new members across the country 
achieve their methane-reduction goals.” 

The coalition’s members operate in 11 of 
19 U.S. basins and in additional regions of 
the country. Its members include Antero 
Resources Corp., Apache Corp., Berkshire 
Hathaway’s BHE Pipeline Group, BHP Plc, 
Dominion Energy Inc., Equinor ASA, EQT 
Corp., Hess Corp., Jonah Energy LLC, Kind-
er Morgan Inc., National Grid Plc, Noble En-
ergy Inc., Southern Co.’s Southern Company 
Gas business, Southwestern Energy, Summit 
Utilities Inc. and TransCanada Corp.

Southwestern, a founding member, sur-
passed its methane leak/loss-rate goal of 
0.36% of gross production with a 0.22% 
methane intensity. Its efforts have proven 
profitable beyond just sparing gas from es-
caping, including signing up a utility that 
wants more “responsibly produced” gas.

‘War stories’ 
During a span of about four weeks in 2015, 

a turbocharged Mooney TLS Bravo M20M 
flew over the gas operations in Arkansas’ Fay-
etteville Shale. The purpose was to conduct a 
series of top-down emissions measurements—
and solve a scientific riddle. Readings on the 
ground and in the air didn’t match. 

THE GREENER  
GREEN GAS
E&Ps are voluntarily banding together to rein in methane losses 
along the value chain. They’re hitting remarkable targets—and far 
earlier than anticipated.
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Colorado State University, the Nation-
al Oceanic and Atmospheric Administration 
(NOAA), the Colorado School of Mines and 
others teamed up for the study. But capturing 
the precise measurements required E&Ps to 
open up their sites to scientists.

The sponsors included Southwestern as well 
as XTO Energy Inc., Equinor, Chevron Corp. 
and the American Gas Association.

The genesis of ONE Future began with 
Southwestern setting a goal of achieving meth-
ane leakage below 1%, Stewart said. Initially, 
seven other companies joined. To make it work 
required cooperation among all the companies, 
as well as the EPA, the White House, univer-
sities and researchers, and environmental 
groups.

ONE Future participants have invested in 
reducing emissions since 2014, upgrading and 
replacing pipeline infrastructure as well as ac-
tively seeking and repairing system leaks.  

Southwestern has gone to great lengths to 
create an engineering philosophy in which it 
tries to build facilities and use equipment that 
loses as little methane as possible. “As much 
as we can, we ‘design out’ the loss of meth-
ane,” said Clay Murral, who oversees South-
western’s air-quality program.

The coalition advocated for technologies 
that complied with—but weren’t mandated 
by—the state or federal level. For the industry 
operators, emitting less means increased prof-
itability. But the organization worked out dif-
ferences with EPA-approved reporting proto-
cols to demonstrate “credible and measurable 
results,” ONE Future reported.

As a group, participants also learned from 
one another. “One of the benefits of having 
a coalition like this is you’re able to share 
war stories, so to speak, and best practices,”  
Hyde said. 

“As we started talking through this, we 
found additional ways that companies could 
deploy technologies or use an existing tech-

nology maybe in a more cost-ef-
fective way.” 

ONE Future pushed a policy 
framework that incorporated sci-
ence-based performance targets, 
giving operators across the value 
chain the flexibility to deploy their 
capital and resources as they saw fit.

Capitalist enterprises need goals, 
not processes. ONE Future wanted 
outcome-based measures “rather 
than a one-size-fits-all process for 
every producer, pipeline company 
or gathering company across the 
U.S., no matter the size or geogra-
phy,” Stewart said.

Southwestern sees a responsi-
bility to mitigate venting methane 
into the atmosphere, she said. The 
role of natural gas as a low-carbon 
fuel could be offset by uncontrolled 
methane emissions. But it also is 
cost effective.

“You can’t look at one side of the 
equation,” she said. “You have to 

look at both sides.” 
And while environmental stewardship is im-

portant to the company, its efforts were not a 
reaction to outside activists or other pressures. 
“It’s not a defensive posture. It’s more of a pro-
active posture,” she said. 

“We recognize that natural gas is a low-car-
bon fuel, clearly. It’s a much cleaner fuel than 
coal—or oil, for that matter. But it’s primarily 
methane, which we know is a greenhouse gas 
due to its heat-trapping ability.” 

Before ONE Future, Southwestern already 
had a robust leak-detection and -repair pro-
gram, Murral said. “At that stage in the game it 
was a voluntarily program, which we continue 
to this day,” he said. “We survey all of our fa-
cilities, regardless of regulatory requirements.”

Southwestern’s efforts to work with reg-
ulators have given it flexibility to test new 
technologies and methods as they were devel-
oped, providing feedback to developers even 
when some ideas weren’t accepted by exist-
ing regulations. 

The company’s partnership with Colorado 
State University’s Methane Emissions Technol-
ogy Evaluation Center has also enabled research 
space to conduct studies in a semi-controlled 
environment that mimics actual facilities. 

“CSU is able to operate this facility, coordi-
nate studies and have industry, technology com-
panies and regulatory agencies test existing and 
emerging technologies,” Murral said. “It’s been 
an extremely successful operation that they 
have there.”

“They narrowed down where that difference 
came from, and it had to do with timing of the 
measurements,” Murral said. “It was a seminal 
study that has basically solved this conundrum 
that had been going on for a while between 
these two different methodologies. 

“And it validated them both. They’re both 
correct and quite accurate. It’s just the timing—
relative to activity—and what can be deduced 
from each that provides the best sort of answer.”

“The realization 
was you had 
methane 
emissions and, if 
you’re a producer, 
that’s basically 
just money going 
up in the air,” 
said ONE Future 
executive director 
Richard Hyde. 

Southwestern 
Energy Co. 
personnel survey 
a Marcellus site 
for emissions, 
using infrared 
optical gas 
imaging. 
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Another study is evaluating the efficacy of 
leak detection and repair conducted with opti-
cal gas-imaging and the human factor. “It had 
been assumed for the longest time that [optical 
technology] would reveal 100% of the leaks,” 
Murral said. 

“What they’re finding is that’s not truly the 
case. What this research does is provide a ba-
sis upon which emerging technologies can be 
evaluated in the leak-detection realm that I 
think is going to lead us to that step-change, 
the next major improvement in that field.” 

Under pressure
In October 2017, scientists at Stockholm 

University warned of “strong emitters” in 
the Baltic Sea that were responsible for an 
estimated 9.5% of the area’s greenhouse-gas 
emissions. The culprits: seaworms and Lime-
cola balthica, the latter better known at din-
ner tables as the clam. 

The macrofauna help produce an unhealthy 
share of gas—the worms by disturbing the 
seabed; the clams, in the usual, digestive 
way—according to research published in the 
journal Scientific Reports.

While not all sources of emission may be 
as clear cut, oil and gas industry-led groups 
have banded together, as with ONE Future, 
to plug the leaks. The motives vary. CEOs 
at major oil companies have thrown support  
behind addressing climate change; others feel 
more pressing concerns from investors and 
activists. 

“The investor community has really pushed 
for how companies are going to behave in a 
sustainable way with a lot of issues—methane 
being one of those,” ONE Future’s Hyde said.

In 2018, investor groups, including As You 
Sow, an environmental-protection and -conser-
vation nonprofit, led a charge against several 
companies in an attempt to force oil and gas 
producers to disclose more about their meth-
ane emissions, policies and procurement. 

Along with other groups, Anadarko Pe-
troleum Corp., Chevron, Devon, Dominion, 
Kinder Morgan, Energen Corp., EQT and 
Range Resources Corp. all faced shareholder 
initiatives. Miller/Howard Investments Inc. 
filed several measures, as well, though they 
were withdrawn after Devon, EQT, Energen 
and Anadarko agreed to improve disclosure. 

In May, Range held a vote on the matter af-
ter a measure was introduced for the E&P’s 
annual meeting. Shareholders narrowly de-
feated the measure, coming within one-half 
of a percent of approving it. 

Other companies are voluntarily moving to 
share more with the public for multiple rea-
sons. The American Petroleum Institute’s The 
Environmental Partnership and the volun-
tary, CEO-led Oil and Gas Climate Initiative 
(OGCI) have pledged to reduce emissions. 

The OGCI members represent about 30% 
of global oil and gas production. Royal Dutch 
Shell Plc, an OGCI member, has targeted 
methane-emission intensity below 0.2% by 
2025. The target covers all oil and gas assets 
Shell operates. 

Occidental Petroleum Corp. is a member 
of both organizations. “Industry innovation 
and collaboration have a critical role to play 
in addressing climate change,” said Richard 
Jackson, Occidental senior vice president, 
operations support. 

“The OGCI can be a catalyst for change 
and Occidental will be working with the other 
members to contribute to a collective goal of 
achieving significant reductions in methane 
emissions by 2025.” 

The OGCI aims to collectively decrease 
emissions by stepping up the speed and scale 
of the initiatives individual companies are 
taking. The details of how that work will 
progress is still taking shape, but Occidental 
will look to identify and develop emission-re-
duction opportunities across the value chain.

“We are still very early in our engagement 
with OGCI,” Jackson said, “but look forward 
to transparently sharing emission-reduction 
techniques and technology.” 

Occidental has already joined efforts to be 
more open about how it’s trying to limit emis-
sions. It voluntarily participates in the EPA’s 
Natural Gas STAR Program. It was also one 
of the first companies to join API’s The Envi-
ronmental Partnership in 2017. 

However, it committed to going beyond the 
partnership’s requirements by saying it would 
“report our progress in implementing initia-
tives annually on our website,” Jackson said. 

Since 1990, Occidental has implemented 
a broad range of projects to reduce methane 
emissions, resulting in preventing 17.2 billion 
cubic feet reaching the atmosphere through 
year-end 2016. However, the continued ad-
vancement in technology will be key in iden-
tifying and quantifying emissions.

“Occidental is advancing carbon capture, 
utilization and sequestration (CCUS)—with 
specific focus on CO2 EOR where we are an 
industry leader,” Jackson said. “This technol-
ogy has the potential to help achieve global 
goals for reducing emissions with the benefits 
of doing so in a relatively short timeframe.”

A steady advancement in the breadth and 
sophistication of technology for identifying 
and quantifying emissions is helping. Occi-
dental uses forward-looking infrared cameras 
to identify possible emissions leaks on equip-
ment and components, such as pneumatic 
valves, plunger lift systems, storage tanks, 
compressors and glycol dehydrators.

Kinder Morgan 
Inc. already 
quietly ran 
a methane-
emissions 
plan, said Tom 
Hutchins, vice 
president, 
environmental 
health and safety, 
Kinder Morgan 
Natural Gas 
Pipelines.  “We 
were pretty quiet, 
staying under the 
radar screen.”

Occidental’s Methane-Emissions Curtailment Efforts

Valves, flanges, pump seals Adopted lower-emission thresholds to identify 
and minimize leaks. 

Green completions Wellhead-gas capture during completion; sur-
veyed 2,500 leaks between 2016 and 2017.

Pneumatic controls, instrumentation Adopting low-bleed or no-bleed pneumatic valves 
or transitioning to compressed air instead.

Vapor-recovery units (VRU) Capture and recover gas from certain equipment, 
rather than venting. 

Infrared cameras Help in identifying and eliminating leaks. 

Source: Occidental Petroleum Corp.
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OGCI, through its $1-billion Climate Invest-
ments fund, is also supporting promising tech-
nologies and seeking additional collaboration 
opportunities. “Looking ahead, scientists are 
working to advance aerial-survey and satellite 
techniques from the laboratory to commercial 
ventures and Occidental is one of the member 
companies helping to facilitate this process,” 
Jackson said.

The operator continues to explore other in-
novation for its processing facilities and in-
frastructure where it can better consolidate, 
monitor and proactively manage maintenance, 
while ensuring a high operating efficiency and 
enhanced environmental performance.

Plans are to unveil its new emissions tar-
gets in 2019. The company’s direct-emissions  
reduction plan will include a 2030 emissions 
target with shorter-term milestones and actions 
it will take at the asset level.  

A subsidiary, Oxy Low Carbon Ventures 
LLC (OLCV), is capitalizing on its parent’s 
EOR leadership by developing CCUS projects 
that source man-made CO2. The company is 
also promoting other complementary innova-
tive technologies that help advance its business 
while reducing emissions. 

In November, OLCV announced an invest-
ment agreement, subject to regulatory approv-
al, in NET Power LLC’s development of a 
low-cost gas/electric power system that gener-
ates no atmospheric emissions. The power sys-
tem captures all CO2 and produces no nitrogen 
oxide (NOx).

The progressives
The initial eight companies that formed 

ONE Future in 2014—and the members that 
have since joined—are what Hyde calls “pro-
gressive” in that they “want to find solutions as 
opposed to the ‘just say no’ crowd.”

The companies, including Southern Com-
pany Gas, where Hyde was formerly in a 
government-relations role, came to the con-
clusion that methane emissions were an is-
sue—though, from a climate-change perspec-
tive, “whether it’s man-made or not was not 
part of the argument.”

“The realization was you had methane emis-
sions and, if you’re a producer, that’s basically 
just money going up in the air,” he said. “It makes 
good business sense to reduce your emissions.”

In competition, natural gas becomes a 
formidable player when methane intensity 
across the value chain falls below 1.3%, par-
ticularly when going head to head with coal,  
Hyde said. 

ONE Future’s founders also saw the Obama 
Administration eyeing regulations of meth-
ane “under the traditional command-and-con-
trol type regulations,” he said.  Instead, the 
companies came together to design a tool-
box of technologies that could fit differing 
needs—“because not everybody is created 
equal,” Hyde said. 

Within the industry, few thought that the 
EPA’s approach would work because it didn’t 

account for how each company’s operations 
varied. In 2014, ONE Future engaged direct-
ly with the White House and EPA, working 
with them “to support a voluntary, perfor-
mance-based program,” he said.

The coalition also worked to get federal ap-
proval of ONE Future’s estimation methods 
for methane. “That was the result of South-
western Energy leadership going to the White 
House on numerous occasions under President 
Obama’s administration and working with the 
EPA,” Murral said. 

With the ground rules established, the com-
panies could then implement their reduc-
tion strategies. Direct engagement also gave 
companies a way to minimize redundancies 
systemic in the EPA’s command-and-control 
process. ONE Future believes each member is 
best positioned to determine the most effective 
ways to reduce methane emissions. 

“As we looked at those three stakeholder 
groups-employees, investors and customers—
there’s a huge motivation to say, ‘We need to 
address methane emissions and be intention-
al about how we’re addressing and reducing 
those emissions,’” Hyde said.

Stewart sees independent producers as the 
first-movers in methane-emission reduction, 
though, in some cases, reluctant ones. “Com-
panies put time, effort and dollars into cre-
ating a framework for tamping down leaks,” 
she said. 

Company leaders, to varying degrees, were 
skeptical about investing capital in aggressive 
emission-reductions goals. The balance-sheet 
implications weren’t promising either.

“Using ONE Future’s actual data, the cost 
of reducing emissions per Mcf (thousand cu-
bic feet) was $3.35 in 2016,” Hyde said. “The 
price of natural gas, at less than $3 per Mcf, 
meant deficit-spending.” 

From a safety perspective, less leakage 
meant less danger to employees and neigh-
borhoods. Investors were interested in how to 
maximize profit for a business that lives and 
dies on margins. 

“ONE Future also had to get nongovernmen-
tal organizations (NGOs) on board—or at least 
to the point of mutual respect,” Stewart said. 

ONE Future member Kinder Morgan Inc. 
similarly raised a few eyebrows internally. 
However, Kinder Morgan already quietly ran a 
methane-emissions plan before it was brought 
into the open following its $21.1-billion acqui-
sition of El Paso Corp., said Tom Hutchins, vice 
president of environmental health and safety for 
Kinder Morgan Natural Gas Pipelines. 

“There were some within the organization 
that I would say were surprised,” said Hutchins, 
former chairman of The INGAA Foundation 
Inc., a nonprofit that provides support to pipe-
line operators. “We were pretty quiet, staying 
under the radar screen.”

However, significant opposition because of 
methane emissions led the company to join 
ONE Future. 

As for Hyde, his involvement in ONE Future 
began while he worked for AGL Resources 
Inc., which was later purchased by Southern 

“I trust, as an 
industry, we 
recognize that the 
drive to reduce 
greenhouse-gas 
emissions has 
both social and 
material value,” 
said Gretchen 
Watkins, Shell Oil 
Co. president.
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Co. AGL Resources’ corporate culture had ful-
ly backed methane reduction.

Southern is an electricity provider and pro-
ducer and there was a question about the ef-
forts because the company uses coal as a fuel 
source, he said. However, Southern underwent 
a culture shift, with management eventual-
ly becoming a “huge proponent” of curbing 
emissions. Ultimately the calculations added 
other elements. 

“When it comes to employee safety and cus-
tomers, you can’t put a price on that,” he said. 
“Some within the industry generally assumed 
that the cost of reducing emissions didn’t make 
economic sense and, a few years ago, I may 
have agreed. But ONE Future members have 
actually demonstrated that it does make good 
business sense.”

Stewart said its methods are now paying 
benefits. “It’s no longer a novel way of doing 
things. Now it’s just embedded in how we do 
business.”

Green and gas
In September, Southwestern’s emissions ef-

forts paid off in an unexpected way, thanks 
largely to how consumers on the East Coast 
think about energy. The company entered a con-
tract to sell gas to New Jersey Resources Corp., 
a distribution company serving more than a 
half-million customers throughout the state. 

The utility agreed to pay a premium for gas 
to local indices because it is sourced from wells 
that are independently certified as responsibly 
produced under measures that include meth-
ane-emission intensity, wellbore integrity and 
water use. 

“That premium is derived from Southwest-
ern’s reputation and operational excellence,” 
Stewart said. “You’re starting to see our ap-
proach to methane emissions manifest that 
way. We have a couple of other utilities that 
are talking to us about similar contracts.”

Even some that aren’t willing to pay a 
premium are talking to the company about 
how it’s reducing emissions, using water or 
wellbore integrity. “You’re seeing the de-
mand side—especially with utilities that are 
accountable regarding sustainability to the 
citizens they serve—becoming much more 
demanding on methane-intensity-reduction 
efforts,” she said.

Early success by ONE Future doesn’t mean 
member companies will be coasting from now 
until 2025. Stewart said Southwestern was 
“beyond proud” of its early success. 

“It was celebratory,” she said. “We need 
more people to get onboard.”

The industry has a long road ahead in getting 
other operators to participate, while also coun-
tering more-outspoken environmental groups 
that have urged institutional investors to divest 
from oil and gas holdings.

“To do that,” Stewart said, “requires ham-
mering home the data: The U.S. CO2 levels 
are at 1990 levels.” 

Energy-related CO2 emissions fell by 42 
million tonnes in 2017 and were 1% lower 
than in 2016. “Methane is a greenhouse gas, 

so the industry must focus on reducing fugi-
tive emissions. 

“But we certainly can’t ignore the climate 
benefits of the increased use of clean-burning 
natural gas for power generation,” she said. 

At Kinder Morgan, the company has worked 
for more than 20 years to reduce emissions as 
part of the EPA’s Natural Gas Star program. 
Among a multitude of steps, the company has 
replaced high-bleed pneumatic devices with 
low- or no-bleed pneumatic devices, installed 
turbines or electric compression instead of re-
ciprocating engines, and conducted leak sur-
veys to identify and fix leaks.  

With more than 84,000 miles of gas pipe-
lines, its goal was to reduce emissions inten-
sity to 0.3% or less. The results from the first 
ONE Future report show the transmission and 
storage sector, where Kinder Morgan resides, 
has already surpassed its goal, with its meth-
ane intensity in 2017 at just 0.12%. 

“Having already met the goal, we will not 
rest on our laurels,” Kinder Morgan’s Hutchins 
said. “We will continue to look for technologies 
and best practices that will allow us to continue 
managing and minimizing methane emissions.” 

The company wants to take part in reducing 
emissions because it manages the methane 
molecule longer than any other segment of the 
natural gas value chain, he said. Other compa-
nies are also showing a growing commitment 
to emissions practice that is not just good for 
business but also for the environment. 

“I hear that from the folks who are glad 
we’re doing this: ‘It’s something I really want 
to do,’” he said.

At Hart Energy’s Executive Oil Conference 
in Midland, Texas, this fall, Shell Oil Co. in-
coming president Gretchen Watkins said Shell 
is no longer installing flares at new-well pro-
duction pads in the Permian Basin.

The company has phased out greenhouse-in-
tensive technology, such as high-bleed pneu-
matically operated controllers, and is also us-
ing solar energy to power its wellpads. It’s also 
part of the OGCI initiative.

“I trust, as an industry, we recognize that the 
drive to reduce greenhouse-gas emissions has 
both social and material value,” Watkins said. M
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Gathering & Boosting
Production

2012 Emissions and ONE Future 2025 Target

Source: ONE Future. Data for two new-member companies is not reflected.
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Through the combined 
efforts of ONE 
Future’s upstream, 
downstream and 
midstream companies, 
the coalition of 
natural gas companies 
surpassed its targets 
set for 2025 in its first 
year of reporting.

“Industry 
innovation and 
collaboration have 
a critical role to 
play in addressing 
climate change.”

--Richard Jackson, 
Occidental 

Petroleum Corp.
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In January 2016, three E&P executives met 
at a Panera Bread in Houston and contem-
plated what had brought them to this point. 

John Campbell III, Brian Zwart and Lupe Car-
rillo had just departed Rockcliff Energy LLC 
as the operator closed out its first phase and 
moved onto Rockcliff II. 

The triumvirate formed Percussion Petro-
leum LLC to take advantage of market bar-
gains and ready private-equity cash available 
to snag those assets. “We quit our jobs and, 
then, looked at each other during the lowest oil 
price that I had personally seen in my career. 
We wondered if we had made the right deci-
sion,” said Campbell, CEO. 

“We’re calculated. Two of us are engineers 
and Lupe has a very deep background in oil 
fields, so he’s seen the ups and downs in oil 
price before. We’re pretty risk-averse, so it was 
a pretty big leap for us.”

Confidence to go out on their own came 

from discovering they had developed comple-
mentary skills after years of working togeth-
er. Meanwhile, low oil prices were creating 
buying opportunities. Most of all, “capital 
from private-equity firms was accessible to a 
younger team like us for the first time,” Camp-
bell said.

They best knew the ArkLaTex region and the 
Permian Basin, so they focused their efforts 
there, eventually settling on putting together 
acreage in the thick dolomite of the Yeso For-
mation of the Permian Basin in New Mexico’s 
Lea and Eddy counties.

They weren’t the first to use horizontal drill-
ing in the Yeso to take advantage of what had 
been exploited with vertical drilling for de-
cades. Concho Resources Inc. had begun drill-
ing horizontal Yeso wells in 2016—making 40 
wells of these that year—after a decade that 
produced 1,300 Yeso verticals for it on the 
Northwest Shelf.

A PLAY  
ON THE YESO
A start-up in early 2016, Percussion Petroleum LLC has found 
success with horizontal pay from New Mexico’s Yeso.

ARTICLE BY 
TRAVIS E. POLING

OPERATOR PROFILE

Percussion 
Petroleum LLC’s 
founders began 
their hunt for a 
platform asset 
in early 2016 as 
WTI was heading 
to less than $27 
a barrel. From 
left to right, Lupe 
Carrillo, COO; John 
Campbell III, CEO; 
and Brian Zwart, 
chief technical 
officer. 
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Other E&Ps that started to work the Yeso 
horizontally include Apache Corp., Cono-
coPhillips, EOG Resources Inc. and Occiden-
tal Petroleum Corp. Part of the allure of the for-
mation is that it is relatively shallow at 2,500 to 
3,500 feet when compared with producing for-
mations elsewhere in the Permian and in other 
basins. Completed wells may cost $4 million 
or less. Breakeven can be at $30 WTI or less.

For a somewhat risk-averse startup such as 
Percussion, it was irresistible.

In just two years, through numerous acqui-
sitions, Percussion amassed 16,500 acres of 
Yeso on the Shelf, making it the biggest player 
in the western portion. Concho is the largest 
player on the other half of the Shelf.

The company has 46 employees, operates 
220 wellbores, is drilling a new well every 
nine days and has identified 1,200 horizontal 
locations, while it adds more acreage. As of 
late October, production was 9,000 net barrels 
of oil equivalent per day.

Starting with PE
The team’s start came in February 2016 

as Carnelian Energy Capital LP announced 
Percussion as its second investment from 
its inaugural $400-million fund. The Hous-
ton-based investment firm typically starts 
with commitments of less than $100 million. 
Carnelian closed its second fund at $600 mil-
lion in mid-2017.

Campbell said he was introduced to the Car-
nelian partners by a friend and found a good 
fit. Carnelian partner Daniel Goodman re-
called those first meetings and how well their 
goals aligned.

“I could instantly see that John’s work ethic, 
technical acumen and network were top tier,” 
Goodman said. “We spent time in and out of 
the office with John, Lupe and Brian making 
sure the relationship was strong before we 
partnered. 

“We were drawn to their keen sense of value 
creation and the cohesiveness they demonstrat-
ed after having worked together at [Rockcliff 
and Quantum Resources Management LLC]. 
Just as with any relationship or partnership, 
fit is really important, and we all felt like we 
viewed the world the same way and were all 
committed to helping each other succeed.”

