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I could not have gone down the path of writing a book without the support of my wife, family, and employees. This book is for the investor, in the hope that they will come to recognize a good oil and gas deal whereby they have the potential of truly making money in this extraordinary business.


 


DISCLAIMER



This book is intended to provide members of the public with educational information about oil and gas, oil and gas investing, and King Operating Corporation. Nothing in this book is to be construed as an offer to sell, or a solicitation of an offer to buy any security or investment product. Investments in oil and gas products offered by King Operating Corporation or any affiliate thereof are only made through Confidential Private Placement Memorandum and only to accredited investors, as defined in under the Securities Act of 1933. Investments in oil and natural gas products are speculative and involve a high degree of risk. Oil and natural gas wells are naturally depleting assets. Cash flows and returns may vary and are not guaranteed. Past performance is no indication of future performance. Nothing herein shall be construed as tax, accounting, or legal advice. The opinions offered in this book are solely those of the author unless indicated otherwise. Although the author has made every effort to ensure that the information in this book was correct at press time, the author does not assume, and hereby expressly disclaims, any liability to any party for any loss, damage, or disruption caused by errors or omissions, whether such errors or omissions result from negligence, accident, or other cause. Please consult your own legal, financial, and accounting advisors before pursuing any of the investment strategies discussed in this book.
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PREFACE



This is not where I thought I would end up. I never thought I’d be writing a book about oil and gas investments after a long and successful career in the industry. When my great-grandfather started in the oil business over one hundred years ago, he wouldn’t have predicted that I would be working in this industry and certainly wouldn’t have predicted that I would be writing a book about the industry. But my family can’t seem to get away from oil and gas. We’ve been doing it for so long that it’s become part of us. There have been times when it hasn’t been a particularly welcome part, but it’s always been there. And with that experience has come expertise and know-how. Though all the men in my family before me were laborers and not executives, I consider myself lucky to have seen their hard work up close and personal. It’s helped keep me grounded and it serves to remind me of why I shouldn’t take any part of this business for granted. My father, who is an extremely cautious man and who hates to put himself in the position to take risks or potentially lose money, surely wouldn’t have predicted that his son would be advising people on million-dollar oil and gas investments. But what he wanted for me was a better life than he had, so at the end of the day, he can’t be too surprised. My grandfather didn’t want my dad to get into this business, and my dad didn’t want me to get into this business because the men before them died from cirrhosis of the liver, after drinking themselves to death. The thing about the oil business is that you drink in good times, and you drink in bad times, and the oil business brings you a lot of both. But despite everyone’s best intentions, this is where I ended up. Now I’m hoping I can take what I’ve learned and help you.

Born at the turn of the century, my great-grandfather worked himself to death. There was nothing glamorous about oil back then, at least not for the laborers like my great-grandfather. It was a hard living and only those people with strong backs and strong constitutions got involved. People were still leery of what an investment of this kind would mean for them, and those getting rich on this “Texas Tea” were not the people actually doing the work, like my great-grandfather. The people who were getting their hands dirty weren’t the same ones making the money.

By the time my grandfather entered the business and spent his days (and many of his nights) out in the oil fields watching pumps and listening for the telltale sound of a malfunction, The Beverly Hillbillies had premiered, bringing with it unrealistic expectations of geysers of oil shooting from the ground, riches flowing in their wake. Those on the outside of the business envisioned fast wealth and endless return, all with the relatively small undertaking of drilling a hole in the ground. But as with his father before him, my grandfather understood the backbreaking work involved in drilling for oil. He knew the physical toll it could take on a person and he became an expert at taking naps for five or ten minutes at a time, sneaking in as much rest as possible wherever and whenever he could. There is no “off duty” for an oil man. My grandfather knew that better than anyone. He didn’t want my father to follow in his footsteps because he knew what a hard life it could be. But as any of you who have children know, what we want for them is often beside the point. So, my dad entered the oil business as well, also as a laborer. When he was a teenager, he’d help out my grandfather and spent most of his time neck deep in empty oil tanks using high pressure salt water to clean off the accumulated scum and sediment that inevitably built up in the tank. It was dirty, hot, unpleasant work and, like his father before him, he didn’t want the same for his son.

