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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 lll, CEO;
and Brian Zwart,
chief technical
officer.

OPERATOR PROFILE

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.
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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

In January 2016, three E&P executives met
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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 ArkLLaTex 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.
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Percussion’s Capital Program
Locator Map-Regional Activity

| | i | = e T — I 5 ™
[ 1 | [ ] [ | \ ] ) | . ]
T | — T | | ‘ | L] i L] [ ‘l |
i = — ‘-_l—-ﬂ" — | | B
g | s - %
- ‘ _;:. o ‘-;.-’ b |
4 o X
i R - '-: '-'-'.'“\7 i
I:_ wan | | s 30_%_ T bl __{___ frsie | |
i 173 29 | ol [
N 11 rrUL
\A YO - B S e e IS S S - =) U
EWHMEXICO— 1 f—fgglsoé T ST | fesheE
280 | 183 29F | ﬁ S o e O }_ [ F
4 -
i N i _ LosAamos Mo Harding L h] |
- . \VARS I L oy S e '—1 -l. r 1
Valengia  Bernallo e Quay ‘ | I
,’ Cibola T ¢ ——
il Curry ' |
" - d Socorro De Baca — a
o i 119376 9sfor 79828 | | | [19929 e NEW MEXICO o [ 32*'1
BEL 1 — | I | tneon o | |
= : " |7 = - Wi i 1T 1 1 Sierra | _l_|
. Grant =
R e | | oo M Lea
L) T ‘ Luna  DonaAna o oy [ l
: ||
i IH ‘ L | ‘* | Hidalgo 3 % }_} - ) !_J s»
i | If 20827 | 208 peE 0329 I {20&} 308 [ | [eog it [ [|20 {32
i B [ B l | | |
T 208 25¢ HEEEE HE [ ‘l_l__1 14 x__ k ; 11
f 1 | I .
; e e s e i o s ] N 1 1 1 1 T TITTLEL LI TT1 ]|
EOG

The Percussion
team has

zeroed in on

Eddy County in
the Permian’s
Northwest Shelf
as the platform
for their first E&P.
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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.”
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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.
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“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 11l
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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“You can't
out-engineer,
can't exploit
an asset you
overpaid for’

— Brian Zwart
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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.” []
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