The team’s experience and skills were key in 
the deal-evaluation and -acquisition phase and 
in the current operations and expansion stage. 
Campbell and Zwart, both in their early 30s, 
grew up with family connections to the oil and 
gas industry in Houston before pursuing petro-
leum engineering degrees at the University of 
Texas. Carrillo, COO, grew up in Hobbs, N.M., 
where his father worked in the oil field off and 
on in the oil-price cycles, before going to the 
University of Houston for a degree in geology.

Campbell brings the downhole and busi-
ness-development expertise to the team; he 
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began his career in the E&P group at El Paso 
Corp. that was spun out as EP Energy Corp. 
Zwart, chief technical officer, specializes in 
subsurface geology and reservoir management; 
he began his career at Devon Energy Corp.

Carrillo, the eldest of the three at 45, is the 
Swiss Army knife of the group, with decades 
of experience handling accounting, finance, 
risk management and marketing, and managing 
field operations and lift costs. His career in-
cludes XTO Energy Inc. and Schlumberger Ltd.

The early days for the Percussion partners 
were initially in Zwart’s living room—the only 
one without children yet—and, then, in a run-
down Houston office building where they rent-
ed a small space. The office had rusted metal, 
no security, some questionable tenants, a bad 
parking garage, infrequent elevator service and 
was in need of a paint job, recalled Zwart.

“We were doing everything from geolog-
ic mapping and economic modeling to tak-
ing out the trash and hooking up printers” 
after leaving the comfort of the established 
Rockcliff, Zwart said. “When we left, people 
thought we were crazy.”

They moved to offices a step up a few 
months later, but didn’t dip deeper into their 
equity commitment for a classier space until 
after they closed their first acquisition. Getting 
to that first deal took about seven months af-
ter looking at more than 200, evaluating 30, 
bidding on 15, negotiating on four and, then, 
closing on one.

Campbell said, “We worked every holiday 
that year. We didn’t see the light of day in 
2016.”

Zwart said, “At first, we were trying to 
work it as fast as possible to disprove each 
deal. You can’t out-engineer, can’t exploit an 
asset you overpaid for. If we worked it for 
anywhere from a day to two weeks and it still 
checked all the boxes, then it would go to the 
third stage.”

What they were looking for was non-core 
assets from distressed companies that might 
want to sell to avert bankruptcy as oil dropped 
below $27. While some deals looked promis-
ing, most sellers decided to hang on to their 
positions in the Permian and elsewhere, even if 
that meant Chapter 11 in the hope that the as-
sets would eventually lead them back to prof-
itability. As deals fell through, it was on to the 
next and more grueling days of work.

What they ultimately found was a North 
Texas oilman ready to retire from the business 
and willing to sell in the Yeso. As part of the 
agreement, there was no press release about 
the acquisition from Nearburg Producing Co., 
but public data show the change in operator.

The Nearburg acquisition in Eddy County, 
N.M., included 6,000 net acres, 700 boe/d net 
production, 75 operated wells--and a signifi-
cantly undercapitalized program.

The closing was cause for celebration. Car-
rillo said that, before the deal was closed, “I 
sent my wife on a mission to find a great bot-
tle of champagne.” Time passed, “but, as soon 
as we got back from the lawyers’ offices, we 
popped that bottle then and there.”

Fatigue quickly set in. “We were too tired to 
celebrate too much,” Zwart said. “Our world is 
more like a chess game or a golf game with a fist 
pump for small victories along the way.” By the 
time bottle of the bubbly was gone, the mindset 
was already turning to the uphill road of hiring, 
integration and operations in New Mexico.

Things moved quickly then. “From an 
evaluation standpoint, [the deals] got easier 
because we were getting more familiar with 
the area,” Zwart said. While sometimes more 
complex, the larger acquisitions came togeth-
er more quickly than smaller—yet crucial 
bolt-on—buys because the large-operator 
sellers didn’t have small-money sales high on 
their priority list.

In all, Percussion made more than 30 acqui-
sitions in 2017.

The attention the horizontal Yeso play is 
getting lately has tended to drive up acreage 
prices, but there are a few large positions left 
in their core operating area, Zwart said. Camp-
bell said the leasehold could grow from 16,500 
acres to 20,000 in the months ahead. Mean-
while, Percussion is in the process of selling 
much of its roughly 6,000 acres of non-core 
assets outside the Yeso.

A third the cost
In April last year, Percussion completed 

four wells in Eddy County that included the 
highest reported 30-day IP for any of the more 
than 400 horizontal Yeso wells. The Goodman 
22-4H flowed 1,208 boe/d on a three-stream 
basis (92% liquids; 89% oil), 1,440 boe/d on 
a 24-hour IP rate. The lateral measured 4,835 
feet and the four wells cost between $3- and $4 
million each.

The four wells together averaged 4,915 feet 
of productive lateral at just under 3,000 feet 
TVD. Average 30-day IP for the group was 
1,080 boe/d on a three-stream basis.

“The wells are 
demonstrating 

that our high 
oil IPs and 
increased 
EURs are 

repeatable 
across our 

position, 
yielding some 

of the best 
economics in 

the Lower 48.”
--John 

Campbell III, 
CEO

The Yeso 
Formation on the 
Delaware Basin 
Northwest Shelf 
in Eddy County, 
N.M., is 2,000 
feet thick with 
multiple benches.
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The results are enhanced by very brittle rock 
(“like hitting a car windshield with a ham-
mer”) and by pushing the completions. The 
Goodman wells were stimulated with more 
than 1,000 pounds of proppant and 2,500 gal-
lons of water per foot of lateral length.

“As we apply new completion technology 
across the multiple benches of the 2,000 foot-
thick Yeso, we have seen the results continue 
to improve,” Campbell said. “The wells are 
demonstrating that our high oil IPs and in-
creased EURs are repeatable across our posi-
tion, yielding some of the best economics in 
the Lower 48.”

The team estimates Percussion has about 10 
to 20 years of drilling inventory. In the field 
at year-end was one rig to prove up as many 
reserves as Percussion can. With 9,000 barrels 
per day there is enough cash to keep things go-
ing without tapping the Carnelian equity.

“Well costs are about a third of the Delaware, 
yet EURs are the same,” said Tomas Acker-
man, a Carnelian partner. “It is really the gift 
that keeps on giving, and the Percussion team 
has just scratched the surface in terms of de-
veloping the multiple zones on their acreage.”

It is drilling a new well every eight or nine 
days with the one rig. It’s planning to add a sec-
ond by mid-2019; possibly, a third by year-end. 

Much of the drilling is on federal land. Due 
to the Shelf’s long history of production, a lot 
of infrastructure already exists in the area. 

In addition, trucking the oil is possible: The 
main roads have undergone repair and recon-
struction in recent years and Holly-Frontier 
Corp.’s 100,000 bbl/d Navajo refinery in Ar-
tesia, N.M., is just 10 miles from the heart of 
Percussion’s production. 

Percussion recently installed lease auto-
matic custody transfer units with pumps for 
quicker tanker-truck fills as opposed to using 
only gravity.

The company is working now on frack- and 
produced-water infrastructure in the area. The 
team sees a lot of upside in having strong wa-

ter assets and rights. Campbell said Percussion 
spent a significant amount on water assets in 
2017 and will aggressively do more this year 
as drilling intensifies.  As part of its program, 
the company owns and operates a large-scale 
saltwater disposal system with 90,000 bar-
rels of water per day capacity. It also owns a 
high-rate water transfer line from a third-party 
source well to Percussion-owned frack ponds 
with 600,000 bbl capacity, and has secured a 
long-term source water contract for 110,000 
bbl water per day refresh rate.

While Carnelian doesn’t need to put any 
more money into Percussion for development, 
it stands ready to back possible acquisitions as 
they become available, Goodman said. “This 
specific asset is now cash flow positive, and we 
can fund drilling organically.

“That said, we continue to look for accre-
tive acquisitions and expect some of the larger 
companies in the area to put their legacy Yeso 
assets on the market as they continue to re-
focus their companies on being single-basin 
pure-plays.”

Campbell said Percussion “is getting to the 
point of critical mass,” thanks to the number 
of wells drilled and proof of decades of drill-
ing potential. Like most companies backed by 
private equity, selling is likely in the cards at 
some point. For now, the company is staying 
private and doesn’t need an IPO to continue its 
buying-and-development streak.

Ackerman said, “They have turned that play 
into one of the most economic oil plays in the 
country. They have also used their Rolodex 
and sheer hustle to grow their initial anchor as-
set through more than 50 bolt-on transactions. 
It has been really fun to watch the success that 
they’ve had.”

Campbell said there is a certain amount of 
hype that has arisen around the Yeso since Per-
cussion started producing significant results in 
an area few were paying attention to, but he 
thinks it is well deserved. 

“We made it shiny again.”  M
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“You can’t 
out-engineer, 
can’t exploit 

an asset you 
overpaid for.”

— Brian Zwart
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Some public companies’ stock prices are 
depressed, so issuing more stock is not the 
solution. And fewer privately held produc-

ers are completing IPOs as potential sharehold-
ers remain cautious on commodity prices. 

For example, Dallas-based Berry Petroleum 
Corp. that was spun out of Linn Energy Inc. 
aimed this past summer to raise $367 million 
from its IPO for itself and for selling share-
holders. The deal priced at $14 a share rather 
than the $15-to-$17 estimate and 13 million 
shares were sold rather than 21.6 million.

For producers seeking other capital, pri-
vate-equity investors remain. These three firms 
seek deals of less than $200 million and tend 
to focus on less-popular basins that still have a 
large amount of reserves remaining.

Expertise in their regions 
Based in Houston and Calgary and formed 

in 2007, Arcadius Capital Partners Inc. targets 
smaller, regional operators with lower-risk 
strategies. “We are focused on the under-
served, lower middle market and companies 
that can deliver out-sized returns,” said Tym 
Tombar, managing director. 

“Our firm wants to leverage competitive 
strengths and build out a portfolio in the up-
stream business to take advantage of ineffi-
ciencies in the micro-cap space.”

Arcadius’ strategy is to partner profitably 
with seasoned managers to build businesses 
with strong returns by investing in basins in 
the U.S. and Canada that are highly fragment-
ed and under-exploited, he said.

The firm has made investments in operators 
with assets in South Louisiana, the Powder 

River Basin in Montana and Wyoming, the 
conventional areas of the Permian Basin and in 
Central Alberta in Canada.

It invests mainly in conventional “cost-com-
petitive asset positions and, in many cases, 
have some unconventional upside to them,” 
Tombar said.

These portfolio companies are led by man-
agement teams that demonstrate insight into, 
and expertise in, their regions. “We partner 
with the management teams to build out their 
asset positions, usually with a narrow two- to 
three-county or -parish focus,” he said.

The assets are well-positioned on the cost 
curve, Tombar said. “Whether oil is $45 or $75 
a barrel, we have to find a way to make money 
and we look for companies that are always in 
plays that are most cost-effective.”

By not solely focusing on the shale regions, 
Arcadius has sought opportunities in basins 
where oil was discovered and exploited in the 
1940s through the 1980s and still have the abil-
ity to produce more. “While these assets are 
not as large as the shale plays, we can deploy 
incremental capital that is typically $30- to 
$35 million and seek to triple our investment,” 
Tombar said. Compared with those of larger 
public companies, these assets do not move the 
needle as much. 

The firm likes the resources in South Loui-
siana that were discovered in the 1940s. One 
investment is in Sugar Land, Texas-based Pre-
mience Energy LLC, which is focusing on 
three of 20 producing zones in a South Lou-
isiana oil field.

“These three zones are very prolific and the 
previous company was unable to commingle a 
number of zones,” Tombar said. “The manage-
ment team was able to unitize the field in such 
a way that they can now commingle zones 
from 6,500 to 9,700 feet effectively.”

Newer technology has enabled many oper-
ators with better methods of produced-water 
disposal, he added. The position Premience 
has put together has the potential to produce 
an additional 10- to 20 million barrels (MMb-
bl) of oil.

“We do take advantage of the advances in 
technology and are also relying on people who 
have expertise working in larger, integrated oil 
companies or large independents and are rede-

SMALL, STRATEGIC 
CAPITAL
These private-equity firms fund both conventional- and 
unconventional-resource ideas and teams needing less than $200 
million to make their plays.

ARTICLE BY 
ELLEN CHANG

PRIVATE EQUITY

Tym Tombar, 
managing director, 
Arcadius Capital 
Partners Inc., says 
it focuses on only 
a few counties or 
parishes per asset 
position. 
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ploying their talent and expertise on assets that 
have been undercapitalized and underman-
aged,” Tombar said.

At Arcadius, investments have general-
ly been below $200 million, while the firm’s 
sweet spot is between $25- and $45 million. 
“We don’t like the large, single-well event 
risks that might leave us and the company 
more exposed,” he said. “We are investing in 
plays that are cost-effective—i.e., spending 
less than $700,000 to drill a well in the eastern 
shelf of the Permian.”

He added that “our end of the market is less 
competitive. We are looking at opportunities to 
capture attractive assets with substantial dis-
counts to market metrics, and we tend to have 
a better profile of assets often with relatively 
much more low-hanging fruit.”

During the past two to three years, E&P- 
focused private-equity firms have worked to 
distinguish themselves to generate outsized re-
turns, he said. When oil dipped to $45 a barrel, 
the industry was forced to think more critically 
and find the right basins.

“It’s been painful from an investor-sentiment 
standpoint, while it has created opportunities 
for people who are committed to investing for 
the longer term,” he said.

The firm’s last exits were in 2014—two port-
folio companies that were sold in their entirety 
and two that were sold in parts. These had as-
sets in the Eagle Ford, the Wattenberg Field, 
Southeast Texas and Central Oklahoma. 

Since those sales, the firm has been waiting 
for the right opportunity. “We might be sell-
ing a company [operating] in the Powder River 
Basin sometime in 2019,” Tombar said.

Applying tech advancement
Formed in 2008, New York-based Cor-

al Reef Capital LLC targets smaller E&Ps 
whose management teams have proven oper-
ator records of creating shareholder value for 
buy-and-build growth strategies in upstream 
North American energy assets, said Marceau 
Schlumberger, co-founder and managing part-
ner. Its latest fund, CRC Energy Fund LP, has 
made two platform investments.

“We focus on acquiring and developing ne-
glected, mismanaged, undercapitalized assets 
and backing management teams to unlock the 
embedded value of those assets through op-
erations improvement or by applying recent 

advances made in drilling and completion,” 
Schlumberger said.

One area the firm focuses on is regional con-
solidations in the U.S. and Canada. In a short 
period of time, its portfolio companies have 
grown eight to 10 times in size by making 
add-on acquisitions that provide synergies and 
growth opportunities. 

Management teams leverage their industry 
experience and knowledge of a basin to man-
age assets better. Schlumberger added, “Up-
stream E&P is blocking and tackling, but also 
a high-tech business.” Data-driven decisions 
lead to proper risk management and better 
business outcomes. 

“We are fortunate to work every day with 
industry leaders that can apply their art and 
science to build companies that now all have 
more than 10,000 acres of leased land with lots 
of drilling-growth opportunities and that can 
grow organically and sustainably with their 
own generated cash flow,” he said. 

“Having well-capitalized, low-leverage bal-
ance sheets and low all-in costs of operations 
of $20 to $30 per barrel allows our companies 
to take on the risks and make decisions that are 
necessary to make money.” 

The Illinois Basin, which was a leading U.S. 
producer in the early 20th century, is the focus 
of portfolio company Shawnee Oil Co. LLC, 
based in Carmi, Ill. It holds 12,000 acres and 
155 producing wells. 

“The reservoirs are shallower, and, therefore, 
costs and risk are lower,” Schlumberger said. 
“Only a handful of operators in this basin un-
derstand slickwater fracking. The innovations 
that have worked elsewhere in the last 10 years 
in Texas and Oklahoma are only just starting to 
be applied successfully across the U.S.”

In Illinois, each well drilled during the past 
two years is generating two to five times cash-
on-cash returns. “The short paybacks on wells 
allow us to fuel our growth,” he said. 

Meanwhile, on the Gulf Coast, secondary 
recovery techniques, such as dump floods, 
as well data advances, can be matched with 
skilled engineering to recover more oil at a 
low cost. One of Coral Reef’s Gulf Coast- 
region investments is Mesa Gulf Coast LLC, 
which is led by a team from Stone Energy Corp. 
and Chevron Corp. that pioneered dump floods. 

It is applying this high-rate waterflood tech-
nique to Valentine Field onshore Lafourche 
Parish, La., that has historically produced 1 
trillion cubic feet of gas and 15 MMbbl of oil.

Another investment is Covington, La.-based 
Krewe Energy LLC, which is also focused on 
South Louisiana conventional resources. It’s 
grown production from 500 net equivalent 
bbl/d to 4,000 in under two years.

Coral Reef typically invests $20- to $40 mil-
lion in each deal from the CRC Energy Fund. 
If the firm needs to make a larger investment, 
it can flex up with its institutional co-investors 
and limited partners.

“We like to work with people we have gotten 
to know over a period of time to become cus-
todians of our capital and deploy it,” Schlum-
berger said. “Not only are we picking manage-

Marceau 
Schlumberger, 
co-founder and 
managing partner, 
Coral Reef Capital 
LLC, said it seeks 
undercapitalized 
assets to turn 
around.
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ment teams, but also the assets to execute with 
the management teams. They’re running the 
show and we are the co-pilot.”

The U.S. and Canada are major energy 
markets endowed with large energy deposits. 
“More importantly, the real value is the people 
who are at the cutting edge of significant tech-
nological advancements,” he said.

“It is very exciting to work with our man-
agement teams to roll out this know-how 
across basins.”

Overlooked resources
Founded in 2016, Outfitter Energy Capital 

LLC invests upstream and midstream. Its prin-
cipals were founding members and managers 
of TPH Partners LLC, the legacy private-equity 
business of energy investment bank Tudor, Pick-
ering, Holt & Co., and Outfitters continues to 
manage the two predecessor TPH Partners funds. 

After multiple monetizations during the past 
few years, the remaining combined portfolio 
includes five active companies, including three 
investments first made in 2013: Elk Meadows 
Resources LLC, Elm Grove Resources LLC 
and Principle Petroleum Partners LLC.

Denver-based Elk Meadows exploits resourc-
es on the Permian Basin’s Central Basin Plat-
form, primarily targeting the prolific San Andres 
with horizontal development. Houston-based 
Elm Grove is currently pursuing horizontal ex-
ploitation of the Lower Cotton Valley in East 
Texas and North Louisiana. Dallas-based Prin-
ciple Petroleum exploits conventional assets in 
the Bighorn Basin of Wyoming.

In the Appalachian Basin in 2014, Outfit-
ter joined in forming Pittsburgh-based Laurel 
Mountain Energy LLC, whose management 
team has more than 35 years of basin experi-
ence and is focused on the Marcellus, Upper 
Devonian and Utica with some 28,000 acres.

And the firm’s most recent investment, Okla-
homa City-based Antioch Energy LLC, holds 
a roughly 24,000-acre core position in the red-
hot Arkoma Basin unconventional-resource 
Stack play in southeastern Oklahoma.

Outfitter focuses on the lower-middle-mar-
ket space, typically investing $20- to $100 mil-
lion per company and with a focus onshore the 
Lower 48, said George McCormick, co-found-
er and managing partner. One benefit of small-
er deals is that there are simply fewer dollars 
chasing this space, resulting in less pricing 
pressure on the initial acquisition. 

“We get access to high-quality resources that 
maybe were overlooked by larger players for no 
reason other than size,” he said. “While there 
are more lower-middle-market private-equity 
managers today than there were when we en-
tered this market 10 years ago, we haven’t felt 
crowded yet. It’s a big industry that has a big 
appetite for capital, and we still firmly believe 
in the opportunity set.”

Portfolio companies grow their assets to 
an exit size. “By the time we’ve put $50- to 
$100 million to work in a portfolio company, 
the resulting asset base is still small enough 
to take advantage of a very large pool of po-
tential acquirers, including larger privates and 

private-equity-backed companies as well as 
public ones,” McCormick said. 

“We always start with the end goal in mind, 
which is to build quality companies that will 
appeal to a wide audience at exit time. This 
approach gives us multiple paths to achieve li-
quidity, which is a real benefit to our strategy, 
since our job is to drive the best risk-adjusted 
returns for our [limited partners].”

Outfitter is allocating more money and time 
to the traditional acquire-and-exploit strategy 
by buying existing proved reserves “without 
having to pay for the upside and applying tech-
nology and expertise to improve production 
and reserves to set them up for sale,” he said. 

“There are multiple places to play that have 
these benefits where we can avoid the big-dol-
lar competition and drive attractive returns.”

The firm is currently focused more on liq-
uids—crude oil and NGL—and believes it can 
make a better bull case from a supply-and- 
demand perspective for those commodities 
rather than gas. Also, it likes plays where 
management teams can apply unconventional 
technology—horizontal wells, hydraulic frac-
turing—to proven, oily reservoirs.

“There are lots of opportunities to materially 
improve the extraction economics in histor-
ically produced oil reservoirs,” McCormick 
said. “We want to be partnered with teams who 
are best positioned to find and execute on these 
opportunities, and often that means they are re-
ally working in their own backyard.”

One example is the ArkLaTex area, which 
has a long history of production and is near 
Henry Hub and LLS pricing. “To be success-
ful, we have to partner with really smart, driv-
en people in the business and help them make 
money,” he said. 

“That’s how we compete. We come to work ev-
ery day thinking about ways to support our teams, 
and we demonstrate that dedication with our ac-
tions throughout the life of that investment.”

The firm’s role is to help the companies—
not simply to provide capital—McCormick 
said. “This might include making key industry 
connections or helping to find interesting as-
sets,” he said. 

“We spend quite a bit of time on the strate-
gic side, focused on how to position the com-
pany’s assets to achieve the best possible exit 
outcome. We’re trying to help them create val-
ue in their company.” M

George 
McCormick, 
co-founder and 
managing partner, 
Outfitter Energy 
Capital LLC, said 
the end goal is to 
create companies 
with wide exit 
appeal.
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Denbury Resources Inc. and hedge fund 
Mangrove Partners Master Fund Ltd. 
agree that Penn Virginia Corp. is a 

compelling investment. But, according to 
Mangrove, it’s a compelling investment if not 
merged with Denbury.

“Denbury Resources and [Penn], as a com-
bined entity, is not of interest to Mangrove Part-
ners,” Nathaniel August, a Mangrove director, 
reported in a Nov. 14 SEC filing after meeting 
with the two E&Ps’ management on the matter.

Penn announced on Oct. 28 that it would 
merge with Denbury for $1.7 billion in stock, 
cash and debt assumption.

August added in his filing that “other [Penn] 
shareholders have reached out to Mangrove 
to express their dissatisfaction” as well. And 
Denbury shareholders didn’t appear to like 
the deal either, he wrote, “driving Denbury’s 
shares down over 40% in the 12 trading days 
since its announcement.”

He stated he wouldn’t vote for it; Mangrove held 
9.5% of Penn’s outstanding shares at the time. 

He followed up on this in a Nov. 28 filing, hav-
ing picked up more shares for a total of 10.7% 
of outstanding. He wrote that he had called on 
Penn in a Nov. 26 meeting “to work with Den-
bury … to terminate the proposed transaction.” 

Also, he asked for shareholder records to 
commence communications with them. Mean-
while, Strategic Value Partners LLC, an owner 
of 10.2% of Penn shares, stated it supported 
the merger and had signed an agreement with 
Denbury to vote its shares in favor.

Cold shoulder
The Denbury-Penn Virginia drama represents 

the challenges E&Ps face today in the M&A 
market, a topic of discussion at De loitte’s Oil & 
Gas Conference in Houston two days after the 
announcement. Industry transactioneers there 
said the public equity markets have entered a 

FROZEN OUT: M&A  
IN THE ICE AGE
Publicly held E&Ps are settling in for a long cold spell, lest they 
be burned. Forego deals for fear of shareholder reprisal? Or press 
ahead despite market backlash?

ARTICLE BY
DARREN BARBEE

DEAL-MAKING

From left, Citi’s 
Steve Trauber, 
Kirkland & Ellis’ 
Andrew Calder 
and Blackstone’s 
Angelo Acconcia 
discussed E&Ps’ 
capital access, 
investor sentiment, 
deal-making 
and more at 
Deloitte’s Oil & 
Gas Conference in 
Houston this fall. 
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mini-Ice Age since the downturn.
“Even the largest companies right now are 

very nervous about doing [a] large transac-
tion because they’re scared their stock is go-
ing to get absolutely hammered,” said Andrew 
Calder, a Houston-based partner in law firm 
Kirkland & Ellis LLP. 

Angelo Acconcia, senior managing director 
with investor The Blackstone Group LP, said 
he’s been stunned by the market response to an 
oil price that has rebounded from less than $27 a 
barrel. Had he been told in 2015 that “the general 
equity indices of the upstream sector would be 
largely unchanged [upon rebounding to $70],  
I would have laughed.”

Yet, “that’s what’s happening.”
The market’s cold shoulder reflects the par-

adigm shift that now dogs every E&P at quar-
terly earnings time. “I think this risk-focus in 
the market has manifested itself in a ‘show me, 
prove it to me’ mentality,” he said. “And the 
easiest way to do that is with free cash flow 
and dividends.”

Steve Trauber, Citi vice chairman and global 
head of energy, said public-equity markets are 
closed to the energy sector as generalist inves-
tors figure out whether oil and gas will be com-
petitive, on a return basis, with other sectors. 