Luckily for him, my dad got what he wanted … partly. While I don’t clean oil tanks for a living, like all the men in my family before me, I can’t fully get away from the industry. Instead of joining in the oil fields and working on a drilling rig, I got involved in the investment side of things, and that is where I have spent most of my career. I have seen the ups and downs of the industry and have had a front row seat to all the tax incentives, legislation, industrial accidents, skyrocketing and plunging oil prices, and oil fortunes made and lost. I have, in short, seen it all. And while this is surely not what my great-grandfather would have predicted over a hundred years ago, I’m here now to share what I’ve learned with you and to help you make smarter decisions when it comes to investing in oil and gas.

One of the most important things I have learned along the way is how crucial it is to listen to others and learn what you can from them. Just because someone is in a different industry doesn’t mean they don’t have anything to offer. I learned that lesson on a ski lift in Beaver Creek, Colorado, and used benchmarking to establish King Operating’s new way of doing business. And it is my hope that some of the lessons learned from this book might be applicable to different lines of business as well. Just because we’re talking about oil and gas here doesn’t mean these same principles can’t be applied to other investment opportunities.

I continue to see a lot of oil deals where investors are not given a realistic “upside.” I wanted to write this book in order to explain the pitfalls and opportunities involved in oil and gas investing so that investors, like you, can make a well-educated decision when deciding whether to invest in a particular oil and gas project. We started with $37 million of equity in 2015 and our proved reserves are over $200 million as of the writing of this book. While we certainly cannot guarantee our future projects can be this successful, the investment model we are currently using, in my opinion, gives our clients a better chance to make positive returns. In contrast, the investment model for most of the oil deals with which I am familiar that are currently on the market do not give the investors the best chance to make money, and that drives me absolutely crazy. This is the most important reason I wanted to write a book. As you will note throughout the book, I love this business, but most of all, I want investors to have the opportunity to participate in this extraordinary investment, with a transparent understanding of both the downside risks and the upside potential. For clarity, this book is not about investing in the equity of a business, whether public or private, that is engaged in the oil and gas industry (e.g., Exxon or Concho) in which the investor owns an indirect interest in all of the company’s assets and operations (by virtue of owning its stock). This book is about investing in specific single or multiwell oil and gas opportunities or projects that are put together or sponsored by a company who primarily brings in third-party investors for specific oil and gas projects rather than having investors invest in the holding company and who would, by virtue of owning equity in the company, generally indirectly own an interest in all of the company’s operations. In this book, I will refer to these transactions as “investment deals” or similar wording.

I hope that you will also consider this book an invitation to find out more about me, King Operating, or oil and gas investing. I am happy to talk to anyone with questions about how they can get involved. I’m a big believer in the idea of paying it forward and helping out others with what I’ve learned and experienced over the years and I’d be happy to help you.

Thank you for being here and let’s get started.


 


INTRODUCTION



First, let me take this opportunity to thank you for reading this book. Thank you for your patience and your open-mindedness. I wouldn’t have blamed you if you saw this book and pushed it aside, certain there was nothing new in here. You may assume that you’ve heard everything anyone would care to tell you about oil and gas investment (and you may have), and that there’s nothing new to learn. So, if you did pick up this book and you’re reading this now, thank you again for giving me a chance.

If you’ve invested in oil and gas before and you’ve had a bad experience—as is entirely likely—I appreciate your willingness to get on the merry-go-round again and take another spin. Although, hopefully, with my years of experience guiding the way, if you were to invest with me, you’ll have an easier time of it and a much more positive experience this time around. Because I’ve been in the industry all my life and worked in many capacities, I’ve seen some good deals where people made money, and some bad deals where everything went bust. Through all of my years of experience, I have come to develop a sixth sense for when a deal seems like a bad idea from the get-go, and those that may actually have a shot at making some money for their investors. And those bad deals, unfortunately, come along a lot more often than you might think.

The truth of the matter is that the way the vast majority of oil and gas investment deals are structured means they have limited running room and little diversification. In other words, if something goes wrong—and in a complex system like drilling for oil, things can certainly go wrong—there are few ways to fix it without pouring more money into a literal hole in the ground. In these types of cases, it becomes nearly impossible for the investors to recoup their investment. Talk about “Buyer, beware!” If you’re an investor, you could come out the other side a billionaire, but you may also be several million dollars poorer than when you went in. In the meantime, the promoter who sold the plan to you has moved on to the next big thing. In some cases, promoters make a whole lot of money on these investments whether they pan out well for the investors or not. Even worse, some promoters don’t seem to care whether the investors make money on the project, as long as they got their paycheck.