“Today, the S&P 500 is probably about 6% 
energy,” he said. “There is no generalist inves-
tor who’s going to outperform his peers by in-
vesting [in] energy.” 

Investors are waiting to see whether up-
stream, midstream and service companies can 
actually generate economic returns greater 
than their cost of capital. “There’s not a lot of 
capital today coming into the energy sector, 
which remains a problem,” Trauber said.

Oil and gas producers and others are stuck—
unable to access capital to grow and punished 
by markets for transactions that bring scale. 
“Where we are today,” Acconcia said, “is the 
market is saying [companies] need to gen-
erate free cash flow, which is putting a con-

straint on companies to grow organically and 
inorganically.” 

The larger message is, “We’re not coming 
back until you change.”

The ‘panel of judges’
Calder has seen firsthand the turmoil of 

the disconnect, particularly among investors 
without a history in the oil and gas business. 
“We’ve been involved in deals that have fallen 
apart as a result of the stock-market reaction.” 

While he didn’t mention any specific deals, 
his clients have included Bonanza Creek Ener-
gy Inc. In 2017, SandRidge Energy Inc. offered 
$746 million in cash and stock for Bonanza, 
which had no debt; the transaction was crushed 
under pressure from SandRidge activist inves-
tors that included Carl Icahn. (Mangrove, a Bo-
nanza investor, had supported the deal.)

Volatility in the oil and gas sector hasn’t 
been limited just to market caps and oil-price 
swings. That’s changed what Acconcia called 
the market’s “panel of judges.” 

“A lot of the investors are shortsighted,” he 
said, adding that management teams know 
their costs, inventory and strategic M&A needs 
better than anyone else. “You’re being held ac-
countable to those people, which can create a 
misalignment.”

Nevertheless, management teams contin-
ue to make deals. “They realize they aren’t 
necessarily going to get appreciated by the 
public markets today. But they have more in-
formation than the markets about their busi-
ness, and they’re going to make the right de-
cisions,” Acconcia said. 

“That accountability [to shareholders], while 
negative today, will prove up to be a winning 
strategy.”

The morning of the conference, Chesapeake 
Energy Corp. reported plans to buy WildHorse 
Resource Development Corp. for nearly $4 
billion in stock, cash and debt assumption. 

Acconcia applauded it and said Denbury was 
due congratulations too. 

Mangrove’s August reported that day that 
Penn—an Eagle Ford pure-player as is Wild-
Horse—should command a higher premium 
than Denbury offered. He followed up two 
weeks later that there appeared to be a dislike 
for the Denbury deal “beyond the typical arbi-
trage pressures following the announcement of 
a stock-for-stock transaction.” 

Rather, the reaction, as reflected in the de-
cline in Denbury’s share price, seemingly “re-
flects a rebuke of the transaction itself.”

Going to school
Penn’s impasse with Mangrove hasn’t been 

an isolated phenomenon. In July, Concho Re-
sources Inc. closed its all-stock deal to buy 
RSP Permian Inc. after initially losing 9% of 
its value following the $9.5-billion transaction, 
including debt assumption, news in March. 

Diamondback Energy Inc.’s shares were 
tapped by about 10% after it announced in Au-
gust plans to buy Energen Corp. for $9.2 bil-
lion in stock and debt assumption.

As public equity markets have closed their 

“Why are there 
more SPACs 
coming? Be-
cause there’s 
dysfunc tionality 
among the eq uity 
markets,” said 
Steve Trauber, 
vice chairman and 
global head of 
energy for Citi. “A 
SPAC invests the 
greatest capital—
more capital than 
you’re likely to 
get doing an IPO.” 
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doors to E&Ps, the business of deal-making 
has fundamentally changed, Calder said. Be-
fore the downturn, New York hedge funds 
didn’t always understand the basics of the 
industry, such as working interests or how ba-
sins play out. 

“The downturn basically sent all these hedge 
funds to school,” he said, adding that those 
funds hold sway over 10 to 15 E&Ps now since 
lien-holdings were converted to equity in re-
structurings. 

“The problem is, they don’t see industry the 
same way traditional management teams see 
it,” Calder said. “They also don’t believe any 
one basin should be 10 companies with sepa-
rate G&A. They believe there should be con-
solidation.”

Whether that’s right or wrong, he didn’t 
opine. “But that’s their view of the world.”

In Energen’s case, Icahn and other activists 
wanted the company to sell, resulting in the 
deal that brought Diamondback in; the deal 
closed on Nov. 29. 

Trauber sees merit in investors’ demands to 
find scale or greatly increase shareholder val-
ue. Even “brand-name investors” are increas-
ingly playing the role of activists, though they 
may do so behind the scenes.

Management teams also tend to become en-
trenched from time to time and genuinely like 
running their companies, even if going it alone 
may not be in the best interest of shareholders. 

“I can’t think of any more fragmented sector 
of the world that benefits from putting these 
companies together,” he said. “You’ve got to 
look at these combinations and the [economies 
of scale and cost savings] that they bring.”

With the drawbridge to public markets pulled 
up, Calder said some companies are finding al-
ternatives. 

“Public companies are looking for another 
avenue to make these transactions that may not 
simply rely on going to the public markets,” 
he said.

Consolidation among E&Ps and among 
oilfield-services firms seems inevitable, the 
panelists said, regardless of being shunned by 
public markets. 

Trauber said that, in October, perhaps 40 or 
50 small, private, oilfield-service companies 
were up for sale, though “close to 90% of them 
are not being sold. They’re not meaningful to 
anybody by themselves. They just don’t have 
a home.”

Many private E&Ps face the dilemma of 
having matured to a stage at which they would 
be better served as public vehicles but cannot 
muster support for an IPO. 

“Just in our own backyard we have at least 
10 IPOs that want to go public that aren’t able 
to go public,” Trauber said, including out-of-
favor gas-weighted E&Ps and Gulf of Mexico 
operators.

Exit via SPAC
Yet multiple exits remain open to private 

companies. For one, private capital “wants to 
be out there,” Calder said.

“There must be 200 to 300 funds out there, 

looking to get into oil and gas right now,” he 
said. “When that’s the case, there are only so 
many management teams you can hire.”

In November, QEP Resources Inc. struck a 
deal to sell its Williston Basin assets to Vantage 
Energy Acquisition Corp. for $1.65 billion in 
cash plus up to 5.8 million shares. Vantage and 
other special-purpose acquisition companies 
(SPACs) continue to be popular among investors. 

And more are coming, Trauber said. “Why 
are there more SPACs coming? Because there’s 
dysfunctionality among the equity markets. A 
SPAC invests the greatest capital—more capi-
tal than you’re likely to get doing an IPO.”

Despite the success of blank-check compa-
nies that formed Magnolia Oil & Gas Corp. 
and Centennial Resource Development Inc., 
not all SPACs are destined for success, Calder 
said. For private companies, there’s always un-
certainty that the SPAC’s investors won’t like a 
transaction when one materializes. 

But a private E&P’s transaction with a SPAC 
also offers the flexibility of taking cash, stock 
or both, Trauber said. More deals are on the 
way, he added, citing the fragmented energy 
space. 

“There are so many companies looking for 
a home.”

Acconcia said he sees opportunities for pri-
vate companies to sell to private buyers. With 
the public market diverted from energy, Black-
stone will try to grow through organic and in-
organic consolidations. 

“We look at it as an opportunity,” he said. 
Blackstone’s public and private companies 

try to develop the endurance and capital flexi-
bility required to live through rough cycles, in-
dependent of public currency. Otherwise, com-
panies find may find themselves at the mercy 
of public markets and forced into M&A that is 
neither accretive nor dynamic.

“What most companies are trying is to be pa-
tient,” Acconcia said. “That’s part of what you 
do in a volatile market.”  M

 “Even the largest 
companies right 
now are very 
nervous about 
doing [a] large 
transac tion 
because they’re 
scared their 
stock is go ing to 
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Andrew Calder, 
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Ellis LLP. 
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WTI-HOUSTON  
FUTURES
Exchange-listed trading of light, sweet delivered to the Houston  
Ship Channel has begun.

ARTICLE BY
CHRIS SHEEHAN, CFA

U.S. OIL EXPORTS

There are new financial tools at the  
disposal of U.S. light, sweet oil produc-
ers that are chasing the higher prices 

associated with export markets. CME Group 
has launched a WTI (West Texas Intermedi-
ate) Houston futures contract with delivery 
to Enterprise Products Partners LP’s Hous-
ton system. Intercontinental Exchange Inc.  
has launched WTI trading with delivery to 
Magellan Midstream Partners LP’s East Hous-
ton terminal.

Trading of CME’s January 2019 contract be-
gan Nov. 5 and, in a thinly traded market typi-
cal of a newly launched contract, was $63.57/
bbl in mid-November. This compared with 
WTI delivered to Cushing at $57.35, while 
Brent was trading at $66.90. 

The CME-contract delivery options are to 
Enterprise’s Crude Houston (ECHO) terminal, 
its Houston Ship Channel (EHSC) facility or 
to Genoa Junction. The contract offers “a new 
way to price and hedge WTI light, sweet crude 
in Houston,” CME reported, and “will provide 
a superior hedging tool for the expanding U.S. 
export market.”

Since the U.S. lifted its decades-old oil-ex-
port ban in 2015, international markets have 
played a growing role for U.S. producers. Tim 
Dove, Pioneer Natural Resources Co. CEO, 
said in the operator’s third-quarter earnings 
call that, “with the Permian Basin growing as 
fast as it is … there really is no alternative for 
the entire industry other than to export.

“We’re going to satiate U.S. refining capac-
ity … for this type of oil—even though there 
are a couple of expansions underway—within 
a relatively short period of time based on that 
growth rate.”

Pioneer ships some 200,000 bbl/d of oil to 
buyers in Europe and Asia. It’s met with “good 
demand in the world markets,” Dove said. 

“In particular, this light, sweet [WTI] brand 
of crude oil works in a world where we’re try-

ing to reduce sulfur content in motor fuels and 
in maritime-related fuels. So it’s right up the 
alley of some of the big refining centers.”

In the CME announcement in September of 
the contract’s upcoming launch, Peter Keavey, 
the exchange’s global head of energy, said, 
“We believe the [Houston] network of domes-
tic users and [this] location close to export 
facilities will ensure this contract provides 
transparent price discovery and risk transfer 
in the growing Houston region.”

Price transparency 
The launch of the new Houston futures 

contract was partly inspired by interest from 
overseas buyers, Owain Johnson, CME’s Lon-
don-based managing director of energy re-
search and product development, told Investor.

“The fastest-growing part of our energy 
business is on the international side, and we 
had been getting a lot of inquiries from cus-
tomers around procurement and hedging of 
Houston barrels due to the growing U.S. ex-
port market,” he said. 

“They wanted a little more price transparen-
cy in the Houston area for export volumes as 
well as greater ability to directly risk-manage 
some of those barrels. And the export commu-
nity has been looking for a benchmark upon 
which to base their analytics as to where they 
should try to sell those barrels. 

“Should you market those barrels into Eu-
rope or into Asia? And, then, you have to 
look at the various spreads—for example, the 
Houston-Brent spread or the Houston-Oman 
spread. There’s interest in locking in those 
spreads.”

U.S. producers want to move barrels to a 
coastal market to realize a price improvement 
over land-locked Cushing. Meanwhile, Eu-
ropean and Asian buyers are looking for im-
proved purchase-price realizations relative to 
Houston-Brent or Houston-Oman.
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Houston to Oman
“Everyone is looking for those spreads,” he 

said. “And Houston is the missing leg of the 
spread trade.”

For example, Johnson said, consider an E&P 
that has taken firm transportation on pipe for its 
WTI from Midland, Texas, to Houston. For it to 
nail down the profits of transporting its barrels 
to the Gulf Coast, it needs to be able to lock in 
forward prices for, say, six or 12 months. 

In terms of selling U.S. crude into interna-
tional markets, he added, “it’s happened. The 
U.S. has gone global, and it is only going to get 
further widespread. 

“The U.S. crudes are really getting popu-
lar, and it’s growing exponentially. People dip 
their toe in the water, then they take a test car-
go, and, then, they take a slightly bigger cargo. 
And …, suddenly, it just becomes part of the 
standard diet for the Asian refiners.”

Export markets are mainly Asia, but also Eu-
rope. “You’re seeing Midland crude move to 
Northwest Europe. Midland is popular in Asia too. 
I think China’s back again. There was a little bit of 
a slowdown, but I’ve seen them coming back in. 

“It was only last year that I saw the U.S. pro-
ducers at the big Asian oil events; this year, 
there were scores of them.”

A direct link is being forged with Asia and side-
stepping Brent, which is a big change, he added. 

“The U.S.-to-Asia direct link is getting built, 
and it’s very positive for WTI and for Houston. 
In the past, people were looking at Asia via 
Brent, meaning they’d go from WTI-to-Brent 
spread and, then, Brent-to-Oman spread. 

“Now they’re looking to go straight from 
WTI to Oman or Houston to Oman. That’s a 

real change—very positive for the U.S.”

Houston-Cushing spread
Johnson sees recent infrastructure buildout 

as validating long-term prospects for the new 
futures contract. 

“There’s an enormous amount of money go-
ing into improving logistics, expanding export 
capacity, building VLCC (very large crude car-
rier) ports,” he noted. “Everyone wants to get 
VLCCs loaded out of the U.S. 

“The huge amount of investment that’s going 
into this tells us this is a long-term story. We 
wouldn’t be doing this if we didn’t think Houston 
has a really good long-term opportunity ahead.”

In its announcement, CME noted that Enter-
prise, the largest U.S. oil exporter, has 19 ship 
docks on the Gulf Coast. Its network of pipe-
lines, storage facilities and marine terminals can 
handle more than 4 million bbl/d.

As for the risk of supplanting Cushing, Johnson 
said the two trading hubs are essentially comple-
mentary. “It’s so helpful to be able to build onto 
an existing pool of liquidity [at Cushing].

“We believe that the new Houston contract 
with physical delivery locations is just an add-
on to what we have at WTI Cushing and cash 
settlement in Houston.”

Moreover, growth in Houston-contract trad-
ing will benefit from the complementary role it 
has to Cushing. The new physically delivered 
contract could also trade WTI Houston vs. WTI 
Cushing as a CME-listed spread.

Dan Brusstar, CME senior director, energy re-
search, wrote in October in an overview of the 
new contract, “This mirrors how WTI Houston 
trades in the underlying cash market and will 
provide access to the deep liquidity of the WTI 
Cushing futures contract.” M

ICE HOUSTON
Trading began Oct. 22 of Permian 

WTI delivered to Houston as 
the HOU contract on Intercontinental 
Exchange Inc. (ICE) to Magellan Mid-
stream Partners LP’s East Houston ter-
minal via the Longhorn and BridgeTex 
pipeline systems.

“Houston has become the pricing 
center for U.S. crude oil production 
and exports, and the new Permian WTI 
futures contract is designed to serve 
hedging and trading opportunities in 
this growing market,” ICE reported upon 
the launch.

The exchange estimated Permian 
production had grown by this past fall 
to 3.5 MMbbl/d.

“When we were designing the 
Permian WTI futures, customers con-
sistently told us that it was critical to 
offer a high-quality, well-known, crude 
oil spec deliverable in Houston and 
available for the waterborne export 

market,” Jeff Barbuto, ICE vice pres-
ident, oil markets, said in a company 
report.

Mark Roles, Magellan vice presi-
dent, commercial crude oil, said, “The 
new ICE contract provides customers 
with extensive delivery options, pricing 
transparency and liquidity in the Hous-
ton Gulf Coast crude oil market, while 
increasing demand for Magellan’s pipe-
line and storage services.”

Laura Blewitt, energy fundamen-
tals analyst for RBN Energy, wrote in 
mid-November that “the race is on” as 
“Houston crude oil futures contracts 
compete for market share.”

“Ever since crude flows to the Gulf 
Coast took off five years ago,” she 
wrote, “the crude market has been 
clamoring for a trading vehicle that 
would accurately reflect pricing in the 
region that dominates U.S. demand 
from refineries, imports and exports. 

“Now, there are two.”
The ICE and CME contracts differ in 

delivery points, although all in Houston. 
“Will both survive? Probably not,” she 

wrote. “Futures markets tend to concen-
trate liquidity—trading activity—into 
a single vehicle that best meets the 
needs of the market. 

“So which of these will come out on 
top? That’s what the crude oil market 
wants to know.”

She added that the specifications 
differ for each of the contracts as to 
the quality of the crude. “That is not 
unusual for futures contracts with dif-
ferent delivery points. In fact, it is to be 
expected,” she wrote.

But, she added, “it is important to 
note that crude oil quality is a particu-
larly significant issue right now as the 
specs for crude oil delivered at Cushing 
… are about to undergo a significant 
change …. The change [became] effec-
tive with delivery [this] month.”

The net result of the technical spec-
ifications “will make it more difficult to 
‘blend up’ low-quality crudes with very 
light crudes into blends that will meet 
CME WTI specs.”

Meanwhile, “lighter barrels can be 
delivered on both Houston contracts.”

“Everyone 
is looking for 

those spreads, 
and Houston is 
the missing leg 

of the spread 
trade.” 

—Owain 
Johnson, CME 
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Legendary oilman Raymond Plank, the 
founder and retired chairman of Apache 
Corp., left his mark on a wide range of 

industry and charitable groups before he passed 
away Nov. 8, 2018, at his beloved Ucross 
Ranch outside Sheridan, Wyo. He was 96.

An avid reader to the end, “growth” and 
“learning” were words he used again and again 
when Investor last spoke with him in 2012 upon 
publication of his memoir, “A Small Differ-
ence,” which draws on diaries he kept through-
out his life. The title refers to advice his father 
gave him at age 10: always make at least a 
small—positive—difference in people’s lives. 

Plank did that in spades. His remarkable oil 
and gas career, spanning more than 50 years 
before he retired in 2009, enabled him to grow 
Apache to thousands of employees, touching 
lives over the years from Canada to South 
America and Australia and from the Rockies, 
West Texas, Oklahoma and the Gulf Coast to 
the North Sea and Egypt. 

Simultaneously, he endowed and influenced 
support for many philanthropic endeavors that 
make a difference in the lives of communities, 
such as founding the Fund for Teachers, which 
provides summer travel and enrichment grants 
to kindergarten through 12th-grade teachers 
and founding schools for girls in Egypt. 

He also presided over the launch of Apache’s 
celebrated “1 Million Trees” program that 
awards grants of trees to nonprofits—such as 
Boy Scouts—throughout the U.S. for public 
planting. The 14-year-old program’s initial 
goal was 1 million trees; it’s now at more than 
4 million and counting, all in public spaces and 
in 17 states.

Born in 1922 and raised in Minneapolis, he 
was at Yale when Pearl Harbor was attacked. 
He enlisted and joined B-24 bomber pilots in 
the U.S. Army Air Corps in the Pacific during 
World War II, flying 40 combat missions and 
earning a Bronze Star. Three of the planes 
he piloted never flew again, barely mak-
ing it back and being so damaged they were 
scrapped for parts.

After the war, Plank returned to Yale, gradu-
ating in 1946 with a bachelor of arts, majoring 
in international relations, and returned to Min-
neapolis where he soon formed a small book-
keeping, tax and accounting firm. 

He and two friends, Truman Anderson and 
Chuck Arnao, formed Apache in 1954 with 
$250,000 and flipped a coin to determine who 
would be president: Plank won, and the rest is 
history. Today Houston-based Apache’s mar-
ket cap is about $13 billion, and net cash pro-
vided by operating activities in third-quarter 
2018 was $1 billion. 

The E&P’s 2019 production is projected to 
hit at least 400,000 barrels of oil equivalent 
per day, with more than half of that from the 
Permian Basin.

Coming from a financial background, Plank 
was always creative. In 1956, the nascent 
Apache offered its first oil and gas drilling 
fund and was an industry leader in that popu-
lar format until it dropped annual drilling-pro-
gram sales in 1986. In 1981, the company cre-
ated the first upstream MLP, but it was the first 
to leave that structure when oil and gas prices 
collapsed and tax laws changed in that decade. 

In the early ’80s, when acquiring another 
E&P, Plank devised what was a unique deal 
structure at the time—the buyer was protect-
ed if commodity prices fell, but the seller got  
upside if they rose. This structure became a 
case study at Harvard Business School. Years 
later, Plank endowed the Raymond Plank 
Professorship of Global Energy Policy at 
Harvard, following his lifelong interest in in-
ternational affairs. 

Apache went public in May 1969, and it 
grew steadily by making large, savvy deals 
throughout the ’80s and ’90s, including a few 
corporate mergers and many more asset acqui-
sitions, including from Amoco Corp., Royal 
Dutch Shell Plc, Repsol SA, Texaco Inc. and 
Occidental Petroleum Corp.

“Raymond was a pioneer in the ac-
quire-and-exploit strategy that ultimately 
transformed the U.S. E&P business,” recalled 
George Solich, who for more than a decade 
was Apache’s business-development chief and 
is now CEO of FourPoint Energy LLC. “We 
moved from an industry that, at the time, was 
dominated by major oil companies to one driv-
en by independents. 

“I remember him telling us ‘One man’s gar-
bage is another man’s treasure.’ Looking at the 
shale revolution today, he couldn’t have been 
more right!”

RAYMOND PLANK, 
1922-2018
We remember this oil and gas dealmaker extraordinaire, financial 
innovator and philanthropic leader. 

ARTICLE BY
LESLIE HAINES

IN MEMORIAM

Inscribed on 
a fountain at 
Apache Corp.’s 
Houston 
headquarters 
are the words 
of founder 
Raymond Plank: 
“The capacity 
of the individual 
is infinite. 
Limitations are 
largely of habit, 
convenience, 
acceptance 
of things as 
they are, fear 
or lack of self-
confidence.”
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At one time, the company was the largest 
gas producer in the Anadarko Basin and had 
the largest operated position on the Gulf of 
Mexico Shelf. Apache also began venturing 
abroad in 1988, at one time holding conces-
sions or production in Canada, Poland, Chi-
na, Australia and Argentina’s Vaca Muerta 
Shale. It later retrenched to a U.S. focus on 
the Permian, remaining in Egypt and, at press 
time, announcing another significant discov-
ery in the North Sea. 

Plank received much recognition and had 
served on numerous civic, charitable and indus-
try boards. He was honored as CEO of the Year 
three times by the Wall Street Transcript, and 
was named among Hart Energy’s “100 Most 
Influential People of the Petroleum Century,” a 
special report published in 2000.

People said he was irascible, frank, passion-
ate and a force of nature. He was always inter-
esting, always outspoken and always advocat-
ing for U.S. producers at the state and federal 
levels. During the severe gas-price disruptions 
of the ’80s, he called for a gas producers’ co-op 
similar to what the Florida orange growers had. 
He also lobbied successfully against the federal 
fixed-gas-price system of the time.

Plank’s many interests included studying 
history and politics, supporting the arts and 
the environment, and fishing, hunting and fly-
ing his plane. In 1981, he created the Ucross 
Foundation on his 20,000-acre working ranch 
in northeastern Wyoming: A group of old ranch 
buildings was restored to become a conference 
center, hosting an artist-in-residence program. 
Several Pulitzer Prize, Tony and National Book 
Award winners are among those who have 
stayed there.

But service to others was a cornerstone of his 
life, always leading to hands-on philanthropy. 

Among the many charitable causes he created, 
Apache built 203 one-room schools for young 
girls throughout Egypt, and, in 2001, he en-
dowed the Fund for Teachers, which has sup-
ported more than 5,000 U.S. teachers with sti-
pends and sabbaticals.

The diary he kept from age six formed the 
basis of his aforementioned memoir, which de-
tailed his childhood, war service, education and 
how he grew Apache through diversification 
into real estate and other industries but always 
circled back to focus on oil and gas. In “A Small 
Difference,” Plank described key deals and de-
cisions that made the company, the politics of 
management transitions along the way, the pros 
and cons of acquire-and-exploit vs. drilling big 
discoveries, and his life philosophy.

“When I was really young, I sold eggs from 
our family farm,” Plank recounted. “Later on, 
another kid and I dug a ditch from a guy’s ser-
vice station, when we were about 14, I think. 
He used a hose to move oil—and water that was 
used for washing cars—down into the ditch and 
it defiled the environment. 

“Today, I think people recognize increasingly 
that they have a responsibility to the environ-
ment, and that that is part of the higher cost 
structure of doing business … and we have to 
be able to do it at a price of $50 or $70 a barrel.”

That environmental stewardship continues at 
Apache even today, as the company annually 
donates thousands of trees across the U.S.

“It’s not about what we get; it’s about how we 
get it and how we use it,” he wrote. “It isn’t what 
we inherit or pursue; it’s about whether and how 
we elect to grow. It’s been a superior life and it’s 
continuing,” he told Investor in 2012.

“Lifelong learning is so important. If I 
weren’t learning I wouldn’t be around, be-
cause it’s my mind which allows me to still get 
around. I’ve probably read 1,000 books so far 
this year.” M

—Excerpted 
from “A Small 
Difference” 
and selected 
interviews with Oil 
and Gas Investor 
through the years. 

”

“
IN PLANK’S 
WORDS
My suggestion is colored by my 

experience, but at the outset 
you have to understand the 

importance of having a plan. I had done a 
lot of planning before I started Apache. You 
front-end-load your ambition with your con-
siderations and what you hope to accom-
plish, otherwise you’re like a milk-bottle top 
bumping along the banks of a creek. 

“But the plan is not worth much if you can’t 
make decisions, and you have to be able to 
adapt, like Eisenhower did in World War II. 
Adaptability to changing circumstances is very 
important. It’s kind of like when you have your 
first kid—you’ve got to learn how to be a parent.

“Get your thoughts in order on the culture you 
have in mind and live by that. Now you are in 
the midst of a revolution, so how do you intend 
to approach that? I do believe the reserves are 
there, we’ve got 100-year reserves. I believe 
those reserves are technologically proven to 
exist and also in other places in the world. It 
shouldn’t be held hostage by those seeking their 
own moment in the sun ….

“We can contribute a great deal more and the 
country would do better. Very high oil prices are 
the enemy of a robust economy, but they don’t 
have to be. The devil’s in the details …. The 
opportunity in energy is so great … but you can’t 
have compromise.

“What do you want to do? Compromise tech-
nology, integrity, reality? You need to bring this 
issue into the category of education, and a spirit 
of collaboration.



PRUDENTIAL CAP
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THE E&P  
SURVEY SAYS
Cautious optimism prevails in the findings of the fall 2018 edition of the  
Grant Thornton/Hart Energy survey of the state of the oil and gas industry. 

2019 OUTLOOK

The E&P industry enters 2019 much as 
it entered 2018—planning to focus on 
a few core areas and to spend money 

wisely. At the same time, the economics of the 
sector continue to show improvement, with 
industry insiders saying they are able to keep 
production levels flat while maintaining current 
activity and re-establishing their strong cash 
flow positions. 

Interest in A&D has increased slightly since 
2017, but still with vigilance. Differing buy-
er/seller expectations remain a main concern. 
While 2017 saw more actual transactions, 
2018 saw larger transactions.

Overall, the value of technology to run the 
business and of data analytics to gain insights 
seems to be well established. Yet basin ana-
lytics and tech service and supply informa-
tion remain key items that industry insiders 
have trouble obtaining. 

These were some key findings from the fall 
2018 Grant Thornton/Hart Energy Survey, 
where responses reflected a desire for steady 
growth amid relative optimism around the 
economy, but also exhibited continued cau-
tion. One respondent seemingly summed it up 
by saying it would “continue internal growth, 
expanding by purchasing existing infrastruc-

ture where similarities would be benefi-
cial to business growth and continuity.”

Kevin Schroeder, national managing 
partner for the energy industry at Grant 
Thornton, said, “We are seeing a trend of 
consolidation, especially by larger com-
panies looking to increase holdings and 
focus on core basins, such as the Permian 
Basin, while also seeing the industry rap-
idly respond to infrastructure challenges 
that have put production growth at risk.” 

Strong and steady
Similar to the fall 2017 findings, pro-

ducers are shoring up areas they know 
best. When asked “Which strategy fits 
your company within the next one to 
three years?” the top response was to 
pull back to a few core areas and sharp-
en focus on those. 

In terms of prioritizing capex, 53% 
said they would stick to core-area drill-
ing and development, while 50% want 
to focus on capex more efficiently. This 
is the second year that 50% or more of 
respondents said they’d prioritize spend-
ing in this way, and it shows a continued 
determination to operate with discipline 
to maintain regular growth. 

“Coming out of this latest downturn, 
companies largely continue to show 
diligence and focus in their core areas,” 
Schroeder said. “It’s not necessarily 
about reserve replacement and pro-
duction increases as key performance 
indicators of the past. We see compa-
nies operating with focus on efficiency, 
return and profitability improvement.”
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Similarly to 2017, 47% of respondents said 
they are using incremental improvements 
throughout the value chain to reduce costs or 
increase margins.

A&D
Interest in A&D showed a dip from 2017, 

with 40% of respondents indicating this past 
fall that they plan to look into transactions, 
down from 49% in 2017. Prudence prevails: 
One respondent noted it was looking for 
“high-quality opportunities that currently 

produce profitable cash flow with no 
further capex requirement.” Another is 
looking for growth “most significantly 
based on a business ‘fit’ model.”

A decision to sell or merge was 
named as the organizational strate-
gy deemed most important today. At 
the same time, one respondent named 
“complex financing and ownership  
of potential deals” as an obstacle to deal 
making. Concerns about access to capital 
around A&D were down from 2017, pos-
sibly reflecting a more robust economy. 

“Private-equity funds are selling 
acreage they bought earlier. Assets that 
went into bankruptcy previously are 
now producing, and the outlook is sta-
ble,” said Kyle Reid, managing direc-
tor of transaction advisory services at 
Grant Thornton. “Investors are quick to 
monetize past investments.” 

Those who plan A&D activity this 
year expressed main concerns around 
commodity-price fluctuations and dif-
fering buyer/seller expectations. The 
bid/ask spread came up in the 2017 sur-
vey as well, so this may mark a contin-
ued disconnect between buyer/seller. 

“Meeting buyer and seller expec-
tations” was cited by one respondent  
as a key obstacle, while another said 
it was “difficult to find properties at a  
fair price.”

This news could reflect an improved 
market and more buoyant economy in 
which it’s harder to find distressed as-
sets to buy and producers feel less pres-
sure to sell. 

“The speed in which new production 
is coming online indicates demand and 
surplus can quickly be achieved. With 
the cost of production hovering just 
above $40 per barrel (bbl) in areas, the 
outlook of oil prices ranging from $55/
bbl to $75/bbl should satisfy investors,” 
Reid said. 

Related to this, when survey partici-
pants were asked if they consider buyer/
seller pricing to be stabilizing, 52% of 
respondents said “no,” up slightly from 
48% who said “no” in 2017. This may 
mark continued uncertainty even as the 
economy has moved forward.

International spending
Most companies, at 90%, indicated 

they do not plan to increase foreign 
spending—a jump from 2017 when 69% in-
dicated they did not plan to expand spending 
outside the U.S. Of those in 2017 that did plan 
to expand, 21% said they would expand into 
Canada—which remains the biggest draw 
this year, but at a marked drop to only 4%. 

The choice of Canada is not surprising, giv-
en its political stability and geographic loca-
tion. In addition, Schroeder said, “Production 
costs offshore remain higher as compared  
with the shale and [other] onshore opportunities 
in the U.S. Companies and investors are certain-
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ly eyeing offshore exploration and devel-
opment opportunities, but at this point 
the U.S. onshore continues to prevail.”

Technology
As for technology, when asked what big 

data and data analytics they found most 
relevant, 48% cited technology data—spe-
cifically reservoir, fracking and comple-
tions. Others cited transactions data and 
production-forecasting data. 

One respondent indicated data has been 
important since he got into the E&P busi-
ness in 1974: “Only the tools to use for 
analysis have changed, with computing 
hardware and software technology capa-
bility.” Applying artificial intelligence (AI) 
in a timely manner and competitor perfor-
mance metrics were cited as very relevant 
to running a smart operation. 

At the same time, respondents indicat-
ed they have difficulty obtaining tech-
nology service and supply advice, and 
also play and basin analytics. 

The biggest technology-infrastructure 
challenges cited were the cost of imple-
menting a new tech platform and inte-
grating systems to ensure compatibility. 

Cybersecurity dropped in importance 
as a major tech issue from the 2017 sur-
vey—and it wasn’t a high priority in 
2017 either—with only 7% citing cyber 
issues and vulnerabilities as a big risk.

“Many in the industry may be compla-
cent about cyber threats,” Schroeder said. 
“But I believe we’ll see this view change 
in the near term during what I expect to 
be a period of rapid increase in the use of 
and reliance on technology and third-par-
ty applications and vendors. 

“We shouldn’t wait for an event to 
happen to get our attention.”

The findings around data and technol-
ogy indicate the industry is well aware 
that it’s valuable, yet it may still have 
trouble translating information into 
action through the steady use of data 
around operations, unexpected situations 
that might arise and a deep view that al-
lows more informed decisions.

Risky business
Regulatory hurdles and delays were 

named key risks, followed by the ability 
to close on A&D. Safety and environ-
mental issues were cited as a key risk by 
24% of respondents. 

“This number could be higher,” said 
Michael Osina, a partner in tax ser-
vices at Grant Thornton. “More focus 
on environmental stewardship could broaden 
the public’s view of the industry and attract 
younger people, particularly millennials.” 

The finding that regulatory hurdles are a ma-
jor risk was interesting because in answer to 
the question of “How concerned are you that 
state, local and federal regulations will restrict 
your business?” a large majority, at 57%, re-
sponded “little.” 

Similarly, 58% indicated that they had little 
concern that trade policies would affect busi-
ness. This may be due to the industry being so 
global, with little change year-over-year.

Staffing
Generally, hiring new talent doesn’t seem to 

be a priority for 2019. In fact, 42% of respon-
dents said they plan to keep staffing at the cur-
rent level, while 32% said they may do selective 
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hiring. Only 3% said they planned robust hiring 
for 2019. 

This is not a big change from 2017, when 
41% of the respondents indicated they were 
keeping their current staffing level. This can 
stem from companies that are still operat-
ing with caution and a focus on efficiencies 
and profit improvement. At the same time, 
Reid said, “Staffing is the No. 1 issue for oil-
field-services companies that can’t meet the 
demand for growth in the Permian.”

Schroeder added, “We are seeing more use 
of partnerships, joint ventures and outsourc-
ing in the industry, and companies are also 

looking at new forms of talent, specif-
ically those with mathematics, science 

and analytic skills.”
Meanwhile, “E&P companies can range 

quite significantly in financial health and sta-
bility, with many growing and in need of peo-
ple, while others are continuing to manage 
resources and liquidity that may not afford 
them to hire as robustly.”

Breaking it down
The survey reflects a mood of cautious opti-

mism as the U.S. oil and gas industry and the 
economy have improved. Yet, volatility in the 
industry is always present, with supply and 
demand risk and the effect of unanticipated 

economic factors borne from polit-
ical uncertainty. 

Despite strides and a seeming 
comfort level with technology as 
a whole, the industry still could  
improve around the use of AI,  
robotics and analytics—an expan-
sion that could attract more young 
people who are looking for inno-
vative roles. 

Schroeder said, “We are a highly 
technical and innovative industry 
that has made amazing advance-
ments in the way we explore for, 
develop and produce oil and gas, 
but a sector that has lagged others 
in the use of technology to run the 
business. 

“We have a chance to now ad-
vance in these areas and to attract a 
new generation of talent that is will-

ing to be disruptive and to 
be a part of a culture that 
fosters new thinking.” M

The latest Grant Thorn-
ton/Hart Energy Survey 
was based on answers 
from 472 respondents in 
October 2018 in leader-
ship positions within U.S. 
independent producers, 
midstream operators, oil-
field-service companies 
and financial firms. Par-
ticipants included CEOs, 
COOs, CFOs, CIOs, 
senior vice presidents, 
board members, general 
counsels, and tax and 
finance professionals. Ref-
erences to the 2017 survey 
are based on some 500 
respondents with similar 
backgrounds. 

Founded in Chicago in 
1924, Grant Thornton LLP 
is the U.S. member firm 
of Grant Thornton Inter-
national Ltd., one of the 
world’s leading organiza-
tions of independent audit, 
tax and advisory firms.
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THE PURE-PLAY RISK
Specialization works—until it doesn’t. Specialists would be wise to 
consider these hidden risks. 

ARTICLE BY
RAOUL LEBLANC

ILLUSTRATION BY 
STEFANO MORRI

THE PORTFOLIO

A continuing trend toward greater spe-
cialization in the oil and gas industry 
is enabling companies, particularly in 

North American shale plays, to achieve greater 
efficiencies, please investors and improve 
financial results. 

But an IHS Markit analysis shows this cor-
porate strategy is putting many companies at 
significant risk to market volatility, fragility 
and vulnerability to unforeseen events. 

Specialization is increasingly driving strate-
gic focus for oil and gas operators because, for 
a time, it works, and the market prefers and re-
wards specialists. When focusing on one play 
type or asset, like an athlete who focuses on 
a single sport, one tends to get better at it and 
become faster and more efficient. 

Investors and investment banks are the pri-
mary drivers pushing this strategy, and, while 
there is certainly great upside to this approach, 
there are also new risks that may not be readily 
apparent to the C-suite executives.

For much of the industry’s history, bigger 
was unquestionably better. This made sense 
on many levels because the industry spans the 
globe and faces a nearly unparalleled array of 
political, financial and technical risks. Scale 
and diversity, it was argued, were the best buf-
fers against these risks.

That “bigger is better” truism, however, 
has been supplanted by an inexorable push 
toward specialization. The trend started with 
the emergence of the shale industry and gath-
ered momentum when those successes attract-
ed increased spending and exposed the often 
poorer risk-reward ratio of many international 
investments. 

Two new developments accelerated the trend 
toward onshore specialization. First, shale 
production has grown large enough to gener-
ate significant cash flows, allowing companies 
to sell the “distraction” of other asset types, 
which virtually every large E&P player has 
done in their North American portfolio. 

Companies now specialize in shale, offshore 
assets, CO2 plays or other themes. Examples 
include Encana Corp.’s split and Occidental 
Petroleum Corp.’s spinoff of its 95-year-old 
California business. 

Secondly, the maturation of major shale 
plays beyond the delineation phase has re-

duced risk by revealing the overall quality of 
acreage-holdings. As the industry moved into 
the low-risk, high-capital phase of the plays at 
the same time cash flows collapsed post-2014, 
companies focused on their best assets. 

Operators that once strived for breadth in 
technologies and geography now compete in 
narrower competitive bands in pursuit of a deep-
er, more limited, set of skills. Global produc-
ers increasingly focus on countries or regions, 
shifting away from international activities to 
onshore North America. Within North America, 
the hypercompetitive environment has pushed 
producers to become pure-play companies. 

Skills, endurance
Within the U.S. upstream segment, the tran-

sition from conventional to unconventionals 
has been profound. At the dawn of the tight-
rock era, virtually all companies in the U.S. 
held portfolios characterized by conventional 
oil and gas holdings in multiple regions, plus 
some near-field exploration opportunities. 

As the potential of shale became apparent, 
they shifted capital deployment toward those 
assets, retaining conventional assets as cash 
generators to fund early-stage positions.

The biggest independents—Chesapeake En-
ergy Corp., Devon Energy Corp., Anadarko 
Petroleum Corp. and EOG Resources Inc.—
are examples. While their end results turned 
out differently, each moved to buy a significant 
foothold in multiple plays. 

The companies understood that some plays 
fail and that, despite best efforts, their acreage 
might not be in the “sweet spot” of well qual-
ity. Diversification among the various plays 
hedged those risks.

Anadarko, Devon, Encana and Pioneer Nat-
ural Resources Co. were among independents 
that led the retrenchment to the U.S. onshore. 
Now, even global companies including Chev-
ron Corp., Exxon Mobil Corp. and BP Plc are 
redirecting significant capital to the U.S. on-
shore—and, in particular, the Permian Basin. 

Like decathletes, major companies pos-
sessed a breathtaking range of skills and en-
durance, but, as more specialists dig down on 
particular technologies and geographies, the 
decathletes are finding it hard to compete. This 
has been particularly evident in the majors’ 
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struggle to compete with shale specialists at 
their own game.

Specialization narrows a company’s hori-
zons. Building an operation around developing 
a single or narrow portfolio of assets—even 
one as prolific as the Permian—may determine 
a company’s lifespan. 

This has already been witnessed with pro-
ducers focusing on older gas plays, such as the 
Barnett or Pinedale, and is even creeping into 
the more mature Bakken play, where investors 
have grown concerned about the dwindling in-
ventory of core drilling opportunities. 

The divide
There are few companies spanning the shale-

gas and shale-oil divide. There are no major 
producers with significant positions in both the 
Marcellus/Utica, the top gas play in the U.S., 
and the Permian Basin, the top oil play. 

Increasingly, producers are becoming pure-
play companies focusing on just one basin—
or even subsections of a single basin. Pioneer 
Resources is selling its Eagle Ford assets to go 
“all in” on the Permian Basin, where it holds a 
large, market-leading position. 

The question becomes one of what happens 
to those single-play specialists when their play 
is no longer competitive with other shale basins.

The push toward specialization also risks sap-
ping a company’s ability to explore new fron-
tiers. And in today’s environment, new-ventures 
investments are a costly distraction from near- 
and medium-term objectives. The problem will 
become apparent over time if the company fails 
to successfully migrate from its core asset.

Perhaps the greatest risk of specialization 
comes from environmental volatility. The 
specialist company is fragile to unanticipated 
changes—the kind the corporate giants were 
built to withstand.

For instance, a sudden public turn against 
fracking in the form of a regulatory ban or 
judicial stay—like that which recently threat-
ened Colorado’s Wattenberg play or what oc-
curred with regards to the ban on new deepwa-
ter drilling in the Gulf of Mexico following the 
Macondo disaster—could spell serious trouble 
for a company with no other options in its port-
folio outside of its area of specialization. 

Additionally, other options of cheaper sup-
ply could undermine the economics of a single 
type of asset. A breakthrough in renewables 
technology or more forceful government pol-
icy to cut carbon emissions could quickly sap 
value from a company’s portfolio if it isn’t able 
to adapt and compete.

Investors will be quick to abandon a compa-
ny that loses out in these market shifts. This di-
vergence of exposures creates a gaping wedge 
between management and shareholders in an 
era of specialists. 

Short-term interests
In the past, investors wanted asset diversi-

fication to protect the company’s long-term 
viability. Today, investors seek diversification 
through their own investment in many differ-
ent companies, so they are more focused on 
a company’s short-term financial performance 
rather than its long-term viability. 

That works for the investors, but it may 
run counter to the company’s long-term best 
interests. With that in mind, it is imperative 
for company leaders to assess and understand 
their specific risks and, then, create a strate-
gy to mitigate those risks without sacrificing 
short-term growth.

Ironically, while the narrower skill sets of 
specialization do deliver financial results and 
the specialization trend will continue, during 
the recent oil price downturn, the integrated 
business model proved its worth. 

As falling prices undercut the profitability 
of upstream operations, the integrated compa-
nies saw their downstream operations pick up 
the slack, while the more diversified portfolios 
gave them more options to find attractive in-
vestment opportunities.

In the U.S. onshore, every play is in the pro-
cess of down-spacing. The point is that every 
asset—and especially the disproportionately 
small core areas that some operators special-
ize in—is finite and will deplete. In the long 
term, companies will need to transition to a 
new asset.

In addition to exhaustion concerns, spe-
cialization in the development phase, which 
is where most companies are at this point in 
unconventionals, also makes it difficult for 
companies to add significant shareholder val-
ue. IHS Markit sees oil and gas companies 
typically creating the most shareholder wealth 
by taking chances on unproven rocks and de-
livering big new reserves in the proving and 
optimization stages of a play. 

A company focused on the efficient manu-
facturing of shale wells at the mid-life stage 
must invest the bulk of the lifetime capital 
during this phase, but enjoys relatively little 
value-add from low-risk capital deployment. 
Opportunities for value creation are especially 
thin for later entrants that paid an entry premi-
um for premier plays like the Permian.

The key here is that specialization works—
until it doesn’t. The industry’s rush to focus is 
exposing companies to systemic and compa-
ny-level risks that “diversification” previously 
reduced. Specialists would be wise to consider 
these hidden risks and develop options to mit-
igate them. M

Raoul LeBlanc is vice president of financial 
services at IHS Markit and an author of the 
IHS Markit corporate-strategy analysis “The 
Promise and Peril of Specialization.” 
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Cimarex’s $1.6-Billion Permian ‘Bolt-On’ 
CIMAREX ENERGY CO. SAID Nov. 
19 it will acquire Reeves County, 
Texas, pure-play Resolute Energy 
Corp. in a cash-and-stock transaction 
worth about $1.6 billion, including the 
assumption of $710 million of debt.

Resolute, which has faced recent 
investor pressure to pur-
sue a sale or merger, is 
a “bolt-on asset ... tai-
lor-made for Cimarex,” 
Tom Jorden, Cimarex 
chairman, president 
and CEO, said in the 
announcement.

But the deal is already 
facing disapproval from 
private-equity firm Kim-
meridge Energy Man-
agement Co., which 
pushed for Resolute’s 
sale in October because 
of its low share price 
but isn’t satisfied with 
Cimarex’s offer. 

Based in Denver, Res-
olute controls 21,100 
net acres, 83% HBP, 
in Reeves County in 
the southern Delaware 
Basin, averaging 79% 
working interest, 97% 
operated. Production 
averaged some 35,000 
barrels of oil equivalent per day (boe/d), 
45% oil, during the third quarter.

Cimarex’s Reeves position would 
grow 34% to total 82,953 net acres. Its 
overall Delaware Basin-holding will 
grow to 280,100 net acres. Combined 
production, based on the two compa-
nies’ third-quarter 2018 output, would 
be 253,400 boe/d. The figure includes 
Cimarex’s output from its Midcontinent 
holdings. The combined enterprise value, 
based on share value at the time of the 
announcement, would be $10.7 billion.

“It is a perfect fit with our existing 
Reeves County position and will allow 
us to leverage our knowledge and 
deliver superior results over a broader 
asset base for the benefit of both 
Cimarex and Resolute shareholders,” 
Jorden said.

Additionally, he expects the Reso-
lute assets to generate free cash flow in 

2019, “basically funding any additional 
development capital from the start.”

Mike Kelly, senior analyst with 
Seaport Global Securities LLC, wrote 
that the Resolute acreage fits Cimar-
ex’s position “like a glove,” plus the 
valuation is right. “Cimarex sat on the 

M&A/A&D sidelines over the last few 
years, refusing to pay $40,000 per acre 
for non-accretive Permian deals that 
were acreage-heavy but light on cash 
flow,” Kelly wrote. 

“We think the patience was worth it 
and that the Resolute acquisition is right 
in Cimarex’s wheelhouse.” He estimated 
Cimarex is paying about $22,000 per 
acre—more than 20% less than the Del-
aware average.

“We think this deal will truly add 
shareholder value—it’s accretive, acre-
age quality is better than Cimarex’s 
portfolio average and oilier, it won’t 
stretch the balance sheet, the assets are 
already free-cash-flow positive, plus the 
potential upside on the synergies front is 
meaningful,” Kelly wrote.

Ben Dell, managing partner of 
Kimmeridge, which held 2.8 million 
Resolute shares or more than 10% of 

outstanding as of Nov. 14 as per an 
SEC filing, believes the value from 
Resolute’s transaction with Cimarex 
still comes up short for investors.

“We are pleased to see that Resolute’s 
management team has finally acted and 
believe consolidation is required in this 

industry. However, we feel 
that the proposed purchase 
price undervalues Reso-
lute,” Dell said in a state-
ment provided to Investor. 

Resolute CEO Rick 
Betz said in the deal 
announcement that the 
combination of “our 
assets and people with the 
incredibly strong platform 
that Tom and his team at 
Cimarex have built will 
surely lead to superior 
results for the shareholders 
of both companies.”

The offer is a roughly 
14.8% premium to Reso-
lute’s pre-announcement 
closing price of $30.49. 
Under the terms, Reso-
lute shareholders have the 
option to receive 0.3943 
Cimarex common share 
or $35 in cash or a combi-
nation of $14 and 0.2366 
Cimarex share per Reso-

lute share. 
Upon closing, Resolute shareholders 

will own roughly 5.6% of the combined 
company.

Cimarex plans to fund the cash por-
tion with bank-line borrowing and with 
cash on hand, which includes proceeds 
from a recent asset sale in Ward County, 
Texas. It expects to complete the trans-
action before April 1. Upon closing, the 
Cimarex board and executive team will 
be unchanged.

Evercore Inc. is exclusive financial 
adviser to Cimarex for the transaction; 
Akin Gump Strauss Hauer & Feld 
LLP is legal adviser. 

For Resolute, Petrie Partners Secu-
rities LLC and Goldman Sachs & Co. 
LLC are acting as financial advisers; 
Arnold & Porter and Wachtell, Lip-
ton, Rosen & Katz, legal advisers.

—Emily Patsy
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In Trail To Permian, QEP Quits Haynesville,  
Williston For Billions
QEP RESOURCES INC.’S November 
played out as a farewell tour of North 
Dakota, Montana and Louisiana as it 
agreed to nearly $2.5 billion in two 
deals in the Bakken and Haynesville 
shales. 

QEP appears to be on the last legs of 
a journey to pure-play Permian Basin 
status following its Nov. 19 deal to sell 
the Haynesville/Cotton Valley business 
in northwestern Louisiana to Aethon 
III BR LLC for $735 million. 

Aethon III, an affiliate of Dal-
las-based investment firm Aethon 
Energy Management LLC, was 
formed to acquire assets onshore 
North America in partnership with the 
Ontario Teachers’ Pension Plan and 
Redbird Capital Partners LLC.

QEP’s Haynesville/Cotton Valley 
business covers about 49,700 net acres, 
including 137 gross operated producing 
wells. Production during the third quar-
ter averaged about 49,500 boe/d, 100% 
dry gas. It also owns midstream infra-
structure on a majority of the property.

“The sale of our Haynesville/Cotton 
Valley business is an important next step 
in our process of becoming a Permian 
pure-play company,” Chuck Stanley, 
QEP chairman, president and CEO, said 
in a news release.

In the Bakken, blank-check Vantage 
Energy Acquisition Corp. is buying 
the QEP assets for up to $1.725 billion 
in cash and stock.