Of course, today we all know that the industry is changing, and with threats ranging from geopolitical issues to the rise in electric vehicles and alternative fuel sources, we need repeat investors now more than ever if we’re going to stay in business. If we turn people off by doing deals in which they lose money over and over, why would they ever come back to us to invest again? In the best interests of the industry and the investors, we had to start doing something differently. I knew something had to change. This book describes that change.

Even though the oil and gas industry is old and is notoriously resistant to change, I wanted to change the way we did business. Thus, I started talking to friends and acquaintances. As a member of TIGER 21, a peer network organization for high-net-worth individuals, I consulted other members, as well as people who knew something about investments, whatever their field. After what amounted to years of looking for a better way and searching for a method of managing investments that made sense both to the drilling company and to the investors, I realized the problem: generally, the industry was thinking of investors as money first rather than true partners.

After talking to a lot of people in a variety of industries and grilling them about how they did business and how they approached investors, what I came to realize is that all people really want is a genuine shot. People aren’t even interested in a guarantee, they want to believe that they’ve got a shot to make a profit, or at least make their money back. That’s what I knew we had to give them.

The investment model for sponsored oil and gas transactions that I discuss in this book represents a total change in the way much of the smaller, independent companies in the oil and gas industry operate. Instead of buying one location, drilling, and hoping for the best, the operator buys a lot of acreage, proves up a well, and then sells it off. And the investors can be along for the whole ride. By doing things this new way, without having to drill all the wells, projects can also be completed faster. That means there’s a better opportunity for a turnaround time and for money to make it back into the investors’ pockets faster. This, in turn, means another project can start, ideally with the same investors on board.

Doing things this new way essentially means that the unknown future performance of the wells is not as critical to the initial investors. In fact, by selling off the acreage to companies who want to drill, this new model has removed investors from the operation before it gets potentially dicey and goes on to something new. At the end of the day, it doesn’t matter whether a well gushes or trickles; if the sponsor has been able to sell off the acreage at a higher price than the original acquisition price, the investors will have already made back their money.

The second part of this is because we want our investors to be with us for the long haul from project to project, we treat them like full business partners. We’re building partnerships, not solely looking for money, and it will not surprise you to hear that when people are treated with respect, they’re a whole lot more likely to reinvest with a company. As a result, we’ve enjoyed repeat investors for several of our most recent projects.

In oil and gas, we talk about the four Rs: returns, rate, running room, and repeatability. We have determined that if we can take care of all four of them, we’ve got a really good shot of paying back our investors, and then some.

Returns refer to whether or not the project makes economic sense. We have to present a plan that makes good financial sense for us to consider moving forward with a project. If it doesn’t make sense, we’re not going to push forward; that would be a waste of everyone’s time.

Rate refers to the high rates of hydrocarbons (or oil and gas) that we can produce in a single area. This is what we mean when we talk about proving up a location. If we can get a high rate of production, it’ll make it that much easier to sell the prospect.

Running room is the number of locations we’re drilling in any given project. We have over one hundred locations on many projects, which makes it that much easier for us to produce a good rate. The more locations available for drilling, the more opportunities for producing a good rate—and the greater chance of investors making their money back and then some.

And finally, repeatability refers to the likelihood that we can repeat this process again and again with different acreage, ideally bringing along the same investors as business partners time and time again. If we have the first three Rs covered, we know we’ve got a good project on our hands.

As you read this book, you’ll encounter a number of topics that will help you gain a better understanding of the oil and gas industry and the investor’s role in it. First, I’ll tell you a little bit about myself, my family, and our over one hundred years in the business. When I work with someone, I like to know a little bit about them. It helps me place them in context and gives me an idea of the kind of person I’m trusting with my time and money. You deserve the same thing.

Throughout this book, I’ll explain the way oil and gas investments have traditionally been done, at least as far back as I can remember. I’ll dissect a deal in detail, and show you the pitfalls investors can find themselves falling into when they sign onto a deal structured according to the traditional model. Then I’ll explain the new way we’ve started doing business at King Operating and why it’s been generally working so well for both us and our investors.
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