Vantage Energy is a $560-million 
SPAC (special-purpose acquisition com-
pany) formed by NGP Energy Capital 
Management LLC and E&P veteran 
Roger Biemans. QEP’s Williston Basin 
assets include the South Antelope and 
Fort Berthold areas as well as mineral 
interests.

They consist of more than 100,000 
net acres in the core of the Bakken 
and were producing 46,000 boe/d. The 
transaction stands to create a large-
scale, pure-play Williston operator to 
be called Vantage Energy Inc. with 
Biemans leading it as chairman, presi-
dent and CEO. 

The two sales bring QEP’s total 
divestitures beginning in July 2017 to 
$3.4 billion.

Tudor, Pickering, Holt & Co. (TPH) 
analysts reported that the Haynesville 
deal price is roughly in line with their 
estimate of market value. With most of 
the proceeds of the company’s Willis-
ton sale earmarked for debt reduction, 
the analysts believe the Haynesville 

proceeds will allow QEP 
to begin its $1.25-bil-
lion-share repurchase.

“We absolutely think 
buybacks are the right 
move, given the implica-
tion that the market is not 
paying for growth,” the 
analysts wrote.

QEP’s Stanley, who 
is retiring from the com-
pany this month, said in 
November that proceeds 
from the Haynesville 
sale will be used to fund 
ongoing development 
of QEP’s core Permian 
assets, reduce debt and 
return cash to shareholders through 
share repurchases.

QEP put one Haynesville well—
100% working interest— online during 
the third quarter. It had a peak 24-hour 
IP of 34 MMcfe/d from a 10,622-foot 
lateral. At quarter-end, it had no rigs in 
the play.

Aethon III expects to assume QEP’s 
firm gas-transportation agreements 
at deal closing. In addition, QEP will 

novate gas-derivative contracts for 40 
Bcf to Aethon for the last 11 months of 
2019. Closing is expected by Feb. 1; the 
effective date, July 1, 2018.

Latham & Watkins LLP provided 
legal counsel to QEP in the Haynesville 
deal. For Aethon III, BMO Capital 
Markets Corp. was transaction advi-
sor; Weil, Gotshal & Manges LLP and 
Sidley Austin LLP, legal counsel. 

—Emily Patsy

QEP Resources: Permian Pure-Play Path

Asset Location Buyer Date Closed Value 
($MM)

Haynesville/ 
Cotton Valley

Aethon Energy Pending $735

Williston Basin Vantage Energy Pending $1,725

Uinta Basin Middle Fork 
Energy Partners

September 2018 $155

Pinedale 
Anticline Field

Oak Ridge Nat-
ural Resources

July 2017 $740

Southern  
Wyoming

Undisclosed July 2017 $37.5

Total: $3,392.5

Source: Hart Energy
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Chesapeake Trots Out $4-Billion WildHorse Deal

FOUR YEARS REMOVED from any 
acquisitions, Chesapeake Energy 
Corp. bounced back Oct. 30 with 
a proposed deal for WildHorse 
Resource Development Corp. worth 
nearly $4 billion. 

Beginning in 2016, Chesapeake has 
closed $4.5 billion in divestments as 
it has attempted to overcome crushing 
debt complicated by collapsing com-
modity prices. 

Oklahoma City-based Chesapeake’s 
offer for WildHorse is stock, assumption 
of $930 million in debt and between 
$275- and $400 million of cash paid 

from its bank facility.
Houston-based WildHorse has barely 

been broken in as a public company; it 
IPOed in December 2016. But it has 
been a dominant force in Southeast 
Texas, building a roughly 420,000-net-
acre position in the Eagle Ford Shale 
and Austin Chalk. 

The company’s acreage, of which 
about 80% to 85% is undeveloped, 
also has access to premium-price Gulf 
Coast markets. Net production is about 
47,000 barrels of oil equivalent per day 
(Mboe/d); 88% is liquids and 73% is oil.

The deal offers WildHorse share-
holders either 5.989 shares of Chesa-
peake common stock or a combination 
of 5.336 shares and $3 in cash per 
WildHorse share.

Doug Lawler, Chesapeake presi-
dent and CEO, said in a news release, 
“The addition of WildHorse, together 
with our substantial growth profile in 
the Powder River Basin, advances our 
transformation into a highly competi-
tive company with a diverse portfolio 
of high-quality assets, a stronger bal-
ance sheet and meaningful oil-growth 
potential.”

More than 80% of future drilling and 
completion activity will be directed 
toward high-margin oil opportunities, 
it added. 

Pro forma, its Eagle Ford position 
will grow to roughly 655,000 net acres 
with some 150 Mboe/d of production, 
about 60% oil. 

Companywide, Chesapeake expects 
to grow oil production to up to 130 
Mbbl/d in 2019 and up to 170 Mbbl/d 
in 2020, bringing its oil-weighting to 
30% from a late-2018 level of about 
19%. It also expects the combination 
will reduce its annual costs by between 
$200- and $280 million.

Jay Graham, WildHorse chairman 
and CEO, said in the announcement, 
“We are extremely proud of the com-
pany we built and brought public less 
than two years ago. This combination 
creates an impressive oil-growth plat-
form, which provides both immediate 
value and potential for significant long-
term upside to our shareholders. 

“As a highly regarded operator, 
Chesapeake brings the technical exper-
tise and operational efficiencies needed 
to maximize the value of this premier 
asset.”

At closing, Chesapeake shareholders 
will own up to 55% of the combined 
company. The final ratio will depend 
on the payment option elected by Wild-
Horse shareholders.

Investment funds managed by NGP 
Energy Capital Management LLC, 
collectively WildHorse’s largest share-
holder, have entered an agreement to 
vote their shares for the transaction, 
which is expected to close before July 1.

Goldman Sachs & Co. LLC was 
financial adviser to Chesapeake; 
Wachtell, Lipton, Rosen & Katz and 
Baker Botts LLP were legal counsel. 
Tudor, Pickering, Holt & Co., Mor-
gan Stanley & Co. LLC and Guggen-
heim Securities LLC were financial 
advisers to WildHorse; Vinson & 
Elkins LLP and Akin Gump Strauss 
Hauer & Feld LLP were legal counsel.

—Emily Patsy

WildHorse Resource Asset 
Overview

Net acres 420,000

Percent undeveloped 80% – 85%

Average working interest 84%

Average net revenue interest 66%

Net production (Mboe/d) 47 

Liquids / Oil 88% / 73%

Source: Chesapeake Energy
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Diamondback Reveals $313-Million  
Midland Bolt-On Acquisition
DIAMONDBACK ENERGY INC. 
recently revealed another acquisition 
that was too good for the Midland, Tex-
as-based company to pass up, despite 
an already blockbuster quarter of M&A 
activity.

Building on its track record of growth 
within cash flow, Diamondback said in 
its Nov. 6 earnings release that it closed 
additional tack-on acquisitions in the 
northern Midland Basin during the third 
quarter for $312.5 million.

The additional transactions brought 
its deal-making for the quarter to well 
over $10 billion.

It kicked off its buying spree in early 
August with a roughly $1.25-billion  
cash-and-stock purchase of Ajax 
Resources LLC, an E&P backed by 
Kelso & Co. and having leasehold in 
the northern Midland. Less than a week 
later, the company followed with an 
agreement to buy fellow Permian pro-
ducer Energen Corp. in an all-stock 
transaction worth roughly $9.2 billion, 
including debt assumption. 

The Ajax acquisition closed Oct. 31, 
followed by the Energen deal on Nov. 29. 

The newest acquisition comprises 
3,646 net leasehold acres and related 
assets from ExL Petroleum Manage-
ment LP, ExL Petroleum Operating 
Inc. and EnergyQuest II LLC. Located 
in Martin and Andrews counties, the 
assets have roughly 3,500 boe/d of 
estimated current net production.

Diamondback appears to have paid 
roughly $44,000 per adjusted acre for 
its latest expansion—a premium to the 
$36,000/acre paid for Ajax, Capital 
One Securities Inc. analysts estimated. 

The ExL et al. property is adjacent to 
Diamondback and Ajax property in an 
area Diamondback calls Spanish Trail 
North.

Diamondback CEO Travis Stice said 
in the third-quarter earnings call that 
the opportunity to acquire the addi-
tional acreage was too good to pass 
up. Further, Diamondback maintains 
a “fortress balance sheet for just these 
types of opportunities.”

“We felt like we had differential 
knowledge in the area because of our 
legacy activity,” Stice said. “We felt 
like we had willing sellers [and] that 
they weren’t marketing the process 
broadly. And we felt like we could 
bring our expertise to wells that could 
immediately compete for capital ...”

The challenge for Diamondback now 
is execution, he said, specifically on the 

estimated $3-billion worth of synergies 
expected from the merger with Energen. 
As a result, Diamondback will, for the 
most part, be on the sidelines on the 
acquisition front.

“We understand that the battle lines 
are drawn for us to execute on those 
synergies. ... We’re more or less on the 
sidelines until we get this merger inte-
grated and start delivering materially 
on the synergies that we talked about,” 
he said.

Diamondback operated 13 rigs and 
had five dedicated frack spreads during 
the third quarter. It assumed an addi-
tional rig after closing the Ajax acqui-
sition.

During the third quarter, Diamond-
back drilled 40 gross horizontal wells 
and turned 43 operated horizontals to 
production. The average completed 
lateral length was 9,638 feet.

With both Ajax and the ExL et al. 
acquisitions complete, it expected to 
develop the Spanish Trail North posi-
tion with between eight and 12 well 
pads targeting Wolfcamp A, Lower 
Spraberry and Middle Spraberry. It 
estimates this will generate an internal 
rate of return of more than 100% in 
long-lateral development.

For full-year 2018, it expected to turn 
between 170 and 175 gross operated 

horizontals to production.
Into the fourth quarter, Diamond-

back generated $12 million in free 
cash flow while growing production 
45%. Third-quarter production was 
123 Mboe/d (72% oil). Its track record 
of growth within cash flow reached 15 
consecutive quarters, Seaport Global 
Securities analysts wrote in a Nov. 8 
report.

Stice said, “In a world where capital 
discipline is now the primary theme 
across North American energy and 
companies are discussing what they 
plan to do, look no further than what 
Diamondback has done over the past 
three years. 

“Our operating philosophy has not 
changed: maximize production growth 
within cash flow, maintain best-in-class 
operating metrics, low leverage, and 
execute on acquisitions accretive to our 
current acreage position and per-share 
metrics—all of which, we [continued] 
to do in the third quarter.”

Diamondback’s third-quarter 2018 
net income was $157 million. Adjusted 
EBITDA was $372 million, up 60% 
from $232 million a year earlier.

At Sept. 30, Diamondback had $492 
million in standalone cash and no bank-
line borrowings.

—Emily Patsy

Source: Diamondback Energy 
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SandRidge Exits Permian’s Central Basin Platform

SANDRIDGE ENERGY INC. said 
Nov. 5 it exited the Central Basin Plat-
form (CBP) in the Permian Basin in a 
sale as the Oklahoma City-based E&P 
tackles operational efficiencies through 
A&D deal-making.

The divestiture follows the conclu-
sion of SandRidge’s strategic review 
process, which attracted multiple poten-
tial buyers earlier in 2018.

The CBP sale was to Avalon Energy 
LLC for $14.5 million. It included 
roughly 13.1 million common units of 
SandRidge Permian Trust. 

Meanwhile, SandRidge acquired 
properties in the Mississippian Lime 
and Northwest Stack areas of Oklahoma 
and Kansas for $25.1 million. The seller 
wasn’t disclosed.

“These are small but important next 
steps that help demonstrate our abil-
ity to improve profitability and create 
shareholder value,” Bill Griffin, Sand-
Ridge president and CEO, said in a 
news release.

SandRidge’s CBP position largely 
consisted of shallow, low-net-revenue- 
interest wells burdened by a substantial 
overriding royalty interest conveyed to 
the trust. Lease restrictions and trust 
limitations on these properties signifi-
cantly constrain development beyond 
work on existing wellbores.

The company expects the sale will 
simplify its operations with the removal 
of a large population of low-rate and 
shut-in wells, collectively averaging 1 
boe/d each and with direct lifting costs 
of $30.50/bbl.

The CBP divestiture, which includes 
almost 1,500 wells, will also elimi-
nate roughly 32% of SandRidge’s total 
asset-retirement obligations, it reported.

Griffin said that the CBP properties 
accounted for more than 12% of Sand-
Ridge’s total operating expenses, while 

contributing only 4% of first-half 2018 
production.

“The sale price of these properties 
represents an attractive valuation, par-
ticularly considering their minimal 
growth potential and royalty-interest 
burden, which requires SandRidge to 
cover 100% of operating costs but only 
receive 34% of revenues,” he said.

He added that the exit simplifies 
SandRidge’s portfolio and operations, 
allowing it to increase focus on exe-
cuting its long-term development and 

growth strategy in the Northwest Stack 
in Oklahoma as well as in the Rockies 
in North Park Basin.

Its Midcontinent acquisition “consol-
idates working interest in acreage and 
properties currently held by the com-
pany, requiring no additional staffing to 
operate,” Griffin said.

SandRidge operates roughly 80% of 
the wells involved and holds a working 
interest in most of the remaining wells 
operated by others in its acquisition. 
As of September, the properties had 
monthly net production of 3,775 boe/d 
and monthly net operating income of 
$1.5 million, the company reported.

SandRidge also acquired an addi-
tional 13.2% interest in its pro-
duced-water-gathering and -disposal 
system. 

The transaction is accretive to cash 
flow and net asset value per share, it 
reported. It estimates an associated pay-
back period of fewer than three years.

Griffin said, pro forma for the two 
transactions, SandRidge expects a 
2,615-boe/d net increase in production, 
$0.67/boe in reduced direct lease-oper-
ating expenses and incremental proved 
PV-10 value of roughly $38 million. 

—Emily Patsy
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Denbury Adding Eagle Ford In  
$1.7-Billion Penn Virginia Merger

DENBURY RESOURCES INC. said 
Oct. 28 it will acquire Eagle Ford 
operator Penn Virginia Corp. in a 
cash-and-stock transaction valued 
at about $1.7 billion, including debt 
assumption.

The acquisition of Houston-based 
Penn is expected to give Denbury a new 
core area in the oil window of the Eagle 
Ford. The Plano, Texas-based E&P, 
which focuses on CO₂ EOR, currently 
operates in two key areas: the Gulf 
Coast and Rockies.

Chris Kendall, Denbury president 
and CEO, said the transaction marks a 
“defining moment.”

“Through this combination, we plan 
to focus Denbury’s significant EOR 
expertise on the prolific Eagle Ford 
Shale, positioning us at the forefront of 
this exciting new arena for EOR,” Ken-
dall said in a news release. 

“Denbury’s passion for improved oil 
recovery and our deep technical knowl-
edge give us a strong advantage on this 
new frontier.”

Further, he believes Penn’s Eagle 
Ford assets will add many years of high-
value, low-breakeven development, and 
he expects the combined company will 
immediately generate positive free cash 
flow.

Denbury is offering 12.4 shares and 
$400 million cash. It intends to finance 
the deal with cash on hand and with 
debt comprised of a new $1.2-billion 
credit facility and a $400-million senior 
secured second lien.

Analysts with Capital One Securi-
ties Inc. estimate Denbury will acquire 
Penn for roughly $2,700 per acre, 
after ascribing about $1.45 billion of 
value for existing PDP (proved devel-
oped producing) based on discounted 

cash flow analysis 
at $65/$2.75 flat, 
implying $66,000 
per flowing boe/d.

“Overall, [it’s a] 
positive transaction 
that provides Den-
bury with additional 
high-margin proper-
ties at an attractive 
acquisition price,” 
the Capital One 
analysts wrote after 
the announcement. 
The median per-
acre price of major 
Eagle Ford transac-
tions during the past 

two years implies about $1,300 per acre, 
they added.

Penn completed its transformation 
into a pure-play Eagle Ford Shale oper-
ator with the sale of its Oklahoma prop-
erties in July.

The company holds roughly 84,000 
net acres in the Eagle Ford across Gon-
zales, Lavaca and Dewitt counties in 
South Texas, about 92% HBP and 99% 
operated. Second-quarter net production 
was about 22,200 boe/d (74% oil).

Capital One analysts forecast about 
$35/boe cash margin in 2019 for Penn, 
which the firm noted was among the top 
10% in its coverage.

John Brooks, Penn president and 
CEO, said in the announcement that he 
believes the merger maximizes value 

for the company’s shareholders and 
represents an ideal outcome for Penn 
and all of its stakeholders.

“Applying Denbury’s demon-
strated expertise in EOR to the oil-rich 
resources of our large, contiguous, 
Eagle Ford acreage provides our share-
holders the opportunity to maximize 
value acceleration of [Penn’s] … 
assets,” Brooks said.

The deal’s $1.7-billion price equates 
to $79.80 per Penn share, an 18% pre-
mium to the pre-announcement closing 
price. Post-closing, Denbury is expected 
to have a $6-billion enterprise value 
based on the pre-announcement share 
value. 

Second-quarter 2018 production of 
the combined companies totaled 84 
Mboe/d; proved reserves at year-end 
2017 were about 343 MMboe.

Two Penn board members are to join 
the Denbury board, expanding this to 
total 10. Denbury stockholders will own 
about 71% of the combined company. 
The deal is expected to close by April 1. 

Guggenheim Securities LLC was 
lead financial adviser to Denbury; addi-
tional financial advice was provided by 
J.P. Morgan Securities LLC. Vinson 
& Elkins LLP provided legal counsel. 

Jefferies LLC was financial advisor 
to Penn; legal services were provided 
by Skadden, Arps, Slate, Meagher 
& Flom LLP and Gibson, Dunn & 
Crutcher LLP. 

—Emily Patsy
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Lonestar Resources Builds Thrifty Eagle Ford Expansion 

PURE-PLAY EAGLE FORD oper-
ator Lonestar Resources US Inc. said 
Nov. 19 it acquired bolt-on properties in 
DeWitt County in South Texas as it rides 
high on increase borrowing capacity.

Lonestar acquired 3,084 gross (2,706 
net) acres from Sabine Oil & Gas Corp. 
and Alerion Gas AXA LLC for $38.7 
million. The properties, 95% operated, 
are in the Sugarkane Field in an area that 
Lonestar CEO Frank Bracken said, in the 
news release, features some of the thick-
est Lower Eagle Ford Shale.

“In combination with our expanded and 
enhanced credit facility, we have financed 
the acquisition in a manner that leaves 
Lonestar with the highest level of liquidity 
in the company’s history, while expanding 

our Eagle Ford Shale position in an attrac-
tive part of the play,” Bracken said.

The acquired properties produce 800 
barrels of oil equivalent per day (boe/d) 
from 20 wells. Estimated annualized 
EBITDAX is $6 million. Lonestar paid 
about $3,200 per acre, assuming $40,000 
per flowing boe, according to John 
Aschenbeck, senior analyst with Seaport 
Global Securities LLC.

“We are fans of this acquisition as 
it once again demonstrates Lonestar’s 
ability to consistently tack on blocks of 
high-quality Eagle Ford acreage at attrac-
tively priced valuations,” Aschenbeck 
wrote after the news.

Additionally, Lonestar identified about 
26 Lower Eagle Ford drilling locations 
on the properties, which Aschenbeck val-
ued at about $335,000 per location. The 
company also sees additional potential 
in the Upper-Lower Eagle Ford, Upper 
Eagle Ford and Austin Chalk.

Lonestar plans to apply its Eagle Ford 
know-how already gained in the play 
toward further results. “We believe the 
application of our geo-engineered drill-
ing and completion process can yield 
highly productive wells that yield attrac-
tive rates of return on invested capital,” 
Bracken said. 

“As is typically the case with our 
acquisitions, we see potential to increase 
lateral lengths and further enhance 
returns.”

Pro forma, Aschenbeck estimates Lon-
estar has about 63,600 net acres in the 
Eagle Ford with roughly 13,300 boe/d of 
production.

In addition, Lonestar reported that its 
borrowing base increased to $275 mil-
lion from $190 million, the interest rate 
fell 0.5%, and the term was extended to 
November 2023. Its draw on the revolver 
post-acquisition was $163.9 million. 

Aschenbeck wrote that Lonestar’s 
$111.1 million that remains available 
to draw is “more than ample, given our 
expectations for Lonestar to fund its 
fiscal-year 2019 capital program within 
cash flow.”

Lonestar estimates proved reserves 
added from the deal total 13 million 
boe/d of which 3.2 million are PDP 
(proved developed producing) and 100% 
Lower Eagle Ford. Based on the strip at 
closing, the proved reserves had PV-10 
value of $77 million.

The effective date was Aug. 1. UBS 
Investment Bank was exclusive trans-
action adviser to Sabine.

—Emily Patsy

Pioneer Draws $400 Million For Pressure-Pumping Unit
PIONEER NATURAL RESOURCES 
Co. continued to trim its portfolio as 
it transitions into a Permian Basin 
pure-play operator with an agree-
ment on Nov. 13 to sell its pressure- 
pumping assets for $400 million in 
cash and stock.

Oilfield-service operator ProPetro 
Holding Corp. will pick up Pioneer 
Pumping Services in exchange for $110 
million cash and a stock issuance rep-
resenting 17% ownership in Midland, 
Texas-based ProPetro. 

ProPetro will also provide Irving, 
Texas-based Pioneer with pres-
sure-pumping and related services for 
up to 10 years.

Pioneer expects the deal to improve 
capital efficiency and long-term cost 
competitiveness in its core Permian 
operations. It launched a strategy in 
2018 to become a pure-play Permian 
operator, where it planned to channel 
its entire $3.4-billion capex for the year.

Consequently, it had been in selling 
mode for most of the year, divesting 
assets that, in some cases, had been 
part of its portfolio for decades. Sales 

in South Texas, West Panhandle and 
Rockies had resulted in proceeds of 
more than $500 million. 

Next on the chopping block are 
its remaining South Texas assets in 
the Eagle Ford Shale. The company 
expected to announce a deal by year-end 
2018 and to begin 2019 as a Permian 
pure-play.

Tim Dove, Pioneer president and 
CEO, said in a news release that the 
long-term nature of Pioneer’s agree-
ment with ProPetro will benefit both 
companies. 

“We are very pleased to announce our 
agreement with ProPetro that provides 
Pioneer with dedicated capacity from 
the leading pressure-pumping service 
provider in the Permian Basin,” Dove 
said. 

“Their robust operational track record 
aligns with our commitment to being 
the most efficient low-cost Permian 
operator.”

ProPetro, which IPOed in March 
2017, provides pressure-pumping and 
complementary services in North Amer-
ican resource plays. Its agreement with 

Pioneer is expected to increase its scale 
in the Permian Basin. 

ProPetro had 20 hydraulic fracturing 
fleets in the Permian with an aggregate 
deployed capacity of 905,000 hydraulic 
horsepower, as per its SEC filings Nov. 8.

The deal was expected to close by 
year-end 2018.

—Emily Patsy

Pioneer Natural Resources 
2018 Divestitures
Location/
Asset

Buyer Month 
Closed

Value 
($MM)

Eagle Ford 
JV

Sundance 
Energy

April $102

CO Raton 
Basin

Evergreen Natu-
ral Resources

July $79

TX W 
Panhandle

Undisclosed August $201

TX Sinor 
Nest

Undisclosed Pending $132

Pressure 
Pumping

ProPetro Pending $400

Total: $914
Source: Hart Energy
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TRANSACTION HIGHLIGHTS
FAYETTEVILLE
n Southwestern Energy Co. closed its 
$2.3-billion sale of its Fayetteville Shale 
business  to Flywheel Energy LLC, 
a private company backed by Kayne 
Anderson Private Energy Income 
Funds, the companies said Dec. 4.

Flywheel acquires the E&P and 
midstream assets for $1.865 billion in 
cash and assumption of $438 million of 
future contractual liabilities.

Southwestern exits Arkansas to 
operate as an Appalachian pure-play 
E&P. The proceeds will accelerate 
activity in southwestern Appalachia in 
West Virginia. 

Southwestern will also retire $900 
million of senior notes and the out-
standing balance under its revolver, 
repurchase stock up to the remainder of 
the company’s $200-million stock-buy-
back program and invest in Appala-
chian assets during the next two years.

“This strategic transaction represents 
a further significant step in the trans-
formation of the company,” Bill Way, 
Southwestern president and CEO, said 
in a news release. 

“We’re now better positioned to 
leverage our leading technical and 
operating capabilities to drive greater 
value from our highly attractive and 
significant asset base in Appalachia, 
pay down debt and create even greater 
financial flexibility.”

CALIFORNIA
n Royale Energy Inc. said Oct. 22 it 
formed a joint venture (JV) with Cal-
ifornia Resources Corp. to drill 30 
wells throughout the Rio Vista Field, 
the largest dry-gas field in California.

Rio Vista, located in the Sacramen-
to-San Joaquin River Delta in northern 
California, was discovered in 1936 and 
has produced about 4 trillion cubic feet 
from more than 15 stacked gas reservoirs, 
according to a Royale press release.

Royale said the JV with Los 
Angeles-based California Resources 
expands a previous JV development 
area to the entire Rio Vista Field. The 
expansion will provide Royale up to 
three years to drill to any of the mul-
tiple, stacked productive formations in 
the prolific and historic property.

“The joint venture will lead to multi-
ple years of drilling activity at Rio Vista 
at a time of upward-trending natural 
gas prices due to declining natural gas 
inventories nationwide,” Royale said. 

Royale is an independent E&P com-
pany based in San Diego. The company 

has its primary operations in Califor-
nia’s Los Angeles and Sacramento 
basins.

WILLISTON BASIN
n Oasis Petroleum Inc. said Nov. 8 it 
agreed to sell midstream interests in a 
$250-million dropdown that the Hous-
ton-based company said will improve 
its leverage position.

Oasis will sell the interests to its 
midstream affiliate Oasis Midstream 
Partners LP in a transaction financed 
equally by debt and equity. 

The divested assets include a 15% 
interest in Bobcat DevCo LLC, which 
is focused in the Williston’s Wild Basin 
operating area, and 30% interest in 
Beartooth DevCo LLC, which owns 
significant water-infrastructure assets 
across most of Oasis’ core operating 
areas in the Williston.

MIDLAND BASIN
n Roxo Energy LLC sold its Permian 
Basin assets to Murchison Oil and Gas 
LLC in early November, less than two 
years after Roxo’s entry into the play.

Roxo will sell its 5,300 contiguous 
acres in Howard and Borden counties, 
Texas, targeting the prolific Wolfcamp 
and Spraberry in the northern Midland 
Basin. The leasehold is surrounded by 
significant development activity by qual-
ity offset operators, according Roxo. 

Financial terms of the transaction 
were not released.

Murchison, which closed the deal in 
late October, financed the purchase with 
an investment group led by Angelo Gor-
don & Co. that included MSD Partners 
LP and Ares Capital Corp. 

GULF OF MEXICO
n Buyout firm Blackstone Group LP 
and privately held LLOG Explora-
tion Co. are working with an invest-
ment bank to sell their Gulf of Mexico 
(GoM) exploration joint venture (JV) 
for more than $2 billion, Reuters 
reported Nov. 6 based on sources 
familiar with the matter.

The divestment attempt is the lat-
est to emerge from the U.S. GoM as 
higher oil prices allow those with cap-
ital-intensive investments in the region 
to sell them at much more attractive 
valuations than in recent years.

The LLOG Bluewater JV between 
Blackstone and LLOG was announced 
in November 2012, with a pledge to 
invest more than $1.2 billion to bolster 
LLOG’s operations in the GoM.

The duo is working with Barclays 
Plc to sell the venture, according to 
four sources aware of the matter. Initial 
information had been sent to potential 
buyers, one of the sources added.

POWDER RIVER BASIN
n Bozeman, Mont.-based Massif Oil & 
Gas’ management team will return to 
the Powder River Basin after securing 
backing from private-equity firm NGP 
for Massif Oil & Gas II LLC.

Massif previously built a position in 
the Powder’s Campbell County, Wyo., 
that it sold in third-quarter 2018 to Ver-
milion Energy Inc. for $186 million. 

Massif II has hopes of leveraging 
its proprietary relationships and oper-
ational expertise for another go-around 
in the basin.

“Following our success in the Pow-
der River Basin, we are excited to 
partner with NGP to build a company 
focused on creating significant value 
for its partners,” Massif CEO Barrett 
Frizzell said in a news release.

Frizzell, along with the rest of the 
management team at Massif, will con-
tinue their same roles for Massif II. 
Led by Frizzell, the Massif II team 
includes Adam Gollofon, COO; Scott 
Sheehan, CFO; Brian Burdette, exec-
utive vice president, subsurface; and 
Dave Thornquist, executive vice pres-
ident, land.

U.S. LNG
n Japan’s Toshiba Corp. will exit its 
U.S. LNG business by paying China’s 
ENN Ecological Holdings Co. Ltd. 
more than $800 million to take over 
the unit as part Toshiba’s plan to shed 
money-losing assets, Reuters reported.

The sale concludes a venture 
that puzzled analysts when it was 
announced in 2013. Asian LNG prices 
have plunged 42% in the past five 
years and the potential for future losses 
spurred Toshiba’s exit.

Under the deal, Toshiba will sell its 
Toshiba America LNG Corp. unit 
to ENN Ecological, a unit of ENN 
Group, for $15 million, according to 
the Reuters report.

“The project posed a huge risk, 
because no one knows how the situ-
ation will be over the next 20 years,” 
Toshiba CEO Nobuaki Kurumatani told 
reporters at a press conference.

The company booked a charge of 93 
billion yen (US$818 million) in exit-
ing the LNG business in its earnings it 
announced on Nov. 8.
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TRANSACTION HIGHLIGHTS
PERMIAN BASIN
n Flat Creek Resources LLC has 
secured an initial capital commitment of 
$400 million from EnCap Investments 
LP and management to pursue a Permian 
Basin strategy, the company said Nov. 
14.

Flat Creek, based in Fort Worth, 
Texas, is an independent energy com-
pany focused on core acreage consoli-
dation and exploitation, initially in the 
Permian Basin in West Texas and New 
Mexico.

The company was formed by CEO 
Mike McCracken, former COO of Perm-
ian E&P Black Mountain Oil & Gas, 
which sold to Marathon Oil Corp. in 
2017 for $700 million. 

The management team additionally 
includes XTO Energy Inc.’s former 
Midland Basin geologist and a principal 
for private-equity firm Avista Capital 
Partners’ oil and gas investments. 

NORTH SEA
n British petrochemicals company Ineos 
is in exclusive talks with ConocoPhillips 
Co. to buy North Sea oil and gas fields 

worth $3 billion from the U.S. energy 
company, the Sunday Times newspaper 
reported without citing sources.

Reuters reported in May that Cono-
coPhillips was preparing to sell North 
Sea assets to focus on shale production 
in the U.S. More recently, Bloomberg 
reported that the oil major aimed to sell 
$3 billion of assets.

n Serica Energy Plc said Nov. 5 it will 
grow its presence in the U.K. North Sea 
with an agreement to acquire further 
interests in the Bruce and Keith fields 
from BHP Billiton Ltd.

As part of the agreement, Serica 
Energy (UK) Ltd. will acquire a 16% 
interest in Bruce Field and a 31.83% 
interest in Keith Field as well as asso-
ciated infrastructure from BHP Billiton 
Petroleum Great Britain Ltd. for an 
undisclosed amount.

In all, Serica is expected to have 
94.25% ownership in Bruce Field and 
91.67% in Keith Field following comple-
tion of the company’s recent acquisitions, 
which also include pending purchases in 
the region from BP Plc and Total SA.

“This acquisition, in addition to the 
previously announced transactions 
with BP and Total, place us in an even 
better position to unlock increased 
value from the assets and benefit from 
economies of scale,” Serica CEO 
Mitch Flegg said in a statement.

MONTNEY
n Blackbird Energy Inc. and Pipe-
stone Oil Corp. agreed to merge in 
October, forming a pure-play, conden-
sate-rich E&P in the Montney Shale 
play in Alberta.

The companies said they plan 
an all-stock merger, forming Pipe-
stone Energy Corp. The companies 
also announced C$310 million in 
equity and debt financings, which 
are expected to fully fund a planned 
2019 exit production rate of 14,000 to 
16,000 boe/d.

Pipestone Energy is set to have 
the single-largest condensate-rich 
acreage position in the “sweet spot” 
of the over-pressured window of the 
Montney fairway, according to the 
companies’ joint press release.
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The old is new once again in the west-
ern Anadarko Basin that straddles the 
state line between the Texas Panhan-

dle and western Oklahoma. Privately held 
independents are applying super-extended 
laterals and multi-stage, high-intensity com-
pletions to revive a quasi-unconventional 
resource play. 

The current revival is the latest in a prov-
ince that has witnessed almost 45,000 wells 
during the past 100 years and generated 15 
trillion cubic feet of gas—much of it liq-
uids-rich at 1,250 to 1,350 British thermal 
units—and 300 million barrels (bbl) of oil.

The western Anadarko is home to two hy-
drocarbon plays. The gas-rich Granite Wash 
is characterized by debris fans along the 
forefront of a geologically ancient mountain 
front. The second occupies a shallow shelf 
pro-grading south and west into the ancient 
basin and is characterized by a liquids-rich 
gas and black-oil play.

Combined, these make the western 
Anadarko a stacked-pay play with up to 26 
formations that demonstrate hydrocarbon 
potential in Pennsylvanian-aged formations.

Tulsa-based Tecolote Energy LLC spent 
$260 million beginning in 2016 to acquire 
210,000 HBP acres, mostly along a diag-
onal front approximately 60 miles long in 
Hemphill and Wheeler counties in the Texas 
Panhandle and in Roger Mills, Custer and 
Beckham counties in Oklahoma, essentially 
paying PDP (proved developed producing) 
values for cast-off acreage from Devon Ener-
gy Corp., Samson Resources Inc. and Chev-
ron Corp. 

Currently, Tecolote’s 245,000 acres feature 
working interest above 82%. Internally, the 
company incorporated 10,000 wells, assim-
ilated hundreds of miles of 3-D seismic and 
thousands of drilling logs into a coherent da-
tabase allowing engineers to suss out the best 
landing zones and completion techniques. 

Tecolote is going long, emphasizing 
10,000-foot laterals and adopting comple-
tion-intensity techniques from other resource 
basins. The company employs 1,500 pounds 
of sand and 2,100 gallons of fluid per later-
al foot, while decreasing stage-spacing from 
300 feet to 180 feet.

Tecolote generated four of the 10 best 
horizontal wells among its first six efforts 
in Hemphill County, Texas, including a re-
cord-setting-lateral-length Mathers State 
172-156 CL EX 1H at 12,592 of horizontal 
displacement with a 30-day cumulative pro-
duction of 35,015 bbl of oil. 

The offset Mathers 1518-165 EX 1H was 
completed at 2,320 barrels of oil equivalent 
(boe/d) out of a 7,257-foot lateral in the Mar-
maton D zone. 

Employing a branding technique common 
to Oklahoma E&Ps—originators of the Cana 
Woodford, Scoop and Stack plays—Teco-
lote christened the effort as the Panhandle 
Oil Window, Extended Reach play—the 
“Power Play.” 

Company CEO Maurice Storm told at-
tendees at Hart Energy’s DUG Midcontinent 
Conference in November that the Granite 
Wash is among the best zones in boe per 
thousand feet of lateral in the Anadarko Ba-
sin on 12-month cumulative production. This 
metric represents 44,000 boe per thousand 
feet of lateral and has only been exceeded 
recently with newer Anadarko Basin wells 
farther east, in the Scoop-Woodford play.

Tecolote is pursuing a two-rig program 
to drill three well pads separated by step-
outs 15 to 20 miles apart. Production was 
expected to exceed 30,000 boe daily by 
year-end 2018.

Tecolote is just one player in a broader sto-
ry. FourPoint Energy LLC has amassed more 
than 750,000 acres and has employed big- 
data analytics and extended-reach laterals to 
achieve economically positive results in the 
western Anadarko. Meanwhile, start-up Pre-
sidio Petroleum LLC has acquired 60,000 
acres in the Oklahoma Panhandle to exploit 
the Cleveland, Tonkawa and Marmaton on 
the shelf section of the western Anadarko. 

The western Anadarko suggests there is 
still a future for smaller independents with-
in a broader industry trend that emphasizes 
consolidation as the main avenue to exploit 
resource plays. 

The latter may be the case in theory. How-
ever, the reality in the field is that technically 
astute management teams who employ the 
latest well-construction learnings are picking 
up cast-off acreage at PDP valuations, ob-
taining PUDs (proved undeveloped reserves) 
for little to no cost, and squeezing hydrocar-
bons out of formations that were originally 
developed under older methodologies. 

These independents find the western 
Anadarko attractive with pre-existing infra-
structure for access to hydrocarbon-process-
ing and to the larger, national marketplace. 

The king—in the form of larger, publicly 
held operators—may be dead in the west-
ern Anadarko. But, long live the privately 
held, smaller-firm “king” that is ascending 
the throne. 

‘POWER’ PLAY IN THE  
WESTERN ANADARKO
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1 Podolsky Oil Co., accord-
ing to IHS Markit, is drilling a 
deeper pool test in Mt. Auburn 
Consolidated Field. In Christian 
County, Ill., #2 T.R. McMillen 
has been permitted to 7,400 ft. 
The Precambrian venture is in 
Section 4-15n-1w. Podolsky has 
been active in the field and the 
most recent completion was at 
the 1,954-ft #1 Hill Family Trust 
about 1 mile northeast in Section 
3. It was tested in 2017, pump-
ing 4 bbl of crude and 13 bbl 
of water per day from Silurian 
at an unreported depth. Produc-
tion in the field extends 12 miles 
southwest of Fairfield, Ill.,-based 
Podolsky’s drillsite. The deep-
est wells in the field, which was 
opened in 1943, yield crude from 
Silurian. Additional Silurian 
production in Blackland Field is 
southeast of the company’s cur-
rent venture and it also operates 
several wells in the Christian 
County reservoir.

2 In Jefferson County, Ill., 
Gesell’s Pump Sales & Ser-
vice has spud a 6,200-ft wild-
cat, #1 Karber Trust. The Ewing 
Field venture is targeting oil pays 
in Platteville and is in Section 
31-4s-3e. Within one-half mile 
north, the Whittington, Ill.-based 
company was active in the area 
in 2014 at #1 Jack Thompson. 
The venture was drilled to 3,763 
ft, with some oil shows encoun-
tered in Warsaw at 3,744-63 ft. 
Gesell also completed #2 Hayse 
in Section 32, pumping 16 bbl 
of crude and 30 bbl of water 
per day from McClosky Lime 
at 2,926-32 ft. The company’s 
nearby #3 Hayse was completed 
in 2013 in a Lower Salem lime 
zone at 3,734-51 ft. Through 
September 2018, recovery from 
both wells totals 17.549 Mbbl 
of crude. After completing #1 
Karber Trust, the rig will be 
moved to the southwest to drill 
a 6,200-ft Platteville test at #2 
Pickens-Chenault in Section 
25-5s-2e.

3 Trey Exploration Inc. has 
received a permit to drill a wild-
cat McClosky test in Indiana’s 
Knox County. The #22-12 New-
ton State Unit will be in Section 
22-1s-12w and has an estimated 
total depth of 2,400 ft in Mt. 
Carmel Consolidated Field. 
Nearby drilling is northeast in 
St. Francisville Consolidated 
Field, where several operators 
have drilled or are planning to 
drill McClosky Lime tests. Trey 
is based in Newburgh, Ind.

4 A third exploratory test was 
added to Savoy Energy LP’s 
Trenton/Black River program 
in Calhoun County, Mich. The 
#1-3 Lily is permitted to 4,100 ft, 
and it will be vertically drilled in 
Section 3-4s-8w. Nearby drilling 
by the company is within 1 mile 
north at #2-34 Weeks in Sec-
tion 34-3s-8w. It has a planned 
depth of 4,100 ft. The company’s 
offsetting #1-34 Seymour was 
drilled in late 2018 to 4,050 ft 
and it has 5 1/2-in. casing set on 
bottom. The new tests are about 
7 miles west of Trenton/Black 
River oil production in Tekonsha 
Field, a Calhoun County reser-
voir opened in 1959. The most 
recent field well was completed 
in 2014.

5 IHS Markit reported that 
Savoy Energy LP is drilling 
a second Trenton/Black River 
exploratory test in Calhoun 
County, Mich. Located in Sec-
tion 34-3s-8w, #2-34 Weeks has 
a planned depth of 4,100 ft. The 
company’s offsetting #1-34 Sey-
mour was drilled in September 
to 4,050 ft with 5 1/2-in. cas-
ing set on bottom. No oil wells 
have been drilled in the section. 
The most recent drilling in the 
area was in 2002 at West Bay 
Exploration’s #1-4 Wright in 
Section 4 and was abandoned at 
3,530 ft in Black River. About 8 
miles west is Kalamazoo Coun-
ty’s Climax Field, a Trenton/
Black River reservoir opened in 
2014 by Axia Energy. Savoy’s 
headquarters are in Traverse 
City, Mich.

6 A 3,600-ft wildcat is under-
way by Enid, Okla.-based Mav-
erick Brothers Resources 
LLC in Montcalm County, Mich. 
The #1-15 Wickes Trust is in 
Section 15-11n-7w and is tar-
geting oil pays in Dundee Lime. 
Nearby drilling is within 1 mile 
south in Section 22 at a Dundee 
Lime wildcat drilled in 1965—#1 
Brown was abandoned at 3,421 
ft. Dundee Lime oil production 
in Entrican Field is about 1.5 
miles southwest of Maverick’s 
drillsite. The field was opened 
in 1966 and the last drilling in 
the Michigan reservoir occurred 
in 2008. To the south are several 
Dundee Lime wells in Stanton 
Field and most of the field’s 
wells yield crude from Traverse 
Lime at 2,900 ft and Alpena 
Lime at 2,950 ft.
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7  L a n d  &  N a t u r a l 
Resources Development has 
received a permit to re-enter a 
well in Pickens County, Ala. The 
#1 Peco Foods 2-1 has a planned 
depth of 4,500 ft and is in Sec-
tion 2-19s-14w in Coal Fire 
Creek South Field. The venture 
is targeting oil in Pottsville A. 
The original Black Warrior Basin 
well was completed in 1985, 
flowing 25 Mcf of gas and 140 
bbl of oil per day from a Fay-
ette zone at 4,062-74 ft. Land 
& Natural Resources is based in 
Tuscaloosa, Ala.

8 Sklar Exploration Co. 
is underway at the first of two 
Norphlet oil tests in Santa Rosa 
County in the Florida panhan-
dle. The #1 Polk Estate 13-5 is 
a 15,500-ft directional well and 
is in Section 13-5n-29w. The 
second planned test is within 1 
mile northwest at #1 Bates 2-2 
in irregular Section 2. The pro-
posed total depth is 15,500 ft; 
successful completions would 
reopen Mount Carmel Field. 
Nearby production is at a 1972 
completion at #39-3 Finlay Heirs 
in Section 39. It was tested flow-
ing 960 bbl of 46-degree-gravity 
crude and 6.4 MMcf of gas per 
day from Norphlet perforations 
at 15,260-80 ft. It was drilled to 
15,399 ft. Well recovery through 
1979 totaled 325.963 Mbbl of 
crude and 327 MMcf of gas. Two 
other wells in the field, #632 
T.M. Hendricks 27-3 and #36-
1B Wolfe-Hendricks 36-1, have 
produced a combined 4.2 MMbbl 
of crude and 4.2 Bcf of gas from 
Norphlet. About 2 miles west is 
Smackover production in Jay 
Field. Sklar’s headquarters are in 
Shreveport, La.

9 A Smackover completion 
by Fletcher Petroleum Co. 
was tested flowing 393 bbl of 
46-degree-gravity crude and 143 
Mcf of gas per day. The direc-
tional Brooklyn Field completion, 
#1 Anderson Johnson 11-9, is in 
Section 11-3n-13e of Conecuh 
County, Ala., and was drilled 
to 11,988 ft. Production is from 
perforations at 11,797-11,808 ft. 
Gauged on a 16/64-in. choke, the 
flowing tubing pressure was 400 
psi. The field has been extended 
during the past year with Smack-
over completions by Fletcher and 
Ventex Operating. Ventex’s 
nearby #1 Pate 11-3 was tested 
flowing 433 bbl of crude and 271 
Mcf of gas from Smackover. In 
the same section, Fletcher’s #1 
Pate 11-2 was tested producing 
377 bbl of crude and 196 Mcf 
of gas through perforations at 
11,757-11,772 ft. Fletcher’s head-
quarters are in Fairhope, Ala.

10 According to South-
western Energy Co. , the 
company drilled the longest 
lateral in the company’s history 
on company-owned acreage in 
Susquehanna County, Pa. The 
horizontal Marcellus Shale well, 
#2H Mitchell South, was drilled 
to 22,610 ft, with a lateral bot-
toming 3 miles southeast at a true 
vertical depth of 6,175 ft. It is 
in Section 7, Franklin Forks 7.5 
Quad, Franklin Township. South-
western is based in Spring, Texas.

All data in the Exploration Highlights sec-
tion are based on sources believed to be 
reliable, but accuracy cannot be guaranteed. 
In no way should publication of these items 
be construed as an express or implied en-
dorsement of a company or its activities.
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1 Additional details have 
been released on Denver-based 
Rocky Creek Resources 
LLC’s two Eagleville Field-Ea-
gle Ford Shale producers in 
Lavaca County (RRC Dist. 2), 
Texas. The #1H Five Star Unit 
flowed 5.598 MMcf of gas, 
546 bbl of 51.3-degree-grav-
ity condensate and 886 bbl of 
water per day. During testing on 
an 18/84-in. choke, the flow-
ing casing pressure was 6,520 
psi and the shut-in casing pres-
sure was 6,875 psi. Acidized 
and fractured perforations are at 
13,616-20,592 ft. It was drilled 
to 20,690 ft (13,202 ft true ver-
tical) in the Elizabeth Tribble 
Survey, A-446. It bottomed about 
1.5 miles southeast in Benjamin 
Whitson Survey, A-490. In Ste-
phen Adams Survey, A-70, #1H 
Kloesel flowed 4.117 MMcf of 
gas, 617 bbl of 47.5-degree-grav-
ity oil and 1.554 Mbbl of water 
per day from fracture-stimulated 
perforations at 13,221-20,828 
ft. Tested on a 20/64-in. choke, 
the flowing tubing pressure 
was 5,280 psi. It was drilled to 
20,955 ft (13,201 ft true vertical) 
and bottomed about 1.5 miles 
northwest.

2 A Word Field-Lower Wil-
cox oil well was completed by 
Capital Star Oil & Gas Inc. 
in Lavaca County (RRC Dist. 
2), Texas. The #1 W. Ainsworth 
Oil Unit flowed 312 bbl of 
46.3-degree-gravity crude and 
1.892 MMcf of gas per day from 
perforations at 10,448-72 ft. 
Gauged on an 11/64-in. choke, 
the flowing tubing pressure was 
4,533 psi and flowing casing 
pressure was 1,000 psi. It was 
drilled to 11,041 ft and is on a 
120-acre lease in John M. Ashby 
Survey, A-1. Capital Star’s head-
quarters are in Houston.

3 GeoSouthern Energy 
Corp.  completed an Austin 
Chalk gas well in the Washing-
ton County (RRC Dist. 3), Texas, 
portion of Giddings Field. The 
discovery is on 657-acre Upper 
Texas Coast lease in Dun-
can McIntyre Survey, A-158. 
The #1H Gary-Wickel initially 
flowed 4.982 MMcf of gas, 7 bbl 
of 60-degree-gravity condensate 
and 82 bbl of water per day. Pro-
duction is from fracture-treated 
perforations at 13,460-19,180 
ft. The flowing tubing pressure 
was 2,396 psi during testing on 
a 26/64-in. choke. The horizon-
tal well was drilled to 19,337 ft, 
12,959 ft true vertical, and bot-
tomed about 1.5 miles northwest. 
GeoSouthern is based in The 
Woodlands, Texas.

4 Anadarko Petroleum 
Corp. announced a discovery 
on the company’s Hadrian North 
expansion project. The #8SS 
OCS G21447 is on Keathley 
Canyon Block 919. The Wood-
lands, Texas-based company 
hit 200 net ft of oil pay in two 
reservoirs. No total depth was 
disclosed and completion work 
on the well is expected to be fin-
ished in early 2019. Area water 
depth is 7,400 ft.

5 An exploratory test has been 
scheduled by Castex Energy 
Inc. on previously undrilled Ship 
Shoal Block 127. The #1 OCS 
G36219 will be in the northeast-
ern portion of Ship Shoal Block 
127 and area water depth is 42 ft. 
Castex, according to IHS Markit, 
acquired the drilling rights to 
the Block 127 lease in 2018. In 
2015, the company submitted 
a drilling plan for Ship Shoal 
Block 104 (OCS G35231) just 
north of the planned Block 127 
test. Castex has not filed a per-
mit for the proposed Block 104 
exploratory test.

6 Houston-based Talos 
Energy LLC has received a 
permit for a development test 
in the company’s Boris Field in 
the deepwater Gulf of Mexico. 
The #3SS OCS G16727 will be 
drilled in the central portion of 
Green Canyon Block 282 and 
area water depth is 2,350 ft. 
Offsetting the company’s sched-
uled test is a Pliocene oil well 
drilled in 2002 and now oper-
ated by Talos: #1 OCS G16727 
has recovered 10.4 MMbbl of 
crude and 17 Bcf of gas as part 
of Block 282 field. Talos also 
operates #2 OCS G16727 on 
Block 282 as well as #1SS OCS 

G26302, which bottomed north-
east on Block 238.

7 Walter Oil & Gas Corp. 
plans to bring online early this 
year a second Miocene well in 
offshore Louisiana’s South 
Timbalier Block 311 Field. 
According to partner W&T Off-
shore, #2-A OCS G24990 was 
drilled from the A platform on 
South Timbalier Block 311. It 
bottomed south in Block 320. In 
W&T Offshore’s latest earnings 
release, the company announced 
the Gulf of Mexico well logged 
163 ft of net pay. No total depth 
was disclosed, but completion 
work is ongoing, with the well 
to be placed online via existing 
infrastructure. The #3-A OCS 
G24990 is underway and is also 

scheduled to bottom in Block 
320. This venture is also consid-
ered a low-risk Miocene oppor-
tunity. W&T holds a 10.8% stake 
in the South Timbalier Block 
311/320 project. Walter’s head-
quarters are in Houston.

8 A Miocene gas well in St. 
Charles Parish, La., was com-
pleted by Costa Energy LLC. 
The #1 Simoneaux was tested 
flowing 2.23 MMcf of gas and 
77 bbl of 47-degree-gravity 
crude per day through perfora-
tions at 11,440-64 ft. The direc-
tional well is in irregular Section 
13-15s-20e and bottomed one-
half mile north in Section 12. 
It was drilled to 12,475 ft with 
a true vertical depth of 11,760 
ft. Tested on a 15/64-in. choke, 
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the flowing tubing pressure 
was 3,730 psi and was placed 
in Bayou des Allemands Field, 
which straddles the St. Charles/
Lafourche parish line. Costa 
Energy’s headquarters are in 
Irving, Texas.

9 In Lafourche Parish, La., Hil-
corp Energy Co. has completed 
a Lake Raccourci Field well. The 
#1 State Lease 21782 flowed 
19.758 MMcf of gas and 275 
bbl of 41-degree-gravity crude 
per day from Bigenerina 2 (Mio-
cene) at 13,848-13,934 ft. It was 
directionally drilled to 14,681 ft, 
14,594 ft true vertical, and is in 
Section 24-21s-20e. Offsetting 
the bottomhole of the discovery 
is a vertical test drilled in 1951 at 
#1 State Lease 01449, which was 

abandoned at 14,065 ft. Hilcorp’s 
headquarters are in Houston.

10 Covington, La.-based 
LLOG Exploration  plans 
to drill several deepwater tests 
on previously undrilled Green 
Canyon Block 612. According 
to an exploration plan filed by 
the company, three tests could 
be drilled from offsetting surface 
locations in the northeastern por-
tion of the tract. Water depth in 
the area is 4,200 ft. Southwest is 
BHP Billiton’s Shenzi (Green 
Canyon Block 654) Field, which 
came online in 2007. Wells in 
the deepwater reservoir produce 
from Miocene at 22,542-28,865 
ft. South of LLOG’s prospect 
is BP’s Atlantis Field in Green 
Canyon Block—online since 

2006, it produces from Williana, 
Pliocene and Miocene at 16,460-
22,486 ft. 

11 Shell Oil Co. has spud 
a deepwater test as part of the 
company’s Mars/Ursa field 
expansion project. The #1 OCS 
G33170 is in the western part 
of Mississippi Canyon Block 
764. The venture is in 3,300 ft 
of water and will be drilled to the 
north and will bottom in Block 
720. There has been no previous 
drilling on Block 720. Nearby 
production is in Mississippi 
Canyon Block 807, the Mars B 
development. Houston-based 
Shell has drilled and permitted 
numerous tests as part of its plan 
to grow production in the area.

12 Anadarko Petroleum 
Corp. has received approval for 
an exploration plan to expand 
the company’s producing Horn 
Mountain field to the west. As 
many as 16 tests could be drilled 
from various surface locations 
on Mississippi Canyon Block 81 
(OCS G35312), Block 82 (OCS 
G35313) and Block 126 (OCS 
G18194). There has been no pre-
vious production on blocks 81 
and 82. Area water depth is 4,300 
ft. Southeast is the company’s 
Yellowfin prospect— additional 
drilling is planned to expand pro-
duction in the area. The prospect 
will consist of Block 128 (OCS 
G35964) and Block 129 (OCS 
G10977) and as many as 20 tests 
could be drilled on the two tracts.
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All data in the Exploration Highlights sec-
tion are based on sources believed to be 
reliable, but accuracy cannot be guaranteed. 
In no way should publication of these items 
be construed as an express or implied en-
dorsement of a company or its activities.
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1 Dallas-based Matador Pro-
duction Co. released details 
on several recently completed 
wells in the Delaware Basin in 
Lea County, N.M. The #214H 
Strong 14-24S-33E AR is pro-
ducing from Lower Wolfcamp A 
flowing 3.67 Mboe/d (77% oil) 
during a 24-hour initial potential 
test. It was drilled to 17,180 ft 
and bottomed in Section 14-24s-
33e. The #211H Leo Thorsness 
13-24S-33E AR flowed 2.087 
Mbbl of 46.3-degree-gravity oil 
and 4.914 MMcf of gas per day 
(2.906 Mboe/d) from acid- and 
fracture-stimulated perforations 
at 12,616-16,887 ft. The #131H 
Irvin Wall State Com produces 
from Third Bone Spring in the 
Antelope Ridge area. It initially 
flowed 2.343 Mboe/d (81% 
oil) from treated perforations at 
11,741-16,329 ft. According to 
IHS Markit, Matador also com-
pleted its first 2-mile lateral in 
the Delaware Basin. The #203H 
David Edelstein State Com was 
drilled in the Rustler Breaks 
area of Eddy County. The Pur-
ple Sage Field well was tested in 
Wolfcamp A-XY perforations at 
9,653-19,171 ft and flowed 1.86 
Mbbl of oil and 3.107 MMcf of 
gas (2.378 Mboe/d).

2 Tulsa-based Unit Petro-
leum Co. completed a two-sec-
tion horizontal test targeting 
bypassed Red Fork reserves in 
Thomas South Field in Custer 
County,  Okla .  The  #1HX 
Schrock 2215 is in Section 
22-14n-14w. It produced 1.361 
Mbbl of 42-degree-gravity oil, 
1.52 MMcf of gas and 1.08 Mbbl 
of water during a 24-hour test on 
a 32/64-in. choke. The flowing 
tubing pressure was 2,650 psi. 
Production from Red Fork is at 
11,191 ft-18,243 ft. Plans called 
for the well to be drilled north 
to 20,705 ft with a bottom-hole 
location in Section 15-14n-14w; 
however, no additional informa-
tion is available.

3 A Custer County, Okla., 
Woodford producer flowed 
18.1 MMcf of gas and 3 bbl 
of 51-degree condensate per 
day. The Anadarko Basin well 
by Continental Resources 
Inc., #1-14-11XHW Nolt, is 
in Section 23-14n-14w and is 
producing from acidized and 
fractured perforations between 
14,952 and 22,094 ft in a north 
lateral. It was drilled to 22,328 
ft (14,407 ft true vertical) and 
bottomed in Section 11-14n-14w. 
The Thomas South Field venture 
was tested on a 42/64-in. choke, 
flowing tubing pressure was 
3,549 psi and the shut-in tubing 
pressure was 6,350 psi. Conti-
nental is based in Oklahoma City.

4 A high-volume Woodford 
discovery in Squaw Creek Field 
was announced by Continen-
tal Resources Inc. in Grady 
County, Okla. The #1-27-22XH 
Wald Ranch-Federal, Section 
27-14n-13w, was tested on a 
40/64-in. choke flowing 22.6 
MMcf of gas and 3.493 Mbbl 

of water per day. It was tested 
after acidizing and fracturing 
between 14,330 and 23,463 ft. 
The Stack-play well was drilled 
north to 23,650 ft (13,747 ft true 
vertical) and bottomed in Section 
22-14n-13w.

5 Continental Resources 
Inc. reported preliminary pro-
duction data from a high-volume, 
six-well Meramec multiunit in 
the Anadarko Basin Stack play in 
Blaine County, Okla. According 
to IHS Markit, #2- through #7-6-
7XHM Simba wells were drilled 
from pads in Section 6-14n-12w 
and Section 31-15n-12w, with 
parallel laterals extending 2 

miles south to bottom-holes in 
Section 7-14n-12w. The ven-
tures went online flowing at an 
average rate of 24 MMcf of gas 
and 621 bbl of condensate per 
well (27.729 Mboe combined) 
per day. Projected total depths 
ranged from 22,502 to 22,764 ft.

6 IHS Markit announced that 
Oklahoma City-based Devon 
Energy Corp. completed an 
Anadarko Basin-Meramec well 
that flowed 23.4 MMcf of gas, 
180 bbl of 52-degree-gravity 
condensate and 2.566 Mbbl of 
water. The Oklahoma City-based 
company’s #1HX Mad Dog 
31_30-14N-11W is in Section 

MIDCONTINENT & PERMIAN BASIN

EXPLORATION HIGHLIGHTS

Gulf Coast

Salina

Fort 
Worth

East 
Texas

Denver-
Julesburg

Anadarko

Forest City

Arkoma

Permian

Raton

Ardmore

North 
Louisiana

Hardeman

Dalhart

TEXAS

COLORADO

KANSAS

NEW MEXICO

MISSOURI

NEBRASKA

OKLAHOMA

ARKANSAS

LO
U

ISIA
N

A

Oil Production
Gas Production
© Rextag

1

2
3
4

5

6

7

8
9

10

11

162 



31-14n-11w, of Blaine County, 
Okla. It was drilled north to 
23,082 ft and bottomed in Sec-
tion 30-14n-11w and production 
is from a fracture-stimulated 
zone between 13,205 and 22,857 
ft. Gauged on a 36/64-in. choke, 
the flowing tubing pressure was 
4,850 psi. Additional completion 
details are not available from 
the Stack play discovery that is 
near the juncture of Elm Grove 
Field and the Watonga-Chicka-
sha Trend.

7 Devon Energy Corp. 
completed two wells from a 
drillpad in Section 10-16n-
9w at its increased-density 

project in Kingfisher County, 
Okla. The #2HX Showboat 
10_3-16N-9W was tested on a 
64/64-in. choke producing 697 
bbl of 41-degree-gravity oil, 
1.47 MMcf of gas and 2.618 
Mbbl of water per day. It was 
drilled north to 19,336 ft (8,932 
ft true vertical) and bottomed 
in Section 3-16n-9w. It was 
fractured in 69 stages at 9,332-
19,120 ft. About 30 ft east on 
the pad, #3HX Showboat 10_3-
16N-9W is producing 489 bbl 
of 43-degree-gravity oil, 1.07 
MMcf of gas and 4.123 Mbbl 
of water per day. It was tested 
through perforations in a parallel 
lateral between 9,375 and 19,063 

ft following a 64-stage fractur-
ing. It was drilled to 19,251 ft 
(8,998 ft true vertical) and bot-
tomed in Section 3-16n-9w.

8 A two-section Mississip-
pian producer by Continental 
Resources Inc. was completed 
in Grady County, Okla. Located 
in Section 19-7n-5w, #2-30-
31HS Triple H initially flowed 
1.654 Mbbl of oil, 1.55 Mcf of 
gas and 1.343 Mbbl of water per 
day from Goddard. Production 
is from acidized and fractured 
perforations at 11,922-22,137 
ft in a south lateral extending 
across Section 30. It was drilled 
to 22,308 ft (12,093 ft true ver-
tical) and bottomed in Section 
31-7n-5w.

9 A Goddard Shale completion 
by Continental Resources 
Inc.  f lowed 1.21 Mbbl of 
44-degree-gravity oil and 938 
Mcf of gas and 1.29 Mbbl of 
water per day. The Anadarko 
Basin well, #4-30-31HS Triple 
H, is in Section 30-7n-5w of 
Grady County, Okla. The Tabler 
East Field well was drilled south 
to 22,107 ft (11,935 ft true ver-
tical) and bottomed in Section 
31-7n-5w. Production is from 
perforations at 11,758-21,934 ft 
and it was tested after acidizing 
and fracturing.

10 Four Lower Springer 
Shale producers were announced 
by Continental Resources 
Corp. in the Anadarko Basin. 
The Scoop play wells are in 
Garvin County,  Okla.  The 
#3-30-19XHS Lyle, Section 
31-3n-4w, flowed 1.3 Mbbl of 
45-degree-gravity oil,  2.14 
MMcf of gas and 1.654 Mbbl 
of water per day during testing 
on a 28/64-in. choke. It was 
drilled north 2 miles to 23,992 
ft (13,136 ft true vertical) and 
bottomed in Section 19-3n-4w. 
It was acidized and fractured 
between 13,608 and 23,760 ft. 
About 1.5 miles to the northeast 
in Section 20-3n-4w, #4-20-
17XHS Omer flowed 883 bbl 
of oil with 1.24 MMcf of gas 
and 1.141 Mbbl of water per 

day. Production is from treated 
perforations at 13,494-22,568 
ft. It was drilled north to 22,743 
ft (12,895 ft true vertical) and 
bottomed in Section 17-3n-4w. 
About 30 ft west, #5-20-29XHS 
Omer initially flowed 718 bbl 
of oil, 920 Mcf of gas and 
1.211 Mbbl of water per day. 
Production is from a fractured 
and acidized lateral at 13,117-
19,189 ft. Drilled to 19,364 ft, 
the true vertical depth is 13,220 
ft and it bottomed to the south 
in Section 29-3n-4w. About one-
half mile north, #7-20-29XHS 
Omer flowed 1.184 Mbbl of 
44-degree-gravity oil,  1.51 
MMcf of gas and 1.91 Mbbl 
of water per day. It was drilled 
south to 20,210 ft (13,976 ft 
true vertical) and acidized and 
fractured between 13,063 and 
20,041 ft and bottomed in Sec-
tion 29-3n-4w.

11 Tulsa-based Trinity Oper-
ating LLC has reported prelim-
inary completion information 
from a multizone, Arkoma Basin 
producer in Section 26-9n-18e 
in Haskell County, Okla. The 
#1-26/35/2H Audrey was tested 
flowing 7.31 MMcf of gas and 
2.55 Mbbl of water daily from 
acidized and fractured zone in 
Woodford at 5,892-6,727 ft; 
Hunton at 6,727-45; Woodford 
at 6,745-8,870; Mississippian 
8,870-9,000; and Woodford at 
9,000-12,005 ft. The 12,174-ft 
well has a true vertical depth of 
5,840 ft and was drilled south 
across Section 35-9n-18e and 
bottomed in Section 2-8n-18e.

All data in the Exploration Highlights sec-
tion are based on sources believed to be re-
liable, but accuracy cannot be guaranteed. In 
no way should publication of these items be 
construed as an express or implied endorse-
ment of a company or its activities.
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1 Dallas-based Principle 
Petroleum LLC has completed 
a new producer on the western 
flank of the Big Horn Basin. 
The #11-16 Hunt-Fee initially 
pumped 90 bbl of 14-degree-grav-
ity oil and 1.18 Mbbl of water 
per day. It was drilled in Section 
11-50n-102w of Park County, 
Wyo. Production is from Phos-
phoria perforations at 3,988-4,024 
ft and Tensleep perforations 
at 4,137-96 ft. It was drilled to 
4,355 ft and cased to 4,348 ft. The 
Phosphoria interval was acidized, 
while the Tensleep interval was 
fracture-stimulated. The well is 
on the southern end of the north-
south-trending Hunt Field.

2 A stepout horizontal Niobr-
ara gas discovery was reported 
by Black Hills Exploration & 
Production Inc. in the Piceance 
Basin. The Denver-based compa-
ny’s #7-23AH Homer Deep Unit 
was tested flowing 7.9 MMcf of 
gas with 3.795 Mbbl of water per 
day. It is in Section 7-8s-98w of 
Garfield County, Colo. The well 
was drilled southeast to 18,005 
ft. It bottomed in Section 20-8s-
98w in neighboring Mesa County 
and the true vertical depth is 
6,867 ft. It was tested on a 28/64-
in. choke after a 48-stage fractur-
ing between 8,335 and 17,842 ft 
with a flowing casing pressure of 
2,800 psi.

3 A horizontal Lewis Sand dis-
covery by Southland Royalty 
Co. was tested flowing 504 bbl 
of oil with 4.74 MMcf of gas and 
763 bbl of water per day. The 
#15-33-2H Chain Lakes is in 
Section 33-23n-93w in Sweetwa-
ter County, Wyo. Production is 
from a horizontal lateral extend-
ing from 11,123 ft south-south-
westward to 16,709 ft, 11,460 
ft true vertical. It was tested on 
an 18/64-in. choke after fracture 
stimulation in 21 stages (plug-
and-perf) between 12,048 and 
16,565 ft. The flowing casing 
pressure was 4,050 psi. South-
land is based in Fort Worth.

4 Enduring Resources LLC 
announced results from two 
San Juan County, N.M., Gallup 
completions drilled from a pad 
in Section 18-23n-8w in the San 
Juan Basin. The #501H Rodeo 
Unit initially flowed 549 bbl of 
oil, 1.14 MMcf of gas and 38 
bbl of water per day. Produc-
tion is from a horizontal lateral 
drilled southeastward to 12,465 
ft. It bottomed in Section 29-23n-
8w with a true vertical depth of 
4,963 ft. It was tested on a 30/64-
in. choke following 33-stage 
fracturing between 5,792 and 
12,387 ft. About 20 ft southeast, 
#500H Rodeo Unit was com-
pleted initially flowing 212 bbl 
of oil, 102 Mcf of gas and 195 
bbl of water per day. Produc-
tion is from a horizontal lateral 
drilled to the southeast to 11,590 
ft, 4,985 ft true vertical, and bot-
tomed in Section 20-23n-8w. It 
was tested after 30-stage fractur-
ing between 5,658 and 11,518 ft. 
Enduring’s headquarters are in 
Denver.

5 London-based BP Plc 
announced results from two 
horizontal Mancos producers 
in the San Juan Basin portion 
of San Juan County, N.M. The 
#604-2H NEBU Com, Section 
13-31n-7w, produced an average 
of 8.83 MMcf of gas per day. It 
was drilled eastward to 17,193 
ft and bottomed in Section 
18-31n-6w with a true vertical 
depth of 7,089 ft. It was tested 
on an 18/64-in. choke follow-
ing 48-stage fracturing between 
7,397 and 16,991 ft and the flow-
ing casing pressure was 1,900 
psi. About one-half mile south is 
#602-1H NEBU Com in Section 
12-31n-7w. The discovery had 
an average 30-day initial produc-
tion rate of 12.9 MMcf of gas per 
day. It was tested on an 18/64-in. 
choke following 64-stage acidiz-
ing and fracturing between 7,760 
and 17,306 ft and the flowing 
casing pressure was 1,550 psi. It 
was horizontally drilled east to 
17,517 ft and bottomed in Sec-
tion 7-31n-7w. The true vertical 
depth is 7,065 ft.

6 Oklahoma City-based 
Renos Land & Minerals Co. 
has completed an extended-reach 
horizontal Niobrara wildcat in 
the Powder River Basin. IHS 
Markit reported that #35-72 
15-1H Bowman Draw Unit is 
in Section 15-35n-72w of Con-
verse County, Wyo. It produced 
an average of 241.9 bbl of oil, 
21.71 Mcf of gas and 116 bbl of 
water per day. It was horizontally 
drilled southeast to 18,332 ft and 
bottomed in Section 22-35n-72w. 
The true vertical depth is 11,987 
ft. The company’s completion 
plans called for a 28-stage frac-
turing.

7 A Turner Sand discovery by 
Chesapeake Operating Inc. 
was tested flowing at a peak aver-
age rate of 3.133 Mboe/d (47% 
oil). The Powder River Basin 
well, #36-34-69 B TR 1H Wyo-
ming, is in Section 36-34n-69w 
of Converse County, Wyo. It was 
drilled north to a proposed depth 
of 21,251 ft with a bottom-hole 
location in Section 24-34n-69w. 
Production is from a 10,246-ft 
lateral. Further details are not 
yet available from the Oklahoma 
City-based company.

8 Two Laramie County, Wyo., 
horizontal Codell producers 
were completed at a drillpad 
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in a northern Denver-Jules-
burg by Houston-based EOG 
Resources Inc. The pad is in 
Section 35-13n-65w in the com-
pany’s Jubilee fee leases. The 
#239-3502H Jubilee is producing 
1.2 Mbbl of 38.8-degree-gravity 
oil, 836 Mcf of gas and 1.244 
Mbbl of water per day from gas 
lift. Production is from a hori-
zontal lateral extending south-
west to 19,570 ft, 8.715 ft true 
vertical, at a bottom-hole loca-
tion in Section 2-12n-65w. It was 
tested on a 54/128-in. choke fol-
lowing 48-stage fracture stimu-
lation between 8,907 and 19,497 
ft with a flowing casing pressure 
of 1,179 psi. The #542-3502H 

Jubilee is producing via gas lift 
787 bbl of 38.8-degree-gravity 
oil, 566 Mcf of gas and 1.174 
Mbbl of water per day. Produc-
tion is from a horizontal lateral 
extending southward to 18,589 
ft, bottoming in Section 2-12n-
65w with a true vertical depth of 
8,674 ft. Tested on a 58/128-in. 
choke following 43-stage frac-
turing between 9,126 and 18,528 
ft, the flowing casing pressure 
was 1,035 psi.

9 Burlington Resources 
Oil & Gas Co LP, a subsidi-
ary of ConocoPhillips, com-
pleted four extended-reach 
horizontal Niobrara producers 

on a common drillpad about 5 
miles south of Denver Interna-
tional Airport. The discover-
ies were drilled from a pad in 
Section 35-3s-65w in Adams 
County,  Colo .  The  #3-65 
36-31-1DH Big Sandy pro-
duced an average of 644 bbl 
of oil, 692.333 Mcf of gas and 
869 bbl of water per day. The 
#3-65 36-31-2AH Big Sandy 
produced an average of 653 bbl 
of oil, 814.166 Mcf of gas and 
871 bbl of water per day. The 
#3-65 36-31-2CH Big Sandy 
produced an average of 653 bbl 
of oil, 488.315 Mcf of gas and 
1.444 Mbbl of water per day. The 
#3-65 36-31-2 BH Big Sandy 
produced an average of 617 bbl 
of oil, 369.466 Mcf of gas and 
1.794 Mbbl of water per day.

10 At Marathon Oil Corp.’s 
Myrmidon prospect in North 
Dakota, the company reported 
another high-volume Bakken 
producer on the Fort Berthold 
Indian Reservation. The #14-
23H Whitebody-USA is in Sec-
tion 22-151n-94w in McKenzie 
County. It was tested flowing 
8.702 Mbbl of oil, 10.023 MMcf 
of gas and 5.818 Mbbl of water 
per day from Middle Bakken. 
The Reunion Bay Field well 
is producing from a horizontal 
lateral extending from 11,017 ft 
eastward to 23,630 ft (10,706 ft 
true vertical) at a bottom-hole 
location in Section 19-151n-93w, 
extending under the Missouri 
River. It was tested on a 64/64-
in. choke following 57-stage 
fracturing between 11,114 and 
23,499 ft with a flowing cas-
ing pressure of 2,150 psi. The 
Houston-based company is also 
nearing completion in three addi-
tional extended-reach wells at the 
pad, #13-23H Yellowface-USA, 
#13-23H Lamar-USA and #12-
23TFH Jerome-USA.

California Colorado Idaho Montana Nebraska
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Western U.S. Rig Count

Data compiled from Baker Hughes 

JU
NE

 2
9

JU
LY

 6

JU
LY

 1
3

JU
LY

 2
0

JU
LY

 2
7

AU
G 

3

AU
G 

10

AU
G 

17

AU
G 

24

AU
G 

31

SE
PT

 7

SE
PT

 1
4

SE
PT

 2
1

SE
PT

 2
8

OC
T 

5

OC
T 

12

OC
T 

19

OC
T 

26

NO
V 

2

NO
V 

9

NO
V 

16

June 29, 2018-Nov. 16, 2018

0 

50 

100 

150 

200 

250 

300 

Williston

Salina

Green 
River

Denver-
Julesburg

Powder River

Piceance

Forest
City

Paradox

Uinta 

San Juan

Big 
Horn

Alberta

Raton

Wind 
River

San 
Joaquin

Sacram
ento

Railroad 
Valley

North 
Slope

Cook
Inlet

UTAH

MONTANA

CALIFORNIA

ARIZONA

IDAHO

NEVADA

OREGON

COLORADO

WYOMING

NEW
MEXICO

ALASKA

M
IN

N
ESO

TA

NEBRASKA

WASHINGTON

SOUTH DAKOTA

NORTH DAKOTA

Oil Production
Gas Production
© Rextag

1

2

3

4

5

6
7

8

9

10

All data in the Exploration Highlights sec-
tion are based on sources believed to be 
reliable, but accuracy cannot be guaranteed. 
In no way should publication of these items 
be construed as an express or implied en-
dorsement of a company or its activities.
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1 Chile
Geopark Ltd. has announced 
results from exploration well 
#1-Jauke in the Fell block in 
Chile. It was drilled to 9,592 ft 
and tested flowing 5.8 MMcf 
of gas from Springhill with a 
wellhead pressure of 2,738 psi. 
According to the Calgary-based 
company, additional production 
history is necessary to deter-
mine stabilized flow rates. The 
Jauke gas field is part of the large 
Dicky geological structure in the 
block and has the potential for 
multiple development drilling 
opportunities in the Magallanes 
Basin. According to the com-
pany, petrophysical analysis 
indicates hydrocarbon potential 
in the shallower El Salto forma-
tion, which will be tested in the 
future. El Salto was structurally 
tested at #1-Uaken and additional 
drilling there is planned. The Fell 
block produced approximately 
2.9 Mboe per day (66% gas).

2 Brazil
Petrobras has begun explor-
atory drilling on its operated 
Peroba Block in the pre-salt 
region of the Santos Basin off-
shore Brazil. Petrobras added to 
its portfolio, in 2017-18, 21 new 
blocks in the offshore Santos, 
Campos, Parana and Potiguar 
basins. The Peroba Block is 
south of the Lula Field and east 
of Sapinhoa Field. According to 
the Rio de Janeiro-based com-
pany, surveying indicates the 
high potential of the area. The 
water depth is between 2,100 
and 2,600 m. Petrobras is the 
operator of the Peroba Block 
and well with 40% interest in 
partnership with BP (40%) and 
China National Petroleum 
Corp. (20%). 

3 North Sea
An oil discovery was announced 
by Azinor Catalyst  at its 
Agar-Plantain exploration well 
in the UK sector of the North 
Sea, Block 9/14a in license 
P1763. The #9/14a-17B well 
and sidetrack hit a 20-m inter-
val of excellent quality oil- and 
water-bearing sands with no 
water/oil contact. This venture 
delineated the eastern extent of 

the hydrocarbon discovery and 
additional appraisal drilling is 
planned. Reservoir oil sample 
analysis is planned to establish 
oil quality. The current esti-
mate of recoverable resources is 
15-50 MMboe. The #9/14a-17B 
will be plugged and abandoned. 
London-based Azinor Catalyst is 
the operator of the well, Block 
9/14a, and license P1763 with 
25% interest in partnership with 
Cairn Energy, holding 50%, 
and Faroe Petroleum with 
25%.

4 Norway
In the Norwegian section of the 
North Sea, Wellesley Petro-
leum announced results from 
appraisal wells #35/11-21S and 
#35/11-21A on the Grosbeak 
prospect in production license 
PL248I. The #35/11-21S hit 
a gross oil column of 90 m in 
the targeted Middle Jurassic 
Brent Group, with a 45-m net 
reservoir with good-to-excellent 
reservoir properties. Sidetrack 
well #35/11-21A encountered 
20 m of high quality, gas-bear-
ing reservoir and an 8-m oil 
column in the shallower Upper 
Jurassic Sognefjord and Fens-
fjord. The underlying Brent 

Group reservoir comprised a 
50-m oil column in Ness with 
9 m of sandstones lying within 
the oil zone. The updated range 
of recoverable resources in the 
Grosbeak discovery is 53-115 
MMbbl of oil plus 269-432 Bcf 
of gas. Both wells were plugged 
and abandoned and development 
studies are planned. Wellesley, 
based in Stavanger, is the oper-
ator of PL248I, Block 35/11, 
and the Groesbeak wells with 
90% interest in partnership with 
Concedo, holding the remain-
ing 10%.

5 Norway
Equinor completed #7220/5-3 
Skruis exploration well in the 
Johan Castberg license in the 
Norwegian sector of the Barents 
Sea, confirming the discovery of 
12-25 MMbbl of recoverable oil. 
Four wells are left in the pro-
gram in this part of the Barents 
Sea and production could be tied 
into the Johan Castberg Field, 
which is set for startup in 2022. 
Recoverable reserves in Johan 
Castberg are estimated at 450-
650 MMbbl of oil and the vol-
umes from Skruis 2017 are not 
included in this estimate. Stavan-
ger-based Equinor is the operator 

ANovember report by the International Energy 
Agency (IEA) indicates that the global demand 
for natural gas will surge during the next 20 

years.
Demand for natural gas is expected to increase 45% 

by 2040, with gas providing 25% of global energy de-
mand. According to the IEA, gas will become the sec-
ond-largest source of global energy, after oil. The IEA 
also expects LNG exports will overtake pipeline gas as 
the main form of long-distance trading, accounting for 
more than 60% of inter-regional trade by 2040.

The United States expected to become the world’s 
leading LNG exporter by the mid-2020s with a host of 
new suppliers emerging after 2025. 

A shift in trade is towards the Asia-Pacific region, 
with China soon to become the world’s largest gas-im-
porting country, with net imports approaching the level 
of the European Union by 2040. China is also on track 
to surpass Japan as the largest LNG importer. 

The report also estimates $8.4 trillion of investment 
is needed in global gas supply to 2040 to ensure secure 
and reliable resource. Construction for liquefaction ca-
pacity is being built to handle 100 billion cubic meters 
of LNG. Much of this capacity is being built in Austra-
lia and the United States.

—Larry Prado
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of PL532, Block 7220/5, and the 
Skruis discovery well with 50% 
interest in partnership with Eni, 
with 30%, and Petoro with the 
remaining 20%.

6 Egypt
TransGlobe Energy Corp. 
reported it completed explora-
tion well #6X SGZ in the South 
Ghazalat in the Abu Gharadig 
Basin in Egypt. It was tested 
flowing 2.437 Mbbl of oil, 1.4 
MMcf of gas and, 21 bbl of 
water per day from a 42-ft inter-
val in Lower Bahariya and 1.403 
Mbbl of oil, 1 MMcf of gas and 
210 bbl of water per day from 
a 23-ft zone in Upper Bahariya. 
The well was drilled to 5,195 ft 
and cased. The Middle Bahariya 
produced a small amount of for-
mation water using nitrogen to 
lift the fluid to the surface from 
an 8-ft perforated interval. Based 
on the positive test rates from the 
well, the Calgary-based company 
will begin preparing a devel-
opment plan for the discovery. 
TransGlobe is the operator and 
holds 100% interest.

7 Zimbabwe
According to Invictus Energy 
Ltd., the company has confirmed 
oil and gas in Block SG4571 in 
Zimbabwe. The apparently via-
ble oil and gas reserves are in 
a 200-sq-km area in the Cabora 
Bassa Basin in the Muzarabani 
district in an under-explored inte-
rior rift basin. The original data 
was gathered in the 1990s and 
the oil and gas deposits are in 
a 200-sq-km area. Drilling and 
exploration is planned for 2020. 
Additional geophysical work 
is ongoing to identify further 
exploration targets. West Perth, 
Australia-based Invictus is the 
operator of Block SG4571 and 
the discovery area of the Muzara-
bani area with 100% interest.

8 Thailand
Pan Orient Energy Corp. has 
reported that its onshore Thai-
land exploration well #53L-DD1 
encountered an interpreted, 
combined 26 m of net oil pay 
within three separate sandstone 
reservoirs between 960 and 
1,125 m (true vertical). The 
interpretation was based on 
conventional openhole wireline 
logs and hydrocarbon indica-
tions observed during drilling 

and confirmed with post-drill 
pressure data and oil samples 
brought to surface. The oil is 
estimated to be approximately 
28-degree-gravity. An appraisal 
well (#53-DD1) will be drilled 
from the same pad and will tar-
get two of the three reservoirs 
substantially up-dip of the dis-
covery well. The discovery is in 
the northern part of Concession 
L53. Calgary-based Pan Orient 
is the operator of the L53 Block 
and wells with 100% interest.

9 Indonesia 
Cue Energy Resources Ltd. 
reported elevated gas readings 
at exploration well #1-Paus Biru 
in offshore Indonesia’s Sampang 
PSC. The well was drilled to 710 
m and gas readings were encoun-
tered in the targeted Mundu. 
Additional testing, including 
pressure and fluid sampling, are 
planned to establish the fluid 
content, hydrocarbon columns 
and saturation of possible reser-
voir intervals encountered. Cue’s 
headquarters are in Melbourne.

10 Australia
Brisbane-based Cooper Energy 
Ltd. has completed its pro-
spective resource assessment 
(unrisked best estimate, P50) of 
the Annie and Elanora prospects 
in VIC/P44 and VIC/L24 in the 
offshore portion of South Aus-
tralia’s Otway Basin. The Annie 
prospect (VIC/P44) is estimated 
at 71 Bcf of gas and the Elanora 
prospect (VIC/L24) is estimated 
at 100 Bcf of gas. The primary 
reservoir targets are Waarre C 
and Waarre A, which are the pro-
ductive reservoirs in the Casino 
and Minerva gas fields. Area 
water depth at the two prospects 
is 70-80 m. Elanora straddles 
VIC/L24, VIC/L30 and VIC/P44. 
Additional exploration, appraisal 
and evaluation is required to 
determine potentially moveable 
hydrocarbons. Participating inter-
ests in VIC/P44 and VIC/L24 are 
Cooper Energy (50% and opera-
tor); Mitsui (25%); and Peeda-
mullah Petroleum (25%).

11 Papua New Guinea
Oil  Search Ltd.  has  spud 
appraisal well #2-Muruk in the 
Highlands province in Papua 
New Guinea. The company is 
drilling the appraisal well on 
behalf of operator ExxonMobil 
Corp. in Juha Block PDL 9. It is 
approximately 11 km northwest 
of the discovery at #1-Muruk 
where the venture hit high-qual-
ity sandstone reservoirs similar 
to those found in Hides Field. 
The exploratory has a planned 
depth of 3,500 m and will test 
a Cretaceous Toro Sandstone 
reservoir. Houston-based Exx-
onMobil holds a 42% interest 
and Oil Search holds a 37.5% 
interest. Other participants in 
PDL 9 are Esso PNG; Ampo-
lex  (PNG); Kumul Petro-
leum; Nippon PNG and Gas 
Resources Juha.
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YOUR LAND 
IS ONLY AS VALUABLE 
AS THE TITLE BEHIND IT
Tracts is an enterprise title management platform that leverages a  
patented math engine to give you an edge when acquiring acreage  
in the most competitive basins.

STANDARDIZATION: 
Tracts standardizes reports that 
brokers deliver. Each title package 
looks and is stored the same way. 
It’s clear what you own and  
where you need to buy.

SPEED: 
Each instrument is entered a single 
time to populate all reports. Tracts 
calculates mineral and lease data 
automatically. Cut weeks off  
of project timelines.

ACCURACY: 
Automatic interest calculation  
and instant flowchart visualization 
allow for deeper due diligence and 
eliminate the risk of human error.  
Because every decimal counts.

To learn more visit us at NAPE   BOOTH 2232
info.tracts.co/nape19 
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NEW FINANCINGS

A YEAR-END POTPOURRI

These deals and details on thousands more are available in real time in a searchable, sortable database at OilandGasInvestor.com.

Following a tumultuous October-November, it 
came as little surprise that year-end capital-mar-
ket activity comprised a potpourri of deals 

making it to the finish line. Capital raises included 
midstream and E&P follow-on offerings, and a con-
vertible as well as senior-note offerings from issuers in 
the midstream, E&P, oilfield-service and LNG sectors.

Oasis Midstream Partners LP (NYSE: OMP) an-
nounced on Nov. 8 an underwritten public offering of 
2 million common units, which it priced at $20 per 
unit, a discount of more than 9% to the closing price.

 With exercise of the full 15% overallotment, gross 
proceeds came to $46 million, which were earmarked 
to fund a portion of the $250-million purchase price of 
midstream assets from Oasis Petroleum Inc. 

The purchase by Oasis Midstream involved an addi-
tional 15% interest in Bobcat DevCo LLC and an ad-
ditional 30% interest in Beartooth DevCo LLC, taking 
its ownership to 25% and 70%, respectively.

Supplementing the above $46 million of proceeds, 
Oasis Midstream issued 3.95 million units directly to 
parent Oasis Petroleum, raising $79 million, with the 
remaining $125 million financed under its revolver. 

Contango Oil & Gas Co. (NYSE: MCF) priced a 
follow-on offering of 7.5 million common shares at $4 
per share for gross proceeds of $30 million. Proceeds 
are to reduce borrowings and for general corporate 
purposes, including funding potential acquisitions. 

Engineering and construction firm KBR Inc. 
(NYSE: KBR) announced the pricing of a $350-mil-
lion issue of 2.50% convertible senior notes due 2023. 
The notes have a conversion premium of 27.5%. Each 
$1,000 note is convertible into 39.1961 common 
shares, equating to a conversion price into KBR stock 
at $25.51. KBR serves the offshore energy and LNG 
sectors.

Freeport LNG Development LP issued $225 million 
of 5.55% senior notes due 2039, priced at a discount 
to yield 5.895%. Vantage Drilling International priced 
$350 million of senior notes yielding 9.25%.

In private equity, Flat Creek Resources LLC, led by 
executives formerly with Black Mountain Oil & Gas 
LLC and XTO Energy Inc., received an initial capi-
tal commitment from EnCap Investments LP of $400 
million. 

—Chris Sheehan, CFA

Company Exchange/
Symbol

Headquarters Amount Comments

Flat Creek Resources LLC N/A Fort Worth, 
Texas

US$400 million The Permian Basin-focused company, led by former Black Mountain and XTO 
executives, secured an initial capital commitment of $400 million from EnCap 
Investments LP and management. 

Oasis Midstream Partners LP NYSE: OMP Houston US$46 million Sold 2.3 million common units, including the 15% overallotment, at $20 per, a 
discount of more than 9% to the closing price. Proceeds will fund a portion of 
the $250-million purchase of midstream assets from parent Oasis Petroleum 
Inc. Supplementing, Oasis Midstream issued 3.95 million units directly to its 
parent, raising $79 million. 

Contango Oil & Gas Co. NYSE: MCF Houston US$30 million Priced a follow-on offering of 7.5 million common shares at $4per share for gross 
proceeds of $30 million. Proceeds will reduce borrowings and support general 
corporate purposes including funding potential acquisitions. 

DEBT
Murphy Oil Corp. NYSE: MUR El Dorado, AR US$795 million Closed the strategic deepwater Gulf of Mexico joint venture with Petrobras 

America Inc., a subsidiary of Petrobras, for net cash consideration 
of approximately $795 million. Murphy’s net cash consideration of 
approximately $795 million is funded by $470 million of cash-on-hand with the 
remaining $325 million being drawn on the company’s new senior credit facility.

Vantage Drilling International OTC: VTGDF Houston US$350 million Priced $350 million of 9.250% senior secured first-lien notes due 2023 in a 
private placement at par. The proceeds of will repay obligations under, and 
terminate, the first-lien credit agreement. They will also redeem outstanding 
10% senior secured second-lien notes due 2020 and fund the purchase of a new 
jackup rig.

EQUITY
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n Denver-based QEP Resources 
Inc. chairman, president and CEO 
Charles (Chuck) Stanley will retire 
Jan. 14. Stanley presided over 
QEP’s spinoff in 2010 from Salt 
Lake City-based Questar Corp.

Timothy (Tim) Cutt will become 
president and CEO on Jan. 15. 
Lead independent director David 
A. Trice, the retired chairman, CEO 
and co-founder of Newfield Explo-
ration Co., will become chairman, 
as the QEP roles of chairman and 
CEO are separated going forward.

Cutt has 35 years of oil and gas 
experience, formerly with Exxon 
Mobil Corp., where he was pres-
ident of ExxonMobil de Venezu-
ela SA and president of Hibernia 
Management and Development 
Co. More recently, he was BHP 
Billiton Ltd. president of petro-
leum from July 2013 through 
February 2016. Most recently, he 
was CEO for Cobalt International 
Energy Inc.

n Anadarko Petroleum Corp., The 
Woodlands, Texas, has named 
Robert (Bob) Gwin president. 
Prior, Gwin was executive vice 
president, finance, and CFO. Also, 
he was chairman of Western Gas 
Holdings LLC (WGH), chairman 
of Western Gas Equity Holdings 
LLC (WGEH), and president and 
CEO of WGH. Prior to his work 
for Western, he was Anadarko vice 
president, finance, and treasurer, 
and, while chairman of WGH and 
WGEH, he was chairman of Lyon-
dellBasell Industries NV. 

R.A. (Al) Walker, Anadarko 
chairman, president and CEO, will 
continue as chairman and CEO.

Robert K. (Bobby) Reeves, 
executive vice president and CAO, 
has retired. Benjamin (Ben) Fink, 
was named executive vice presi-
dent, finance, and CFO. Fink was 
an Anadarko senior vice presi-
dent and was president and CEO of 
WGH and WGEH.

Alexandra (Alie) Pruner and 
Michael (Mike) Grimm have 
joined the Anadarko board. 
Pruner is CFO and a partner of 
Perella Weinberg Partners since it 
combined with Tudor, Pickering, 
Holt & Co. LLC, where she was 
CFO since inception.

Grimm is president of Rising 
Star Petroleum LLC and was chair-
man of RSP Permian Inc. through 
its sale in 2018 and of which he 
was a co-founder and was its CEO 
until 2014. Grimm is also a director 
of Energy Transfer LP. 

n Harvest Oil & Gas Corp., 
Houston, fka EV Energy Part-
ners LP, has named Ryan Stash 
vice president and CFO. He was 
most recently a managing director 
at Regions Securities focused on 
the energy sector. Prior, he worked 
in the energy investment-banking 
group for Wells Fargo Securities 
for 11 years based in Houston. 

n Brent Smolik, past chairman, 
president and CEO of EP Energy 
Corp., has joined Noble Energy 
Inc., Houston, as president and 
CEO. He will be responsible for 
leadership of Noble’s worldwide 
operations.

With 35 years of industry expe-
rience, Smolik was president of El 
Paso Corp.’s E&P unit that became 
EP Energy; president of Cono-
coPhillips, Canada; president of 
Burlington Resources Inc., Canada; 
and a vice president and chief engi-
neer for Burlington. 

Gary Willingham, Noble exec-
utive vice president, operations, 
resigned to pursue other opportu-
nities.

n Al Hirshberg, ConocoPhillips, 
Houston, executive vice president, 
production, drilling and projects, 
has retired after more than 35 years 
of working in the industry, includ-
ing eight with ConocoPhillips.

Matt Fox, who led Cono-
coPhillips’ E&P operations from 
2012-2016, has been named exec-
utive vice president and COO with 
responsibility for worldwide E&P 
operations, corporate planning and 
technology. 

Don Wallette Jr. was named 
executive vice president and CFO, 
with responsibility for finance, 
commercial, A&D and infor-
mation-technology functions. 
Wallette’s former roles for Cono-
coPhillips, include leading its 
business-development functions 
from 2012-2016.

n Laredo Petroleum Inc., Tulsa, 
has named T. Karen Chandler 
senior vice president and COO. 
Chandler joined Laredo in 2012 
and was vice president, operations, 
since 2016. Prior, she was with 
Exxon Mobil Corp. for 15 years, 
performing a variety of managerial 
and technical functions in drilling, 
completions and technology devel-
opment. 

n EOG Resources Inc., Houston, 
has named Kenneth (Ken) Boede-
ker executive vice president, E&P. 
Boedeker was vice president and 
general manager of EOG’s Denver 
office, which included responsi-
bility for operations in the Powder 
River, Williston and D-J basins. 

David W. Trice, executive vice 
president, E&P, assumes respon-
sibility for EOG’s Denver office 
as executive vice president and 
general manager.

Boedeker has more than 33 
years of industry experience—24 
of these with EOG. Trice’s 25 
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years of experience include nearly 
20 with EOG, including as a 
senior geologist in the Midland 
office. 

Separately, EOG named Julie J. 
Robertson to its board. Robertson 
is chairman, president and CEO 
of Noble Corp., one of the world’s 
largest offshore drilling compa-
nies. Previous roles at Noble 
included executive vice president 
from 2006 to January 2018.

Frank G. Wisner, a retired U.S. 
ambassador first elected to the 
EOG board in 1997, plans to retire 
from the EOG board at the end of 
his term.

n Bonanza Creek Energy Inc., 
Denver, has named Brant DeMuth 
CFO. DeMuth was vice presi-
dent of finance and the treasurer of 
SRC Energy Inc. and interim CFO 
of DJ Resources LLC. 

n Gulfport Energy Corp., Okla-
homa City, named Donnie Moore 
in ter im CEO.  He succeeds 
Michael Moore who stepped down 

as CEO, president and director.
Donnie Moore joined Gulf-

port as COO in January 2018 from 
Noble Energy Inc., where he was 
vice president of Noble’s Texas 
operations for the Eagle Ford and 
Delaware Basin after holding lead-
ership positions in other Noble 
business units. 

n Mike Dye has joined privately 
held MD America Energy LLC, 
Fort Worth, as CFO. MD America 
focuses on the East Texas Basin, 
where it holds some 71,000 net 
acres.

n Former RSP Permian Inc. CEO 
Steve Gray has joined the board 
of Range Resources Corp., Fort 
Worth. RSP Permian was acquired 
by Concho Resources Inc. in 2018. 

A founder of RSP, Gray was 
CEO from its inception in 2010 
through its sale. Prior, he founded 
several successful oil and gas 
ventures spanning nearly 20 years 
in partnerships with private-equity 
financier Natural Gas Partners, and 

held petroleum-engineering roles 
for 11 years in various capacities.

In 2016, Gray received the 
national Ernst & Young Entre-
preneur of the Year award in its 
Energy and Clean-Tech category.

n David Dell’Osso was named 
executive vice president and 
COO of Parsley Energy Inc. He 
succeeds Matt Gallagher, who was 
previously appointed CEO, effec-
tive Jan. 1, and remains president. 
Prior to joining Parsley, Dell’Osso 
was senior vice president and 
general manager of the Northeast 
Appalachia Division for South-
western Energy Co.

n Midstream MLP Southcross 
Energy Partners LP, Dallas, named 
James “Jay” W. Swent III as chair-
man, president and CEO. Swent 
previously was president and CEO 
of Paragon Offshore. As a finan-
cial executive, he has managed 
several large company acquisi-
tions, divestitures, joint ventures 
and financial restructurings.
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AT CLOSING

LESLIE HAINES, 
EXECUTIVE EDITOR- 
AT-LARGE

If we track the life cycle of the shale plays 
as they unfold, what do they portend for 
U.S. production and the companies, inves-

tors and export markets that have come to 
rely on the shale story? Land rush, produc-
tion rise, mature to sale, recycle and renew.

For an example, look to the trajectory of 
the Fayetteville in Arkansas, a dry-gas play 
that’s been in the news lately: Its discover-
er and long-dominant player, Southwestern 
Energy Co., is exiting its entire upstream 
and midstream position there. For $1.865 
billion cash and another $438 million of as-
sumed debt, the buyer is Flywheel Energy 
LLC. The latter began as Valorem Energy 
LLC in early 2017 with backing from the 
Kayne Anderson Private Energy Income 
Fund. In August 2018, Kayne committed a 
second time to the management team with 
$700 million of equity in the form of Fly-
wheel, based in Oklahoma City. 

Fayetteville production peaked in 2014 at 
950 billion cubic feet (Bcf) a year—roughly 
2.6 Bcf a day. Four years later, Flywheel is 
taking over Southwestern’s 4,033 produc-
ing wells on more than 915,000 net acres 
and production that in 2017 totaled about 
716 million cubic feet a day net.

This slowdown is a natural progression 
showing the shale’s decline curve absent 
better completion designs and enough 
capex—not to mention the effects of low 
gas prices amid a surfeit of U.S. supply. 

At press time, the U.S. was approach-
ing 84 Bcf/d of gas production. But still, 
although this Fayetteville sale makes all 
the sense in the world for Southwestern, it 
seems like the end of an era somehow. 

I recall when former CEO Harold Korell 
visited the Houston offices of Oil and Gas 
Investor to introduce himself and his new 
direction. One of his major goals at that 
time was to sell the company’s local dis-
tribution company in favor of becoming a 
pure E&P. In 2003, it first leased acreage 
in the Fayetteville for $11 million, and, in 
2004, he unveiled the shale.

Over time, the play grew like a weed; 
quarter after quarter, Southwestern deliv-
ered more production and became a Wall 
Street darling. No one seemed to question 
the economics at that time. Those were 
heady times. I ran into Korell at an invest-
ment event once and, as he rushed by, he 
said, “New York is on fire.” 

By 2011, some 3,689 Fayetteville wells had 
been drilled, mostly by Southwestern, which 
perfected the integrated model of operating 
rigs, frack crews, supplies and logistics.

When the University of Texas’ Bureau 
of Economic Geology studied the play in 
2014, it concluded there was 80 trillion cu-
bic feet (Tcf) of original gas in place, with 
38 Tcf technically recoverable, and full-
field development of 18.2 Tcf as a mean 
recoverable amount by 2050.

Its base case, using an assumption of $4 
gas, indicated 6,400 new wells could be 
drilled through 2030. It postulated that pro-
duction would plateau between 2012 and 
2015 (it did so in 2014), then begin a long 
slow decline as the annual well count fell 
and development moved from top-tier loca-
tions to the lesser-quality ones. 

At one time, 15 operators worked the 
play, but nearly 100% of the production 
was owned by Southwestern, BHP Bil-
liton Ltd. and XTO Energy Inc. The rig 
count rose to 30 in 2011, but, once gas 
started to decline below $3, the gold rush 
was fading.

Southwestern had to pivot. Like most 
other E&Ps, it went searching for a higher- 
margin, wet-gas play—or an entrée to crude 
oil. It migrated to the Marcellus and Utica 
in 2014, buying Chesapeake Energy Corp.’s 
assets there for $5.4 billion.

At one time the vast majority of South-
western’s production was from the Fayette-
ville, but, by second-quarter 2015, it was 
less than half as the company’s Marcellus 
production rose. Meanwhile the Fayette-
ville rig count had plummeted to only four 
rigs by October 2015.

I visited the Fayetteville in its heyday and 
I came away impressed with the way South-
western ran the whole operation with such 
precision. Huge whiteboards hanging in 
one of its field offices tracked rigs, trucks, 
equipment and mud as the play unfolded, 
presaging the full-field development effi-
ciencies we see so often today.

Most recently, Southwestern’s investor 
presentation outlined finding and develop-
ment costs of $1.40/Mcf in the play—for a 
$2.7-million well, significantly below the 
costs posted five years earlier.

Now, it is up to Flywheel to carry on. 

Mark your calendars for some upcoming 
Hart Energy events. Join us Feb. 12 in 
Houston for our annual Women in Energy 
awards luncheon, when we recognize 25 
influential women in the energy industry. 
And, come to Shreveport Feb. 19 and 20 
for DUG Haynesville, where we’ll hear an 
update from operators on what’s ahead for 
this new-again shale play.

THE SHALE LIFE CYCLE
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